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ABSTRACT 

This study examined the impact of corporate governance on the performance of a 

firm. Three elements of corporate governance were involved namely board of 

directors’ size, board of directors’ composition and audit committee composition 

were assessed to find out their relations to Microfinance Institutions (MFIs) financial 

performance. This study was done to contribute specific insights on the relationship 

and influence of corporate governance on firm performance especially due to limited 

literature in Tanzania.  The study used a cross-sectional design, in which data were 

collected at a single point in time. Quantitative data were collected from 80 

CEOs/Managers of MFIs under study. Descriptive, simple and multiple regression 

analyses were done to get general information on the respondent’s characteristics and 

corporate governance components and influence on MFIs performance. The study 

found that most of the respondents (53 of them) which is equivalent to 66.2%, had 

the title of managers or supervisors and 14 respondents equivalent to 17.4% were the 

CEOs/directors. Moreover, MFIs agreed to have boards with independence (M=4.48, 

SD=0.49) and gender diversity (M=4.67, SD=0.41). However, the respondents were 

uncertain on whether the large size of the board provides more experience and 

expertise to the board (M=3.48, SD =0.872). Yet MFIs agreed to have an audit 

committee with members who have accounting/auditing/finance expertise. Findings 

from regression results further show that the relationship is significant between board 

size, board composition (board independence and gender and geographical diversity) 

and audit committee composition (educational background and experience in 

microfinance issues) with firm performance. The study concludes that corporate 

governance influences the financial performance of MFIs. The study recommends 

that MFIs and policymakers should ensure that the board of directors be independent 

with the gender diversity and the audit committee be composed of members who are 

experts in accounting/auditing to enhance performance.  
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CHAPTER ONE 

INTRODUCTION AND BACKGROUND 

1.1 Introduction  

The chapter presents an overview of this study related to the role of corporate 

governance on the performance of microfinance institutions (MFIs). The chapter 

opens with the study's background, followed by a summary of the research problem, 

then the research objectives and questions. The chapter finishes by elaborating on its 

significance. The study aimed at examining how firm performance is affected by 

corporate governance.  

1.2 Background to the problem 

Microfinance Institutions are institutions that offer financial services to low-income 

people or customers from poor communities, but also self-employed people (Brau & 

Woller, 2004). Savings and credit are the most popular financial services, although 

some microfinance institutions also provide insurance and payment services (Brau & 

Woller, 2004). In the 1970s and 1980s in Latin America, Africa and Asia, 

microfinance institutions focused on assisting underprivileged communities in 

sustaining their livelihoods, improving their housing, obtaining basic education, and 

combating poverty. With such a core aim, the success and performance of 

microfinance institutions were judged by their social influence on the intended 

community's welfare (Cull, Demirgüç-Kunt, & Morduch, 2009). This lasted until the 

1990s when the focus of stakeholders in the microfinance industry shifted, 

compelling organizations not only to focus on the social effect but also on efficient 

use of funds and long-term operations of the institutions i.e profitability or financial 

sustainability (Cull et al., 2009). MFIs are important in the economic development of 

a country as they play a great role including providing small loans to their customers, 

job prospects and capacity building for borrowers through the provision of various 

skills on how to use loans, as well as entrepreneurial and managerial skills 

(Mlowosa, Kalimang’asi & Bundala, 2014). 

Despite the mentioned importance and contribution of MFIs to society and nation at 

large, the shift in focus on measuring MFIs performance came as a result of the 

failure of most MFIs donor-funded projects due to high rates of default, inadequate 

management of funds and a lack of understanding among the community members 
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served about how to properly use funds (Cull et al., 2009; Zeller & Johannsen, 2006). 

However, most of the MFIs while expected to generate value over the long term, but 

do not survive in the market for several years.  They are expected to grow and move 

from one level to another yet they are stagnant due to factors such as the capacity to 

manage finances and loans, as well as to follow financial policies and procedures 

(Muhsin & Mashala, 2019). Various initiatives have been done to assist and ensure 

that MFIs improves and continue to generate value and they include but are not 

limited to supervision and regulation, as well as the maintenance and development of 

standards and building capacity to MFIs (Muhsin & Mashala, 2019). 

Even though MFIs have a remarkable contribution to national development,  most of 

them have found themselves in a difficult position (failing) due to among other 

things high rate of loan defaulters, poor management of funds, and a lack of 

awareness about how to make better use of funds (Zeller & Johannsen, 2006). 

However, among these factors for the poor performance of MFIs corporate 

governance is not mentioned despite being insisted by the Capital Market and 

Securities Authority (CMSA) for good performance of the institutions. Among the 

requirements for MFI registration in the country is corporate governance. CMSA 

insists on corporate governance on these Microfinance institutions to improve their 

performance. Corporate governance is insisted as it is believed to pave the way to the 

success of the MIFs. To reduce the rate of failures MFIs are supposed to be guided 

by some sort of principles. Corporate governance is among them (Microfinance 

Regulations, 2019). The corporate governance guideline has stipulated that each MFI 

should be composed of a board of directors. Each of these boards should have 

members with diverse characteristics and educational backgrounds. Besides, there 

should be an audit committee that is supposed to oversee various governance matters 

of the board. Thus, this study has focused on the corporate governance components 

as might be the cause of the difficult position the institutions are facing i.e low 

relative productivity and low profitability (Kipesha, 2013). 

The growth of the corporate governance literature reflects a growing awareness of 

the critical nature of sound corporate governance. The countless reforms and 

standards produced not only at the national level but also at the global level, illustrate 

the crucial role of good governance (e.g. the Sarbanes-Oxley Act in the US, 
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Combined Code in the UK and the Organization for Economic Development 

[OECD] Code). Corporate governance is typically characterized in economic and 

strategic management literature as the tool that assists organizations in limiting the 

effects of agency problems (Kenani, 2018). The downfall of Enron and other corporate 

scandals in America and Europe that started in October 2001up to date, shareholders 

confidence in the market place have been shaken. Thus, those charged with governance, 

investors and government regulators have urged companies to place a greater emphasis on 

corporate governance practices at various levels, including finance, accounting, economics, 

management and law (Esra & Allam, 2015). 

It is critical to recognize that a successful corporate governance framework supports 

decision-making, accountability, and responsibility both within and beyond the 

organization (Kenani, 2018). Corporate governance is efficient when it balances the 

interests of many stakeholders, when decision-making is logical, informed, and 

transparent, and when it adds to the organization's overall efficiency and 

effectiveness (CCG, 2005). Countries across the globe are increasingly embracing 

corporate governance approaches due to their demonstrated potential to favourably 

improve organizational performance (Kenani, 2018). 

In Tanzania, the concept of corporate governance has been more emphasized to listed 

financial institutions on DSE all listed institutions when preparing their annual 

report, are required to include the report on governance issues as prescribed in the 

CMSA guideline. Thus, little emphasis is put on unlisted financial institutions 

including Microfinance Institutions (MFIs). According to the Microfinance 

Regulation (2019, among the businesses which practice corporate governance are 

Microfinance Institutions. 

Similarly, prior research inside and outside Tanzania indicate that corporate 

governance influences the success of an institution/organization. Nevertheless, those 

studies focused on different components of corporate governance and others were not 

linked with the performance of MFIs, (Nandelstadh & Rosenberg, 2003; Maryam et 

al., 2016; Laswai,2017; Matemu, 2020). This highlights the need of researching to 

determine the impact of appropriate corporate governance on MFIs performance in 

Dar es Salaam. One must note that ownership (both institutional and managerial), the 

board size, board composition and structure, CEO attributes, auditing, and the market 
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for corporate control are all important aspects of an efficient governance structure 

(Vishwakarma, 2015). 

Thus, the main focus of this study was on the impact of the board of directors’ size, 

board of directors’ composition and audit committee composition on the 

performance of microfinance institutions. 

1.3 Statement of the problem 

Despite the importance of microfinance institutions in the economic development of 

a country, and the interventions that have been taken by the government and various 

institutions, most of the MFIs do not perform well in Tanzania (Kipesha, 2013). Past 

studies have related poor performance in the country with several factors such as 

Poor loan portfolio quality, a lack of sufficient and reasonable capital, and excessive 

operating costs and poor management (Muhsin & Mashala, 2019; Kipesha, 2013). 

However, corporate governance is not mentioned and has not been given much 

attention among the factors. Similarly, Thrikawala (2013) suggests that MFIs that 

maintain strong corporate governance practices will be financially and socially 

viable. 

Rapid growth, an aggressive drive for scale, broad geographical coverage, a 

predominance of government-backed MFIs, an emphasis on rural households, the 

promotion of both credit and savings products, a strong commitment to 

sustainability, and the fact that the sector is Tanzanian-owned and driven 

characterize the Tanzania microfinance sector (Kipesha, 2013). Tanzania has fewer 

studies on the influence of corporate governance on the financial performance of 

MFIs. Matemu (2020), for example, evaluated the impact of corporate governance 

rules on Tanzanian banks' financial performance. Additionally, a few studies on the 

influence of corporate governance on the financial performance of financial 

institutions have been undertaken in Tanzania (Mori, 2012). However, those studies 

do not give adequate awareness to some variables including, board of directors’ size, 

board of directors diversity and audit committee composition as linked to corporate 

governance guidelines and performance of the firm in Tanzania, microfinance 

institutions in particular. As a result, this research was carried out to add to the 

current body of knowledge and to bridge the gap. However, most of the studies that 
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are available in Tanzania on the influence of corporate governance on firm financial 

performance do not address directly microfinance institutions (Matinde, 2013; 

Matemu, 2020; Mavika, 2013). Furthermore, they mainly focus on listed financial 

institutions at DSE (Laswai, 2017; Matinde, 2013; Matemu, 2020). This calls for 

research in DSE non-listed companies since they are also expected to be listed 

sometimes. 

In this regard, this study aims to examine corporate governance's impact on 

microfinance institutions in Tanzania, with a focus on determining the influence of 

the size of the board of directors, board composition and audit committee 

composition on the performance of companies. 

1.4 Objective of the study 

1.4.1Main objective  

The main objective of this study was to examine the influence of corporate 

governance on microfinance institutions (MFIs) performance in Tanzania. 

1.4.2 Specific Objectives 

i. To examine the influence of board of directors’ size on MFIs 

performance in Tanzania. 

ii. To evaluate the influence of board composition on MFIs performance in 

Tanzania. 

iii. To examine the influence of audit committee composition on MFIs 

performance in Tanzania. 

1.5 Research Hypothesis 

i. Ho (1): There is no significant relationship between the size of the board of 

directors and the performance of MFIs in Tanzania. 

ii. Ho (2): There is no significant relationship between the board composition 

and the performance of MFIs in Tanzania. 

iii. Ho (3): There is no significant relationship between audit committee 

composition and the performance of MFIs in Tanzania. 
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1.6 Significance of the study 

The results of this research expect to concentrate on how good governance influence 

the efficiency of MFIs in Tanzania. The justifications/rationale of conducting this 

study are explained below;  

The study would be useful as a foundation for developing policies and procedures for 

policymakers. Those policies shall be easily applied to make enforcement simpler 

and easier for MFIs and the government may use the findings of this study to develop 

specific criteria for promoting MFIs in Tanzania.  

However, the study would be valuable to the management of MFIs in making 

decisions when it comes to corporate governance and the findings expect to assist 

regulators to know which areas need more emphasis when it comes to corporate 

governance and hence protects the interest of shareholders and improve the market 

growth.  

This study would provide further empirical evidence from Tanzania microfinance 

institutions and include recommendations to strengthen or revise current corporate 

governance practices for improved results. This study serves as a foundation for 

future MFI research by scholars and academic groups.  

1.7 Scope of the study 

The impact of corporate governance features on the performance of microfinance 

institutions in Tanzania was investigated in this study, using Return on Asset as a 

measure of performance, the study focused on MFIs in Dar es salaam. Specifically, 

the study observed the effect of board size on MFI performance, the effect of board 

composition on MFI performance, and the effect of audit committee composition on 

MFI performance and the observed MFIs were selected randomly. 

1.8 Limitations of the Study 

The major stumbling block was to obtain respondents for the survey, respondents 

were preoccupied with their everyday activities and hence did not have time to 

participate in the study. However, preparations were taken to ensure that a 

convenient time for a reasonable number of the respondents was agreed upon, 

ensuring that the study's sample size was not impacted.  Besides, due to the 
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homogeneity of the unit of analysis, the study managed to reach the required sample 

without affecting the quality of the data sought. 

