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ABSTRACT 

The stewardship of retirement savings portfolios and their corresponding capital 

deployments is of global interest. The pension funds under the board of trustees have been 

reporting low assets to GDP ratio contribution as well as poor financial performance 

depicted by low and unpredictable return on assets especially in Kenya.  The purpose of 

this study was to examine the mediating effect of portfolio diversification in the 

relationship between pension fund board characteristics and financial performance of 

Universities pension funds in Kenya. The study was guided by the following objectives to: 

assess the effects of board size; gender diversity, and financial expertise on financial 

performance; examine the effect of board size, gender diversity and financial expertise on 

portfolio diversification and; determine whether portfolio diversification mediates the 

relationship between board size, gender diversity and financial expertise and financial 

performance of Universities pension funds. The study was grounded on the Modern 

Portfolio Theory, Agency Theory and Stewardship Theory. A positivism research paradigm 

was adopted for this study. The research adopted an explanatory research design.  Panel 

data from 26 university pension funds which met the inclusion criteria between 2015 and 

2022 with a total of 208 observations were analyzed using both descriptive and inferential 

statistical techniques. Secondary data was sourced from the audited annual returns from the 

Retirement Benefits Authority by the Schemes trustees after whom document analysis was 

done. Prior studies have examined how board characteristics influence financial 

performance especially in the corporate world. However, there is limited research that has 

investigated whether this relationship operates through portfolio diversification and 

particularly within university pension funds. This study has addressed this gap by testing 

the mediating role of portfolio diversification on the financial performance of Universities 

Pension funds. “The study findings revealed that: board size had a positive effect on 

Financial performance (β = 0.1306, ρ<0.05); gender diversity had a positive effect on 

financial performance ((β = 0.1306, ρ<0.05) and financial expertise had a positive effect on 

financial performance (β = 0.1123787, ρ<0.05).  On testing whether board characteristics 

under study had an effect on portfolio diversification (Mediator) the study findings 

indicated that: board size had a negative effect on portfolio diversification (β = -0.2879, 

ρ<0.05); Gender diversity had negative but significant impact on portfolio diversification  

(β = -0.0259, ρ<0.05 and financial expertise   (β = 0.0122, ρ<0.05), financial expertise had 

a positive and significant effect on portfolio diversification (β = 0.0981, ρ<0.05). regression 

results for portfolio diversification on financial performance showed that portfolio 

diversification had a positive and significant effect on financial performance (β = 

0.2654451, ρ<0.05). Mediation analysis results revealed that:  portfolio diversification does 

not mediate the relationship between board size and financial performance (Z = -0.636); 

Portfolio diversification partially mediates the relationship between gender diversity and 

financial performance (Z = 3.213) and portfolio diversification partially mediates the 

relationship between financial expertise and financial performance (Z = 2.880). The study 

concluded that board size, gender diversity, and financial expertise significantly enhance 

the financial performance of university pension funds; financial expertise improves 

portfolio diversification; while gender diversity and board size showed mixed effects. 

Portfolio diversification positively influenced performance but partially mediated the 

effects of gender diversity and financial expertise. The study recommends that university 

pension funds ensure optimal board size, promote gender diversity, and prioritize financial 

expertise among trustees for better performance. Boards should also adopt strategic 

portfolio diversification aligned with fund objectives. 
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OPERATIONALIZATION OF TERMS 

Board size: Board size is generally defined as the total count of individuals 

serving as directors on an organization's board within a specific 

annual reporting period (Maere et al., 2014, Routledge & Stewart, 

2016) 

Financial expert:  This is an individual who possesses, through education and 

experience as a public accountant or auditor or a principal financial 

officer, comptroller, or principal accounting officer of an issuer, or 

from a position involving the performance of similar functions such 

as  an understanding of  generally accepted accounting principles 

and financial statements;  experience in the preparation or auditing of 

financial statements of generally comparable issuers; and the 

application of such principles in  connection with the accounting 

for estimates, accruals and reserves;  experience with internal 

accounting controls; and an understanding of audit committee 

functions,  (Sarbanes-Oxley Act, 2002). 

Financial Performance: The extent to which business success is influenced by 

objectives are being or have been accomplished. It is the process of 

measuring the results of a firm's policies and operations in monetary 

terms. According to Naz et al (2016) financial performance shows 

the overall financial health of a firm and its ability in utilizing its 

resources to maximize the shareholders wealth and profitability.  

Fund Size: This Fund size is depicted as the total assets held by the pension fund 

Chan et al (2004), Ahmad (2009) and Heenetigala, K. (2011) 
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Gender diversity:   is the proportionate representation of men and women in the 

board 

Pension:  refers to a regular, recurring monetary disbursement or a form of annuity 

payment that is disbursed to an individual upon or subsequent to their 

retirement from active employment” (Eme and Sam, 2011) 

Pension Fund: This describes a distinct collection of financial holdings that 

collectively constitute an autonomous legal entity. These assets are 

systematically acquired using the contributions made to a formal 

pension scheme. (OECD, 2005). The singular and dedicated 

objective behind the procurement and management of these holdings 

is the exclusive provision and funding of the promised benefits to be 

paid out under the pension plan. 

Portfolio Diversification: This describes asset allocation, which encompasses the 

strategic distribution of an investment portfolio's capital across a 

variety of distinct investment categories and different industry 

sectors. This process involves segmenting assets into various classes, 

such as equities (company shares), real estate, cash, and fixed-

income instruments like bonds. (Suva, 2019). The fundamental 

objective of this partitioning of investable funds across multiple asset 

classes is to intelligently diversify risk and optimize the potential for 

rewards, aiming for a balanced and resilient investment strategy. 

 Trustee:  A trustee is an individual, or a collective body such as a business owner or 

a designated group of individuals, who bears the fiduciary 

responsibility for the meticulous management and administration of 
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the assets held within a trust. Their extensive duties encompass the 

careful oversight of various critical functions, including the 

processing of contributions, the execution of investment transactions, 

the preparation and analysis of financial statements, and the diligent 

management of all associated fees and expenses (ERISA 1973). RBA 

Act of 1997 elaborates on this definition, explicitly identifying a 

trustee as the trustee of a scheme fund and extending this 

classification to include any trust corporation, emphasizing their 

central role in safeguarding and guiding the financial resources under 

their charge. 
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CHAPTER ONE 

INTRODUCTION 

1.0 Chapter overview 

This chapter contains the following sections: background of the study; the statement 

of the problem; the objectives of the study; the hypothesis statements; significance of 

the study and the scope of the study.  

1.1 Background of the study 

Financial performance is the analytical procedure through which the success or failure 

of a firm's guiding policies and its various operational undertakings are accurately 

gauged. This measurement is explicitly conducted using monetary indicators, 

providing a clear financial snapshot of the company's achievements. The financial 

performance of a pension fund represents a nuanced, qualitative assessment of how 

skillfully and effectively a fund deploys its accumulated assets. The primary objective 

is to generate superior investment returns, thereby ensuring the adequate and timely 

provision of retirement benefits to its contributing members when they reach their 

retirement age.  Naz et al. (2016) posit that financial performance clearly 

demonstrates the complete fiscal condition of a business enterprise. More specifically, 

financial performance showcases an organisations’ capacity to skillfully manage and 

utilize its resources to achieve the twin goals of maximizing the value for its owners 

and improving its profit-generating ability. "University pension funds in Kenya fall 

into two categories, the public universities pension funds and the private universities 

pension funds. Some universities also operate Provident fund schemes or both. The 

public universities receive their funding from the government through the annual 

capitation. Through collective bargaining agreements between the public Universities 
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managements and the staff unions, the employer agrees to contribute a certain 

percentage of the basic pay and deposit it into the Pension fund. This portion is 

normally higher than the contribution that is made by the employee.  The private 

universities get their funding from the fees that they charge their students. The 

universities whether public or private employ professionals of all kinds including 

lecturers who teach in different faculties and members of support staff.  University 

employees in Kenya fall into two categories namely the academic staff and the non-

academic staff. The employees contribute between 7.5% and 10% of the basic salary 

while the employer contributes between 15% and 20% of the employee’s basic salary. 

The implication of this is that as the basic salary of the employee increases, the 

pension saving also increases. Pension schemes fundamentally exist in two primary 

configurations: those that are funded and those that are unfunded. 

Within an unfunded system, often termed a "pay-as-you-go" arrangement, the concept 

of a pension fundamentally signifies a direct financial transfer. This transfer occurs 

from the contributions made by the currently employed segment of the population 

directly to the cohort of individuals who are presently in retirement. In essence, 

today's workers are financially supporting today's retirees. 

Conversely, in a funded pension scheme, the active working demographic consistently 

remits contributions into a specially designated pension fund. This fund, over the 

course of an individual’s working life – often referred to as the "accumulation phase" 

– actively invests these contributions. Through astute investment management, the 

value of these pooled assets is designed to appreciate significantly, continuing to grow 

until the point the contributor reaches retirement (Tonks, 2005). This approach builds 

a dedicated pool of capital specifically intended to cover future pension obligations. 
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In Kenya, the Public Universities Pension Funds are of the funded category as the 

government and the employer includes a pension component on the behalf of the 

employer. An employee’s contribution is normally deducted from his or her salary.  

The universities pension funds in Kenya have suffered over the last couple of years 

due to non-remittance of the pension contributions of the workers. This has had a 

negative impact on the funds available for investment by the funds trustees. A 2018 

audit report commissioned by the Ministry of Education showed that as at 30 June 

2017, 26 universities had failed to remit a total of US$48 million in pension funds 

(University World News, Africa Edition 17th May 2019).  

Different jurisdictions have attempted to put up measures and legislation to mitigate 

the elderly people against harsh life after retirement. Omilola and Kaniki (2014) say 

that many African countries have put up social protection mechanisms in 

collaboration with development partners and larger international NGOs. These 

initiatives encompass a diverse array of provisions, including direct cash transfers and 

various forms of grants, which are strategically aimed at assisting all segments of the 

population identified as vulnerable. The programs also extend to public works 

initiatives, designed to offer employment opportunities, alongside subsidized 

microfinance and accessible financial services intended to empower individuals. 

Furthermore, they feature mechanisms like fee waivers, targeted subsidies, and 

various allowances, all contributing to a comprehensive social support framework 

(Omilola and Kaniki, (2014). Pension funds in Kenya are managed by several entities, 

including government-led schemes such as the National Social Security Fund (NSSF) 

and the Public Service Superannuation Scheme. (PSSS) and the Social Pension 
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Scheme which caters for people above 65 years; Occupational Pension Schemes also 

referred to as Umbrella schemes and Individual Retirement Benefit schemes (IRBS). 

The pension schemes in Kenya amount to about Ksh.85.98 billion which accounts for 

23% of the Gross Domestic Product (IOPS 2018). Since pension schemes are a major 

contributor to GDP growth, many governments are looking at building them so that 

their performance and stability can be improved. The prevalence of individuals 

engaging in funded and privately managed pension arrangements serves as a valuable 

metric for evaluating the overall reach and adoption of retirement savings schemes 

within a given nation. This indicator also sheds light on the number of people who are 

actively accumulating supplementary financial provisions for their post-employment 

years, exceeding the benefits they anticipate receiving from the public pension 

system. 

Moreover, the extent of participation in funded and private pension programs directly 

influences the aggregate volume of pension assets held within a country's economy 

(OECD 2019). A broader base of coverage in these plans typically translates to a 

larger national pool of capital specifically earmarked for retirement, contributing to 

the country's financial depth and stability. According to Iskandar et al (2013), a 

director is considered a financial expert if they possess sufficient knowledge and 

experience in areas related to finance. Research has been done to establish whether 

directors and by extension trustees who are financial experts have an effect on the 

pension funds’ financial performance (Chohan 2018, Carcello et al. 2002). Guner et al 

(2008) aver that financial experts significantly influence the financial and investment 

strategies of the firms they advise. They leverage their knowledge and experience to 

shape key decisions related to how firms raise, allocate, and manage their capital. In 
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their research focusing on companies in Malaysia, Johl et al. (2015) identified a 

statistically significant positive correlation between the level of accounting expertise 

within a firm and its financial performance. This suggests that the presence of skilled 

accounting professionals contributes to better financial outcomes for the companies. 

Wohlner (2013) defines investment diversification as a method used in portfolio 

management where different types of assets are combined with the aim of lowering 

the total risk associated with an investment portfolio. Suva (2019) explains that 

diversification is essentially a more formal term for the common wisdom, "Don't put 

all your eggs in one basket." He defines it as the strategic allocation of assets across 

different industry sectors, organizing investments into various classes such as equities 

(shares), property, cash, and fixed-income securities like bonds. This approach of 

splitting investable funds among multiple asset classes aims to help balance risk and 

potential rewards. Research has shown that diversification improves the financial 

performance of corporations Mungai and Elly, (2017), Lizares (2019), Museve et al 

(2016).  The trustees of pension funds have been entrusted with the contributions of 

members so that they can invest them in investments that will give good returns. 

Pension funds invest across various asset classes, constantly seeking the optimal 

balance between achieving high returns and minimizing risk Pula et al (2011). Many 

countries have put legislation requiring pension funds to diversify their investments 

for example Kenya through the RBA Act and the Investment Policy Statement of 

2015, Kosovo, South Africa, Nigeria, among others Kibet et al (2016).  

Understanding the mechanisms through which board characteristics influence 

financial performance requires going beyond simple direct-effect models. In 

contemporary governance and financial research, mediation analysis has become a 
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central tool for identifying the intervening processes through which independent 

variables exert their influence on outcomes like financial performance. A mediator 

explains the how or why a relationship occurs by transmitting the effect of one 

variable to another (Baron & Kenny, 1986). In pension fund governance, this 

approach is especially relevant because the financial outcomes of funds result not only 

from board composition but also from strategic investment decisions made by 

trustees. 

Mediation has been widely applied in social sciences to identify pathways involving 

organizational strategy, risk management practices, and investment actions 

(MacKinnon, 2008). Within the finance and investment domain, strategic decisions 

such as portfolio diversification often function as critical mechanisms linking 

governance attributes to performance (Markowitz, 1952; Pompian, 2016). For pension 

funds, trustees influence investment choices, risk tolerance, and allocation patterns, 

which then shape the fund’s overall financial results (Indro et al., 1999). Thus, 

mediation analysis provides a rigorous framework to test whether governance 

characteristics—such as board size, gender diversity, or financial expertise—affect 

pension fund performance indirectly through diversification outcomes. 

Recent literature further emphasizes that governance effects frequently operate 

through internal decision-making channels rather than solely through direct oversight 

roles (Preacher & Hayes, 2008; Hayes, 2013). In this context, variables like 

investment diversification may act as intermediate strategic processes that mediate 

governance influences. Although substantial research has explored the direct links 

between board characteristics and firm or fund performance, and separate studies 

examine diversification’s effect on financial outcomes, there is limited empirical 
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evidence connecting these two strands within university pension funds—particularly 

in the Kenyan context, where governance structures and investment mandates differ 

across institutions. 

Positioning portfolio diversification as a mediator therefore enables a more 

comprehensive examination of whether and how board characteristics translate into 

improved financial performance in university pension funds. This methodological 

approach not only deepens theoretical understanding but also addresses the identified 

gap in existing studies, which seldom test mediation relationships in pension fund 

governance models. 

Though much research has been done on the impact of portfolio diversification on 

financial performance of corporations, and the effect of board characteristics on 

diversification there is little evidence of research done to show any connection 

between the board characteristics and diversification on pension fund’s financial 

performance of Universities in Kenya. The researcher endeavors to examine whether 

portfolio diversification mediates between board characteristics and financial 

performance of pension funds of universities in Kenya.  

1.2 Statement of the Problem 

Financial performance of pension funds has become a global concern due to the 

critical role these funds play in supporting retirees and sustaining social and economic 

wellbeing. Pension systems contribute significantly to national economies, with 

aggregated pension fund investments in OECD countries reaching USD 44.1 trillion 

in 2018 and exceeding USD 1.6 trillion in other jurisdictions (OECD, 2018). In 

Africa, South Africa and Namibia lead with pension fund assets surpassing 50% of 

their respective GDPs. These global trends underscore the importance of strong 
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governance structures and sound investment strategies to safeguard retirees’ 

livelihoods.  

In Kenya, pension assets have grown from under US$1 billion in 2000 to 

approximately US$13.24 billion by 2019 (Mutuku, 2020). However, the sector’s 

performance remains weak, with pension assets representing only 12.9% of GDP 

compared to higher-performing economies (OECD, 2019). Despite this growth, 

several inefficiencies persist. Kenyan pension funds continue to rely heavily on 

traditional asset classes namely government securities, quoted equities, guaranteed 

funds, and limited real estate without adopting more diversified strategies (Mutuku, 

2020; Tari, 2014). As a result, investment returns have declined; segregated schemes 

reported a drop from an average of 18.4% in 2017 to 5.2% in 2018 (Cytonn, 2019). 

Poor investment decisions, including placing funds in unstable financial institutions 

such as the collapsed Imperial Bank and Chase bank have further reduced returns and 

eroded members’ contributions (Odundo, 2017). These inefficiencies have led to 

delayed pension payments, reduced benefits, and increased government expenditure 

on pension obligations, which rose to Ksh 86 billion in 2019 and was expected to 

reach Ksh 104 billion in 2020/2021 (Business Daily, 2019; East African, 2020).  

University pension funds in Kenya face similar challenges. Financial reports indicate 

that some schemes struggle to meet obligations or provide adequate returns (Genesis 

Kenya, 2013; Njeru et al., 2015; Rono et al., 2010). Pensioners have experienced 

delayed payments and insufficient retirement income (Muriithi & Wamari, 2013; 

Walaba, 2014), while universities report declining employee retention linked to 

weaknesses in pension schemes (Mathula, 2018). Although several studies have 

examined pension fund financial performance in Kenya and internationally (Ruigrok 
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et al., 2007; Ngetich, 2011; Kimengich, 2015; Gitau & Muriithi, 2017; Ochieng et al., 

2019; Kimeli & Wepukhulu, 2018), few have focused specifically on the financial 

performance of university pension funds, a subsector with unique governance 

structures and investment constraints.  