Further, the study was constrained by a lack of funding and time, which limited its 

scope and as a result, the study was conducted only in the Dar es salaam region to the 

sampled MFIs.  
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CHAPTER TWO 

LITERATURE REVIEW 

2.1 Introduction 

This chapter explored and examined earlier work on corporate governance that has 

been done by other scholars. The chapter focused on the theoretical and empirical 

literature review, as well as the conceptual structure. 

2.2 Definition of key terms 

2.2.1 Corporate Governance 

Aspects of governance include how rules and regulations are enacted and enforced, 

the relationships that these rules and regulations generate or produce, and the nature 

of those interactions (Otieku, 2010).  

According to Mwangi (2015), Corporate governance encompasses a broad range of 

policies and procedures used by those in charge of corporations to control and 

manage their activities to the satisfaction of all stakeholders. Corporate governance is 

a process that allows governing boards and directors to guide, regulate, and supervise 

the corporation's and management's conduct and operations in a way that maintains a 

high degree of authority, transparency, stewardship, leadership, direction, and control 

(Cadbury, 2002). 

Ownership (both managerial and institutional), size of the board, structure and 

composition of the board, qualities of CEO and remuneration of board members, 

information, auditing and the Corporate Control Market are all important 

components of an efficient system structure of governance (Vishwakarma, 2015). 

The purpose of corporate governance is to strike a balance between economic and 

social goals, as well as between individual and communal interests while promoting 

resource efficiency, accountability in the use of power, stewardship and to the 

greatest extent feasible, harmonizing the interests of individuals, corporations and 

society to the greatest extent possible (Zegeye, 2015). 

As defined by Kumar (2010), corporate governance refers to an umbrella word that 

refers to a variety of challenges arising from interactions between senior 

management, shareholders, boards of directors, and other stakeholders. It is defined 
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as the system or set of procedures that direct organizations to fulfil their 

organizational goals. Corporate governance, as defined generally by Okeahalam and 

Akinboade (2003), refers to laws, rules and established business practices that the 

private and governmental institutions use to regulate the interaction between 

corporate management and its entrepreneurs or owners. Corporate governance, 

according to this study, refers to the way by which stakeholders guide organizations 

toward achieving their performance goals and therefore CG attributes that was 

considered in this study included, the board size, board composition (board 

independence, gender diversity and geographical diversity) and audit committee 

composition. 

2.2.2 Board size 

The term has been defined by Mallin (2010) as the number of people on the board of 

directors. According to Lipton and Lorch (1992), the number of directors on a board 

of directors should be kept to seven or eight, as more members would be too difficult 

for the CEO to handle. The researcher defines a small board of directors as one with 

no more than five members, while the literature defines board size as the actual 

number of board members accountable for the company's performance (NMP, 2006). 

This concept is important for this research since it is one of the corporate governance 

factors that may have an impact on Tanzanian MFI performance. 

2.2.3 Board composition 

According to Kumar and Mallin (2010),  board composition refers to the 

organization of the board of directors in terms of dependent (non-executive) and 

independent (executive) board members. The researcher examines the notion in the 

same way as the aforementioned writers do. This idea of board composition is 

significant for this study since it aids in measuring the amount of independence of 

directors, a corporate governance trait that may be related to the performance of 

MFIs in Tanzania. 

2.2.4 Board Audit committee  

An audit committee is an operational committee of the board of directors charged 

with overseeing financial reporting and transparency. Members of the committee are 

selected from the board of directors of the corporation, and the committee's 
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Chairperson is selected from among its members. The board is responsible for 

selecting and monitoring accounting principles and policies, supervising the 

appointment and dismissal of external auditors, monitoring internal control 

processes, consulting with management on risk management policies and practices, 

and supervising the performance of the internal audit function.  

The audit committee is a board of directors tasked with overseeing the financial 

reporting process, appointing an independent auditor, and receiving internal and 

external audit reports. The committee assists the board of directors in carrying out its 

corporate governance and oversight responsibilities regarding financial reporting, 

internal control systems, risk management systems, and internal and external audit 

tasks. Its role is to advise and provide recommendations to the board of directors 

within the limitations of its charter and terms of reference (Arora & Sharma, 2016). 

2.2.5 Board Independence 

There are several metrics for determining the makeup of the governing board, 

including the number of directors, the number of outside directors, and the number of 

independent members on the board. Agency theory served as the foundation for the 

notion of board independence. Independent board members may give a higher level 

of supervision and responsibility for operations since they are less likely to fall 

victim to principal-agent issues. This is because, as independent members, they are 

not motivated by their self-interests but rather by stakeholders’ interests because they 

are the ones who selected them (La Porta et al., 1999). As a result, increasing the 

number of independent directors on boards of directors should encourage 

favourable performance. 

2.2.6 Financial performance 

There are so many indicators of performance which are to mention a few financial, 

non-financial, growth, time, satisfaction, quantities produced. This study applied 

financial performance (Nyamita, 2014). Before going further as to describe the 

reasons for this choice, let us define financial performance first. There is no direct 

definition of financial performance, however, it essentially refers to an organizational 

capacity to produce and generate new resources and satisfy its financial goals and 

market criteria from its everyday operations over a specified period (Hermes & 
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Hudon, 2018). There are several indicators for microfinance performance including, 

financial profitability (return on Asset, return on equity, financial self-sufficient ratio 

and operational self-sufficient), loan repayment (portfolio quality), efficiency 

(operating expenses ratio), productivity, financial viability and leverage (Hermes & 

Hudon, 2018). 

The degree to which a company's financial strength can be calculated over time is 

referred to as financial performance. In other words, it is a financial step taken to 

maximize sales revenue, profitability, and the firm's net worth for its shareholders by 

controlling the firm's assets that are both non-current and current, borrowing, equity, 

profits, and expenses. Its primary goal is to provide details to shareholders and 

stakeholders that will aid them in making economic decisions. It may, however, be 

used to compare industries in aggregate or to measure related companies in the same 

sector (Naz & Ijaz 2016). 

The ability of a corporation to create revenue from its principal mode of operation is 

measured by financial output, which is a subjective metric. The idea is frequently 

applied as a long-term indicator of a company's overall financial health. Analysts and 

investors use the financial output to compare related firms in the same industry or 

industries or the whole sectors (Naz & Ijaz 2016). Financial performance is based on 

the issues that bring direct effect on the financial report of a reporting entity. The 

financial statements analysis is centred on issues like dividend growth, sales 

turnover, employed capital and capital base among organizations. The financial 

indicator is fundamental for the economic success of an entity, thus the strong 

achievement of the entity goal and objectives is due to the solid financial 

performance (Nyamita, 2014).  

Financial ratios measure the financial performance using liquidity ratios, activity 

ratio, profitability ratio, stability ratio and growth ratio, thus financial performance is 

based on different perspectives such as solvency, profitability, stability, growth and 

liquidity. Based on accounting information, organizations can measure performance 

through ROI, ROA and gross profit margin and most financial institutions including 

microfinance measure their performance using ROA, ROI and gross profit margin. 

(Mwangi, 2016).  
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For this study, financial performance was measured using ROA and they were 

employed because they determine the financial profitability of a microfinance 

institution. The use of financial profitability as a measure of MFIs performance is 

backed up by the study conducted by Muriu across 32 countries in Africa and 210 

MFIs observed that a greater deposit as a percentage of total assets is related to 

increased profitability of microfinance institutions. On the other hand, Profits from 

MFIs can be a valuable source of equity if they are reinvested, which can help to 

maintain financial stability. Furthermore, market sources of funding are only 

available to MFIs who have proven their ability to make a profit (Muriu, 2011). 

 Profitability is however an acceptable tool for ensuring the microfinance industry's 

long-term sustainability and viability. Profitability is a requirement for a competitive 

microfinance sector and a cost-effective source of capital; without it, no firm would 

be able to attract external financing (Gitman, 2007).  

2.2.7 Microfinance institutions 

Microfinance institutions refer to financial services that are intended to empower 

people with the primary objective to serve as a financial institution that provides 

loans to small business enterprises startups and poor families hence sustaining a good 

standard of living (Robinson, 2001). Microfinance institution is also defined as those 

institutions whose major business is to provide microfinance services to the public 

(Schreiner, 2002).  

Microfinance institutions also refer to the financial institution that serves low-income 

consumers, including self-employed people. Savings and credit are the most common 

financial services, however, some microfinance institutions also offer insurance and 

payment services, Schreiner (2002). Microfinance institutions are also defined as 

financial organizations whose products and services are aimed at providing low-

income people with the tools, they need to meet their credit and saving needs, 

manage risk, and execute transactions effectively (Robinson, 2001). 

The Tanzania Microfinance Act, 2018 defines microfinance business as “ the deposit 

and non-deposit taking business and includes the activities; receiving money, by way 

of deposits or interest on deposits or borrowing and which is lent to members or 

clients; accepting savings and providing loans or other credit facilities to micro or 
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small enterprises and low-income households or individuals; providing micro-credit, 

micro-savings, microinsurance, micro-leasing, micro-pension and micro-housing 

finance; transfer and payment services, including digital microfinance services; 

undertaking commodity microfinance business including the provision of commodity 

loans; offering financial education, and any other related service as may be 

prescribed in the regulations”. However, according to the Bank of Tanzania through 

the microfinance regulation of 2019. requires all MFIs to maintain at all times a 

minimum capital of Tsh. 20,000,000/=. The categories of MFIs according to the Act 

are, banks and microfinance banks, microfinance service providers, Savings and 

Credit Cooperatives (SACCOs) and Individual money lenders, community financial 

groups, and community-based organizations. The study also recognizes the MFIs as 

the authors define them above and as defined by the Microfinance Act, 2018. 

The range of capital for all microfinance institutions used in this study was Tsh. 

20,000,000/= and above. 

2.3 Theoretical Literature Review 

A single hypothesis does not explain the overall pattern of relationships between 

corporate governance qualities of boards of directors and firm performance (Jackling 

& Johl, 2009). Theoretical viewpoints on the relationship between corporate 

governance and performance include agency theory, resource dependence theory, 

stewardship theory, institution theory, and management theory. 

The hypotheses of agency and resource dependence are the subject of this study. 

Corporate governance qualities, according to these theories, can have a significant 

impact on a company's financial results (Ujunwa, 2012). 

2.3.1 Agency Theory 

This theory was originated by Jensen Michael in 1976 with its roots in the economic 

theory. The agency theory is based on the assumption that the interests of the 

organization's owners (principals) and managers (agents) are opposed. As a result, 

owners will face the challenge of managers acting in their benefit rather than owners 

interests (Fama & Jensen, 1983). The concept of agency is utilized to better 

understand how agents interact with their principals. The agent represents the 
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principal in a particular commercial transaction and economic decisions, and he or 

she is obligated to always act in the principal's best interests, regardless of his or her 

interests (Homayoun & Homayoun, 2015). For this study, the principal is MFIs 

owners and the agent is a board of directors and the problem exists because MFIs do 

not perform as expected by the owners. 

Corporate governance, according to this theory, can reduce agency costs, resulting in 

enhanced performance in business. When two parties, the principal and the agent, are 

involved, the principle-agent, dilemma arises. The separation of ownership and 

control in the open financial system might lead to an agency problem between 

management and owners. Agency difficulties have arisen as a result of the separation 

of control and ownership in firms, which have been handled through several 

corporate governance measures. Corporate governance can help to reduce the agency 

problem and ensure that management's interests are in line with the interests of 

shareholders (Homayoun & Homayoun, 2015). 

The theory argues that management and the shareholders of the firm differ in terms 

of their interest, that is management actions are for their interest. Thus, the 

shareholders of the company need to form the governing board (board of directors) 

with the main objective of monitoring the action of managers to be in line with the 

shareholders’ interests. Thus, this theory suggests that for management to be 

monitored effectively there is a need to have a governing board (Jensen & Meckling, 

1976). 