At the governance level, Boards of Trustees play a critical role in investment 

decision-making. Board characteristics such as board size, gender diversity, and 

financial expertise shape strategic decisions that influence investment quality and 

fund performance. However, although research has examined the direct effect of these 

characteristics on financial performance, little is known about the mechanisms 

through which board characteristics affect financial outcomes. Portfolio 

diversification, which has been shown to influence financial performance in 

corporations and pension funds, has been treated in prior studies either as an 

independent or dependent variable (Mungai & Elly, 2017; Lizares, 2019; Museve et 

al., 2016). Very few studies have evaluated portfolio diversification as a mediating 

variable, particularly within university pension funds in Kenya. 

This leaves a critical gap in understanding whether board composition influences 

financial performance directly or indirectly through investment diversification 

decisions. The absence of empirical evidence on this mediating mechanism 

undermines efforts to strengthen pension fund governance and optimize performance. 

This study therefore seeks to bridge this gap by examining the relationship between 

board of trustee characteristics (board size, gender diversity, and financial expertise) 

and the financial performance of university pension funds in Kenya, using portfolio 

diversification as the mediating variable. 
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1.3 General Objective of the Study 

The main objective of this research was to examine the mediating effect of portfolio 

diversification on the relationship between Board of Trustees characteristics and 

financial performance of universities pension funds in Kenya. 

1.3.1 Specific Objectives of the Study 

1.  To examine the effect of board of trustees’ size on financial performance of 

Pension funds of Universities in Kenya 

2. To assess the effect of gender diversity of the board of trustees on the financial 

performance of Pension funds of Universities in Kenya.  

3. To determine the effect of financial expertise of the board of trustees’ 

members on the financial performance of Pension funds of Universities in 

Kenya.  

4. To evaluate the effect of board of trustee size on portfolio diversification of 

the pension funds of universities in Kenya 

5. To establish the effect of gender diversity of the board of trustees on the 

portfolio diversification of the pension funds of universities in Kenya  

6. To determine the effect of financial expertise on the portfolio diversification 

of the pension funds of universities in Kenya  

7. To assess the effect of portfolio diversification on financial performance of 

pension funds of universities in Kenya. 

8(a)   to examine the mediating effect of portfolio diversification on the relationship 

between board of trustee size and financial performance of Pension funds of 

Universities in Kenya. 
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8(b)  to examine the mediating effect of Portfolio diversification on the relationship 

between gender diversity of the board of trustees and financial performance of 

Universities pension funds in Kenya. 

8(c)  to examine the mediating effect of Portfolio diversification on the relationship 

between financial expertise of the board of trustees and financial performance 

of Universities pension funds in Kenya. 

1.4 Research Hypothesis 

The hypotheses of the study were as follows: 

H01: Board of trustees’ size has no significant effect on the financial performance of 

Pension funds of Universities in Kenya 

H02: Gender diversity in the board of trustees has no significant effect on the financial 

performance of Pension funds of Universities in Kenya. 

H03: Financial expertise of board of trustees has no significant effect on the financial 

performance of Pension funds of Universities in Kenya 

H04: Board of trustee size has no significant effect on portfolio diversification of 

pension funds of universities in Kenya 

H05: Gender diversity of the board of trustee has no significant effect on portfolio 

diversification of pension funds of universities in Kenya. 

H06: Financial expertise has no significant effect on portfolio diversification of 

pension funds of universities in Kenya 

H07: Portfolio diversification has no significant effect on the financial performance of 

Pension funds of Universities in Kenya 
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H08a: Portfolio Diversification does not mediate between board size and financial 

 performance of pension funds of universities in Kenya 

H08b:  Portfolio Diversification does not mediate between board gender diversity  and 

 financial performance of pension funds of universities in Kenya 

H08c: Portfolio Diversification does not mediate between financial expertise and 

 financial performance of pension funds of universities in Kenya 

1.5 Significance of the Study  

The research findings will help the government in formulating policies that will 

ensure that the objectives stated above are adequately met. The government makes 

huge annual budgetary allocations to meet its part of pension contribution into the 

different Public Universities sponsored pension schemes. The Private Universities 

equally provide huge amounts of money into their employees’ pension funds. These 

contributions helps the government in meeting its cardinal responsibility of ensuring 

that the workers who have retired from active service are able to maintain an almost 

the same standard of living as when they were working.  

The universities management is a major player in the Pension Schemes under their 

Jurisdiction because they are the sponsors. The collective bargaining agreements 

between the universities management and the workers unions provide that the 

universities will be contributing a certain percentage of the workers basic to the 

pension funds. The universities also have representatives in the board of trustees. The 

findings of this study could help the Universities Pension Funds managers and 

Trustees in making policies on the diversity inclusivity in their boards in order to 
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benefit from the advantages that accrue from the inclusion of diverse groups who 

have different characteristics in the boards of trustees.  

The findings from the study will motivate the contributors to save more for retirement 

when they know that their interests after active service are well taken care of. 

Insurance companies are big stakeholders in the pension industry. They form part of 

the institutional investors who help in the management of some of the pension funds. 

The findings of this study could be helpful to them if called upon to enter into an 

agreement to run a scheme or manage assets on the behalf of a university pension 

fund. 

IOPS, OECD and World Bank collaborate in collecting data and statistics on global 

trends on private pension funds. The findings from this study can help these 

organisations in acquiring the requisite data and information on the performance of 

universities pension funds in Kenya. 

The RBA is the regulator established to set policies and oversee the growth of the 

Pension sector in Kenya. The findings from this study could help the regulator to set 

policies from an informed point of view. RBA would also have a mirror in which it 

can see how their policies are being implemented. It could also offer the baseline 

under which future policies could be formulated. 

The Labour Unions represent the employees in many forums. The labour unions 

representing workers in the universities are UASU, KUSU and KUDHEIHA. Diverse 

representation in the management of the universities pension funds in Kenya will 

enhance the general outlook of the schemes and spur confidence among the 
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stakeholders. The findings from this study could go a long way in helping the stake-

holders to improve their oversight role on the pension funds. 

1.6 Scope of the study 

This study utilized panel data from the universities pension funds in Kenya, and 

covered duration of eight years from 2015 to 2022. The data was obtained from the 

retirement benefits authority (RBA) which provided comprehensive information for 

this timeframe. Notably, the period between 2000 and 2013 witnessed a significant 

growth in both public and private pension funds, driven by the expansion of higher 

education in Kenya through an increase in the number of universities. This period also 

marked the adoption of Kenya’s new constitution in 2010, which placed a strong 

emphasis on promoting gender parity and enhancing access to education. Pension 

systems, as a broad field, encompass various sectors such as agriculture, energy, 

transport, and educational institutions. However, this study specifically concentrated 

on pension funds from public and private universities in Kenya, narrowing its scope to 

provide a focused analysis within the higher education sector. The study undertook to 

concentrate on the three board characteristics namely Board size, gender diversity and 

financial expertise because these three attributes are among the most theoretically and 

empirically grounded factors that influence organizational performance and 

governance effectiveness. Board size directly affects decision-making efficiency, 

coordination, and the diversity of perspectives. Agency theory and resource 

dependence theory suggest believe bigger boards offer more comprehensive 

knowledge and oversight, but may suffer from coordination issues, while smaller 

boards may be more cohesive but lack diversity. Gender diversity reflects the 

inclusivity and representativeness of the board, which can influence decision-making 
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quality, ethical behavior, and stakeholder perceptions. Trustees with financial 

expertise contribute directly to board effectiveness in financial oversight, audit 

quality, and strategic decision-making. Portfolio diversification serves as a concrete, 

actionable, and theoretically grounded bridge between board-level governance and 

financial outcomes. It captures how board decisions manifest in investment behavior, 

making it a compelling mediator in such studies. In spite of other variables that can be 

used as mediators like risk management practices, investment policy, or corporate 

governance quality, portfolio diversification chosen because it is more measurable, 

directly linked to investment outcomes and it is well aligned with board-level 

decision-making. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.0 Introduction 

This chapter gives a review of the various aspects of pension funds. The chapter 

discusses the three concepts of board characteristics i.e. board size, number of 

women, and financial expertise of board members. The fourth variable is portfolio 

diversification as a mediator. The chapter will also discuss the theories used to 

support the research which are the agency theory, the resource dependence theory, the 

modern portfolio theory. The chapter also discusses the moderator exhibits the 

theoretical framework. 

2.1 Concept of Financial Performance 

The number of older people has been increasing over the years and research has 

shown that households with older people above sixty years are poorer than those 

without (Kwakwani and Subbarao, 2005). The percentage of the elderly population 

who are over 65 years was 12% in 1950, grew to 21% in 2000 and has been predicted 

to increase to 44% in 2050 (Ngetich 2012), Kumah et all (2017) contend that the 

world population has continued to grow as a result of a rapid growth in life 

expectancy. According to OECD (2020) the average life expectancy in the OECD 

countries between 2015 and 2020 was 78.1 years for men and 83.4 years for women. 

South Africa, which is the largest economy in Africa, has a life expectancy of 60.2 

years for men and 67.1 years for women. Kirui (2014) contends that life expectancy in 

Kenya has been steadily rising. In 1963, life expectancy was 40years and by 2011, it 

was an average of 59.48 years (Kirui 2014). The average life expectancy in 2020 is 

67.47 years according to Worldmeter (2020). Kirui (2014) contends that life 
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expectancy seems to be gender sensitive with women having a higher life expectancy 

than men. In terms of gender in Kenya, life expectancy is 69.87 years for ladies and 

65.04 years for men (Worldmeter 2020). Generally, life expectancy for women is 

always higher than that of men. The growth in life expectancy has been as a result of 

improvement in medical care, high and better standards of living, migrations, better 

living conditions, increased educated citizenry among others. This increase in life 

expectancy has increased the cost and time allotted to the upkeep of the aged.   

Didin et al. (2016) characterize financial performance as an organization's monetary 

standing across a specific timeframe. This refers to how well a company manages its 

finances, including how it obtains and uses money. Its effectiveness is measured by 

indicators like its ability to cover losses (capital adequacy), readily convert assets to 

cash (liquidity), manage debt (leverage), meet long-term obligations (solvency), and 

generate earnings (profitability). In essence, it shows how successfully financial goals 

are being achieved or are on track to be achieved. It involves quantifying the 

outcomes of a firm's operational techniques and policies in monetary terms, signifying 

the entity's proficiency in managing and overseeing its resources. 

According to Isa et al. (2019), financial performance serves as a vital benchmark for 

gauging a firm's current health. This is because it illuminates the firm's operational 

efficiency and provides insight into its financial robustness, particularly concerning 

cash flow. Strong and favorable financial performance invariably bolsters the 

confidence of both investors and creditors in the firm's commercial activities and 

operations (Isa et al., 2019). 
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Pike and Roos (2004) articulate financial performance as a firm's capacity to operate 

effectively, generate profits, endure, expand, and adapt to both opportunities and 

challenges within its environment. Kamukama (2017) and Bititci et al. (2007) concur, 

asserting that financial performance is broadly accepted as a general metric for an 

organization's overall financial well-being over a given period. It can be utilized to 

facilitate comparisons between similar entities within the same industry or for 

aggregating comparisons across different industries or sectors. 

Ultimately, financial performance offers insights into the business sector's outcomes 

and results for its stakeholders, aiding them in their decision-making processes. As 

Akwimba (2020) notes, it indicates how effectively an entity is deploying its 

resources to maximize shareholder wealth and profitability.  

Understanding a pension fund's financial performance is important to the contributors 

because it helps them understand how their contributions are being managed.  This in 

turn helps them have confidence that upon retirement their standard of living will be 

well taken care of. Didin et al. (2018) characterize financial performance as the 

monetary success a company attains within a given timeframe, which includes both 

acquiring and deploying financial resources. They measure this through metrics such 

as profitability, leverage, efficiency, solvency, liquidity, and capital sufficiency Bora 

(2008) more broadly states that financial performance reflects a business's capacity to 

generate more resources from its daily operations within a given timeframe. Pierre et 

al. (2009) argue that three components make up organizational performance with 

distinct outcomes namely: financial performance (including profits, Return on Equity 

(ROE), Return on Assets (ROA), Return on Investment (ROI), etc.); product market 

performance (such as sales and market share), and shareholder returns (like total 
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shareholder return and economic value added). Rowe et al (2009) assert that some 

researchers have adopted subjective view of financial performance by adopting 

informed responses. 

The retirement benefits sector is crucial to any country's economy, with the financial 

performance of pension funds holding global significance due to their economic and 

social functions. Oluoch (2013) highlights that pension funds stimulate most nations' 

capital markets through financial intermediation, acting as both complements to 

capital market development and substitutes for banks by generating their own returns. 

These schemes manage substantial assets that, if effectively utilized, can significantly 

contribute to a nation's economic growth. Furthermore, Odira et al. (2020) state that 

pension systems boost the economy's savings rate and channel idle funds into the 

financial system, thereby ensuring efficient resource allocation. Another role played 

by pension schemes is to provide a retirement income to people who have moved out 

of active service. The assurance that an employee is able to receive an income when 

he is out of active service is motivation enough for one to save. Pension funds offer 

income security to retired workers or their beneficiaries in the event of incapacitation 

or death. Aliu et al. (2017) assert that these funds significantly impact both current 

and future generations, as the present generation bears a substantial responsibility for 

both past and future cohorts. Kibet et al. (2016) noted that pension funds also enhance 

the performance of life insurance firms when annuity products for pensioners are 

bought with pension funds. Furthermore, pension funds bolster financial markets as 

evident in numerous stock exchanges performance globally where pension schemes 

rank among the largest institutional investors. Upon retirement, a portion of the 

pension fund is typically paid out as a lump sum, with the remaining balance 
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distributed as periodic payments. Pension funds form a major part in financing 

retirees in all corners of the world and play a major role in the economic development 

of any country. Wanjala (2017) argues that Pension funds encourage the growth of 

capital and financial markets by both substituting for and complementing the roles of 

other financial organizations, especially investment and commercial banks. The 

pension fund industry has grown in leaps and bounds as governments have put in 

place measures to improve on the performance of the industry. In Kenya, the RBA has 

put in place initiatives and education to help people understand the importance of 

savings. These initiatives have seen the industry grow both in membership and 

contributions (Cyntons, 2019). The trustees of the pension funds are mandated to take 

charge of the contributions of members by investing them in viable investments that 

will bring in the highest returns. This will assure the members that upon retirement 

they will have something to push them through. Andonov et al. (2016), state that the 

fundamental characteristic shared by all pension funds is their obligation to deliver 

promised benefits to participants with the highest possible efficiency. The economic 

crisis of 2008 and part of 2009 affected negatively the performance of Pension 

Schemes and therefore brought in a sharp focus on the performance measurements. 

Antolín and Stewart (2009) reported that the Organisation for Economic Co-operation 

and Development (OECD) estimated significant financial setbacks for pension funds 

in its member countries in 2008. Specifically, these funds incurred losses amounting 

to approximately $5.4 trillion in the aftermath of the financial crisis, which constituted 

roughly 20% of their total asset value across those nations. Hinz et al. (2010) 

investigated the key elements that affect pension funds' performance and identified 

several critical elements. These include the nominal short-term returns on assets, 

which reflect the immediate investment performance of the pension fund, as well as 
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administrative and investment management costs, which can significantly reduce net 

returns if not properly controlled. Additionally, the density of contributions referring 

to the frequency and consistency of contributions made by members was highlighted 

as an essential determinant. The study also emphasized the behavior of participants, 

particularly in relation to the age at which they choose to retire, as this affects both the 

accumulation phase and the payout duration of pension benefits. 

Similarly, Nyangeri (2014) outlined other factors influencing the financial 

performance of pension funds identifying membership age, fund size, fund design, 

contribution density, fund value, and fund returns as critical. These factors 

collectively shape the financial sustainability and efficiency of pension schemes. 

Extensive research has been conducted both in Kenya and internationally to explore 

the connection between pension features and the financial performance of these funds. 

Notable contributions include studies by Ruigrok et al. (2007), Ngetich (2011), 

Kimengich (2015), Gitau and Muriithi (2017), Ochieng et al. (2019), Kimeli and 

Wepukhulu (2018), Rono et al. (2010), Njuguna (2010), Cocco and Volpin (2006), 

and Temitope et al. (2018). These studies have examined various board characteristics 

like board size, gender diversity on the board, financial expertise, and trustee tenure 

and found mixed results. Research findings report a favorable relationship with 

financial performance while others indicate a negative impact, while some find no 

significant effect at all. 