According to this theory, the core issue is a potential conflict of interest between the 

firm's shareholders and management. Therefore, the agency problem exists if the 

principal like shareholders or owners, employs the agent, such as the chief executive 

officer and the management to direct the entity on behalf of the principal. Generally, 

this theory assumes that between shareholders and management, conflict of interest 

is probable (Jensen & Meckling, 1976). Hence, to balance the interests of the 

principal and agent, corporate governance in the form of values, director 

remuneration, monitoring and evaluation, and other processes is needed, according to 

agency theory (Deloitte & Universiteit, 2016). 
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However, according to this theory, board composition is critical for successfully 

monitoring top management. In terms of expertise, experience and gender balance, 

boards must be diversified. This provides a balance on boards, which leads to 

effective monitoring and, as a result, to the organization's successful performance 

(Zegeye, 2015). 

Governance in the workplace according to agency theory, improves business 

performance by resolving agency concerns by monitoring management activities, 

reducing self-centred management practices, and analyzing the financial reporting 

process (Habbash, 2010). Furthermore, corporate governance can reduce agency 

costs by balancing the competing interests of shareholders and management through 

management oversight and the use of various corporate governance tools. As a result, 

mechanisms of corporate governance such as audit committees and boards of 

directors allow shareholders to keep a close eye on management' activities. 

Ineffective boards and audit committees may give managers the confidence to follow 

their interests, but effective boards and audit committees can limit managers' 

misleading behaviour by recognizing and actively monitoring misleading financial 

reports. 

Financial performance is influenced by corporate governance procedures, according 

to agency theory assumptions. As a result, improving corporate governance 

structures should increase investors' trust in the future cash flow and growth 

prospects of the firm, resulting in greater firm valuation and hence leading to better 

financial results and performance (Habbash & Bajaher, 2014)0. The study variables 

were selected based on agency theory, to analyze the linkages between corporate 

governance structures and financial performance. The notions of agency theory have 

been heavily used in board structure, with a focus on the board's controlling function 

(Habbash & Bajaher, 2014). 

In this research, the theory is quite applicable. This is because, in terms of CG, 

directors and managers are obliged to ensure the company's image is protected. The 

agents (management) are required to carry out the wishes of the company's owners 

so that their original intentions are respected. CG rules are intended to guarantee that 

managers operate per the intentions of the owners of corporate entities that, by all 
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accounts, contribute significantly to the country's economic growth. As a result, 

agency theory advocates for the development of very strict CG regulations to ensure 

that managers' self-interests do not trump the way the organization is operated 

(Mwangi et al., 2013). In the context of Tanzanian MFIs, it appears that the agency 

problem originated when microfinance ownership was split from management. 

2.3.2 Resource Dependency Theory 

According to experts, resource dependence theory has its roots in economics and 

sociology and has evolved into one of the most significant notions in organizational 

theory and strategic management (Collins, Withers & Hillman, 2009). The Resource 

Dependency theory examines the role of board directors in ensuring that the 

organization has the required resources. It argues that directors play a critical role in 

supplying or acquiring necessary resources to the organization because of their links 

to the outside world. The availability of resources promotes organizational 

effectiveness,   resulting in the firm's ability to survive and thrive. Suppliers, 

consumers, public authorities, and social organizations all benefit from the board of 

directors' knowledge, talents, and access, as well as the company's credibility (Pfeffer 

& Salancik, 1978). 

Board members on the other hand are also expected to deliver services to the 

organization in addition to oversight (Hillman & Dalziel, 2003). The resource 

dependency theory is related to resource provision. Organizations are interdependent, 

according to this theory (Pfeffer & Salancik, 1978), they rely on one another and 

many actors for survival and resources. As a result, they must devise new strategies 

for managing their reliance and ensuring that they have access to the tools and 

knowledge they need. In this light, the board is seen as a way of minimizing 

confusion by forging powerful connections. Via their talents, experience, and 

knowledge, board members provide organizations with a variety of tools (Pfeffer & 

Salancik 1978). Also, ‘when a company appoints an individual to the board of 

directors, it expects the individual to come to help the organization, to be concerned 

about its issues, to invariably present it to others, and to try to assist it.' 

The role of board directors in facilitating resource access required by the firm is the 

focus of resource dependency theory (Abdullah & Valentine, 2009). The board of 
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directors' principal responsibility, according to this theory, is to provide services to 

the company. The board of directors is regarded as the company valuable asset. 

When directors are viewed as resource providers, several aspects of director 

diversity, such as gender, experience, qualifications and so on become critical. 

Directors, according to Abdullah and Valentine, bring knowledge, skills, market 

experience, and credibility to the organization, as well as access to key stakeholders 

such as suppliers, customers, governmental politicians and social groups. For 

businesses, boards of directors provide experience, skills, knowledge, and a possible 

connection to the environment (Ayuso & Argandona, 2007). 

The board of directors may support management in areas where in-house knowledge 

is weak or non-existent, according to the resource-based approach. According to 

resource dependence theory, the board of directors could be utilized as a tool to 

establish external connections to assist management in achieving organizational 

goals (Wang, 2009). Diversity in board composition is critical if boards are to 

effectively provide advice and resources. Board members with a variety of talents 

and experiences, as well as members of both genders, contribute to the efficient 

allocation of resources and the positive performance of organizations. Qualified and 

skilled board members can also be considered as a strategic resource for building 

strategic relationships with a variety of external resources. 

This theory is significant to this research since it argues for boards of directors to 

include a diverse set of competent members capable of properly monitoring top 

managers and providing firms with the resources they require. Board members can 

favourably affect organizational success by taking on these duties. The theory further 

stipulates that for a firm to have good governance, it should be composed among 

others of the following, the reasonable board size, audit committee, board diversity 

and board independence (Zegeye, 2015). 

The Resource Dependency Theory examines the function of board directors in 

ensuring that the firm has access to the resources it requires. It states that through 

their connections to the outside world, directors play a crucial role in delivering or 

acquiring essential resources to a firm. 



18 

Table 2. 1: Theoretical linkages and variable construction 

Theory Board Role Implications 

Agency theory 

 

Management 

control 

Shareholders can retain ownership, 

control rights, and monitor 

performance through independent 

boards. 

Resource 

Dependency theory 

 

Looking for 

resources outside 

the firm 

A co-optation tool enabling the 

organization to obtain resources from 

outside is a board with strong external 

linkages. 

 

2.4 Empirical Literature Review 

There are numerous empirical studies carried out to describe corporate governance 

with an emphasis on what its features are and how they affect the overall 

performance of the company (Matemu, 2020; Laswai, 2017; Nandelstadh & 

Rosenberg, 2003; Maryam, Michel, & Steve, 2016). Suggestions to researchers' 

questions were found in studies that provided a consistent description of good 

corporate governance, as well as the ethics and procedures used to conduct, operate, 

and track a company. The majority of these studies looked into the connection 

between corporate governance processes and performance metrics (Mavika, 2013). 

2.4.1 Performance of Microfinance Institutions and Corporate Governance 

While various studies have been conducted to evaluate the link between corporate 

governance practices and business performance, scholarly studies on corporate 

governance in the microfinance industry are scarce. The empirical examination of 

strong corporate governance practices in connection to MFIs is still in its infancy, 

and it is critical to perform further research in this area to aid in the growth of MFIs 

(Thrikawala, 2013). 

The most significant risk confronting the microfinance business in Sub-Saharan 

Africa is governance, more particularly risk management. There is a dearth of respect 

and knowledge within the governance of the function risk management should play 

inside a financial organization" (The CSFI survey of Microfinance Risk, 2014). 

According to Thrikawala (2013), there is a need for more empirical research on MFIs 



19 

utilizing micro econometric methodologies such as multiple regression analysis of 

panel data to supplement the already existing theoretical literature. His study urges 

MFIs to investigate more critical governance elements that will help the sector grow 

and thrive. 

According to Chenuos et al. (2014), efficiency in the governance structure is crucial 

in the growing and immature microfinance industry since it affects organizational 

performance. Corporate governance policies have an impact on the performance of 

microfinance institutions (MFIs) in Kenya.  

Corporate governance practices such as board size, meeting frequency, and audit 

committee size all have a significant impact on firm performance, with board size 

and audit committee size being positively related to firm performance and meeting 

frequency being negatively related. Furthermore, according to the report, corporate 

governance in Sri Lanka might be improved if boards of directors were limited to 

nine members, meetings were held once a month, and audit committees were limited 

to four members. (Danoshana et al., 2013). The board of directors is an internal 

governance framework that assists owners and management in resolving agency 

conflicts. Shareholders elect board members to oversee and advise management on 

behalf of the owners. The degree to which the membership of the board of directors 

is aligned with the interests of shareholders is quantified in the proportion of 

outside/independent directors in empirical corporate governance literature 

(Hartarska, 2004). 

Members of the board of directors of MFIs are the ultimate decision-makers and 

custodians of shareholders' money, with fiduciary responsibilities and the obligation 

to balance the social purpose and financial aims of MFIs (Obo, 2009). Effective 

governance is largely contingent upon the abilities and qualities of individual 

directors. When taken together, these characteristics should reflect a varied range of 

experiences, backgrounds, areas of competence, ethnic origin, and gender (Ayalew, 

2007). 
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2.4.2 MFIs Performance and Board Size (BS) 

The size of the board is determined by the number of members, as other writers have 

done, including Hermalin  (1999); Weisbach (2002); Ferede (2012); Akpan (2015); 

and Jensen and  Meckling (1976). The size of the board of directors has been found 

to have an adverse association with business performance in their numerous 

researches. Jensen (1993) believes that a larger board results in less effective 

monitoring owing to the inherent coordination and process issues associated with a 

large board. Larger boards, on the other hand, maybe less participatory, less 

cohesive, and less capable of reaching consensus. Smaller boards of directors were 

preferred to foster critical, honest, and intellectual discourse and engagement among 

members, which purportedly resulted in more corporate decision-making, 

monitoring, and performance improvement that is successful (Lawal, 2012). 

Additionally, Akpan (2015) discovered that board size and equity are negatively and 

significantly associated with firm success. Ferede (2012) also discovered that the 

number of board members is inversely correlated with the financial performance of 

Ethiopian commercial banks. His findings suggest that smaller boards are more 

successful in monitoring and controlling bank management, as well as assisting in 

the reduction of agency expenses. As a result, it is envisaged that the size of the 

board will correlate directly with performance. 

In comparison, several researchers have argued that larger boards offer a variety of 

benefits and that when board size grows, company performance also increases as 

more board members give increased monitoring, guidance, and access to the external 

environment (Chenuos, Mohamed, & Bitok, 2014). Additionally, Klein (2002) 

indicated that larger boards are capable of promoting effective monitoring since they 

may disperse the job burden among a larger number of observers. Additionally, the 

results of Akpan and Amran (2014) study indicated that the size of the board had a 

considerable favourable effect on firm success. As a result, we propose that the board 

of directors’ size has a significant positive relationship with the financial success of 

MFIs. 

Similarly, Laswai (2017) examined the association between corporate governance 

and business value, with one of the variables being the size of the board of directors. 

The study discovered a positive and substantial association between the number of 



21 

directors (board size) and firm value. The study discovered that, among the 

independent variables evaluated, board size (BS) and board composition may have a 

favourable effect on the performance of sampled businesses, even though Board 

Composition and Board Size have a significant effect on the performance of selected 

firms (Matemu, 2020). According to research undertaken by Yermack (1996), who 

examined the relationship between board size and business performance, larger 

boards do not perform better than small boards, and hence propose a maximum board 

size of no more than 10 members is proposed. 

2.4.3 Board composition and MFI performance 

Board of directors’ composition, for this report, refers to the board's independence in 

terms of evaluating the composition of the executive to non-executive directors. It 

also considers gender diversity as another aspect i.e the presence and number of male 

and female directors and lastly, geographical diversity. Also, the study considered 

the number of foreign and local members on the board of directors. 

The board of directors of the company is expected to contain a mixture of both 

internal and outside known as “independent directors” and if the board is composed 

of a large number of independent directors, then good corporate decisions are 

expected from the board since there will be different views and ideas on directing the 

firm operations. Laswai (2017) assessed how corporate governance relates to firm 

worth and among the variables was the independent directors' percentage and firm 

value where the study revealed that there is a positive relationship between executive 

directors and firm value. 

Similarly, Hartanka, (2004) analyzed the link between financial performance and 

corporate governance in MFIs in Central and Eastern Europe using corporate 

governance criteria such as board diversity, board independence, and management 

remuneration.  According to their findings, a more diverse board is better for 

financial stability, whereas a big independent board is less so. 

2.4.3 Board independence and MFI Performance 

Nonexecutive and executive directors make up most boards. Non-executive directors 

are referred to as independent or autonomous directors, whereas based directors are 
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referred to as executives (Shah et al., 2011). For the corporation to function 

successfully and objectively, at least one-third of its directors should be independent. 

Additionally, the intimate knowledge that dependent directors possess is vital, as 

outside directors may not be privy to such information. However, this information 

may be abused by shifting the wealth of shareholders to oneself (Beasley, 1996). 

Members of an independent board often have no links to the organization in any 

form, therefore there is little or no possibility of a conflict of interest when they serve 

on an independent board (Wanyama & Olweny, 2013). 

Theoretically, the Board of directors should improve performance. Empirical 

research looking at the link between outside directors and company success has 

shown conflicting results. Independent boards, according to agency theorists, are 

necessary to improve a company's success (Dalton, Ellstrand, & Johnson, (1998). 

Specifically, Dahya and McConnell (2008) found a link between business success 

and the percentage of outside directors. They found a favourable correlation between 

business performance and the percentage of outside directors, as shown in their 

study. However, other research on corporate governance and business performance 

has shown little evidence that an independent board improves firm performance 

(Bhagat & Bolton, 2008). Because there is a widespread agreement that the business 

needs a balance between its internal and external directors, additional investigation 

into this issue is needed. 

2.4.4 Board Diversity 

For this study, board diversity refers to gender and geographical diversity. This 

includes the ratio of male and female directors in the board of directors and the 

composition of the members of the board of directors in terms of their nationality. 

Recent reforms on corporate governance have stressed more emphasis on the role of 

diversity towards attracting the company’s board effectiveness (Farrel & Hersch, 

2005). The argument put forward is that greater diversity contributes to the high level 

of effectiveness, objectivity, innovations and desire to improve firms profit to the 

owners. However, the fact that such desire is affected by the selection of members 

with the required skills to govern company operations cannot be ignored. 
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The study revealed how firm reporting quality is affected by board diversity through 

two dimensions that were measured which are geographical and gender diversity. It 

was observed that companies with high geographical diverse independent directors 

perform better and in addition, firms with a high diversity of geographical audit 

committee members have lower financial reporting quality (Maryam, Michel, & 

Steve, 2016). It was also found that there is no link between gender diversity and the 

quality of financial reporting (Maryam, Michel, & Steve, 2016). 

Further, the common practice is to find few or none of women representations on 

various boards in developing countries (Abdullah, Ismail, & Nachum, 2016). 

Theoretically, the inclusion of board members who are women reassure stakeholders 

of the company's diversity, credibility, and relation with its external world, according 

to resource dependency theory (Lückerath-Rovers, 2013). Furthermore, the agency 

theory's proponents argue that having female directors on the board help the 

organization to reduce agency expenses by bringing new perspectives and making 

complex decisions (Carter, Simkins, & Simpson, 2003). 

2.4.5 Audit Committee composition and characteristics 

Only a few research have looked into the link between audit committees and 

company performance. Abbott, Parker, and Peters (2004) in their study on 

characteristics of audit committees and restatements revealed that the independence 

of the audit committee and activity level (a proxy for audit committee diligence) 

have a serious and negative relationship with the occurrence of the restatement. At 

least one audit committee member is required to have prior financial or auditing 

experience. Mixed results have been found in empirical research on the association 

between the size of an audit committee and business success. It was observed by 

Danoshna et al (2013) that expanding the audit committee size would lead to higher 

financial performance, as extensive discussion of the company's financial statements 

will lead to more suggestions about reports and will guide to raise firm performance. 

 Qinghua, Pingxin, and Junming (2007) conducted a study on characteristics of the 

audit committee, the board of directors and the quality of financial reporting and the 

study observed that companies, with a higher ratio of directors who are independent 

or have a board audit committee, high-quality accounting information is likely to be 
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generated by such boards. Those reflecting board behaviour characteristics, such as 

the board meetings frequency over a year, as well as independent directors on the 

board holding concurrent positions controlling and directing shareholder’s business, 

are not significantly linked to the financial reporting quality among the variables 

evaluated. 

The audit committee has a role to provide the board with assurance that the financial 

reporting of the entity complies with corporate governance standards. It also ensures 

that the entity complies with the mandatorily required disclosures (Davidson, Stewart 

& Kent, 2005). 

Kent and Stewart (2008)  observed that the extent of financial disclosures was 

associated positively with the meetings frequency of the audit committee. However, 

there is some contradictory evidence from the work of other scholars. Klein (1998) 

revealed that the quality of accounting reports is not affected by the presence of an 

audit committee. In this study, accounting/auditing/finance expertise in this analysis 

was used as a proxy for an internal control system to assess the committee's 

effectiveness. 

2.5 Research Gap 

Most of the literature on firm performance and corporate governance has been much 

focused and emphasized on listed companies and other large public interested entities 

such as banks and insurance companies. Thus, studies that have been conducted in 

this area focusing on listed companies include Laswai (2017); Matinde (2013); 

Mavika (2013); Matemu (2020). Very few studies in Tanzania have been conducted 

with microfinance institutions perspectives on performance and corporate 

governance, such a study includes the one conducted to assess the impact of boards 

on microfinance institution performance: Evidence from Tanzania and Kenya by 

Mori (2012). This study focused on only one variable which is board composition. 

Thus, a study on corporate governance and the performance of microfinance 

institutions is important. 
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2.6 Conceptual Framework 

A collection of logical ideas and concepts that have been ordered in such a way that 

they may be communicated to others is referred to as the conceptual framework 

(Matemu, 2020). In this study, the performance of the firm/output is a dependent 

variable, while corporate governance is an independent variable.  The framework 

explores the existing relationship between the board of directors’ size, board of 

directors’ diversity (existence of directors who are female and presence of foreign 

board members), board independence and audit committee composition and 

meetings. 

Independent Variables                                                              Dependent Variables 

 

 

 

 

 

 

                                                                         

 

 

 

Figure 2. 1: Conceptual framework 

Source: Constructed from Microfinance Regulations (2019) and CMSA guidelines 

(2002) and modified through theoretical and empirical literature review.  
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2.7 Measurement of variables 

Variables to be applied in this empirical study shall include (a) the independent 

variable (corporate governance) and (2) the dependent variable (firm performance). 

The measurement and concepts are provided in the summary Table 2.2 below 

Table 2. 2: Measurement of variables 

Variable lab

el 

Variable conceptual 

definition 

Measurement 

description 

Studies 

Independent 

Variables 

    

Board Size BS The board's size should be 

balanced enough to allow 

for the members' inclusion 

with a broader range of 

experience and skills to 

enhance its effectiveness 

but should not be too huge 

to delay decision making. 

The total directors in 

their number on the 

board. 

Jensen 

(1993); 

Gois (2009) 

Board 

Composition 

    

Board 

Independence  

BI 

 

Independent directors are 

thought to be more 

efficient at tracking and 

improving the firm's 

earnings efficiency. 

• Executive Directors 

• Non-executive 

Directors 

The per cent of 

directors are non-

executive on the board. 

Cornett et 

al. (2008)   

Board 

Diversity 

BD Gender Diversity 

• Female board members 

improve the board's 

ability to monitor the 

behaviour of managers 

by increasing their skills 

and experience. 

Geographical Diversity 

• Non-local directors 

improve the board's 

expertise and 

experience in 

managing staff. 

 

• Male Directors 

• Female Directors 

The percentage of 

female directors on the 

board. 

 

 

 

• Local Directors 

• Foreign Directors 

The percentage of non-

local directors on the 

board of directors. 

Armstrong 

et al. 

(2010); 

Srinidhi et 

al. (2011), 

(Kassim & 

Kiwia) 

 

Firoozi et 

al. (2016);  

Audit AC The presence of members • Composed of at least Abbot et 
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Committee 

Composition  

C with accounting/auditing 

expertise improves firm 

performance. 

 

 

one member must have 

accounting/auditing 

expertise. 

• Experience in 

Microfinance issues. 

al., (2004);  

Dependent 

Variables 

    

Financial 

Performance 

R

O

A 

 

Return on Assets The ratio of net profit 

to total assets (carrying 

amount). 

Measures the entity’s 

capacity to earn 

revenue from its assets. 

 

 

Return on asset is the indicator proposed to be used as performance indicators for 

microfinance. These are among the most relevant metrics, and they will be utilized to 

compare research findings to corporate governance level in the organizations under 

consideration as shown in Table 2.2. 

2.8 Financial Performance 

If the corporate governance is an effective firm, success can be measured through 

increased net profits, but on the other hand financial rewards will be reduced for 

organizations with poor governance, companies with poor governance structures 

provide less value to their shareholders, contrary to those firms with effective and 

efficient governance structures that have much value to owners (Nandelstadh & 

Rosenberg, 2003). 

Measurement of company financial performance can be done in different ways by 

the reporting entity through the use of ratio analysis and they include Return on 

Assets, Return on Equity, Net Profit Margin, Debt to Equity Ratio, current ratio, 

liquidity ratio and market efficiency ratio. However, the researcher has decided to 

use the ratio as a metric for measuring MFIs performance. 

Other financial performance indicators borrowed from the banking literature include 

loans at risk (a measure of a loan portfolio's riskiness) and the yield ratio, which is 

computed as the total income from interest and fees on the outstanding loan 
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portfolio, are sometimes used by researchers and some of these are PEARLS ratio 

indicators (Hermes & Hudon, 2018). However, thorough high-quality financial data 

from MFIs is frequently difficult to get for research purposes, most of the researchers 

depend on Return on Asset (ROA) and Return on Equity (ROE) as a measure of 

institution financial performance (Hermes & Hudon, 2018). Researchers commonly 

employ traditional financial ratios such as ROA and ROE. This study focused on 

ROA as a measure of performance because it reveals how well management enforces 

cost control and manages the resources entrusted to them, however, many investors 

realize that ROE doesn't tell whether a company has too much debt or is relying on 

debt to generate profits and therefore by employing ROA, investors might use it to 

get around the problem. (Prastowo, 2002). ROA is obtained by taking the ratio of net 

operating income/net profit to total assets value (Zegeye, 2015). 

2.8.1 Argument for Using Return on Assets (ROA) 

Return on Assets (ROA) is a ratio that determines how effective an organization is at 

producing income from its assets. This ratio can indicate how effective management 

is at enforcing cost control or managing resources entrusted to them, Prastowo 

(2002). ROA is a common metric for calculating the rate of return on total assets 

after tax and interest expenses (Brigham, 2001). Therefore, the higher return on 

assets will be good for the company in terms of performance. ROA as a measure of 

operating profit is considered as a better measure of inspecting the relation between 

corporate governance and financial performance operating profit, as is thought to be 

a better indicator of the connection between financial performance and corporate 

governance (Core, Guay, & Rusticus, 2006).  

Leverage, unusual/strange objects and other optional items, for example, have no 

impact on ROA. Other researchers (Brown & Caylor, 2009) have also used ROA as 

an accounting measure. ROA is considered as a better measure of inspecting the 

relationship between financial performance and corporate governance (Core, Guay, 

& Rusticus, 2006). ROA was used in this study as a proxy indicator of the 

performance of MFIs based on the factors listed above.  

On the other hand, the Return on Assets (ROA) metric measures how successfully an 

MFI manages its assets to maximize profits. The ratio takes into account not just the 
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portfolio's return, but also any additional revenue from investments and other 

operations. If an institution's ROA remains relatively stable over time, this ratio 

might be utilized to anticipate future earnings. This ratio unlike ROE regardless of 

the underlying funding form of the institution evaluates profitability; no 

discrimination against MFIs that are predominantly supported by equity (Brown & 

Caylor, 2009). 

According to Zegeye (2015), ROA demonstrates how an entity's management has 

been able to turn its assets over a year and it deals with the operational sustainability 

of MFIs to a considerable extent. Thus, ROA is considered to be a good measure of 

financial performance. Also, Zegeye, in his study titled “The Impact of corporate 

governance on Microfinance Institution Financial Performance in Ethiopia” used 

ROA as a measure of performance for MFIs. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1 Introduction 

This chapter discusses the strategies, methods and processes that were used to 

conduct the current research. It outlines all of the tactics and actions that were 

employed to answer the research hypothesis. The chapter describes the research 

design,  the sampling design and total population, data collection 

methods/approaches, research strategies, and data processing and interpretation 

methodologies.  