2.2 Concept of Board of trustee Characteristics 

Board characteristics encompass the diverse makeup of a board, including aspects 

such as gender, age, race, education, experience, nationality, lifestyle, culture, and 

religion, which are the elements that differentiate individuals (Mishra and Shital, 
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2012).Andonov et al. (2016) state that for a public pension fund, the board of 

administration is tasked with its management and control. According to Ferreira 

(2010) the board is the most important organ in an organisation because of the 

decisions they make like mergers and acquisitions and capital structure. Andonov 

(2016) pointed out that the board's duties extend to establishing employer contribution 

rates, deciding on the allocation of investment assets, conducting actuarial valuations, 

and performing other vital functions. Chohan (2018) stated that every autonomous 

pension fund should establish a board as its governing body, which is responsible for 

the fund's operation and oversight. Chohan (2018) elaborates that the board, 

functioning as the primary decision-making body, bears the overarching responsibility 

for a pension fund's strategic choices. This includes tasks such as establishing 

investment policies, choosing investment managers and platforms, selecting other 

service providers, and consistently evaluating the fund's performance. There has been 

increasing research interest on the relationship between board of trustee 

characteristics and the financial performance of boards of corporates and pension 

funds as well. Hsu and Wu (2014) link the increasing focus on the composition and 

traits of corporate boards to recent instances of corporate fraud, misconduct, 

negligence, and significant depletion of shareholder value, drawing particular 

attention to scandals within various multinational corporations. Isa et al. (2019) point 

out that many factors influence a firm's financial performance. These can be external, 

such as economic development and growth or political stability (Hosny, 2017), or 

internal, like a firm's liquidity (Omondi & Muturi, 2013). Liu, Miletkov, Wei, & Yang 

(2015) suggest that some firms assume boards of trustee characteristics have little 

influence on their financial performance. 
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However, the world has recently seen heightened interest in studying board 

characteristics and their effect on the financial performance of both firms and pension 

funds. Hsu and Wu (2014) emphasize that this interest has been driven by an increase 

in corporate fraud, misconduct, negligence, and significant losses of shareholder 

wealth, particularly in multinational corporate scandals. A specific area of interest has 

been the increasing number of women on boards. Much research in the recent past has 

been done about diversity in the boardroom and whether increased diversity has a 

direct effect on the financial performance of firms for example whether firms with 

higher diversity perform better than firms with lower diversity. Jhunjhunwala et al 

Mishra (2012), Nielsen et al Nielsen (2013) and Shital (2012) view board diversity as 

the varied composition of a board, considering aspects like gender, age, race, 

education, experience, nationality, lifestyle, culture, and religion, as these are the 

facets that differentiate individuals. In Africa, the informal sector is predominantly 

comprised of women and young people. For example, the estimated proportion of 

females in informal employment is 57% in Ghana, 65% in Benin, 58% in Malawi, and 

53% in Namibia (Baah, 2007). The exclusion of the informal sector from pension 

arrangements effectively denies women and youth access to social security. This 

inadequate protection leaves women and youth vulnerable to unmitigated risks, often 

pushing them into poverty that persists throughout their working lives and into 

retirement. This has equally denied them the opportunity to participate in the 

management and protection of pension funds. To enhance and bring the informal 

sector into the pension system, the Retirement Benefits Authority (RBA) Act of 

Kenya initiated a pension education campaign dubbed “kulegalega” to compel 

Kenyans to come to realization of the need to save for old age (RBA 2016). The 

ultimate effect would be an improved economy as the returns on investments for both 
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the overall pension funds under management and individual pension schemes 

increase, it positively impacts the financial performance of those schemes (Njeru et al, 

2015; Impavidoa, 2008; Zamuee, 2015; Rono et al, 2010; Van Horne et al, 2010; 

Zamuee, 2016).  

Many countries around the world have passed legislation to compel companies and 

other organizations to increase the representation of women in their boards. Norway 

enacted a law requiring that 40% of a company's directors be women, a measure that 

went into full effect in 2008 (Rose, 2007). Similarly, Spain also passed a law 

mandating a quota for female representation on corporate boards (Adams & Ferreira, 

2009). Singapore has included gender diversity in its code of governance. The Code 

dictates that boards ought to comprise directors who offer a "diversity" of skills, 

experience, gender, and knowledge of the company.” However, this isn't a mandatory 

requirement (Nguyen 2018). 

Italy enacted a law in 2012 mandating that corporate boards must include at least 1/5 

women, a proportion that increased to 1/3 by 2015, as reported by Solimene et al. 

(2017). In 2010, the Netherlands signed a covenant aimed at increasing diversity in 

pension funds, where stakeholders committed to specifically addressing board 

diversity in terms of gender, age, and ethnic background among the pension fund's 

members, according to Swinkels (2012). 

A report commissioned by the British Department of Trade and Industry, known as 

"The Higgs Report," suggests that demographic diversity enhances board 

effectiveness and recommends greater inclusion of women on boards (Adams & 

Ferreira, 2009). Hillman, Cannella, and Harris (2002) observe that a significant trend 
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in US boardrooms over the past two decades has seen an increase in the number of 

women and ethnic minorities. Despite these various legal efforts to improve gender 

diversity, Harper (2008) notes that there remains little, if any, unified regulation 

regarding the structure or composition of a public plan's board of trustees. 

Numerous scholarly investigations have delved into the ramifications of gender 

diversity on the financial outcomes of companies, yielding varied conclusions. For 

instance, Ongore et al. (2015) identified a significant positive impact of gender 

diversity on the financial performance of corporations listed on the Nairobi Securities 

Exchange. Conversely, a study by Carter et al. (2010), which examined major US 

companies concerning the inclusion of women and ethnic minority directors on 

boards and their committees, did not establish a robust correlation between the gender 

or ethnic diversity of these governance bodies and the firms' financial performance. 

Furthermore, their research indicated that the relationship between board diversity 

(both gender and ethnic minority) and a firm's financial performance appeared to be 

endogenous, suggesting a complex, possibly reciprocal, interplay rather than a simple 

cause-and-effect. Simpson et al., (2010) suggest that the presence of more women can 

encourage more participative communication among board members. Reasons cited 

for including women on boards include their embodiment of a large pool of human 

capital available to an organization. Additionally, due to their often minority status on 

boards, they may act more as outsiders and be less beholden to management, thus 

serving as better monitors of managers. Gender diversity has also been found to 

enhance board monitoring. According to Hillman et al. (2002), having more women 

on the board improves the board's expertise by introducing a wider variety of 

professional backgrounds and a greater number of directors with advanced degrees. 
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Numerous studies have examined the impact of board characteristics on the financial 

performance of pension schemes, yielding mixed and often inconclusive results. Some 

research highlights the positive influence of specific attributes, such as financial 

expertise and gender diversity, on decision-making and investment outcomes 

(Chohan, 2018). In contrast, other studies suggest that certain board characteristics, 

such as large board size, may lead to inefficiencies and hinder performance due to 

challenges in coordination and decision-making (Johl et al., 2015). According to 

Nguyen (2020), there is no universally accepted consensus in the literature on whether 

board characteristics positively or negatively affect performance. This study focuses 

on three critical characteristics of pension boards of trustees namely board size, 

number of women trustees and financial expertise. These attributes are hypothesized 

to influence the governance, investment strategies, and overall financial health of 

university pension schemes in Kenya. 

2.2.1 Board Size and financial performance 

Various researchers define board size as the total number of directors or trustees 

actively serving on a board in a given year, as noted by Maere et al. (2014) and 

Routledge & Stewart (2016). Similarly, Pugliese and Wenstop (2007) view it as the 

complete count of members possessing voting privileges within the board. Mwengei 

(2016) considers board size to be an important indicator, serving as a proxy for the 

diversity of knowledge and the extent of resources that the board can provide. 

Fauzi & Locke (2012) assert that the magnitude of a board plays a crucial role in 

influencing a firm's monitoring and decision-making processes, thereby positively 

impacting its financial performance. Goel & Sharma (2020) elaborate, explaining that 

board size can affect the quality of decisions made, facilitate greater information 
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sharing, foster stronger connections with the external environment, and aid in the 

procurement of scarce assets. They also suggest that a larger board can lead to 

improved communication and coordination of issues, though it might also introduce 

higher free-rider obstacles and increased knowledge-sharing costs, potentially leading 

to less expression of individual notions and thoughts. 

Research on how board size affects a company's financial performance has produced 

inconsistent findings, with some studies suggesting that larger boards are more 

effective. Proponents argue that expansive boards offer superior monitoring 

capabilities, provide a larger pool of information and experience, facilitate better 

networking opportunities, and allow for greater flexibility in scheduling committee 

meetings (Mohapatra, Pranati, 2017). 

Gyapong et al. (2016) and Terjesen et al., (2015) contend that board diversity 

inherently promotes social equity and equal opportunities. A larger board is generally 

more likely to possess a broader array of skills, knowledge, and expertise, which can, 

in turn, enhance both its monitoring and servicing functions (Corbetta and Salvato, 

2004). Consequently, appointing a diverse board helps in establishing a more all-

encompassing and equitable business organisations that reflects the interests of 

existing stakeholders better (Terjesen & Sealy, 2016). 

However, research also presents varied findings. For instance, in Australia, firms with 

larger board sizes were observed to have CEO compensation sensitive to the firm's 

size, but not directly to its performance (Nguyen et al., 2015). Brédart (2014) and 

Maere et al. (2014) support the notion of larger boards, arguing that they can 

counterbalance the influence of the CEO and enhance CEO oversight. As previously 
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mentioned, a larger board tends to have a broader range of skills, knowledge and 

experience contributing to its monitoring and servicing capabilities (Corbetta and 

Salvato, 2004). Yet, in Australia, firms with larger boards showed CEO compensation 

linked to firm size rather than firm performance (Nguyen et al., 2015).  

Advocates for larger boards, such as Brédart (2014) and Maere et al. (2014), argue 

that a more expansive board can effectively counterbalance and even increase control 

over the influence of the CEO, thereby enhancing corporate governance. This 

perspective is further supported by Mohapatra and Pranati (2017), who contend that 

larger boards demonstrate greater effectiveness in several key areas. They often 

provide superior monitoring capabilities, offer a broader pool of diverse knowledge 

and expertise, facilitate better networking opportunities, and exhibit increased 

flexibility in scheduling committee meetings. These benefits collectively contribute to 

more robust oversight and strategic guidance for the organization. 

However, other research suggests that firms might benefit more from smaller boards, 

citing concerns that large boards can become fertile ground for communication and 

coordination challenges that ultimately detract from a board's overall effectiveness. 

Ahmed et al. (2017) emphasize that a larger board inevitably leads to higher agency 

expenditures, and issues such as communication breakdowns and coordination 

difficulties become significantly more costly as the board's size increases. This 

sentiment is echoed by Mahesh et al. (2020), who found a negative and statistically 

insignificant relationship between board size and financial performance. Similarly, 

Kutum (2015) did not identify any discernible relationship between firm size and 

financial performance. 
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Contradictory findings further complicate the picture. Pathan and Faff (2013), along 

with Liang et al. (2013), observed that board size negatively affected bank 

performance. This stands in stark contrast to the conclusions drawn by Muttakin and 

Ulla (2012), whose study on Bangladeshi banks indicated that board size positively 

impacts financial performance. Muttakin and Ulla (2012) posit that larger boards are 

advantageous because they facilitate the integration of diversified knowledge and 

skills into the firm, ultimately contributing to the organization's operational excellence 

and overall success. 

2.2.2 Board Gender Diversity and financial performance 

The concept of Board diversity has gained prominence among researchers in the 

recent past. Hafsi and Tugut (2013) contend that there is no generally accepted 

meaning of diversity. Diversity among board members, as defined by Hafsi and Tugut 

(2013), encompasses dissimilarities across various board characteristics. These 

quantifiable aspects of a board include its size, leadership structure, the presence of a 

founder-leader, the number of international directors, the nature of board committees, 

board independence, director ownership, tenure, and compensation. Erhardt et al. 

(2003) elaborate on board diversity, defining it as the differences among individual 

directors. They divide these dissimilarities into two types: directly observable 

characteristics like gender, age, and ethnicity (demographic dimensions), and less 

visible ones such as educational background and political ideology (cognitive 

dimensions), as also highlighted by Taljaard et al. (2014). Hirschman (1970) and Shi 

et al. (2016) emphasize that board diversity is crucial for fostering trust, particularly 

in a pension system where participants lack the option to exit, thus needing to feel that 

their voices are genuinely heard. Carter et al. (2007) advocate for board diversity, 
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arguing that a diverse board enhances the processing of information and advice, while 

also introducing new, unique, and valuable components to the information available 

to the board and management. Furthermore, a diverse board is instrumental in 

attracting and retaining talented female and minority managers and employees 

(Stephenson, 2004), which in turn enables organizations to tap into a broader talent 

pool. 

The significance of gender diversity on boards has garnered significant scholarly 

interest in recent times. Mwengesi et al. (2016) define board gender diversity simply 

as the number of women on the board, while trustee board gender diversity 

specifically refers to the proportionate representation of men and women. Diepen 

(2015) highlights the importance of studying the relationship between gender 

diversity and a firm’s performance, as this research can reveal the effectiveness of 

gender quotas. However, Diepen (2015) also points out that research finding on the 

relationship between gender diversity and the financial performance of different 

corporations have been inconsistent. This inconsistency underscores the need for 

further investigation to ascertain the specific effect of gender diversity on the pension 

funds of universities in Kenya. 

Past research consistently shows that the value of women's contributions to boards 

cannot be underestimated. While companies might argue that board gender diversity 

lacks intrinsic value and prioritizing it could misalign with their incentives, a 

substantial body of research, including works by Cox & Blake (1991) and Robinson 

& Dechant (1997), demonstrates that women bring immense benefits to organizations. 

Moreover, a 2019 World Bank report illustrated the tangible economic benefits, 

stating that reducing gender inequality could boost the GDP per capita by over a 
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quarter in Niger by 2030 (World Bank, 2019). Cruickshank (2017) emphasizes the 

increasingly crucial role of corporate boards as organizations adapt to technological 

and societal changes. In this dynamic environment, a diverse range of perspectives 

and individuals will be essential to ensure boards thoroughly examine challenges from 

all possible angles. Across the globe, numerous countries have implemented 

legislation to compel corporate bodies to enhance the representation of women on 

their boards. For instance, Norway has a law mandating that 40% of a company's 

directors must be women (Rose, 2007). Spain has similarly passed a law requiring a 

quota for the number of female directors (Adams & Ferreira, 2009). Singapore has 

incorporated gender diversity into its code of governance, specifying that boards 

should include directors with a "diversity of skills, experience, gender, and knowledge 

of the company"; however, this remains a recommendation and is not a mandatory 

requirement (Nguyen, 2018). Italy passed a law in 2012 that requires corporate boards 

to comprise at least 1/5 women, a proportion that increased to 1/3 by 2015 (Solimene 

et al., 2017). Notably, Kenya's constitution includes a clause promoting gender parity.  

The "Higgs Report" (2003), a study initiated by the British Department of Trade and 

Industry, indicated that demographic diversity enhances board effectiveness and 

advocated for more women to be included on company boards (Adams & Ferreira, 

2009). Hillman, Cannella, and Harris (2002) highlighted that a significant trend in US 

boardrooms over the past two decades has observed a great shift towards the inclusion 

of more women and ethnic minorities. Mohammad et al. (2018) suggest that increased 

gender diversity on boards can enhance a firm's effectiveness by improving its 

understanding of stakeholder needs, subsequently leading to better risk management 

and overall business practices. They also propose that decision-making could be 
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enhanced through the introduction of new ideas and perspectives at board and 

executive management meetings. Extensive studies and research have been conducted 

on the effects of gender diversity on the financial performance of both pension funds 

and the broader corporate world. Ongore et al. (2015) discovered a notable 

relationship between gender diversity and the financial performance of companies 

listed on the Nairobi Securities Exchange. Kevin et al. (2008) observed that gender 

diversity positively affected firm value in Spain. However,  in their study of major US 

corporations, Carter et al. (2010) found no strong connection between the gender or 

ethnic diversity of the board (or its key committees) and the financial performance of 

these companies. Their research further concluded that the gender and ethnic minority 

diversity of the board and a firm’s financial performance appeared to be endogenous. 

Simpson et al. (2010) suggest that the presence of more female members may 

stimulate more participative communication among board members. A key reason for 

including women on boards is that they represent a large pool of human capital 

available to an organization. Furthermore, by virtue of often being a minority on the 

board, they may act more as outsiders, less beholden to management, and thus serve 

as more effective monitors of managers. Gyapong et al. (2016) argue that appointing 

women, ethnic minorities, and foreign nationals to corporate boards not only 

diversifies the board by introducing varied expertise, ideas, talents, skills, work ethics, 

backgrounds, and experiences, but also strengthens the board's independence and 

oversight capabilities. Gyapong et al. (2016) and Terjesen et al. (2015) emphasize that 

board diversity incorporates principles of societal justice and equal opportunities. 

Therefore, appointing a diverse board helps create more inclusive and equitable 

business organizations that better represent the interests and perspectives of their 

existing stakeholders (Terjesen & Sealy, 2016).Additionally, gender diversity has 
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been found to enhance monitoring by the board. According to Hillman et al. (2002), 

increasing the representation of women on a company's board improves the board's 

collective expertise by bringing in a wider array of professional backgrounds and a 

higher number of individuals with advanced degrees. 

2.2.3 Financial expertise and financial performance 

A significant area of focus within board governance diversity is the professional 

expertise of the members of the board. The Sarbanes-Oxley Act of 2002 specifically 

defines a "financial expert" as an individual who, through a combination of education 

and practical experience, possesses a comprehensive understanding of generally 

accepted accounting principles (GAAP) and the nuances of financial statement 

preparation. Such an expert must also have hands-on experience in preparing or 

auditing financial statements, demonstrate expertise in applying complex accounting 

principles to estimates, accruals, and reserves, be familiar with internal accounting 

controls, and have a clear understanding of the functions of an audit committee. This 

very Act stipulates that at least one member of an audit committee must qualify as a 

financial expert. There is a broad agreement among experts that financial expertise 

significantly aids the board in diligently reviewing the financial reporting process, 

thereby ensuring the highest quality of financial reports. Moreover, the presence of 

accounting and financial expertise within the board of trustees is widely believed to 

enhance its overall efficiency and its capacity to detect and prevent potential financial 

losses effectively. 