3.2 Research approach 

According to Remenyi et al. (1998), there are two types of research approaches: 

qualitative (inductive research) and quantitative (deductive research). Qualitative 

research has its roots in the social sciences and is based on people's perceptions of 

social phenomena in their daily lives. The socially constrained form of reality, the 

close interaction between the researcher and the subject of study, and the situational 

restrictions that shape inquiry are all highlighted in this approach (Denzin & Lincoln, 

1997). This research approach is becoming popular in the business and management 

area (Gill & Johnson 1997). Quantitative research, on the other hand, has its roots in 

the natural sciences, where a researcher works with an observable social reality to 

derive law-like generalizations. This method emphasizes the constructs 

quantification, which is then followed by a comprehensive statistical analysis. 

These approaches to the research may be used separately but it is also possible to 

combine them within the same piece of research (Saunders & Thornhill, 2012). This 

study employed a quantitative approach which is considered appropriate to meet the 

demands of research questions that guided the study. However, the specific 

objectives necessitated the use of a quantitative approach since they focused on 

testing the relationship between variables which requires a quantitative model like 

linear regression to meet the objectives. the approach enabled the use of random 

sampling and provides efficiency and speed during data collection (Kothari & Garg, 

2014). 
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3.2 Research design 

The research design refers to an approach that is inclusive and of the order of 

operation that is followed by a researcher to achieve the objectives of the proposed 

study (Rego, 2011). A research design is an arrangement of gathering and analyzing 

data to combine relevance to the research goal with cost-effective procedures. This 

was the abstract framework within which the study was carried out and it included 

the design for collecting, measuring and analyzing data as such a summary of what 

was done by the researcher starting from the research hypothesis and its implications 

during operation to the final data analysis was included in the design (Kothari & 

Garg, 2014). 

This research applied an explanatory cross-sectional design to observe the causal 

relationship between corporate governance and the financial performance of 

microfinance institutions. A cross-sectional survey gathers data to conclude a target 

population (universe) at a specific point in time. Observational research, or cross-

sectional research, is a type of observational research where the researcher tests the 

outcome and exposures in surveying respondents at the same time (Setia, 2016). In 

this way, cross-sectional surveys differ from panel surveys, in which individual 

respondents are tracked over time. Typically, panel surveys were used to track 

changes in the population being examined. A cross-sectional research design as 

suggested by Setia (2016) was implemented because it is comparatively quicker and 

less expensive, particularly as compared to other options, but it allows extensive data 

collection.  

3.3 Source of data 

This study collected data through primary sources. The data for ROA was collected 

for three (3) years 2018, 2019 and 2020 as a source of data for computation of ROA 

that was used as a measure of firm performance. The period of three years was used 

as it has been observed from other literature that it is enough period to analyze firm 

performance (Abdulkarim, 2019). Data concerned the size of the board, the 

composition of the board, and the composition of the audit committee was obtained 

from the primary source of data where the researcher prepared a questionnaire in 

form of a Likert scale. Primary data were used to get current data that reflect MFIs 

performance. 
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3.4 Study area 

This study was conducted to identify microfinance institutions located in Dar es 

salaam. It focused only on MFIs that are members of TAMFI. The researcher 

decided to choose this study area because the region is the most growing commercial 

city in the Country and most of the businesses are located within the city and 

therefore there is a wide range of microfinance institutions located around the city. 

According to the census report of the year 2012, the city has a population of 

4.365million people, and it has  106 MFIs that are members of TAMFI and are the 

ones included in the sample size. These MFIs are located around the city in all 

districts. 

3.5 Sample population and sample design 

3.5.1 Study Population 

The population is referred to the total set of elements that a researcher seeks to 

examine regarding the corresponding study (Cooper & Schindler, 2013).  

The study population was composed of certified MFIs in Dar es Salaam City, which 

is also registered by TAMFI. The population of this study was one hundred and six 

(106) microfinance institutions that are members of TAMFI. Based on the Tanzania 

Association of microfinance institutions, there are 106 microfinance institutions 

registered members in Dar es salaam.  

3.5.2 Sampling 

Sampling refers to a set of elements that compose the study population from which 

the researcher seeks to draw a sample (Saunders & Thornhill, 2012). A 

representative sample was chosen from the population. The underlying premise 

behind sampling is that by picking a subset of a population, we can draw inferences 

about the whole (Cooper & Schindler, 2013). There are various strong reasons for 

sampling, according to Cooper and Schindler (2013), including low cost, improved 

accuracy of results, faster data collecting and availability of demographic factors. A 

good sample design's ultimate test is how well it represents the characteristics of the 

population.  The sample must be valid in measuring items, and this is determined by 

two factors: accuracy and precision. Precision is the degree to which the population 

is representative, whereas accuracy is the degree to which bias is absent from the 
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sample. The standard error of the estimate is used to determine the precision of a 

sample whereas the smaller the standard error of estimate, the higher the precision 

(Kothari & Garg, 2014). The sample for this study was drawn from the list of all 

members of the Tanzania Association of microfinance institutions. 

3.6 Sample Size  

The number of elements is referred to as the sample size or item to be selected by the 

researcher from the universe to constitute a population and it should not be too small 

or too large (Kothari & Garg, 2014). It is a small representation of the study 

population and was picked for a particular study purpose by the researcher (Saunders 

& Thornhill, 2012). Therefore, to attain the objective of this study, the formula was 

considered useful for the determination of samples from a given population. This 

study used Cochran (1963) formula for sample size determination and was 

considered suitable for this research. The formula allows to compute an optimum 

sample size, provides a desired level of confidence and provides the expected ratio of 

the attribute present in the population. Also, the sample size can be reduced slightly 

if the population is small (Cochran, 1963). 

The following formula was used to determine the sample size:  

n = N/ (1+Ne2) 

Where;  N = Population = 106 

  n = Estimated Sample Size 

  e = Error term (percentage) = 5% (0.05) 

Calculation of sample size: 

  n = 106/ (1+106 x 0.052) 

     = 106/1.265 

  n = 83.8 

Therefore, the sample size was 84 microfinance institutions. A 95 per cent 

confidence interval was used to calculate the sample size with a margin error of + 5 

per cent. Furthermore, the sample included the management (Chief Executive Officer 

or any Senior Executive Officer or manager) of the sampled MFIs. 
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3.7 Sampling 

The procedure through which a researcher examines a representative sample of the 

entire population is referred to as the sampling technique (Raeside, 2007). This study 

used probability sampling (simple random sampling) since it reduces bias and it 

gives an equal chance of being nominated to each member of the population and also 

because the sampling frame was available and could enable the use of this technique. 

A technique in which every member of a population has an equal chance of being 

chosen to form a sample is known as simple random sampling and in addition, it 

provides statistical inference about a population (Kothari & Garg, 2014). This 

technique was adopted because members of the population had the same 

characteristics and there was a complete list of every member of the population. The 

sampling was done by generating random numbers from the computer using the 106 

respondents from the sampling frame. Thus, each respondent who was assigned the 

generated number by an independent person was included in the sample. The sample 

size finally was 84 however due to reasons beyond the researcher’s capability 

(availability of the respondents) the data were collected from 80 respondents only. 

However, because variables in the population were homogeneous and also due to the 

availability of resources and time limit, sampling was considered reasonable. 

3.8 Data Collection Methods 

Self-administered questionnaires were used to collect quantitative data for the study. 

Questionnaires were utilized to collect data for the analysis of the relationship 

between corporate governance and MFIs performance in Dar es Salaam. The unit of 

analysis for this study was the microfinance institutions whereby response was 

enquired from the MFIs chief executive officers/managers or their representatives to 

meet the objectives of the study. 

3.8.1 Questionnaire 

The questionnaire was the instrument used to collect data for this study. The linked 

literature, the theoretical framework, and the conceptual framework were used to 

construct this type of instrument. The questionnaire was constructed in such a way 

that it demonstrates the link that would be examined during the research period. In a 

quantitative survey, a questionnaire is a set of questions given to people or 
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respondents. It was also used to collect information from individuals. Ordinal data 

were to be obtained from the questionnaires; ordinal data are the most common sort 

of data collected in business and social science research (Kothari & Garg, 2014). 

With nominal data, the researcher collects information on a variable that can be 

spontaneously or intentionally divided into two or more mutually exclusive and 

collectively exhaustive categories (Cooper & Schindler, 2013). Nominal data were 

used to determine the respondents. The qualities of nominal data are combined with 

an indicator to create ordinal data. Cooper and Schindler (2013) stated that statistical 

significance measures are technically limited to the nonparametric techniques group. 

Closed-ended questions were included in the survey since they are easier to assess in 

an immediately usable format and they are also easier to administer since they were 

in Likert scale format, each item is followed by several alternatives (Cooper & 

Schindler, 2013). 

The researcher's questionnaire was designed to capture the relationship between 

various corporate governance constructs (independent variables), such as board size, 

board composition, and audit committee composition, and measures of MFI 

performance (dependent variable). Board size was examined via the perspective of 

small and large boards of directors. Board composition was examined through board 

independence, gender diversity and geographical diversity while auditing committee 

composition was through the examination of members with auditing expertise and 

those with microfinance experience, to grasp the constructs. Questionnaires were 

distributed to 80 MFIs and then collected by the researcher once they were 

completed by the respondents to allow them to fill the data on financial performance. 

The questions were created using a five-point Likert scale, this is the most often used 

summated rating scale version (see appendix 1). 

3.9 Method of Data Analysis 

Data analysis, according to Kothari (2004), is a systematic procedure that involves 

working with data, organizing it, and separating it into small manageable segments. 

Hence, data analysis is a broad term that refers to a set of closely related operations 

that are carried out to summarize and organize collected data in such a way that they 

answer research questions or compute certain indices or measures, as well as looking 

for patterns of relationships between groups. The collected data were entered and 
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grouped in Statistical Package for the Social Sciences (SPSS) software for analysis.  

The result was obtained using SPSS to generate statistical data that were used to 

present the results. Descriptive analysis was performed for data cleaning and general 

information of respondent’s characteristics and general information and the 

relationship between independent and dependent variables was performed by using 

multiple regression analysis of which the confidence interval (CI) level used was 

95%.  

3.9.2 Multiple regression analysis 

This is a statistical analytical method for examining data in a variety of different 

types of designs to better understand the link between two or more variables (Kothari 

& Garg, 2014). The impact of the size of the board, composition of the board and 

composition of the audit committee on MFIs performance was determined using 

multiple regression analysis and simple linear regression in this study. Simple linear 

regression was used to determine the influence of board size and audit committee on 

firm performance while multiple linear regressions were used to determine the 

influence of board composition on firm performance. The aim was to see if good 

corporate governance implementation is linked to improved financial performance in 

Micro Finance Institutions.  

The equation for the research model:  

Y= α +β1X1 + β2X2+ β3X3+... βnXn + e  

Where: 

The dependent variable (ROA in this case) is Y,  

The independent variables are X1. . . Xn, 

The intercept is α and 

The random error variable is e.  

The beta coefficient of the independent variables is β1. . . βn (Bonna, 2011). 

Where: 

β1 = Is the coefficient for the individual influence of board size on the financial 

performance of MFIs. 

β2 = Is the coefficient for the board composition influence on the financial 

performance of MFIs. 
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Β3 = Is the coefficient for the individual influence of audit committee composition 

on the financial performance of MFIs. 

X1 = Size of the board  

X2 = Composition of the board 

X3 = Composition of Audit committee  

3.10 Reliability and Validity 

Reliability and validity are used to determine the quality of testing. The uniformity of 

a measure is determined by reliability, while the precision of a measure is determined 

by validity. When designing the research framework and when writing the results, 

reliability and validity were taken into account. 

3.10.1 Validity 

How well a system tests what it claims to test is referred to as validity (Orodho, 

2012). High validity aids the research in producing findings that are relevant to real-

life scenarios and improves reliability. Validity was achieved by using a good mix of 

questions on the designed questionnaires. Simple language was employed in the 

questionnaire to assure content validity and to make it easier for respondents to 

understand. In addition, questionnaires for this study were pre-tested to 

CEOs/Managers of some MFIs to ensure that the terms and phrases used in 

evaluating grammatical and semantic brilliance were relevant. Before distributing the 

instruments to actual respondents, the opinions were evaluated, and the instruments 

were reviewed and changed to guarantee that they produced the desired findings. On 

the other hand, the anticipated link between the dependent and independent variables 

in this study is based on theoretical foundations and empirical data. 