Such individuals bring critical skills necessary for effective oversight and governance, 

ensuring that financial reporting is accurate and reliable. Robert and Clifford (2004) 

further argue that a professional is characterized by affiliation with a professional 



34 

 

 

 

 

 

organization, adherence to a Code of Conduct and Ethics, and engagement with a 

body of knowledge supported by ongoing research activities. These attributes make it 

imperative for directors of firms, including pension fund boards, to possess relevant 

professional expertise. Professional expertise contributes significantly to ensuring 

accountability and enhancing financial performance. Guner et al. (2008) attribute 

numerous global financial scandals to the lack of financial expertise on corporate 

boards, emphasizing the necessity for financial and accounting experts to be included 

in board composition. They posit that board members with financial expertise 

influence the financial and investment policies of the firms they govern, fostering 

greater accountability and improving decision-making. Similarly, Hasyudeen (2003) 

highlights that  financial literacy of board members enhances the credibility of an 

organization’s financial position, positively impacting relationships with customers, 

banks, and regulatory authorities. This underscores the vital role of financial expertise 

in building stakeholder trust and confidence. 

Empirical research corroborates the relationship between financial expertise and 

financial performance. For instance, A study conducted by Johl et al. (2015) focusing 

on firms in Malaysia revealed a statistically significant and positive relationship 

between the presence of accounting expertise on corporate boards and the financial 

performance of those companies.  Their findings suggest that boards with higher 

financial acumen are better equipped to navigate complex financial issues, implement 

effective strategies, and achieve better outcomes. Similarly, Andonov et al. (2016) 

showed that pension funds overseen by boards with a greater proportion of trustees 

who possess substantial experience in asset management and financial matters tend to 

achieve superior returns, particularly from their private equity investments. This 
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suggests a direct correlation between specialized financial expertise on the board and 

the fund's investment success in less liquid, potentially higher-returning asset classes. 

These studies highlight the critical need for financial expertise in enhancing 

organizational performance and optimizing investment strategies. 

In addition to expertise, age and gender have also been identified as important 

demographic factors influencing board effectiveness. Davydov et al. (2017) observed 

that age and gender significantly affect investor behavior and performance. Their 

study revealed that older investors, regardless of gender, traded more actively and 

exhibited better investment performance compared to younger investors. These 

findings suggest that a diverse board, inclusive of varied age groups and genders, may 

bring complementary perspectives and enhance decision-making. However, the study 

also underscores the importance of financial literacy and expertise as overriding 

factors in determining investment success, irrespective of demographic variables. 

The relationship between financial expertise and experience is another area of focus in 

governance research. Carcello et al. (2002) discovered that greater levels of board 

expertise were associated with greater motivation to monitor organizational 

operations, leading to improved oversight and accountability. This aligns with 

findings by Alzoubi and Selamat (2012), who also reported that board expertise 

positively correlates with increased diligence in monitoring and governance activities. 

Conversely, Kutum (2015) presented contrasting findings, asserting that financial 

expertise alone does not significantly impact firm performance. This inconsistency in 

research outcomes suggests that the influence of financial expertise may be contingent 

on other contextual factors, such as the industry or organizational structure. 
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The concept of financial expertise is one of utmost importance when it comes to 

governance of pension funds. Andonov et al. (2016) highlighted that pension funds 

managed by trustees with substantial financial skills and asset management 

experience achieve superior performance. However, their study also identified a 

performance gap associated with participant-elected trustees, attributing 

underperformance to their lower levels of financial expertise. This finding 

underscores the importance of targeted training and capacity-building programs for 

trustees, ensuring that they possess the requisite skills to fulfill their fiduciary 

responsibilities effectively. 

Diversification of expertise within a board is essential for mitigating risks and 

maximizing returns. Financial experts, in particular, contribute significantly to the 

formulation and execution of diversification strategies. Wohlner (2013) describes 

diversification as an investment approach that combines various assets to lower the 

overall risk of an investment portfolio. Research by Museve et al. (2016) and Lizares 

(2019) supports this view, indicating that diversified portfolios consistently 

outperform less diversified ones. Trustees with financial expertise are better 

positioned to evaluate and implement diversification strategies, balancing risk and 

reward to optimize fund performance. 

Legislative frameworks in various countries emphasize the importance of financial 

expertise and diversification in pension fund governance. For instance, Kenya’s 

Retirement Benefits Authority (RBA) Act and the Investment Policy Statement of 

2015 mandate pension funds to diversify their investments across asset classes. This 

regulatory requirement underscores the need for trustees with the financial acumen to 

align investment strategies with legislative guidelines and market dynamics. Countries 
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such as South Africa, Nigeria, and Kosovo have implemented similar measures, 

reflecting a global consensus on the value of financial expertise in governance. In 

conclusion, professional expertise is a critical component of effective board 

governance. The presence of financially literate and experienced trustees enhances 

accountability, strategic decision-making and overall financial performance. While 

some studies present mixed results, the existence of evidence underscores the positive 

impact of financial expertise on organizational outcomes. As concerns pension funds, 

ensuring that trustees possess the requisite skills and knowledge is not just beneficial 

but essential for safeguarding the interests of members and achieving long-term 

sustainability. 

2.3 Concept of Portfolio Diversification 

The concept of diversification was initially put forth by Harry Markowitz in 1952. 

Markowitz argued that an investor's primary objective should be to maximize their 

potential returns for any given degree of risk, and crucially, that this risk can be 

effectively mitigated through the creation of a diversified portfolio composed of 

assets that are not closely related. The core idea behind this theory is that investors are 

not bound to accept risk in its entirety but can manage it through the strategic 

selection and combination of investments. Markowitz emphasizes that diversification 

is essential because individual securities do not move in perfect tandem i.e. some go 

up while others go down, thus, the overall portfolio risk can be mitigated. He further 

states that any greater benefit carries some inherent risk. Investors must, therefore, 

understand that achieving better returns involves bearing some level of risk. It is 

important that a prudent investor would invest in different assets so as to reduce risk 

and attract higher returns. In real-world investing, it is almost impossible to eliminate 
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all risk, but by holding a diversified portfolio, investors can lower their exposure to 

asset-specific volatility and protect themselves from significant losses. This principle 

lies at the heart of modern investment practices, especially in institutional contexts 

such as pension fund management. 

Varadarajan and Ramanujam (1987) characterized diversification as the degree to 

which companies operate concurrently across multiple distinct business segments. 

Their definition extends beyond financial assets into corporate strategy, where 

companies pursue different product lines, markets, or geographic regions to spread 

their risks and opportunities. By diversifying their operations, firms can potentially 

buffer themselves against downturns in a particular industry. Similarly, Iraya et al. 

(2018) contend that in the realm of investment, diversification is fundamentally 

understood as holding a carefully selected combination of assets whose performance 

is not positively correlated with one another. This strategic approach implies that 

should one asset in the portfolio experience a downturn or poor performance, the 

investor can be potentially compensated by the favorable performance of another 

asset within the same portfolio that moves in a different direction or remains stable. 

This inherent lack of positive correlation is important because it aims to mitigate 

overall portfolio risk by ensuring that a decline in one area doesn't necessarily 

translate to a decline across the entire investment. This concept is a cornerstone of 

modern portfolio theory; allowing investors to aim for a more consistent and stable 

return profile over time, even amidst market fluctuations. This risk-mitigating 

function of diversification is important especially for long-term institutional investors 

such as pension funds, which must ensure the stability and sustainability of returns for 
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retirees. A well-diversified portfolio serves as an insurance mechanism against 

unforeseen economic shocks or market volatility. 

Modern Portfolio Theory (MPT), as introduced by Markowitz (1952), avers that every 

investment carries two distinct types of risk: systematic and unsystematic. Systematic 

risk also commonly known as market risk, is the inherent volatility affecting the entire 

capital market. This pervasive risk influences all securities to some degree and, 

critically, cannot be eliminated through diversification. Examples of systematic risk 

factors include shifts in interest rates, inflationary pressures, or major geopolitical 

events that impact the broader economic landscape. Conversely, unsystematic risk is 

specifically tied to the volatility of an individual security. This type of risk stems from 

unique factors related to a particular company, such as its management decisions, 

instances of product recalls, or internal operational issues. MPT suggests that 

investors have the ability to construct portfolios in a manner that allows the specific 

(unsystematic) risk borne by any single security within that portfolio to be effectively 

offset by the specific risk carried by another security, thereby reducing the overall 

idiosyncratic risk of the portfolio. The benefit of diversification becomes evident in 

this context, as combining different securities with different risk profiles leads to a 

lower overall risk exposure without necessarily sacrificing returns. Diversification is, 

therefore, an essential tool in constructing resilient portfolios capable of weathering 

various market conditions. 

Diversification involves strategically distributing your investments across various 

assets to minimize your overall exposure to any single type of risk. This deliberate 

practice is intended to help reduce the fluctuations and instability in your investment 

portfolio over an extended period. By making investments across a variety of asset 
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classes, sectors, or geographic regions, investors aim to avoid the significant impact 

of a downturn in any one area. For instance, if an investor places all their capital in 

the technology sector and it experiences a sharp decline, the losses can be devastating. 

However, if that same investment is spread across various sectors like healthcare, 

finance, and consumer goods, the negative performance of one sector can be balanced 

by the positive performance of others. This balance is what makes diversification a 

critical principle in risk management. It is especially pertinent to institutional 

investors such as pension funds, which are tasked with safeguarding future income for 

retirees over decades. 

According to Pula et al. (2012), any entity involved in investment activities is 

constantly striving to identify the most optimal investment opportunities. This pursuit 

entails acquiring assets that promise the highest possible returns while simultaneously 

presenting the lowest attainable level of risk. This quest defines the core challenge of 

portfolio management, where decisions must be made not only on potential returns 

but also on associated risks. Therefore, portfolio selection fundamentally involves the 

strategic and optimal allocation of financial securities across various asset classes. 

The primary objective of this careful distribution is to maximize the overall returns 

generated by the portfolio while simultaneously minimizing its inherent risk level, as 

explained by Aliu et al. (2017)). Investors, particularly institutional ones like pension 

funds or endowments, are tasked with undertaking a meticulous selection process. 

Investing involves strategically spreading money across various asset types, including 

stocks, bonds, real estate, and other alternative investments. The ultimate aim is to 

construct a portfolio mix that precisely aligns with their specific risk tolerance and 

overarching financial objectives. This strategic allocation is crucial for optimizing 
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returns while managing potential downsides in the dynamic investment landscape. 

Lizares (2019) asserts that diversification provides a firm with several strategic 

advantages. Firstly, it offers the potential to increase returns through growth by 

engaging in multiple ventures. Secondly, it allows for the spreading of risk by 

combining financial flows from uncorrelated businesses, which helps to absorb 

fluctuations in demand that might affect other segments. Diversifying a company's 

operations can boost shareholder value by allowing the firm to leverage shared 

resources and capabilities across different business units (economies of scope). This 

also enables the company to create efficient internal systems for allocating financial 

resources (internal capital markets) and managing its workforce (internal labor 

markets). These benefits are particularly attractive to pension fund managers, whose 

mandate is to grow the funds over time while minimizing risk to ensure that retirees 

receive their promised benefits. 

Pension funds strategically allocate their capital across diverse investment classes. 

Their overarching objective, as highlighted by Pula et al. (2012), is a continuous 

endeavor to identify and pursue investment alternatives that promise the optimal 

combination of achieving high financial returns while simultaneously minimizing 

associated risks.  Among the various justifications put forth for adopting a 

diversification strategy, several key roles stand out. As articulated by Matsusaka 

(2001), diversification often serves as a crucial survival tactic for firms, enabling them 

to weather economic downturns or challenges in specific market segments. It also 

functions as a dependable method to ensure a regular and consistent revenue stream 

throughout the entire year, smoothing out seasonal or cyclical fluctuations in 

particular industries. 
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Furthermore, diversification provides a means for corporations to actively search for a 

better alignment between their internal organizational capabilities and external 

industrial opportunities. This involves strategically exploring new ventures that may 

be a more optimal match for a company's existing strengths or resources. Lastly, and 

particularly in response to current declines in performance within core business areas, 

diversification acts as a powerful method that allows corporations to explore potential 

synergies across different operations and achieve better production efficiencies. This 

strategic expansion can revitalize a firm's overall performance and enhance its long-

term viability by leveraging complementary assets and capabilities in new or existing 

markets.. This implies that diversification is not only a financial strategy but also a 

strategic response to market dynamics and organizational constraints. It enables 

institutions to remain competitive and financially viable under various economic 

scenarios. Diversification is an investment strategy implemented by constructing a 

portfolio of assets that are deliberately not concentrated within a single company, 

industry, geographical region, or asset class. This practice involves spreading 

investments across various distinct categories to minimize risk exposure to any one 

specific area. By selecting assets that are not closely related, the overall risk is 

reduced. This broad-based approach ensures that pension funds are not overexposed 

to a particular type of risk, whether it is sector-wise, geographic, or economic. 

According to Purkayastha et al. (2012), a financial diversification can be understood 

through three main areas of focus: the risk reduction motive, the capital market failure 

argument, and the agency view. The risk reduction motive suggests that firms 

diversify their operations to decrease the overall variability in their organizational 

earnings. They achieve this by combining two or more businesses that generate 
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negatively correlated earnings streams. This way, if one segment faces a downturn, 

another might perform well, offsetting losses and stabilizing overall profits. 

The capital market failure perspective argues that diversification allows firms to 

circumvent certain inefficiencies in external capital markets. By raising capital 

internally, companies can reduce transaction costs associated with external financing. 

Furthermore, they can more efficiently allocate resources between different divisions 

and exercise more effective monitoring and control over their operations. Lastly, the 

agency view considers the possibility that diversification might be influenced by 

managerial self-interest. This perspective suggests that managers might pursue 

diversification for personal gains, such as acquiring more power and prestige, 

securing better compensation packages, or reducing their own unemployment risk. 

Investment Strategy and Pension Funds Ngugi et al. (2018) emphasize that the 

investment strategy adopted by a board of trustees is fundamental in determining the 

mix of investments chosen to meet a pension scheme's specific risk and return 

objectives. The decisions around investment strategies in pension fund management 

are far more than just technical or financial considerations. They carry significant 

implications for the broader economy, influencing the development of capital 

markets, the funding of innovation, and long-term economic growth. Ngugi et al. 

(2018) further assert that the investment strategies of pension funds are crucial not 

only from the perspective of providing retirement income but also due to their 

substantial impact on the development of robust capital markets and the provision of 

essential capital for innovative enterprises. 

Kamwaro (2013) highlights a significant correlation between a portfolio's financial 

performance and the magnitude of the investment held within it. This observation 
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lends credence to the assertion that diversification directly influences performance. 

Essentially, the scale of an investment within a diversified portfolio plays a crucial 

role in its overall financial outcome. This suggests that well-diversified, larger 

portfolios tend to yield better financial outcomes due to better risk management, 

access to a broader array of opportunities, and possibly lower transaction costs 

through economies of scale. Diversification helps an investor in getting higher returns 

by reducing the volatility in the market. According to the findings of Palich et al. 

(2000), Purkayastha et al. (2012), Teece (1980), and Wan et al. (2011), pursuing a 

diversification strategy can lead to superior firm performance when compared to a 

more focused approach. This is because diversification offers several key benefits: it 

provides the opportunity to increase returns through growth across various ventures; it 

allows firms to spread risk by combining financial flows from uncorrelated 

businesses, thereby absorbing fluctuations; and it can create shareholder value by 

leveraging economies of scale and fostering effective internal capital and labor 

markets. 

Ihsan and Nihal (2013) posit that the outcomes of a firm's diversification efforts will 

not be uniform globally, as they are significantly influenced by the specific 

institutional environment in which the diversification takes place. Khanna and Palepu 

(2000) further explain that in emerging economies, greater diversification might not 

necessarily harm performance. This is attributed to the often insufficient market and 

institutional development in such regions. In these economies, diversification helps 

firms to establish internal markets that can prove more effective than the often 

inefficient external markets. This allows companies to gain advantages in both the 

range of their operations (scope) and their size/efficiency (scale) by taking on tasks 
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internally. These tasks would typically be handled by outside organizations or 

institutions in more developed economies (Ihsan and Nihal, 2013). Diversification, as 

an investment strategy, operates under several core assumptions: Firstly, it is 

presumed that investors are rational, meaning they behave logically and consistently 

in their financial decisions, aiming to maximize their utility or satisfaction given their 

available income or capital. Secondly, it's assumed that investors have free and 

unfettered access to fair and accurate information regarding potential returns and 

associated risks. This implies a level playing field where all market participants can 

obtain the necessary data to make informed choices. Thirdly, the underlying 

assumption is that markets are efficient, meaning they rapidly and perfectly absorb all 

available information, which is then reflected in asset prices. This means that it is 

difficult to consistently achieve above normal returns based on publicly available 

information. Finally, a fundamental assumption is that investors are inherently risk-

averse. This means that when faced with two investments offering the same expected 

return, a rational investor will always choose the one with lower risk. Conversely, to 

accept a higher level of risk, investors require the prospect of a proportionately higher 

return. Thus, an important goal of diversification is to either maximize return for a 

specific level of risk or limit risk for a specific level of return. These assumptions are 

foundational to Modern Portfolio Theory and underpin the rationale for 

diversification. While real-world conditions may deviate from these ideal 

assumptions, they nonetheless provide a useful framework for understanding and 

applying investment principles, particularly in institutional contexts such as pension 

fund management. 
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According to Smits (2011), pension schemes have three dominant areas of 

investment, namely bonds, equities, and real estate. There is an increased growth in 

Defined Contribution (DC) schemes, and investment managers are advised to invest a 

substantial portion of funds in bonds (Smits, 2011). Bonds are seen as more stable, 

less volatile investment vehicles that provide regular interest payments and are 

therefore appropriate for ensuring predictable income for retirees. Brainard (2005) 

avers that investing pension funds on a reputable stock exchange is a worthwhile 

undertaking, especially in situations where the listed company intends to expand its 

business horizon. This can offer capital appreciation potential and dividend income. 

When constructing an investment portfolio, particularly for pension funds, the 

primary consideration must be the nature of the liabilities it is intended to cover. 

Subject to this crucial understanding, the overarching objective should then be to 

maximize the rate of return through investments that carry an acceptable level of risk. 