3.10.2 Reliability 

The uniformity of methods used to measure items is referred to as reliability, 

(Saunders & Thornhill, 2012). If replicated under similar circumstances, the same 

procedure must yield the same results. The diagnostic test was tested for reliability, 

as well as the uniformity of results over time and among different observers. 

Reliability in this study was ensured as a researcher explained in detail how he 

obtained the sample size and sampling techniques that are well explained in the 



38 

methodology part. This helps future investigators to conduct a similar study in a 

different setting with a similar population. The results for the reliability test are 

presented in Table 3.1 

Table 3. 1: Reliability test 

 Cronbach’s Alpha Standardized items 

 Board Size 

Board Composition 

.751 

.775 

.763 

.780 

Audit Committee 

composition 

.735 

 

.726 

 

Overall .776 .783 

 

Cronbach’s coefficient Items with alpha greater than 0.7 were considered reliable. 

Board size, board composition and audit committee composition recorded Cronbach 

alpha of 0.751, 0.775 and 0.735 respectively while the overall Cronbach alpha was 

0.776. Therefore, all tool items were subjected to a reliability test, and items were 

removed until the Cronbach alpha coefficient was greater than 0.7 and hence 

questionnaire was considered reliable and consistent in determining the influence of 

corporate governance on the performance of MFIs. 

3.11 Ethical Consideration 

Research ethics are set principles and rules that determine how researchers should 

conduct themselves to improve professional research. Researchers must be 

individuals of integrity who do not conduct a study for personal benefit or research 

that has a harmful impact on others because they are dealing with other people's 

quality of life. Other reasons for being entirely ethical in research include the fact 

that there are laws against unethical behaviour, and researchers may face severely 

humiliating situations if such rules are disregarded, according to Mugenda (2003), 

cited by Cyeze (2009). Various research ethical concerns were observed by the 

investigator, including obtaining permission from appropriate authorities before 

collecting or using data, confidentiality, providing informed consent, the principle of 

fairness, privacy, and adhering to the principle of reliability.  
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In this regard, the researcher seeks ethical clearance and a research permit from the 

University of Dodoma. Furthermore, the researcher requested a research permit from 

TAMFI for selected microfinance institutions. In ensuring confidentiality the 

research used codes instead of respondents’ names. Respondents were given the 

informed consent form for them to sign to ensure they participate in this study 

willingly. In addition, respondents were informed by the researcher on the objective 

of the study and ensuring that there is no harm either physical or psychological 

which would happen to participants when they are taking part in the study. The 

findings were secured and truthful research results were obtained by adhering to 

these research ethical standards. In general, research ethical issues were considered 

during the research process. 
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CHAPTER FOUR 

PRESENTATION AND DISCUSSION OF THE FINDINGS 

4.1 Introduction 

This chapter presents and discusses the study's findings. It includes descriptive 

statistics and empirical findings for a variety of factors that demonstrate the link 

between corporate governance and the microfinance institutions (MFIs) performance 

in Tanzania. The mean and standard deviation are descriptive statistics used.  It also 

presents the findings by relating with other researches related to this study. 

Using Return on Asset, this study looked at the impact of corporate governance 

features on the performance of microfinance institutions in Tanzania, with a focus on 

MFIs in Dar es Salaam. 

The study findings, interpretation, and discussion are presented in this chapter, and 

are organized around the specific objectives of the study as follows: 

i. To examine the impact of the board size on MFIs performance in Dar es 

salaam. 

ii. To determine the influence of the composition of the board of directors on 

MFIs performance in the study area. 

iii. To examine the influence of audit committee composition on MFIs 

performance in the study area. 

4.2 Respondents’ demographic and institutional information  

The characteristics of the respondents considered in this study included age, 

education and gender. This information is important as personal decisions and 

opinions are likely to be affected by these characteristics. 

4.2.1 Age of respondents 

The majority of the respondents were between the age of 18 and 45. This suggested 

that the majority of those engaging in microfinance are young people. This might be 

rooted in the reason that most of the people in this age group are having few 

responsibilities. However, people in the age range between 36 and 45 years are the 

ones engaging more in these activities indicating that, they are more experienced in 

this matter. 
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Table 4. 1: Age range Frequency 

Age range Frequency Per cent 

 18-35 31 38.75 

36-45 42 52.5                

46-60   

60 and above 

Total 

7 

 0 

80 

  8.75 

    0 

100.0 

Source: Research Findings (2021) 

4.2.2 Gender  

Results indicate that the respondents were balanced in terms of gender i.e. 40 

respondents (50%) were male and the same (50%) for females. This implies that 

there was a gender balance and therefore the study was inclusive. However, the 

findings revealed that there was gender parity among top leaders of MFIs. 

Table 4. 2: Gender of Respondent Frequency 

 Frequency Per cent 

 Male 40 50 

Female 40 50 

Total 80 100 

Source: Research Findings (2021) 

4.2.3 Respondents education level 

Results show that the majority of the respondents in the sample completed at least a 

bachelor degree education (93%), which imply that most of the respondents 

understood questions and issues associated with CG and microfinance performance 

and therefore data were collected from knowledgeable people.  



42 

Table 4. 3: Level of education 

 Frequency Per cent 

 Secondary education 0 0 

 Diplomas 6 7.5 

Bachelor degrees 

Masters 

62 

12 

77.5 

15 

Doctor of philosophy (PHD) 0 0 

Total 80 100.0 

Source: Research Findings (2021) 

4.2.4 Position of the respondents in the institution 

The respondents were also asked to provide additional information on the position 

they held within their organizations. The study shows that most of the respondents - 

about 53 of the respondents which are equivalent to 66.2% had the title of manager 

or supervisors and 14 respondents equivalent to 17.4% were the CEOs/directors. This 

implies that data were collected from the right people who were considered to 

possess required and adequate insight on information about the respective MFIs and 

they might have an understanding of corporate governance. 

Table 4. 4: Respondents position in the institution 

 Frequency Per cent 

 Chief executive officer/directors 14 17.4 

Manager/supervisors 53 66.2 

Accountant 5 6.2 

Loan officer 3 3.8 

Insurance officer 1 1.3 

Advocate-lawyer 3 3.8 

Administrative officer 1 1.3 

Total 80 100.0 

Source: Research Findings (2021) 
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4.2.5 Tier/Category of the MFI 

The results indicate that most of the microfinance institutions are under the 

category/tier of microfinance services providers (n=71, 88.7%) as compared to other 

categories. This implies that the study has used and obtained the required information 

for this analysis and so, the findings reflect microfinance matters.  

Table 4. 5: The tier/category of Microfinance 

Category Frequency Per cent 

 Banks and Microfinance Bank 2 2.5 

Microfinance service providers 72 90 

Savings and Credit Cooperatives (SACCOs) 6 7.5 

Community financial groups, individual money 

lenders and community-based   organizations 

0 0 

Total 80 100.0 

Source: Research Findings (2021) 

4.2.6 Total number of organization board members 

Table 4. 6: Number of MFIs board members 

 Frequency Per cent 

 

Below 5 members 4 5.0 

5-10 members 48 60.0 

11-15 members 28 35.0 

 15 and above 0 0 

               Total 80 100.0 

Source: Research Findings (2021) 

The table above indicates that (n=4) 5% of MFIs board of directors have a total 

number of less than five (5) board members, (n=48, 60%) MFIs board of directors 

have the total number with a range of 5-10 board members and (n=28, 38%) MFIs 

board of directors have the total number with a range of 11-10 board members. This 

implies that most of the MFIs have several boards of directors’ members ranging 

from 5 – 10 members and the findings back up the argument that the board of 

directors should not be too big or too small to successful monitor and control MFIs 

management (Abdullah, Ismail, & Nachum, 2016). 
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Corporate governance results and discussion 

The research also examined how various corporate governance methods affect 

MFIs performance. The respondents were asked to indicate how they agreed or 

disagreed with various statements on governance issues. Using a Likert scale of 1 to 

5, the statements were rated. The interpretation scale used to interpret the mean score 

recorded was, 1.0 – 1.49 (SD), 1.5 - 2.49 (D), 2.5 - 3.49 (U), 3.5 - 4.49 (A) and 4.5 - 

5.0 (SA). 

Board size 

The study investigated how the size of the board of directors affected the 

performance of MFIs. The findings are shown in Table 4.7 below. 

Table 4. 7: Size of the Board 

Statement Mean Standard Deviation 

Small board sizes influence MFI 

performance.  

4.65 0.468 

Large board sizes influence MFI 

performance.  

4.58 
 

0.486 
 

MFIs' performance is influenced by 

the size of their boards of directors. 

4.7 
 

0.446 
 

Large board bring more experience 

and expertise to the board 

3.48 0.872 

Average 4.35 0.57 

Source: Research findings (2021) 

From the statements on board size and MFIs performance, the result revealed the 

average mean (M=4.35, SD =0.52), which implies that respondents agreed with the 

fact that board size influences MFIs performance to a greater extent. On whether 

small boards enhance performance, respondents agreed on the statement (M= 4.65, 

SD = 0.468), on whether large board size influences performance (M= 4.58, SD = 

0.486). However, the respondents were uncertain on whether the large size of the 

board brings more experience and expertise to the board (M = 3.48, SD = 0.872). 
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Board Composition 

The study looked at the impact of the board of directors' composition on the 

performance of MFIs. Table 4.8 below summarizes the findings. 

Table 4. 8: Composition of the Board 

Statement Mean Standard Deviation 

Board Independence   

The MFIs are governed by a board of 

directors that includes at least two-thirds 

of non-executive directors. 

4.51 0.494 

The Board of Directors is made up of a 

good mix of non-executive directors and 

executive directors. 

4.49 0.495 

External board members act as a better 

monitors because they have greater 

exposure and experience 

4.44 0.492 

Average Mean 4.48 0.494 

Gender Diversity 
  

The MFI has a board member who is a 

female 

4.33 0.468 

Female board members provide different 

monitoring expertise and competence. 

4.88 0.302 

Having female members on the board of 

directors helps to increase the MFI's 

efficiency. 

4.78 0.404 

In terms of board diversity, having female 

members on the board of directors helps to 

improve the MFI's performance. 

4.67 0.461 

Average Mean 4.67 0.41 

Geographical Diversity 
  

The MFI has a board member who is a 

foreigner. 

1.44 0.492 

International board members help to 

improve MFI monitoring resource 

provision and performance. 

2.37 0.479 

Due to their exposure, foreign board 

members provide the required technical 

advice for improving MFI performance. 

2.01 0.577 

Average  1.94 0.516 

Source: Research findings (2021) 
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The average mean (M=4.48, SD =0.494), implies that study respondents strongly 

agreed on the fact that board composition in terms of a healthy combination of non-

executive directors and executive directors in the board, MFIs managed by the board 

which has at least two-third of directors being non-executive and external board 

members act as a better monitor of MFIs operations influence MFIs performance. 

The board is composed of gender (gender diversity) with an average mean (M=4.67, 

SD =0.41), this implies that respondents strongly agreed that MFIs performance is 

enhanced by gender diversity. Where, on whether geographical diversity of board 

members affect performance, the average mean (M=1.94, SD =0.516). The opinion 

variation was minimal as evidenced by the standard deviation which was generally 

low. 

Audit Committee Composition 

The study, on the other hand, investigated the influence of the composition of the 

audit committee on the performance of MFIs. Table 4.9 summarizes the findings. 
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Table 4. 9: Audit Committee Composition 

Statement Mean Standard Deviation 

The audit committee has been formed by 

the MFI. 

4.84 0.371 

The audit committee is made up entirely 

of directors who are independent of the 

MFI. 

4.82 0.386 

The CEO and the chairperson of the 

board of directors are not members of the 

audit committee. 

4.68 0.471 

The audit committee is composed of 

members with 

accounting/auditing/finance expertise. 

4.52 0.504 

The audit committee is composed of 

members with Microfinance experience 

or experience in Financial Institutions 

like a bank. 