Oladapo (2016) further elaborates on this, stating that all contributions made by 

members to a pension fund are to be invested by the Pension Fund Administrators 

with the dual objectives of ensuring the safety of the capital and maintaining fair 

returns on the invested amounts. 

In a Defined Benefit (DB) pension scheme, there is no direct correlation between the 

benefits promised to members and the actual returns generated by the investment 

portfolio. Consequently, it is argued that pension funds operating under a DB 

structure should aim to invest in a portfolio that precisely matches their liabilities. De 

Jong (2006) advocates for an investment portfolio consisting entirely of 100% long-

term index-linked bonds to achieve this matching. However, in practical application, 

it is commonly observed that pension funds typically diversify their investments, 



47 

 

 

 

 

 

allocating approximately 40% to bonds and 60% to equities and real estate. Antolin et 

al. (2011) recommend investment in government bonds. Salou and Yerman (2012) 

contend that returns on government bonds are virtually risk-free and, more 

importantly, do not fluctuate as happens with returns on stocks or property. 

These investments lead pension funds to incur both investment and administrative 

costs which significantly escalate the overall cost of retirement security (Bikker & 

Dreu, 2009). Research indicates a substantial impact and explains that a mere increase 

by 1% in the operating costs of pension fund assets can result in a 27% reduction in 

eventual pension benefits (Bikker & Dreu, 2009). 

A study conducted on Dutch Pension schemes found that administrative costs are 

largely dependent on the size of the fund, rather than on the specific choices made in 

pension fund management or the design of the pension plan. These costs, like many 

others, are likely to increase less than proportionally due to the realization of 

economies of scale. Furthermore, past research has demonstrated that investment in 

bonds, shares, and real estate positively influence the financial performance of 

investment companies listed on the Nairobi Securities Exchange (Kimeu, 2015; 

Kamwaro, 2013). The Retirement Benefits Authority (RBA) has come up with a raft 

of guidelines that inform the investment undertakings of the pension funds in Kenya. 

These guidelines allow the trustees to invest the member’s contributions in different 

portfolios that ensure a higher rate of return. The rules can be accessed through the 

RBA’s website. 
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2.4 Theoretical review 

This section reviews the theories that underpin this research. Whereas there are so 

many theories that relate to aging and saving, the researcher will rely on three  

theories namely: the  Modern Portfolio Theory, the agency theory and  the Resource 

Dependence Theory,  

2.4.1 Modern Portfolio Theory (MPT) 

This has been one of the theories widely used in making investment decisions. It was 

devised by Harry Markowitz in 1952. Harry Markowitz, who is often regarded as the 

"father of Modern Portfolio Theory (MPT)," fundamentally transformed the approach 

to constructing investment portfolios. He developed his influential concept based on 

two core foundational ideas: firstly, that an investor's primary objective is to 

maximize the potential return for any given level of risk they are willing to undertake; 

and secondly, that this inherent risk can be mitigated through the creation of a 

diversified portfolio of unrelated or minimally correlated assets. This approach 

emphasizes that returns and risks are intrinsically linked, and that sound portfolio 

construction can help manage this relationship more effectively. The theory asserts 

that it is not enough to simply seek out high-return assets; rather, it is essential to 

understand how different assets interact within a portfolio to optimize the risk-return 

trade-off. 

Markowitz contends that risk is a natural component of any higher reward. That is, 

investors cannot completely avoid risk if they hope to achieve significant returns. 

Instead, the key lies in understanding and managing risk through informed decision-

making. It is important that a prudent investor would invest in different assets so as to 

reduce risk and attract higher returns. By investing in a variety of asset classes, such 
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as stocks (equities), bonds, and real estate, investors can lessen the negative impact 

that significant price fluctuations in any single market sector or investment type might 

have on their overall portfolio. This strategy helps to spread risk because different 

asset classes tend to react differently to market conditions. For instance, if the equity 

market performs poorly, gains in fixed-income securities might compensate for losses, 

stabilizing the overall portfolio return. This central tenet of MPT remains vital in 

today’s financial landscape, where global markets are more interconnected and 

volatile than ever. 

According to Casault, Groen, and Linton (2013), the fundamental principle of Modern 

Portfolio Theory (MPT) dictates that investment assets should not be chosen solely 

based on their individual merits, such as their expected returns. Instead, the theory's 

core concern lies in quantifying how the return of each individual asset fluctuates not 

only in relation to other assets within the same portfolio but also in response to 

broader movements and overall fluctuations within the market. This interrelationship 

between assets measured through statistical correlations has a pivotal purpose for 

establishing the portfolio’s overall risk. By selecting assets that do not move in the 

same direction, investors can achieve more stable returns. Casault et al. argue that 

understanding these correlations is fundamental to building a well-diversified 

portfolio that performs better over time, especially under volatile market conditions. 

Mutula and Kagiri (2018) assert that when constructing a portfolio comprised of 

diverse individual stocks, the overall risk inherent in that portfolio shall be lower than 

the risk associated with having one single stock in isolation. Their research 

underscores the practical application of MPT in the real world, particularly in 

institutional investing contexts such as pension funds. Their study also observed a 
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significant connection between diversification decisions, management competency, 

investment strategies, regulation compliance, and the investment performance of 

pension funds in Kenya. This finding supports the view that effective diversification 

does not happen in isolation but that it is shaped by how well fund managers execute 

their investment strategy, adhere to regulations, and align decisions with their long-

term performance objectives. 

Bodie (2005) suggests that the theoretical justification for incorporating diverse asset 

classes, including traditional options like stocks and bonds, as well as other less 

conventional securities (alternative investments), into a portfolio is to enhance its 

overall risk and reward characteristics. The expectation is that these various assets 

will not only offer a higher absolute return individually but also contribute to 

improved portfolio diversification, thereby optimizing the balance between potential 

gains and risk exposure. Including diverse assets helps reduce exposure to risks that 

are specific to a single type of investment. Alternative investments may also provide 

access to non-traditional markets or instruments that behave differently from 

conventional securities, offering further diversification benefits. By improving the 

overall balance between risk and return, investors can meet their long-term goals 

more reliably. 

The portfolio theory has been tested and proven to have been a game changer in 

matters of investment. For example, in his 2015 study, which examined how portfolio 

composition affected the financial performance of investment companies listed on the 

Nairobi Securities Exchange, Kimeu discovered a significant impact of portfolio 

composition on financial performance. His research specifically revealed that 

investments in bonds, real estate, and equity consistently exerted a positive influence 
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on the company’s financial performance. These research outcomes strongly 

underscore the importance of using the principles of Modern Portfolio Theory (MPT) 

in practical, real-world portfolio management. This is especially relevant in 

developing markets such as Kenya where factors such as market volatility and a more 

limited array of investment options present unique and additional challenges for 

investors. Many jurisdictions have enacted laws to require pension schemes to 

diversify their investments. For instance, Zambia’s investment guidelines (2011) 

stipulate that pension funds should not invest less than 5% and not more than 70% of 

their funds in equities. Similarly, Kenya has developed a policy framework allowing 

pension funds to invest up-to 10% in private equity, 20% in corporate bonds, and 30% 

in fixed deposits, among other asset classes. These regulatory measures are designed 

to ensure that pension fund managers adopt prudent and diversified investment 

strategies, reducing the risk of large-scale losses and enhancing long-term stability. 

Paula et al. (2016) assert that pension funds invest in different classes of investments, 

always taking into consideration the need to find alternatives that offer high returns 

and low risk. They emphasize that many pension schemes are obligated by law to 

diversify their investments. It is an accepted principle that the positive effect of 

diversification enhances investment effectiveness by balancing return expectations 

with controlled risk. Effective diversification helps pension funds carry out their 

fiduciary obligation to safeguard contributors' assets as well as to ensure sustainability 

of future benefits. 

Adejoh (2013) found that the risk profile of the invested portfolio has a great impact 

on pension fund management. Based on these findings, Adejoh recommends that fund 

managers should invest in less risky portfolios to preserve capital and ensure long-
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term sustainability. This advice aligns with global best practices, which emphasize the 

importance of stability, especially for retirement savings. In line with this, the 

Retirement Benefits Authority (RBA) in Kenya has provided comprehensive 

guidelines on how investment managers ought to invest pension funds. These 

guidelines serve to promote transparency, accountability, and professionalism in 

pension fund management, ensuring that all investment decisions align with the 

principles of risk mitigation and long-term value creation. 

2.4.2 Agency Theory 

Jensen and Meckling (1976) explained a principal-agent relationship as “a contract 

under which one or more persons (the principal(s)) engage another person (the agent) 

to perform some service on their behalf which involves delegating some decision-

making authority to the agent.” This foundational definition underpins the entire body 

of agency theory, a framework widely applied in corporate governance, investment 

management, and economics. The core problem stems from the delegation of 

authority from the principal (e.g., shareholders or pension fund beneficiaries) to an 

agent (e.g., management or trustees). This delegation can lead to a situation where the 

agent makes decisions or takes actions that do not align with, or even contradict, the 

best interests of the principal. This divergence of interests is a central concern in 

agency theory, often requiring mechanisms to ensure the agent's accountability and 

alignment with the principal's objectives. In other words, the agent may prioritize 

decisions that benefit them personally, even if such decisions diverge from what 

would be most beneficial to the principal. This conflict of interest can lead to 

inefficiencies, losses, and a misalignment of strategic goals, especially if not properly 

managed or mitigated through sound governance structures. The concern is not 
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theoretical alone but has practical implications for many sectors, particularly in the 

financial and investment domains such as pension fund management, where the stakes 

for mismanagement are particularly high due to the fiduciary nature of the roles 

involved.  

Taljaad et al. (2014) and Nguyen et al. (2012) highlight that agency theory 

prominently focuses on the crucial control function of the board. In this context, it 

specifically advocates for two key structural prescriptions: first, the board's autonomy 

from management, and second, a clear separation of leadership roles, particularly 

emphasizing the duality of the CEO and the chairman of the board. These 

recommendations have been formulated to mitigate potential conflicts of interest and 

to majorly improve on the board's oversight potential, operating under the premise 

that an independent board is inherently more inclined to work in the best interests of 

the shareholders or, in the case of pension funds, the beneficiaries’ interests rather 

than rubber-stamping managerial decisions. The board’s role becomes essential in 

monitoring and guiding executive actions, creating checks and balances that can 

mitigate the principal-agent problem. Without a clear separation of powers and roles, 

the management may consolidate power and make self-serving decisions. In many 

corporate governance frameworks globally, adherence to these agency theory 

principles is considered best practice. For pension funds, where trustees are the acting 

agents of the members (principals), ensuring independence and strong internal 

controls is key to safeguarding the fund’s integrity and long-term viability. 

In describing agency theory, Davis and Bryant (2012) characterized it thus: an 

organization's representatives, or agents such as its management who operate on 

behalf of the organization. However, given that the interests of these agents are never 
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entirely congruent with those of the organization they serve, they may find themselves 

in various situations marked by conflicts of interest. Consequently, these agents might 

be inclined to behave in a self-serving manner until appropriate controls including 

incentives are established to ensure their actions are aligned with the overarching 

organizational objectives. Agency theory therefore attempts to constrain agents from 

engaging in such acts of self-interest by offering incentives that encourage them to act 

appropriately. These incentives may take the form of performance-based bonuses, 

shareholding options, or promotions linked to the achievement of long-term 

organizational targets. The theory also supports the implementation of various control 

mechanisms such as audits, internal governance policies, and third-party evaluations. 

In the context of pension funds, this translates into ensuring that fund managers and 

trustees have clear, enforceable mandates and are accountable to the fund’s members 

through transparent and regular reporting. 

The business environment today is highly complex and dynamic, characterized by 

rapidly changing technologies, global interconnectivity, and evolving regulatory 

landscapes. In such a context, there isn’t a single controlling mechanism that is 

optimal for every environment. Rather, a tailored mix of corporate governance 

instruments is necessary, specifically designed according to the nature of the firm, its 

shareholders, or the surrounding economic conditions (Claessens & Yurtoglu, 2013). 

Different organizations face different sets of agency problems, and the governance 

structures that work effectively for one firm may not be applicable to another. 

Therefore, best practice in governance now encourages firms to evaluate and design 

their control systems based on internal factors such as organizational culture and 

leadership style, as well as external factors like regulatory requirements and market 
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competition. Pension funds, for instance, require unique governance frameworks due 

to the fiduciary responsibilities involved and the long-term horizon of their 

investment activities. 

Fund members and other creditors of a firm are typically limited in their access to 

information and are, therefore, unable to monitor the managers closely on a 

continuous basis. This lack of transparency opens the door for managers to engage in 

actions that might be detrimental to a firm’s performance. This situation is 

exacerbated when shareholders are dispersed or not actively involved in governance. 

As a result, shareholders who are the principals must establish robust control and 

monitoring systems to ensure that managers, or agents, act in the company’s interest 

rather than their own. Such systems may include performance audits, financial 

disclosures, mandatory reporting, and third-party reviews. Dewatripont et al. (1999) 

and Westphal et al. (2000) emphasize that the inclusion of women, much the same as 

external stakeholders, ethnic minorities, and foreign nationals, frequently introduce 

fresh perspectives when grappling with complex issues. This cognitive diversity can 

be instrumental in rectifying informational biases during the crucial processes of 

strategy formulation and problem-solving within an organization. Including women 

and other underrepresented groups on boards may improve oversight quality and 

decision-making, particularly when tackling complex investment and governance 

issues within pension funds. 

The fund member or principal often does not have the time, experience, or expertise 

to administer a pension fund directly. Therefore, they mandate a professional manager 

or agent in order to conduct the pension fund's daily operations. The ultimate goal of 

this relationship is to achieve and sustain shareholder value over time. However, 
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managers and shareholders often have divergent objectives and priorities, giving rise 

to a permanent conflict between these two stakeholder categories (Dumitru, 2015). 

While shareholders may be concerned primarily with returns and risk mitigation, 

managers may focus on career advancement, compensation, or prestige. If unchecked, 

these differences can lead to inefficient resource allocation, risky ventures, or over-

conservatism, depending on the agent’s personal agenda. Therefore, well-structured 

governance systems, rooted in the principles of agency theory, are essential to mediate 

these competing interests and foster organizational alignment.  

Mutuku (2014) asserts that in an agency relationship, it is crucial for the functions and 

duties of both principals and agents to be explicitly outlined. Principals are 

responsible for selecting and appointing governance officers, such as directors and 

auditors, to ensure that the organization has an efficient governance mechanism in 

place. Conversely, agents are tasked with managing the daily operations of the 

enterprise. The fundamental divergence in goals and motivations between the 

principal and the agent inevitably leads to the incurrence of agency costs. Jensen and 

Meckling (1976) famously categorized these agency costs into three distinct types: 

First are the monitoring expenditures by the principal, which include costs incurred in 

overseeing management actions, such as audit fees, compliance costs, or performance 

evaluation systems. Second are the bonding expenditures by the agent, which involve 

salaries, bonuses, stock options, or other forms of incentive offered to ensure 

managerial alignment with principal interests. Third is the residual loss, which 

comprises additional costs borne by the principal due to poor decisions made by 

agents that fail to enhance the firm's value. These costs are considered inevitable but 

can be minimized through effective governance structures. 
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Monitoring of managers is critical because they may misuse their positions by 

spending company money for their own benefit (Hart & Moore, 1990). For example, 

managers might pursue unnecessary expansion through acquisitions and mergers, not 

because such moves align with firm strategy, but because larger firms enhance their 

personal prestige and control (Jensen, 1988). Additionally, managers may invest in 

areas where they lack expertise or where potential benefits do not justify the high 

level of risk involved (Shleifer & Vishny, 1989). These behaviors can erode 

shareholder value and pose long-term threats to the sustainability of the enterprise. 

According to McColgan (2001), effective mechanisms for corporate governance can 

lessen agency costs. Such mechanisms include independent audit committees, 

performance-linked remuneration structures, transparent reporting systems, and 

regulatory oversight. These measures collectively help resolve ownership problems 

and enhance accountability. 

When reviewing corporate governance practices in Africa, Okeahalam and Akinboade 

(2003) emphasize that governance frameworks should be tailored to fit the firm’s 

specific environment. A one-size-fits-all approach is not practical, as different firms 

operate under varying legal, cultural, and market conditions. For instance, while 

Western models of governance emphasize shareholder activism and independent 

boards, such structures may not be entirely effective in African contexts without 

adaptation. Thus, governance reforms must consider local economic structures, 

institutional capacities, and stakeholder dynamics. Agency theory plays a central role 

in informing how managerial decisions impact outcomes, particularly in investment-

focused institutions such as pension funds. 
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Within the structure of pension funds, the trustees serve as the agents, bearing the 

fiduciary responsibility to act solely and consistently for the welfare of the 

contributors, who are the principals in this relationship. The agency theory framework 

is directly applicable here, as trustees manage pooled contributions with the objective 

of securing optimal returns and safeguarding retirement income. A diverse pension 

board, incorporating members with different expertise, gender, and cultural 

perspectives, is better positioned to make sound investment decisions that bring 

higher returns. Such diversity also reduces the risk of groupthink and improves 

problem-solving capacity. Emanating from the discourse, it is evident that trustees, as 

agents of pension funds, hold the responsibility of minimizing pension-related costs 

and maximizing fund returns. This, in turn, ensures better outcomes for the plan 

members the ultimate principals in this relationship. 

2.4.3 The Stewardship Theory 

This theory was advocated by Donaldson and Davis in 1991. The theory provides an 

important theoretical lens for understanding the governance of pension funds 

especially in contexts where trustees are expected to act in the best interests of 

members. The theory posits that organizational actors can behave as stewards whose 

motivations are aligned with the objectives of the principals (Donaldson & Davis, 

1991). The stewardship theory argues that individuals often derive satisfaction from 

pro-organizational behaviours and will therefore act in ways that support the long-

term success of the institution they serve (Davis, Schoorman & Donaldson, 1997). 

This perspective emphasizes trust, empowerment, collective responsibility, and long-

term orientation as key drivers of decision-making. 
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The stewardship perspective is particularly relevant to pension funds because trustees 

are tasked with safeguarding members’ retirement savings and are bound by fiduciary 

duties that require prudence, loyalty, and long-term value maximization. Scholars 

such as Tilba and Reisberg (2019) argue that pension trustees frequently adopt a 

stewardship identity, viewing themselves not merely as monitors of asset managers 

but as custodians responsible for the sustainability and growth of beneficiaries’ assets. 

This identity motivates behaviours associated with prudent investment strategies, 

active oversight, and a commitment to long-term performance rather than short-term 

financial gains. In this regard, stewardship theory offers a compelling explanation for 

governance dynamics within pension funds, where trustees often prioritize stability, 

risk management, and intergenerational equity. 

Applying stewardship theory to board characteristics provides a useful foundation for 

explaining how the composition of pension fund boards might influence investment 

outcomes. Board size, for instance, can influence the board’s ability to act as an 

effective steward. A board that is too small may lack the range of expertise necessary 

to oversee complex investment decisions, while an excessively large board may face 

coordination challenges that undermine its effectiveness. Stewardship theory suggests 

that an optimally sized board is more likely to work cohesively, engage meaningfully 

in decision-making, and adopt long-term strategies such as prudent portfolio 

diversification (Donaldson & Davis, 1991). Thus, board size may indirectly influence 

financial performance through the quality of strategic investment decisions. 

Gender diversity on pension fund boards also aligns well with stewardship principles. 

Diverse boards often bring broader perspectives, improved deliberation, and more 

balanced risk assessments, all of which support sound long-term decision-making. 
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From a stewardship standpoint, gender-diverse boards may be more inclined to 

prioritize stakeholder welfare, ethical considerations, and sustainable investment 

strategies. These attributes can translate into more prudent portfolio choices, including 

diversification decisions that help protect the fund from volatility and enhance long-

term returns. Therefore, gender diversity may contribute to improved financial 

performance by promoting stewardship-oriented governance practices. 

Financial expertise is another critical board attribute that strengthens stewardship 

within pension funds. Trustees with financial knowledge are better positioned to 

interpret market trends, evaluate investment risks, and guide asset-allocation 

strategies. Stewardship theory acknowledges that good intentions are insufficient 

without the competence required to act in the beneficiaries’ best interests. Financially 

skilled trustees are thus more capable of translating stewardship motives into effective 

investment policies, including designing robust portfolio diversification strategies. 

This supports empirical findings that financial expertise enhances board effectiveness 

and contributes to the long-term financial performance of retirement schemes. 

Portfolio diversification fits naturally within the stewardship framework as a 

mechanism through which trustee characteristics influence pension fund performance. 

Stewardship theory emphasizes long-term value protection, and diversification is a 

key tool for managing risk and enhancing sustainability. Trustees who view 

themselves as stewards are more likely to adopt and maintain diversification policies 

that reduce vulnerability to market fluctuations and ensure stable returns for members. 

As such, diversification can be conceptualized as a mediating mechanism linking 

board characteristics—such as expertise, diversity, and board capacity—to financial 
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outcomes. This theoretical logic supports empirical models that treat diversification as 

an intermediary through which governance quality affects performance. 

Despite its strengths, stewardship theory also has limitations when applied to pension 

fund governance. The assumptions of pro-organizational behaviour and intrinsic 

motivation may not hold uniformly across all contexts. Tilba and Reisberg (2019) 

noted that the effectiveness of stewardship depends heavily on institutional factors, 

including trustee selection processes, regulatory environments, and organizational 

culture. In settings where trustees are politically appointed, inadequately trained, or 

disconnected from member interests, agency problems may persist, reducing the 

predictive power of stewardship. Furthermore, stewardship behaviours require 

adequate expertise; without the necessary skills, even well-intentioned trustees may 

fail to implement sound investment strategies. These limitations highlight the 

importance of contextualizing stewardship theory within broader governance 

frameworks. 

Overall, stewardship theory provides a robust foundation for understanding how 

pension fund trustees influence investment strategies and financial outcomes. By 

emphasizing trust, competence, long-term orientation, and collective accountability, 

the theory illustrates why board characteristics such as size, gender diversity, and 

financial expertise matter for pension fund performance. It also helps explain why 

portfolio diversification operates as a central mechanism linking governance practices 

to financial results. For studies examining pension fund governance in emerging or 

developing contexts, stewardship theory offers a nuanced perspective that 

complements, and in some cases challenges, traditional agency-based explanations. 
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2.5 Empirical review 

This section reviewed existing research findings concerning the relationship between 

board characteristics and financial performance. The review specifically looked at 

past research findings of three board characteristics which were Board size, number of 

women in the board (gender diversity), and financial expertise of the Board of trustee. 

The research also looked into past research findings on portfolio diversification and 

its relation with financial performance of pension funds as well as its relationship with 

the mentioned board characteristics. 

2.5.1 Board Size and financial Performance 

The definition of board size is the total number of individuals serving as directors on 

an organization's board (Bradbury et al., 2006; Jensen, 1993; Kent, Routledge & 

Stewart, 2016; Maere et al., 2014). This numerical aspect is recognized as a 

particularly critical element within the broader framework of corporate governance. 

Consequently, board size is frequently employed as a key variable in academic and 

professional studies that explore the effectiveness of boards and their influence on 

overall organizational performance. Its significance stems from the potential influence 

it can have on dynamics such as decision-making processes, oversight capabilities, 

and the breadth of expertise available to the organization. Board size is considered to 

have an influence on how effectively the board can discharge its duties, including 

strategic oversight, monitoring of executive performance, and ensuring that the firm 

remains aligned with its stakeholders’ expectations. According to Maere et al. (2014), 

board size is precisely explained as the sum of the number of directors who are 

serving on a board in a specific year. This particular definition has been widely and 

consistently adopted within academic literature and empirical research that focuses on 
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corporate governance. Its precision allows for clear measurement and comparison in 

studies analyzing the composition and effectiveness of boards. Scholars such as 

Bradbury et al. (2006), Jensen (1993), and Kent, Routledge & Stewart (2016) have all 

utilized this operationalization of board size in their studies to investigate how it 

affects various aspects of organizational results, such as financial performance and 

governance practices. The concept of board size is not only structural but also 

strategic, as it determines the level of diversity, the breadth of experience, and the 

dynamics of decision-making within the boardroom. 

The issue of board composition has elicited significant interest and research attention 

especially from the late 20th century to the present day. The escalating interest in 

board size stems from the increasing acknowledgment that corporate boards are 

pivotal in shaping a firm's strategic direction and influencing its financial 

performance. Recent corporate scandals and global financial crises have further 

intensified scrutiny on both the composition and size of boards, as stakeholders 

demand enhanced transparency and accountability. Corporate governance theory 

emphatically proposes that the very structure of a board encompassing its size, 

diversity (e.g., gender, expertise), and overall composition exerts a substantial 

influence on the behavior and strategic decisions made by top management. This 

theoretical perspective underpins much of the ongoing research into how board 

attributes impact organizational outcomes. These decisions, in turn, exert a profound 

impact on a firm’s financial performance (Kim et al., 2009). The core argument 

posited is that a board, when structured effectively, possesses the capacity to 

significantly enhance the quality of its oversight functions, thereby reducing prevalent 

agency problems. This effective structuring also serves to ensure a robust alignment 
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between the management team's interests and those of the shareholders. In essence, a 

well-designed board acts as a critical mechanism for good governance, fostering 

accountability and promoting decisions that benefit the organization's long-term 

viability and worth to its owners. This line of thought has been further supported by 

research suggesting that the strategic insight and experience of board members can 

help navigate firms through complex business environments and improve their long-

term sustainability.  

The increasing focus on board composition is also driven by the perception that the 

makeup of a board and particularly its size can have a direct bearing on how well an 

organization performs. This belief has led to numerous empirical investigations into 

the relationship between size of the board and financial performance of a firm. 

Interestingly, the results of these studies have been mixed. Some scholars and 

practitioners argue in favor of larger boards, citing the potential for increased 

diversity of thought, broader access to expertise, and improved linkages with external 

stakeholders. Conversely, others advocate for smaller boards, arguing that they are 

more cohesive, more agile in decision-making, and better positioned to engage in 

meaningful discussions. For instance, Jensen (1993) and Yermack (1996) argue that 

as board size increases, the effectiveness of the board in carrying out its monitoring 

role tends to decrease. They suggest that larger boards can suffer from coordination 

problems, reduced accountability, and diluted decision-making, which hampers their 

ability to monitor executives effectively and make timely strategic decisions. 

Similarly, Lorsch et al. (1989) observed that as boards become larger, they tend to 

face agency problems, where individuals are more attracted to the prestige of the 
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position rather than the responsibility it entails. As a result, such boards become less 

effective in fulfilling their mandate of governance and oversight. 

In contrast, resource dependence theory offers a different perspective by highlighting 

the benefits of larger and more diverse boards. According to Nguyen et al. (2012), an 

increase in board size can enhance a firm’s ability to secure essential resources, 

improve legitimacy, and strengthen linkages with its external environment. From this 

viewpoint, larger boards can provide access to a broader network of relationships, 

varied industry knowledge, and increased strategic resources. This can be particularly 

valuable in volatile environments or industries where resource acquisition and 

legitimacy are critical for survival and success. A board with members from diverse 

backgrounds across gender, industry, and expertise can also facilitate better decision-

making and foster innovation. Tijjani (2012) is a great proponent of larger board 

sizes. His study on the factors determining the financial sustainability of Pension 

Fund Administrators (PFAs) in Nigeria found that board size significantly influences 

the overall characteristics of the board.. His research specifically found that a larger 

board had a positive impact on the financial sustainability of pension funds. This 

finding supports the idea that a larger board, when managed effectively, can offer 

strategic advantages to organizations, particularly in highly regulated sectors like 

pensions where robust oversight, stringent compliance, and meticulous risk 

management are paramount. 

Likewise, Ongore et al. (2015) carried out a study investigating the effects of board 

composition on the financial performance of firms listed on the Nairobi Securities 

Exchange. Their research surveyed forty-six companies listed in 2011, utilizing 

Return on Assets (ROA), Return on Equity (ROE), and Dividend Yield as key 
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indicators of firm performance. Contrary to Tijjani's findings, the results of their study 

revealed there was a negative correlation between board size and financial 

performance for these Kenyan-listed firms. This highlights the nuanced and context-

dependent nature of the relationship between board size and financial outcomes. 

Nicely put, larger boards were associated with reduced firm performance, reinforcing 

the argument that smaller boards comprising around five to seven members are more 

effective. The study emphasized that smaller boards, when properly formed, can 

achieve ample diversity in terms of gender, skills, industry experience, and 

professional connections. This allows them to reap the benefits of diversity without 

suffering from the inefficiencies often associated with larger boards. The findings 

from Ongore et al. are consistent with much of the conceptual and empirical literature 

that advocates for an optimal, moderate board size that balances diversity with 

operational efficiency. Wayongah et al. (2019) also noted that firm size significantly 

influences the financial performance of non-bank financial institutions in Kenya, 

implying that governance variables like board size must be tailored to suit the nature 

and scale of the firm. 

Sazali et al. (2009) conducted a study in Malaysia to explore how the size of 

multinational corporations (MNCs) influenced the relationship between knowledge 

characteristics and the extent of inter-firm technology transfer within international 

joint ventures. Their research included 128 joint venture companies registered in 

Malaysia. Employing multiple regression analysis, they discovered that the magnitude 

of the MNC significantly impacted the relationship's strength between specific 

knowledge characteristics namely, tacitness (how difficult knowledge is to articulate), 

specificity, intricacy, and implicit (unwritten, experiential) and explicit (codified, 
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documented) knowledge transfer. This suggests that the scale of a multinational 

corporation plays an important role in how effectively knowledge, particularly its 

more subtle forms, is transferred within cross-border partnerships. Notably, they 

discovered that compared to major MNCs, ties were stronger for medium and small 

MNCs. suggesting that firm size, and by extension board size, may also play a 

moderating role in organizational learning and innovation, particularly in knowledge-

intensive sectors. 

Similarly, Tangjitprom (2014) conducted research in Thailand to examine how the 

size of equity mutual funds influenced their performance. The study Analyzed 

financial data from active mutual funds between 2006 and 2012. The study identified 

a significant relationship between fund size and performance. This suggests that, in 

the context of Thai equity mutual funds during that period, the fund’s size played a 

discernible role in its performance outcomes. Intriguingly, this relationship was found 

to be quadratic in nature, meaning that while performance initially improved with 

size, it eventually declined beyond a certain threshold. The study found that the 

coefficient for fund size was positive, while the coefficient for the square of fund size 

was negative. This pattern suggests there's an optimal fund size: as a fund grows, 

performance initially benefits from economies of scale. However, beyond a certain 

point, the advantages of size are negated by increasing inefficiencies, leading to 

diminishing returns. These findings echo those of other studies in the corporate 

governance domain, reinforcing the idea that while size matters, bigger is not always 

better. There is a threshold beyond which the disadvantages of size such as 

bureaucracy, communication difficulties and coordination problems can hinder 

performance.  
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Oyedokun (2019) conducted research on the effect of board of director’s 

characteristics on the financial performance of Nigerian banks listed on the Nigeria 

stock exchange. His investigation included board size and gender diversity. The 

overarching conclusion indicated that board characteristics significantly influence the 

financial performance of quoted commercial banks in Nigeria. To be precise, he found 

that board gender had a significant and positive effect on the financial performance of 

these Nigerian banks. His study, however, indicated that board size had an 

insignificant negative effect on the financial performance of Nigerian banks. This 

suggests that while larger boards were associated with a decline in financial 

performance, this trend was not statistically significant. 

2.5.2 Gender Diversity and Financial Performance 

Mwengesi et al. (2016) defined gender diversity specifically as the number of women 

serving on a board. Woschkowiak (2018) noted that gender is the most extensively 

debated and researched type of diversity in academic literature, having also garnered 

significant attention from investors, politicians, media, and general society. This 

heightened focus is partly due to the increasing number of corporations globally that 

have implemented quotas concerning gender composition on their boards. 

Extensive research has delved into the link between gender diversity and financial 

performance. Notably, Kanter (1977) suggested that changing the gender makeup of 

top management teams could significantly influence how organizations are structured. 

She contended that homogenous top management teams tend to cooperate more 

readily because social congruence fosters trust. In contrast, teams that exhibit 

diversity according to Kanter, require additional mechanisms to encourage 

cooperation. Where other modes of control are unavailable, trust becomes particularly 
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valuable. She also contended that during periods of significant uncertainty, companies 

tend to prioritize the uniformity of their management team over formal governance 

structures as a way to motivate performance. 

Adams and Ferreira (2004) conducted research to empirically test Kanter's (1977) 

assertions. They based their study on a cross-sectional dataset of board of directors' 

information from 1024 publicly traded U.S. firms in fiscal year 1998 and the 

researchers made several observations. They noted that companies experiencing 

greater fluctuations in their stock returns generally had fewer women on their boards 

compared to men. Furthermore, they found that firms with a higher percentage of 

women on their boards tended to compensate directors more through restricted shares, 

lessen the emphasis on fixed salaries, and maintain a relatively stable proportion of 

stock options. In a finding which contrasts some of Kanter's initial ideas regarding 

cooperation and uncertainty, Ongore et al. (2015) conducted their own study (likely 

referring to the one mentioned earlier in the context of the Nairobi Securities 

Exchange firms) and found that gender diversity significantly improved financial 

performance.. This suggests that despite potential initial challenges in achieving 

cooperation in diverse teams, the benefits brought by varied perspectives can 

ultimately lead to superior financial outcomes. 

Carter et al. (2010) examined how the gender and ethnic diversity of US company 

boards and their committees related to the financial performance of firms. Their study 

utilized data from firms within the S&P 500 index over a five-year period, from 1998 

to 2002. As measures of performance, they employed both Tobin's Q and Return on 

Assets (ROA), which is commonly used in corporate governance research. In its 

original definition, Tobin's Q is determined by dividing the market value of a 
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company's assets by the cost to replace those assets. Return on Assets (ROA), in 

contrast, reflects a company's effectiveness in generating accounting-based revenue 

that surpasses actual expenses from its asset portfolio, with assets valued at their 

amortized historical costs. Their research specifically found a positive and significant 

relationship between both the number of women on the board and the number of 

ethnic minorities on the board, and ROA. However, when Tobin's Q was used as the 

indicator of financial performance, no significant relationship was observed with 

either gender diversity or ethnic minority diversity. This suggests that the perceived 

influence of diversity on financial performance can vary depending on the specific 

performance metric employed. 

Francoeur et al. (2007) conducted a study titled "Gender Diversity in Corporate 

Governance and Top Management" to investigate if and how the inclusion of women 

on a company's board of directors and in senior management roles improves financial 

performance. They used a comprehensive dataset of women officers from the 

Financial Post’s list of the 500 largest Canadian firms (FP500). To properly account 

for risk when comparing firm performance, they applied the Fama and French (1992, 

1993) valuation framework. Their findings showed that companies operating in 

complex environments specifically achieved positive and significant abnormal returns 

when a large percentage of their officers were women. The conclusion drawn from 

their study was that firms with a significant proportion of women in both their 

management and governance systems generate sufficient value to at least keep pace 

with normal stock-market returns. This suggests that in challenging business 

environments, the diverse perspectives and approaches contributed by women in 

leadership roles can lead to superior financial outcomes. 
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Mohammad (2018) conducted a study on the effect of gender diversity on the 

financial performance of Jordanian banks from 2009 to 2016. Using a sample of 11 

out of the 16 Jordanian banks listed on the Stock Exchange, an Ordinary Least 

Squares (OLS) multiple regression models were used to examine the impact of the 

percentage of women on boards of directors and in executive management on these 

banks' financial performance. The study concluded that there was no statistically 

significant relationship between the percentages of women on boards and in top and 

medium-level executive management of Jordanian banks and their financial 

performance. This particular finding differs from the results of numerous earlier 

studies, especially those conducted in Western nations, which have frequently 

indicated a significant positive correlation between the inclusion of women on boards 

and in executive roles and a company's financial performance. In a separate study, 

Tari (2014) investigated the Determinants of pension Scheme design in occupational 

defined contribution schemes in Kenya. This study found that women were an 

important element in the determination of the scheme design, but were, perhaps 

surprisingly, only associated with poorly performing schemes. This suggests a 

complex and potentially context-specific connection between results and gender 

diversity in the Kenyan pension fund landscape at the time of the study. 