3.71 1.091 

Because of their experience, the audit 

committee conducts a thorough analysis 

of the work of external auditors, 

including a review of financial 

statements. 

3.38 0.752 

Average  4.33 0.596 

Source: Research findings (2021) 

The average mean (M=4.33, SD =0.596), implies that study respondents strongly 

agreed that composition of the audit committee composition in terms of being 

composed with independent directors, the committee does not include the CEO, the 

committee is composed of members with accounting/auditing/finance expertise as 

presented by (M = 4.82, SD = 0.386), (M = 4.68, SD =0.471), (M=4.52, SD =0.504) 

respectively which is important in the performance of MFIs (Abdullah, Ismail, & 

Nachum, 2016). The opinion variation was minimal as evidenced by the standard 

deviation which was generally low. 
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4.3 Multiple regression and simple regression analysis 

The study objective was to determine the link between corporate governance and 

MFI performance in Dar es Salaam. The following aspects of corporate governance 

were considered, size of the board, board composition and composition of the audit 

committee. SPSS version 20 was used to conduct the regression analysis. The 

regression analysis results are indicated below 

4.3.1 Size of the board of directors and MFIs performance 

The first specific objective was to determine the impact of the size of the board of 

directors on the financial performance of MFIs.  The multiple linear regressions were 

used to achieve this objective as presented in Table 4.12. 

Multiple regression results on the influence of the size of the board of directors on 

MFIs performance 

Model Summary 

The study determined the relationship between corporate governance and the 

performance of MFIs in Dar es Salaam. The findings for board size as a predictor is 

indicated below. 

Table 4. 10: Summary of the Model 

Model Summary 

Mod

el 

R R Square Adjusted R 

Square 

Std. Error of the Estimate 

1 0.450a 0.202 0.199 1.120 

 

a. Predictors: (Constant), Board size 

Source: Research Findings (2021) 

 

The result of the model summary shows the association (R=0.450) between financial 

performance and corporate governance. The study adjusted R-square value was 

0.199, indicating that corporate governance can account for 19.9% of overall firm 

performance variance. 
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Variance analysis 

The goodness of fit of the regression model was tested and executed using ANOVA. 

The analytical model had a goodness of fit of 0.000 per cent, implying that it is 

reliable for establishing a relationship between firm performance and corporate 

governance for MFIs in Dar es Salaam. The findings are indicated in Table 4.11 

Table 4. 11: Analysis of Variance 

ANOVAa 

Model Sum of 

Squares 

df Mean 

Square 

F Sig. 

1 Regression 67.415 1 67.415 53.778 0.000b 

Residual 265.762 212 1.254   

Total 333.178 213    

a. Dependent Variable: Firm Performance 

b. Predictors: (Constant), Board Size 

Source: Research findings (2021) 

Determination of Coefficients 

Corporate governance (board size) positively influences the financial performance of 

MFIs in Dar es Salaam, according to the regression coefficient at a 95% confidence 

level. The findings are presented in Table 4.12 

Table 4. 12: Coefficient of determination 

Coefficientsa 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 (Constant) 1.696 0.229  7.399   0.000 

Board Size 0.486 0.066   0.450 7.333 0.000 

a. Dependent Variable: Firm Performance 

Source: Research findings (2021) 

The study found as provided by the above table, at a 95% confidence level, the size 

of the board with (t = 7.333, p = 0.000) was found significant statistically (at high t-

values, p < 0.05). This indicates that the board size has a positive impact on MFIs 
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performance. Thus the hypothesis Ho (1)  that there is no significant relationship 

between the size of the board of directors and the performance of MFIs in Tanzania; 

was rejected at a 95% confidence level. This implies that there is a significant 

relationship between the size of the board of directors and the performance of MFIs 

in Tanzania. The same findings were obtained by Zegeye (2015) who suggested that 

board size has an impact on firm performance and the board should neither be too big 

nor too small to allow the efficiency of the boards and successful monitoring of the 

entity. Alsahafi (2017) found that there is a positive relationship between the size of 

the board of directors and the performance of the firm. 

However, the board size is important since through the board various skills and 

expertise can be obtained and they can assist in management control and hence solve 

the agency problem as stipulated by the agency theory. 

4.4 Board of directors’ composition and MFIs performance 

The second specific goal was to look into the impact of board composition on the 

performance of MFIs. To establish their relationship with MFI performance, 

independence of the board, gender diversity, and geographical diversity are used as 

components of corporate governance in this purpose. Multiple linear regressions 

were also used to achieve this objective as presented in Table 4.13 below; 

The impact of board composition on MFI performance using multiple 

regression techniques. 

The study determined the relationship between corporate governance and the 

performance of MFIs in Dar es Salaam. The findings for board composition (Board 

Independence, Gender Diversity, and Geographical Diversity) as a predictor are 

indicated below. 
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Table 4. 13: Model Summary 

Model Summary 

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

Estimate 

1 0.776a 0.603 0.597 0.794 

a. Predictors: (Constant), Board Independence, Gender    Diversity, Geographical 

Diversity 

Source: Research findings (2021) 

The result of the model summary shows the association (R=0.776) between firm 

performance and corporate governance (independence of the board, gender diversity 

and geographical diversity). The adjusted value of R-square for the study was 0.597 

which suggests that 59.7% of the total performance of the firm variance can be 

explicated by corporate governance. 

Analysis of Variance  

The goodness of fit of the regression model was tested and executed using ANOVA. 

The analytical model had a goodness of fit of 0.000 per cent, implying that it is 

reliable for establishing an association existing on firm performance and corporate 

governance for MFIs in Dar es Salaam. The findings are indicated in Table 4.14 

Table 4. 14: Analysis of Variance 

ANOVAa 

Model Sum of 

Squares 

df Mean 

Square 

F Sig. 

1 Regression 200.785 3 66.928 106.162 0.000b 

Residual 132.392 210 0.630   

Total 333.178 213    

a. Dependent Variable: Return on Asset (ROA) 

b. Predictors: (Constant), Board Independence, Gender Diversity, Geographical 

Diversity 

Source: Research findings (2021) 
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Determination of Coefficients 

Corporate governance (board independence, gender diversity and geographical 

diversity) has a significant and positive influence on MFIs financial performance in 

Dar es Salaam, according to the regression coefficient at a 95% confidence level. The 

results are indicated in Table 4.15 

Table 4. 15: Coefficient determination 

Coefficientsa 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. 

B Std. Error Beta 

1 (Constant) -0.138 0.256  -0.539 0.590 

Board 

Independence 

0.650   0.049 0.645 13.325 0.000 

Gender 

Diversity 

0.196 0.051 0.185 3.868 0.000 

Geographical 

Diversity 

0.134 0.062 0.100 2.162 0.032 

a. Dependent Variable: Return on Asset (ROA) 

Table 4.15 Indicates that the independent variable (corporate governance) with all 

three indicators which are; board independence, gender diversity and geographical 

diversity have a positive and significant relationship with the dependent variable 

(performance of MFIs) at a 95% confidence interval. Specifically, board 

independence has B=0.645 and P=0.000, this indicates that board independence has a 

positive impact on MFIs performance, thus when board independence increases by 

1% it increases the performance of MFI by the factor of 64.5%. It is further indicated 

that surveyed MFIs have independent boards of directors and hence these 

independent boards offer access to external knowledge and other resources and 

improved efficiency. Thus, the hypothesis Ho (2)  that there is no significant 

relationship between the board composition and the performance of MFIs in 

Tanzania was rejected at a 95% confidence level. This implies that there is a strong 

significant relationship between the board composition and the performance of MFIs 

in Tanzania. 
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The results for board independence are consistent with the findings of Wanyama and 

Olweny (2013) who realised that the independent non-executive directors provide 

access to external knowledge and other resources which could not be provided by the 

dependent executive directors. Also, Adusei (2010) discovered that the board of 

directors which is composed of independent directors had a positive impact on bank 

efficiency.  

Gender diversity has B = 0.185 and P = 0.000, this implies that gender diversity has a 

positive impact on MFIs performance. Thus, when female board members in the 

board increase by 1%, it increases the performance of MFI by the factor of 18.5%. It 

is further indicated that surveyed MFIs have a combination of board members who 

are both male and female and hence gender diversity offers unique talents and views 

which in return assist in improving organizational performance. The findings on 

gender diversity are consistent with Boyle (2011) who suggested that female 

representation on boards can bring unique talents and views to the table that are not 

always available on boards without female members and hence institutional 

performance might be improved by the presence of both female and male directors in 

the board. This means that females should also be part of the MFIs boards since they 

bring different perspectives and ideas that assist organizations to perform well. 

Geographical diversity has B=0.100 and P=0.032, this implies that geographical 

diversity has a positive impact on MFIs performance, thus when foreign directors in 

the board increase by 1% it increases the performance of MFI by the factor of 10%.  

The findings by Maryam, Michel, and Steve (2016) on geographical diversity 

observed that companies with high geographical diverse independent directors 

perform better. In addition, firms with a high diversity of geographical board 

members have lower financial reporting quality (Maryam, Michel, & Steve, 2016).  

These findings suggest that most of the international board members are MFIs 

donors that would closely supervise MFIs to ensure that they are targeting poor 

people and increasing their outreach to the poor at the expense of financial 

performance (Mersland & Randøy, 2011). This result is consistent with the findings 

of this study.  
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4.5 Audit committee composition and MFIs performance 

The focus of this objective was to explore the impact of audit committee composition 

on the performance of MFIs. The results are summarized in Table 4.18. 

The Multiple regression results for the Influence of audit committee 

composition on MFIs performance. 

Model Summary 

The study determined the relationship between corporate governance and the 

performance of MFIs in Dar es Salaam. The findings for audit committee 

composition as a predictor are indicated below. 

Table 4. 16: Model Summary 

Model Summary 

Mod

el 

R R Square Adjusted R 

Square 

Std. Error of the 

Estimate 

1 0.474a 0.224 0.221 1.104 

a. Predictors: (Constant), Audit committee composition 

Source: Research findings (2021) 

The result of the model summary shows the association (R=0.474) between financial 

performance and corporate governance (audit committee composition). The adjusted 

R-square value of the study was 0.221 which implies that 22.1% of the total firm 

performance variance can be explained by corporate governance (audit committee 

composition). 

Variance Analysis 

The goodness of fit of the regression model was tested and executed using ANOVA. 

The analytical model had a goodness of fit of 0.000 per cent, implying that it is 

reliable for establishing an association between firm performance and corporate 

governance for MFIs in Dar es Salaam. Table 4.17 below summarizes the findings. 
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Table 4. 17: Analysis of Variance 

ANOVAa 

Model Sum of 

Squares 

df Mean 

Square 

F Sig. 

1 Regression 74.701 1 74.701 61.269 0.000b 

Residual 258.477 212 1.219   

Total 333.178 213    

a. Dependent Variable: Firm Performance a. Dependent Variable: Firm Performance 

b. Predictors: (Constant), Audit Committee composition 

Source: Research findings (2021) 

Determination of Coefficients 

Corporate governance (audit committee composition) has a positive significant 

influence on MFIs performance in Dar es Salaam, according to the regression 

coefficient at a 95% confidence level. The results are summarized in Table 4.18 

below 

Table 4. 18: Coefficient determination 

Coefficientsa 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. 

Error 

Beta 

1 (Constant) 1.722 0.213  8.085 0.000 

Audit 

Committee 

Composition 

0.481 0.061 0.474 7.827 0.000 

a. Dependent Variable: Firm performance 

Source: Research findings (2021) 

The above table revealed that, at a 95% level of confidence, audit committee 

composition (t = 7.827, p = 0.000) was found significant statistically (at high t-

values, p < 0.05). This indicates that audit committee composition has a positive 

impact on MFIs performance. Thus the hypothesis Ho (3) that there is no significant 
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relationship between the audit committee composition and the performance of MFIs 

in Tanzania was rejected at a 95% confidence level. This implies that there is a 

significant relationship between the audit committee composition and the 

performance of MFIs in Tanzania. 

These results are in line with the previous study's findings conducted by Abbott et al. 

(2004) who found that the audit committee's independence and activity level (a proxy 

for audit committee diligence) have a serious and negative relationship with the 

occurrence of restatement and suggested that to avoid this at least one member of the 

audit committee should have financial/auditing experience. 