Cobus et al. (2014) carried out a research to determine whether increased board 

diversity enhances or diminishes the board performance of corporations. They 

gathered information about share returns and directors' demographic from a sample of 

the 40 largest companies listed on the Johannesburg Stock Exchange (JSE) from 2000 

to 2013. The data was analyzed using Muller and Ward’s (2013) investment style 

engine, by constructing portfolios of companies based on various board-diversity 
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constructs. The cumulative portfolio market returns were then analyzed using time 

series graphs to ascertain if the tested diversity dimensions were linked to increased 

company financial performance. From their study, it was established that racial 

diversity within the board did not improve the financial performance of the firms. 

However, it was observed that increased gender diversity, particularly when coupled 

with young age, showed a strong association with improved share performance. 

Similarly, Garba and Abubakar (2014) carried out a study on the impact of corporate 

board diversity on financial performance of insurance companies in Nigeria. The 

study specifically investigated the impact of gender diversity, ethnic diversity, board 

size, board composition, and foreign directorship on the financial performance of 12 

insurance companies listed on the Nigerian Stock Exchange. Data was collected over 

a six-year period, from 2004 to 2009. The findings showed a positive influence of 

gender diversity on the financial performance of these insurance companies. 

Conversely, the study identified a negative and significant relationship between board 

composition and the performance of insurance companies in Nigeria. The study 

concluded that an increase in the number of female directors will enhance the 

financial performance of the insurance companies in Nigeria. 

Ombaba (2016) conducted a study in Kenya on board diversity and financial 

performance, focusing on companies listed on the Nairobi Securities Exchange 

between 2004 and 2014. This research explored how various board characteristics: 

independent directors, board size, gender representation and the financial expertise of 

directors influence firm performance. The study observed that female representation 

on boards remained low. Interestingly, it also found a negative and significant 
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relationship between board independence and firm performance. These findings align 

with the results of many previous studies.  

Nguyen (2018) investigated the connections between board gender diversity, 

corporate governance, and their impact on financial performance within companies 

listed in Singapore. The study utilized Return on Assets (ROA) and Tobin's Q as 

measures of financial performance and also explored the relationship between board 

gender diversity and corporate governance scores. Using an Ordinary Least Squares 

(OLS) regression model, the research examined how these variables related to 

financial performance. The findings revealed that the corporate governance score had 

a positive and statistically significant effect on financial performance. This suggests 

that board gender diversity influences financial performance indirectly, by first 

impacting corporate governance scores. Additionally, the study found a positive and 

statistically significant impact of the proportion of female independent directors on 

Tobin's Q. This outcome supports the recommendation for companies to increase 

female representation on their boards, especially independent female directors, as this 

appears to lead to enhanced corporate governance and, consequently, improved 

financial performance. 

Fariha et al. (2021) carried out a research on the relationship between board 

characteristics and commercial banks listed on the Dhaka Stock Exchange (DSE) in 

Bangladesh, covering the period between 2011 and 2017. A Pooled OLS model was 

used for their regression analysis. Among the characteristics examined were board 

size and gender diversity. The study found that board diversity had a negative and 

significant relationship with both Return on Assets (ROA) and Return on Equity 
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(ROE). This indicated that an increase in board diversity, in this context, led to 

increased inefficiencies.  

Similarly, Hosny K. and Elgharbawy A. (2022) carried out a study on the relationship 

between board diversity and financial performance for companies trading on the 

FTSE 350 between 2013 and 2019. Among the diversity attributes under study was 

gender diversity. The study results revealed that gender diversity of executive 

directors negatively affects market-based performance. 

2.5.3 Financial expertise and financial performance 

Sarwar et al. (2018) define expertise as skillfulness acquired by virtue of possessing 

specialized knowledge in a particular area. This definition underscores the importance 

of not just having knowledge, but having applied and practiced that knowledge to a 

point of distinction. In the context of financial governance, a financial expert is then 

defined as a person who has relevant experience in accounting or finance, or someone 

who has held supervisory roles that involve financial decision-making and oversight 

(Sarwar et al., 2018). Such expertise is particularly significant in institutional financial 

settings such as pension fund management, where the financial health of contributors 

which often spans decades depends heavily on the competency of those entrusted with 

making investment decisions. The importance of financial expertise becomes even 

more pronounced considering that trustees bear the critical responsibility of 

overseeing and investing employees’ contributions. Their fiduciary duty entails 

making sound investment decisions that will yield maximum returns for the long-term 

benefit of the contributors. Consequently, expertise in financial matters is not a 

peripheral requirement but a central criterion in the selection of fund trustees, as it 
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directly correlates with the fund’s ability to achieve sustainable growth and security of 

assets under management. 

Research findings on professional expertise indicate that studies often narrow their 

focus to one specific domain of professionalism, such as legal, banking, accounting, 

or political backgrounds. This segmentation, while insightful, may limit a more 

holistic understanding of how different forms of expertise interact within a boardroom 

or trustee setting. Jensen (1993) and Klein (1998) argue that boards formed of 

directors from diverse commercial and socio-economic backgrounds bring a wider 

range of perspectives to their roles in both oversight and providing advice. This 

diversity enhances their problem-solving capabilities, strategic thinking, and resource 

utilization, ultimately delivering greater satisfaction to business owners and 

stakeholders. From this perspective, it is clear that professional diversity, particularly 

when it includes financial expertise, allows for robust governance practices. Directors 

with differing expertise can challenge assumptions, contribute varied strategic 

insights, and mitigate groupthink factors that are invaluable in complex financial 

decision-making environments. Financial experts, specifically, bring to the table the 

ability to scrutinize financial statements, assess investment risk, and ensure 

compliance with financial regulations, which are all crucial competencies for the 

effective governance of institutional funds like pensions. 

Defond, et al. (2005) further highlight the market’s favorable response to the 

appointment of directors who possess financial expertise. This is largely because such 

individuals are seen as capable of contributing meaningfully to the audit committee, a 

major organ of the board that is charged with the duty of ensuring the integrity of 

financial reporting and internal controls. Investors and other stakeholders view the 
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presence of financial experts as a signal of strong governance and a safeguard against 

financial mismanagement or misreporting. Consequently, firms often experience an 

increase in market value following the appointment of such individuals to their 

boards. The confidence in financial experts is rooted in their ability to analyze 

complex financial issues, provide strategic financial oversight, and enhance the 

credibility of the board’s financial governance. This perception strengthens corporate 

transparency and accountability, which are key pillars in good governance practices. 

Ruigrok et al. (2007) performed comprehensive research in Switzerland to establish 

how various board members attributes, including nationality, gender, level of 

independence, multiple directorships, and educational background, interact to 

influence board dynamics. One of the key findings from the study related to education 

and expertise was that women directors in Switzerland were more likely to possess 

degrees in fields other than business, and they were also more likely to serve as 

outside directors. This observation challenges the often-held assumption that financial 

or business qualifications dominate board composition. The study’s findings contrast 

with earlier research by Burke (1997) and Hillman et al. (2002), which revealed that 

in North America, women directors tend to hold more advanced degrees, particularly 

in business and related fields. The discrepancy in findings was attributed to cultural 

and structural differences in business formation. In Switzerland, many businesses are 

family-owned, and directorship is frequently a role reserved for family members, 

potentially leading to a narrower field of professional diversity. This structural 

difference may limit the appointment of directors based on merit or professional 

expertise, especially for women, and can have broader implications for board 

performance and governance outcomes. 
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The importance of financial expertise on pension fund boards is further emphasized in 

a study by Andonov et al. (2016), which investigated pension fund board composition 

and its influence on investment performance, particularly in private equity. One of the 

key findings from the study was that a lack of financial experience among board 

members, especially participant-elected ones, significantly contributed to poor 

investment performance. This finding is particularly concerning given the growing 

complexity of pension fund investments, which increasingly involve alternative assets 

like private equity, real estate, and infrastructure. The study also brings into focus the 

challenges posed by having well-meaning but financially inexperienced individuals 

serving on boards, where their lack of technical knowledge may hinder effective 

decision-making or lead to suboptimal investment strategies. This is especially critical 

at a time when the number of women attaining higher education and gaining 

professional experience continues to rise Solimene et al., (2017). As such, institutions 

must be more deliberate in leveraging this growing pool of talent by ensuring that 

individuals with both the right qualifications and practical experience are given 

opportunities to serve in governance roles. 

Stephen and John (2014) add another layer to the discussion by noting that enterprises 

that limit their board diversity to a narrow band of professional expertise may 

unintentionally curtail the benefits that come with a well-rounded and experienced 

board. While specialization is important, especially in areas like finance and 

accounting, over-reliance on a single discipline may lead to a myopic view of 

organizational challenges and solutions. A diversified board that includes financial 

experts as well as professionals from other fields such as law, economics, technology, 

and human resources can provide a more comprehensive approach to governance. The 
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blend of different professional experiences fosters a more dynamic and informed 

decision-making environment, enhancing the overall effectiveness of the board. 

Finally, Defond et al. (2005), through their additional research, strengthen the 

argument that the stock market responds favorably to the engagement of board 

members possessing financial expertise. This positive market reaction is particularly 

pronounced when these financially astute individuals are anticipated to serve on the 

audit committee. The ability to scrutinize financial data, ensure adherence to reporting 

standards, and provide strategic oversight makes such individuals invaluable assets to 

any board, especially in complex financial contexts like pension fund management. 

2.6 Portfolio diversification and financial performance 

Mutula A. and Kagiri A. (2018) carried out research on the “Determinants Influencing 

Pension Fund Investment Performance in Kenya”. The core aim of their research was 

to explore the diverse factors affecting the success or failure of pension fund 

investments specifically within Kenya. To achieve this, the researchers employed a 

census approach, focusing on all 33 pension schemes registered in Kenya. From these 

schemes, they incorporated the views and insights of 66 senior managers who play a 

direct role in making investment decisions. These managers are key stakeholders, as 

their expertise, judgment, and oversight significantly influence how pension funds are 

managed and invested. Data was gathered through structured questionnaires designed 

to collect primary information regarding investment behavior, strategy formulation, 

and regulatory compliance. After collecting and analyzing the data, the researchers 

concluded that several factors had a statistically significant and positive effect on the 

investment performance of pension funds. These factors include the effectiveness of 

diversification decisions, the competency of the management teams, the strategic 
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approaches employed in making investments, and the degree to which pension 

schemes comply with regulatory frameworks. This finding implies that well-

diversified investment portfolios, coupled with strong managerial expertise and 

adherence to regulatory standards, are more likely to yield higher returns for pension 

funds in Kenya. Furthermore, the study also reinforces the idea that organizational 

characteristics, such as governance structures and investment planning, are crucial in 

enhancing financial performance and ensuring the long-term sustainability of pension 

schemes. 

Museve et al. (2016) conducted a study that complements these findings by exploring 

how board characteristics, particularly gender diversity, affect diversification. They 

established that gender diversity on boards has a direct effect on diversification, using 

sales as a measure of diversification outcomes. This suggests that having a more 

diverse board may introduce a broad array of perspectives and risk appetites, which in 

turn could influence how investment portfolios are constructed and managed. The 

presence of women in strategic decision-making roles may contribute to broader 

thinking in investment choices, ultimately leading to better diversification. 

Iraya et al. (2018) conducted research to determine whether portfolio diversification 

affects the financial outcomes of mutual funds in Kenya. The study used a sample of 

seven selected mutual funds for the year 2013, drawing secondary data from the 

Capital Markets Authority (CMA) and each mutual fund under study. The researchers 

calculated portfolio returns by analyzing changes in the prices of balanced funds 

traded on the Nairobi Securities Exchange (NSE). Diversification was assessed by 

examining the level of unsystematic risk associated with the performance of the 

funds. Control variables included fund size and the age of the mutual funds. Using 
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regression analysis, the study revealed a positive correlation between unsystematic 

risk and the financial performance of mutual funds. Interestingly, the findings suggest 

that lower levels of diversification which result in higher unsystematic risk were 

associated with higher financial returns. This implies that mutual funds taking on 

more concentrated positions may achieve greater profitability, though potentially at 

higher levels of risk. The study highlights the nuanced relationship between 

diversification and performance, suggesting that, in certain contexts, limited 

diversification may not necessarily hinder and may even enhance financial outcomes. 

2.7 Control Variables 

According to Kirui (2014), a control variable is a factor that remains constant and 

significantly affects outcomes. It's kept unchanged in an experiment to accurately 

measure the impact of an independent variable. Essentially, it's a variable which is 

controlled or accounted for due to its potential influence on the dependent variable. In 

this study, Pension fund size and f age were selected as control variables specifically 

because of their known effect on the financial performance of pension funds. This 

indicates an acknowledgment that while primary independent variables are being 

investigated, the impact of fund size and age also needs to be isolated or accounted for 

to ensure more accurate results regarding other relationships 

2.7.1 Fund size and fund age 

The significance of control variables on a firm’s financial performance cannot be 

overstated. Creswell (2013) asserts that the primary purpose of control variables in 

quantitative analysis is to determine how the predictor variables actually affect the 

dependent variable. Existing studies have consistently demonstrated that a firm’s size 

and age influence its financial performance. 
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Temitope et al. (2018) conducted a study in Nigeria to assess how various factors 

namely fund age, fund expenditure, contribution density, and idle contributions 

impact the financial performance of pension funds, with performance measured by 

Unit Price. Their study found that the age of the fund had a positive and significant 

effect on the financial performance of pension funds. They equated the age of a 

pension fund with the age of the pension administrators, suggesting that more 

established administrators tend to manage funds with better financial performance. 

In Kenya, Mboi et al. (2018) investigated how firm characteristics (specifically age 

and size) moderate the relationship between a company's capital structure and its 

financial performance among medium and large enterprises. Their study analyzed 

secondary data from the audited financial statements of 60 large and 30 medium-sized 

companies listed on the Nairobi Securities Exchange (NSE), covering a six-year 

period from 2011 to 2016. They measured financial performance using Return on 

Equity (ROE) and Return on Assets (ROA). For their analysis, they employed both 

descriptive and inferential statistics. Multiple regressions was used to determine the 

extent of the moderating effect of enterprise characteristics on the capital structure-

financial performance relationship, while Pearson correlation helped ascertain the 

moderating effect itself. F-statistics were used for hypothesis testing. The study found 

a significant positive moderating effect of enterprise characteristics on the link 

between capital structure and financial performance. Interestingly, they also observed 

that firm size and age reduced the ability of accounting measures to explain variations 

in ROE, but increased their ability to explain variations in ROA. Their ultimate 

conclusion was that changes in firm size and age were responsible for decreases in 

ROE and increases in ROA. 
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2.8 Conceptual framework 

According to Otiso (2015), a conceptual framework is a system of variable 

relationships that is logically designed to present the systematic view of the research 

problem. 
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Figure 2. 1: Conceptual framework 

Source: Researcher 2025 
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CHAPTER THREE 

METHODOLOGY 

3.0 Introduction 

This chapter provides a comprehensive discussion of the research methodology and 

design used in this study. It includes an exploration of the research paradigm and 

philosophy, the identification of the target population, data collection procedures, 

variable measurements, data sources, models of data analysis, and the procedures for 

analyzing data. Wahyuni (2012) describes research methodology as a blueprint that 

outlines how to conduct research within a specific paradigm, guiding researchers in 

selecting appropriate methods. Similarly, Saunders et al. (2009) define research 

methodology as the theoretical framework for understanding how research should be 

conducted effectively. This ensures methodological rigor and alignment with research 

objectives. 

3.1 Research Philosophy 

Saunders et al. (2019) define a philosophy as a foundational set of beliefs and 

assumptions that steer the creation of new knowledge within a particular field. Fiona 

(2020) offers a similar description, characterizing a philosophy as a belief concerning 

the appropriate way to gather, analyze, and utilize data about a particular 

phenomenon. 

Rehman et al. (2016) define a paradigm as a core belief system and theoretical 

framework. This framework encompasses assumptions about ontology (the nature of 

reality), epistemology (what knowledge is and how it's obtained), and methodology 

(the overall research approach). Burrell and Morgan (2016) and Saunders et al. (2019) 

further elaborate that a paradigm represents a set of basic assumptions that underpin 
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the frame of reference, mode of theorizing, and operational methods of a particular 

group. They suggest that Matrix's four paradigms symbolize distinct ways of 

perceiving the social and organizational world. Every researcher, at their core, holds a 

unique view on what constitutes truth and knowledge. This perspective forms their 

fundamental belief system and theoretical framework, which includes their 

assumptions about the nature of reality (ontology), how knowledge is acquired 

(epistemology), the overall research strategy (methodology), and the specific 

techniques used (research methods). 

Richards (2003) defined ontology as the fundamental nature of our beliefs concerning 

reality. It is this ontological inquiry that compels a researcher to question what type of 

reality genuinely exists." A singular, verifiable reality and truth or socially 

constructed multiple realities" (Patton, 2002). Johnston (2014) clarifies that ontology 

delves into the fundamental nature of reality. It prompts researchers to critically 

examine the underlying assumptions they hold about how the world functions. 