 

 



57 

CHAPTER FIVE 

SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS 

5.1 Introduction 

This chapter provides a general overview of the study, conclusion and 

recommendations for each specific objective, as well as recommendations for future 

studies on how MFIs should improve performance through the size of the board of 

directors, board of directors’ composition and audit committee composition. 

5.2 Summary of findings 

This study aimed to examine the influence of corporate governance on the 

performance of microfinance institutions. The study had three specific objectives; the 

first was to examine the influence of the size of the board of directors on MFIs 

performance, the second was to examine the influence of board composition on MFIs 

performance and the third was to examine the influence of the audit committee 

composition on MFIs performance. 

On the first specific objective, the influence of the size of the board of directors on 

the financial performance of MFIs; it was revealed that the board size between 5-10 

members has a significant influence on the performance of MFIs in the study area. 

Also, the control variable of education of the board members resulted in a significant 

influence on the performance of MFIs and therefore the size of the board should 

match with the education level of members for the effective performance of MFIs. 

On the second objective, the aim was to examine the influence of board of directors’ 

composition on the performance of MFIs. The study findings revealed that board 

independence (the presence of a large number of non-executive directors as 

compared to executive directors) have a significant influence on the performance of 

MFIs. On the other hand, the study revealed that gender diversity (presence of female 

and male directors) in the board has a significant influence on the performance of 

MFIs since female board members can provide specialized skills and management 

that could influence the performance of MFIs. Furthermore, the study revealed that 

there is also a significant relationship between geographical diversity (having foreign 

board members) in the performance of the MFIs. 
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On the third objective, the aim was to examine the influence of audit committee 

composition on the performance of MFIs and the result revealed that there is a 

significant relationship between the audit committee members with 

accounting/auditing/finance expertise and the financial performance of MFIs since 

they provide a wider range of professional advice related to accounting and auditing 

issues and hence improve the performance of the MFIs on which they are members 

of the committee. On the other hand, auditing committee members experience on 

microfinance has no significant influence on the performance of MFIs. 

5.3 Conclusion 

From the findings, it can be concluded that there is a relationship between corporate 

governance and the financial performance of MFIs which is an important insight to 

be reckoned with. Board size account for 20.2% of MFIs performance; Board 

composition (board independence, gender diversity and geographical diversity) 

account for 60.3% of MFIs performance; while auditing committee composition 

account for 22.4% of MFIs performance. 

Factors that influenced microfinance performance in this study were the size of the 

board of directors, gender diversity, board independence and audit committee 

composition including the audit committee having members with expertise in 

accounting/auditing issues. Therefore, MFIs owners and policymakers should be 

informed about the size of the board of directors, board independence, gender 

diversity and audit committee composition that is to say members’ expertise in 

accounting/auditing issues to improve the financial performance of their institutions. 

On the other hand, the study managed to add new insight/information on the body of 

knowledge on the influence of corporate governance on microfinance institutions 

(MFIs) performance. 

5.4 Recommendations 

This study observed how microfinance institutions financial performance can be 

impacted by corporate governance and the evidence was taken from sampled 

Microfinance Institutions in Dar es Salaam. Based on the findings of the study the 

recommendations below are provided; 
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5.4.1 Recommendations on the size of the board 

It is recommended that the MFIs board size should neither be too large nor too small 

but should be moderate to ensure that there are enough members who can seat in 

various meetings. Also, the selection should consider the education level of the 

members. 

5.4.2 Recommendations on board composition 

The composition of the MFIs boards should be independent to provide members with 

the freedom to provide their unbiased management and operational advice to the 

MFIs and hence assist to improve the performance of the institutions. 

It is recommended that for MFIs forming the board of directors, there is a need to 

balance gender between male and female when the appointment of directors is made. 

It has been scientifically evidenced that the representation of both male and female 

directors assists to improve the performance and efficiency of MFIs. 

5.4.3 Recommendations on audit committee composition 

It is recommended that MFIs should establish an audit committee with the 

composition of independent members and those with 

accounting/finance/auditing/microfinance knowledge and also the CEO should not 

be a member of the audit committee to enhance the good financial performance of 

their institutions because the audit committee plays a vital role in reviewing the 

internal controls of the entities and has a great role to play in financial performance. 

5.3 Recommendations for further research 

Studies on the impact of corporate governance on the performance of MFIs should be 

pursued as a result of this research. Further studies can measure the performance of 

MFIs based on other indicators such as ROI, ROCE etc. Studies on other factors 

affecting the performance of MFIs should be conducted in future and specifically a 

study on how corporate governance influences MFIs customer satisfaction. Further, 

future studies can be differentiated by extending the number of years to be observed 

and the sample size in finding the relationship between microfinance financial 

performance and corporate governance, this will enhance the findings to be more 

robust. 
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Furthermore, the study suggests that future studies on corporate governance and firm 

performance should include more corporate governance variables, with a focus on 

CEO traits and board of directors meetings and other variables/elements of corporate 

governance that have not been included in this study. 
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APPENDICES 

Appendix 1: Research Questionnaire 

Questionnaire to CEO/Manager of Micro Finance Institution (MFI) 

My name is Saimon Solomon, and I am a student at the University of Dodoma 

pursuing a Master of Business Administration degree (MBA). As part of the 

prerequisites for the award of a Masters of Business Management degree, I am 

researching "Corporate governance and firm performance: evidence from micro-

financing institutions in Tanzania" (MBA). You were chosen as a respondent in this 

research because of your particular understanding of the institution's activities. This 

survey's data will only be used for academic purposes and will be kept fully private. 

Your assistance in this matter is greatly appreciated. 

 

PART I 

Section A: Respondents Demographic and Institution Information 

Please tick the correct answer 

1. What is your position in the entity? 

a) Chief executive officer  ( ) 

b) Manager    ( ) 

c) Other, please specify_______________________________________ 

 

2. What is your gender? 

a) Male     ( ) 

b) Female     ( ) 

 

3. What is your age range? 

a) 18 – 35    ( ) 

b) 36 – 45    ( ) 

c) 46 – 60    ( ) 

d) 60 and above    ( ) 

 

4. What is the level of your education? 

a) secondary education  ( ) 

b) bachelor degree   ( ) 
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c) master’s degree   ( ) 

d) doctor of philosophy (PHD)  ( ) 

e) Others specify_________________________________ 

5. What is the nature of the company's operations? 

a) Only provides financial services    ( ) 

b) Financial and non-financial services are provided ( ) 

6. What is the tier/category of your Microfinance? 

a)  Banks and microfinance bank    ( ) 

b) Microfinance service providers    ( ) 

c) Savings and Credit Cooperatives (SACCOs)  ( ) 

d) Community financial groups, individual money lenders and community-

based   organizations       ( ) 
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Section B: Composition of the Board 

1. What is the total number of Organization members of the board of directors? 

a) Less than 5   ( ) 

b) 5 – 10    ( ) 

c) 11 – 15   ( ) 

d) 15 and above   ( ) 

2. What is the compositions of the board members in terms of professional 

qualification? State total number. 

a) Accounting and Finance  ( ) 

b) Human resource management (HRM) ( ) 

c) Financial management  ( ) 

d) Microfinance    ( ) 

e) Others, please Specify_________________________________ 

3. What is the proportion of executive directors compared to non-executive 

directors in the Board? 

a) 0 – 25 percent    ( ) 

b) 26 – 50 percent   ( ) 

c) 51 – 75 percent    ( ) 

d) 76 – 100 percent    ( ) 

4. How many members of the Board of Directors are female? 

a) One third   ( ) 

b) More than one third  ( ) 

c) Less than one third  ( ) 

d) None    ( ) 

5. How many board members are foreigners? 

a) One third   ( ) 

b) More than one third  ( ) 

c) Less than one third  ( ) 

d) None    ( ) 

Please specify the reason…………………………………………………… 
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6. What is the compositions of the members of the Audit Committee in terms of 

professional qualification? State total number. 

f) Accounting and Finance   ( ) 

g) Human Resource Management  ( ) 

h) Financial Management   ( ) 

i) Microfinance and Enterprise Development ( ) 

j) Others, please Specify_________________________________ 

 

Section C: Frequency of the Board meetings 

1. How often do the board of directors conduct meetings? 

a) Monthly     ( ) 

b) Quarterly    ( ) 

c) Twice a year     ( ) 

d) Others, please specify_________________________________ 

 

2. How often do the audit committees meet? 

a) Monthly    ( ) 

b) Quarterly    ( )  

c) Twice a year     ( ) 

d) Others, please specify________________________________ 
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Section D: Below is descriptions of corporate governance practices/characteristics in 

terms of size of the board, the composition of the board and audit committee 

composition. To what extent do they apply to your organization? Please use the key 

below to tick [V] for the appropriate answer: 

1- Strongly agree   2- agree   3- Uncertain 

4- Disagree    5- Strongly disagree. 

Board Size 1 2 3 4 5 

Small board sizes influence MFI financial 

performance.  

     

Large board size influence MFI financial 

performance.  

     

MFIs' performance is influenced by the size of 

their boards of directors. 

     

Large board bring more experience and 

expertise to the board 

     

Board Composition      

Are there any board members who had earlier 

working experience in the Microfinance area or 

Financial Institutions like a bank, in your MFI 

     

Board Independence      

The MFIs are governed by a board of 

directors that includes at least two-thirds of 

non-executive directors. 

 
 

     

The Board of Directors is made up of a good 

mix of non-executive directors and executive 

directors. 
 

     

External board members act as a better 

monitors because they have greater exposure 

and experience 

     

      

Gender Diversity      
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The MFI has a board member who is a female      

Female board members provide different 

monitoring expertise and competence. 

     

Having female members on the board of 

directors helps to increase the MFI's efficiency. 

     

In terms of board diversity, having female 

members on the board of directors helps to 

improve the MFI's performance. 

     

      

Geographical Diversity      

The MFI has a board member who is a 

foreigner. 

     

International board members help to improve 

MFI monitoring resource provision and 

performance. 

     

Due to their exposure, foreign board members 

provide the required technical advice for 

improving MFI performance. 

     

      

Audit Committee Composition      

The audit committee has been formed by the 

MFI. 

     

The audit committee is made up entirely of 

directors who are independent of the MFI. 

     

The CEO and the chairperson of the board of 

directors are not members of the audit 

committee. 

     

The audit committee is composed of members 

with accounting/auditing/finance expertise. 
 

     

The audit committee is composed of members 

with Microfinance experience or experience in 

Financial Institutions like a bank. 
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Because of their experience, the audit 

committee conducts a thorough analysis of the 

work of external auditors, including a review of 

financial statements. 

     

Internal audit work is overseen by the audit 

committee and accounting procedures because 

members are expertise. 

     

The high meeting frequency of the Audit 

committee tend to generate higher financial 

performance of MFI  

     

      

Corporate Governance mechanism      

The organization has a "mission statement" that 

emphasizes the importance of good corporate 

governance. 

     

The organization has in place a written 

corporate governance (CG) guideline or that 

covers all aspects of the industry. 

     

Corporate governance matters are covered in 

the company's annual report. 

     

      

 

PART II 

SECTION A: FINANCIAL PERFORMANCE 

1. How many days do you open per week? State number of days   ( ) 

2. How many customers do you serve in a day? State the number  ( ) 

3. What is the range of amount deposited in a day from____________________ to 

__________________? 

4. What is the rate of interest you charge per customer per month? State the rate in 

percentage__________ 

5. What is your estimated monthly income? Please specify the amount in Tshs. 

___________________ 
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6. What is your estimated monthly total expenses? Please specify the amount in 

Tshs_________________ 

7. What is your estimated value of total assets? Please specify the amount in 

Tshs________________ 

 

SECTION B: FINANCIAL PERFORMANCE DATA 

 

MEASURE OF 

PERFORMANCE 

The year 2020 

Amount in (Tsh) 

The year 2019 

Amount in (Tsh) 

The year 2018 

Amount in (Tsh) 

What is your average 

annual turnover or 

revenue for the past three 

years? 

 

   

What are your average 

total expenses for the past 

three years? 

 

   

What are your average 

total assets for the past 

three years? 

 

   

 

YOUR COOPERATION IS HIGHLY APPRECIATED 
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Appendix 2: Research clearance from the University of Dodoma 
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Appendix 3: Research clearance from TAMFI 

 