Ontology is generally understood through two main aspects: objectivism, which posits 

that social entities exist in reality independently of social actors, and subjectivism, 

which maintains that social phenomena are created from the perceptions and actions 

of social actors (Johnston, 2014). Scotland (2012) emphasizes that researchers must 

clarify their stance on their perception of reality and how things truly function. 

Epistemology is explained as "the branch of philosophy that studies the nature of 

knowledge and the process by which knowledge is acquired and validated" Gall, Gall, 

& Borg, (2003). Cohen, Manion, & Morrison (2007) defined epistemology as the 

study of knowledge itself its essence, various forms, how it is obtained, and how it is 

shared among people. Patton (2002) adds that it is this epistemological inquiry that 
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prompts researchers to consider and discuss fundamental concepts such as objectivity, 

subjectivity, causality, validity, and generalizability in their work. 

Axiology refers to the ethics and value system, or that which we believe to be true, 

according to Patton (2002). Chilisa and Kawulich (2015) advocate for the use of 

scientific data collection methods to ensure objectivity and neutrality throughout the 

research process. This particular research adopted a positivism paradigm. Saunders 

(2012) explains that positivism is characterized by the researcher's independence from 

the data and the maintenance of an objective perspective. Coined by Auguste Comte, 

positivism embodies a rigorous empirical approach, grounding all knowledge claims 

directly in experience and emphasizing observable facts and the underlying causes of 

behaviour Bogdan & Biklen, (2003). Tuli (2010) further noted that a paradigm 

fundamentally shapes a researcher's perception of a phenomenon, thereby guiding the 

selection of appropriate research methodologies. 

3.2 Research Design 

A research design can be understood as the overarching strategy or "master plan" that 

dictates how a study will be carried out. It details how all the essential parts of a 

research project like the participants or groups, measurements, and interventions will 

work together to answer the research questions. Much like an architect's blueprint, it 

provides a structured framework. Zickmund et al. (2013) specify that a research 

design includes the methods and procedures for gathering and analyzing information, 

covering aspects such as sampling strategies, data collection approaches, data analysis 

techniques, and even cost timelines. Mouton (1996) emphasizes that the purpose of a 

research design is to plan, structure, and execute the research in a manner that 

optimizes the reliability and accuracy of the findings. Similarly, Yin (2003) succinctly 
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describes a research design as a practical action plan that guides the journey from 

initial research questions to the final conclusions. 

This research adopted an explanatory design. Saunders et al. (2006) explained that 

explanatory studies are designed to identify and clarify causal relationships between 

variables. Their main purpose is to investigate a problem with the goal of explaining 

the links and connections that exist between these variables. 

3.3 Target Population 

According to Pedhazur et al. (2013), a population refers to the entire group being 

studied, as determined by the research objective. It includes individuals or study 

subjects who share one or more common characteristics and serve as the focus of 

investigation in a given survey. Both Kerlinger (2003) and Lavrakas (2008) defined a 

population in research. Kerlinger views it as a group of elements sharing common 

characteristics that are central to a study. Lavrakas, on the other hand, defines it as a 

distinct, finite collection of units, from which data is collected, emphasizing the need 

for clearly defined boundaries. For this study, the population included all 31 pension 

funds of public universities and 12 private universities, as listed in appendices 1 and 

2. Data from these entities was analyzed for the years between 2015 and 2022. This 

provided a total of 208 observations over the period of eight years. This 

comprehensive timeframe provided sufficient data to to carry out the research 

3.3.1 Inclusion and exclusion criteria 

For a pension fund to qualify for inclusion in the research, it had to be in operation for 

at least a year before the start date for the research i.e. the University pension fund 

must have been in existence before the year 2015.  Any university pension fund 

established after 2014 was excluded in the research. In addition any fund that may 
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have declared mid-stream by the regulator to be nonoperational or insolvent or not 

having a board of trustees was not included for analysis.  

3.4 Data Collection 

Secondary data was used in this investigation which was obtained from audited 

financial reports and other relevant supporting documents. Secondary data is essential 

in research because of enhancing understanding, clarifying research problems, and 

providing insights into possible solutions (Ghauri et al., 2020). According to Saunders 

et al. (2009) and Sekaran & Bougie (2016), the benefits of utilizing secondary data are 

substantial and include: significant time and cost savings, as the data has already been 

collected; a reduced need for additional resources; the availability of comparative and 

contextual information, which can provide broader insights; the potential for 

discovering unexpected insights that might not have been the original focus of the 

data collection; and easier access to existing information. Lancaster (2005) 

distinguished between primary data, which is original information collected directly 

for a particular research aim, and secondary data, which refers to existing information 

initially gathered for other purposes but can still be relevant and useful for new 

research questions. In this study, the researcher used panel data spanning eight years, 

from 2015 to 2022.  Panel data involves tracking the same set of units, such as 

individuals, organizations, or institutions, over time to observe changes and trends 

Frees, (2004). The data was sourced from end of year audited financial statements and 

reports presented during members annual general meetings of the pension funds and 

later submitted to the Retirement Benefits Authority (RBA). Key financial data 

collected included investment assets, net plan assets, liabilities, sponsor and member 

contributions, investment income, investment expenses, administrative expenses, and 
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returns for each asset class, along with overall fund investment returns. However, 

only the necessary data required for analysis was extracted from the statements. 

The use of panel data enabled a comprehensive analysis of pension fund performance 

over multiple years, offering robust insights into the patterns of contributions, 

investment returns, and cost management. By leveraging existing financial reports, 

this approach minimized data collection challenges while ensuring that reliable and 

verifiable data supported the research findings. 

3.5 Variables and measurements 

This section outlined how the study's variables were measured. Financial 

performance, the dependent variable, was assessed using Return on Assets (ROA). 

The independent variables, which describe board characteristics, included board size, 

the number of women on the board, and financial expertise among directors. To 

account for other potential influences, fund size and fund age were included as control 

variables. Finally, portfolio diversification served as the mediating variable (M). 

3.5.1 Financial Performance 

The purpose for a pension scheme is to safeguard the lives of workers after they have 

retired and ensure that they live a decent life after they have ceased from active life. 

One way of ensuring that this is fulfilled is by investing the contributions made by the 

members and the sponsors in profitable and high yielding investments so that they can 

get the highest returns. Nyangeri (2014) highlighted that an effective pension fund is 

characterized by its ability to maintain minimal operational costs while 

simultaneously achieving the highest possible returns on its investments and 

maximizing the benefits distributed to retirees. The OECD report of 2009 further 
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notes that pension funds with clearly articulated investment principles tend to perform 

better than those without. 

The financial performance of a retirement pension fund can be assessed using various 

metrics, such as Sharpe Ratio, the Jensen Differential Performance Index, the Treynor 

measure, Return on Investment, Return on Assets, and Return on Equity. This study 

adopted Return on Assets (ROA) as the measure for financial performance.  

Iqbal et al. (2012) state that Return on Assets (ROA) and Return on Equity (ROE) are 

commonly used accounting metrics to evaluate a company's performance. They 

further elaborate that ROA, also referred to as the efficiency ratio, specifically 

measures how well a firm leverages its assets to produce revenue. Several other 

researchers, including Ombamba & Mwengesi (2016), Kutum (2015), and Sanda et al. 

(2011), have similarly used ROA to measure financial performance. Bathula (2008) 

highlighted that ROA has a direct link to management's ability to efficiently utilize 

corporate assets, which ultimately belong to shareholders. 

ROA =             Earnings before tax 

      Total investments 

 

3.5.2 Board Size  

Board Size can be regarded as the sum total of all Trustees serving on a particular 

Fund Board over a given time. Typically, board members are appointed for a three-

year term. Therefore, any trustee who served for more than one year is considered to 

have participated in the fund's decision-making process, which would inherently 

influence the financial performance of the fund. Maere et al., (2014), Routledge & 

Stewart, (2016)) and Korir (2020) used the number of members in the board to 

determine the board size. This study adopted the same method to determine the size of 
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the board. The number of board members was then converted into the natural log for 

analysis purposes. 

Board size = Total count of board members 

Board Size = Natural log of the total number of board of trustee members 

3.5.3 Gender Diversity 

Different researchers have used different methods of determining board gender 

diversity. For example, Marianova et al (2010), Gul, Shnidhi, & Mg (2011) and 

Adams & Ferreira (2009) determined board gender diversity as the ratio of females in 

the board to the total number of members of the board. Dezso & Ross (2012) and 

Campbell & Minyuez-Vera (2008) appraised board gender diversity as a dummy 

variable with a score of 1 in case there was at least one female in the board and 0 if 

there was none. This research used the method used by Marianova, Plantenya, & 

Remery (2010), Gul, Shnidhi, & Mg (2011), Adams & Ferreira (2009) and Oduor 

(2020) where board gender diversity was determined as a ratio of females in the board 

to the total number of members in the board.  The number of trustees in each scheme 

was ascertained and thereafter the proportion of women was determined as a fraction 

of the total membership. 

Proportion of females in the Board = Number of women in the Fund Board 

      Board size 

3.5.4 Financial Expertise  

Iskandar et al. (2013) defined a financial expert director as someone with a strong 

background in finance, evidenced by their knowledge and experience in related fields. 

This would typically encompass qualifications and practical understanding in fields 

such as accounting, financial analysis, investment management, or financial reporting. 

Financial expertise was determined from the biographies of the board of trustees in 
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the audited financial statements. The websites of the individual pension funds also 

complemented the financial statements. Research done by Guner et al., (2008), 

Iskandar et al., (2013) made a count on the number of board members with knowledge 

and expertise in financial related areas and this research adopted that stance taken by 

the two researchers. 

Financial Expertise = Number of board members with financial knowledge 

         Total Number of board members 

3.5.5 Portfolio Diversification  

Diversification, as defined by Iraya et al. (2018), is the strategy of holding a 

combination of assets that are not positively correlated. The aim of this approach is 

that if one asset performs poorly, the investor can be compensated by the strong 

performance of other assets within the portfolio, thereby reducing overall risk. 

Different measures of diversification have been used such as Standard Industry 

Classification (SIC) for measuring a firm’s diversity (Rumelt, 1974; Palepu, 1985), 

Herfindahl-Hirschman index (HHI) (HHI) (Beryl, 1971) and entropy measure of 

diversification. This study adopted the Specialization Ratio (SR) as initially proposed 

by Rumelt in 1974. Iqbal et al. (2012) agree that the Specialization Ratio is one of the 

valid measures used to quantify diversification. Rumelt defined the Specialization 

Ratio (SR) as a measurement that expresses how much of a company's total annual 

sales come from its single largest business segment. Essentially, it's the proportion of 

total firm revenue attributed to its most significant business activity. 

Sources According to Rumelt, firms under study were categorized as undiversified if 

SR>0.95, moderately diversified if 0.95 < SR ≥ 0.7 and highly diversified if SR < 0.7. 

Customizing this ratio in the study, SR = highest Investment in the portfolio divided 

by the total investments of the pension fund. 
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SR = Highest investment in the portfolio 

  Total investments 

 

3.5.6 The Mediating effect of portfolio diversification 

Mediation analysis, as described by Prado et al. (2014), examines the indirect process 

through which an independent variable (X) affects a dependent variable (Y) via one or 

more mediating variables (M). Hayes (2013) further clarifies that this analysis is 

crucial for establishing evidence or testing hypotheses regarding the underlying 

mechanisms that explain how certain effects manifest, or the conditions under which 

they are promoted or hindered. Ultimately, Namazi and Namazi (2016) contend that 

identifying mediating variables helps to illuminate the precise nature and impact of 

the relationship between independent and dependent variables, leading to a more 

accurate and practical understanding of the study's overall dynamics. 

MacKinnon, Krull, and Lockwood (2000) and Little (2013) contend that a mediator 

reduces or filters the causal effect between the independent and dependent variable 

because the mediator explains part, or even all, of the relationship between X and Y, 

based on the premise that X causes M, and M in turn causes Y. Both Cepeda et al. 

(2018) and Aguinis, Edwards, and Bradley (2016) underscore that mediation focuses 

on identifying an intermediate variable or mechanism that serves as the conduit 

through which an initial variable (antecedent) influences a final outcome. In essence, 

they highlight that mediation helps explain how an effect is transmitted. 

Namazi and Namazi (2016) highlight a core assumption in mediation analysis: that 

the independent variable doesn't directly affect the dependent variable. Instead, the 

independent variable first impacts a mediator variable, which then, in turn, influences 

the dependent variable. The primary goal of testing for mediation, they explain, is to 
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understand the underlying mechanism or pathway through which a cause ultimately 

leads to an outcome. Similarly, Preacher and Hayes (2008) emphasize that developing 

a mediation hypothesis centers on identifying the "how" or "by what means" an 

independent variable (X) exerts its effect on a dependent variable (Y), typically 

through one or more intermediary variables (mediators). 

Baron and Kenny (1986) famously postulated four conditions for mediation to occur, 

known as the Baron and Kenny Mediation model: Condition 1 (H01): The predictor 

variable (X) must relate significantly with the endogenous variable (Y) in the absence 

of the third variable (mediator). Condition 2 (H02): The predictor variable (X) must 

relate significantly with the third (mediating) variable (M) in the absence of the 

dependent variable. Condition 3 (H03): The third (mediator) (M) must relate 

significantly with the dependent variable (Y) in the absence of the independent 

variable. Condition 4: The relationship between the independent variable (X) and the 

dependent variable (Y) becomes insignificant in the presence of the third (mediating) 

variable. A full mediation occurs if the relationship becomes insignificant, while a 

partial mediation occurs if it remains significant but with a material change in 

strength. Ultimately, mediation analysis seeks to answer questions about how an 

independent variable (X) affects a dependent variable (Y). The mediating variable 

forms the third variable to an X → Y relation so that the causal sequence is modeled 

such that X causes the mediator M, and M causes Y, that is, X→M→Y. 

Baron and Kenny (1986) popularized a classic approach to testing for mediation, 

which involves a systematic four-step process using multiple regression analyses. 

Their method requires examining the statistical significance of coefficients at each 

stage. Specifically, they proposed three key regression equations: Regressing the 
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mediator (M) on the independent variable (X). This regression aims to establish 

whether the independent variable significantly influences the proposed mediator; to 

regress the dependent variable (Y) on the independent variable (X). This step 

determines the overall, direct impact of the independent variable on the dependent 

variable without considering any mediating effects; 

To regress the dependent variable (Y) on both the independent variable (X) and the 

mediator (M): This multiple regression analysis allows researchers to simultaneously 

assess the individual contributions of both the independent variable and the mediator 

to the dependent variable. 

X  M Y 

Step 1: Conduct a regression analysis with X predicting Y to test for path C alone.  

  Y = B0 +B1X + e 

 a b 

X  M Y 

Step 2:  Conduct a regression analysis with X predicting M to test for path a alone 

  M = B0 +B1X + e 

Step 3: Conduct a simple regression analysis with M predicting Y to test the 

significance of path b alone   M = B0 +B1M + e 

Step 4: conduct a multiple regression analysis with X and M predicting Y 

  Y = B0 +B1X +B2M + e 

Baron and Kenny's (1986) framework for mediation analysis outlines a four-step 

process to determine if a variable (M) explains the relationship between an 

independent variable (X) and a dependent variable (Y). The fourth step focuses on 

whether the mediator's influence (path 'b') on the dependent variable (Y) remains 
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significant even after accounting for the independent variable (X). If, after controlling 

for the mediator (M), the independent variable (X) no longer significantly predicts the 

dependent variable (Y), this indicates full mediation. However, if both X and M still 

significantly predict Y, it suggests partial mediation. To establish a mediating effect, 

Baron and Kenny (1986) set out three essential conditions: The independent variable 

(X) must have a significant effect on the dependent variable (Y) when the mediator 

(M) is not included in the model; The independent variable (X) must significantly 

influence the mediator variable (M); The mediator variable (M) must significantly 

affect the dependent variable (Y). Full mediation is specifically identified when, upon 

the inclusion of the mediator (M) in the model, the independent variable's (X) 

relationship with the dependent variable (Y) becomes statistically non-significant, and 

its regression coefficient is substantially reduced. 

Mediating Regression Equation 

For a single mediating variable M: 

Y = i1 + c X + e1,   Equation 1 

Y = i2 + c′ X + b M + e2,  Equation 2 

M = i3 + a X + e3,   Equation 3 

Where: X is the independent variable 

Y is the dependent or outcome variable 

 i1, i2, and i3 are intercepts in each equation; and e1, e2, and e3 are residuals 

3.5.7 Control Variables  

Kirui (2014) explained a control variable as any factor that consistently remains 

unchanged throughout a study and exerts a strong influence on the observed values. It 

is deliberately held constant or accounted for by the researcher in order to accurately 
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test the specific impact of an independent variable. Essentially, a control variable is a 

factor that is managed or neutralized due to its potential influence on the dependent 

variable, even though it is not the primary focus of investigation in the research itself. 

3.5.7.1 Fund size  

According to Henetigala, (2011), the size of a firm is represented by the total assets of 

the firm. It can as well be explained by the number of members that constitute a fund 

(Chan et al. 2004; Ahmad 2009). This study quantified fund size by utilizing the total 

assets of a given fund. Following the methodology employed by researchers such as 

Kong and Kong (2017) and Tyagi et al. (2018), fund size was specifically calculated 

as the logarithm of total assets. Bauer et al. (2010) highlight a significant aspect of 

pension funds: their considerable variations in size. These substantial differences, they 

argue, lead to diverse approaches in how these funds strategically invest and manage 

their associated risks. Complementing this, Smits (2011) conducted a study 

specifically to ascertain whether fund size plays a role in determining the performance 

of Dutch Pension funds. His findings indicated that there was no statistically 

significant relationship between the pension fund size and its absolute performance, 

its relative performance, or its funding ratios. However, he did observe a crucial 

positive relationship: funding ratios were significantly influenced by the actual 

performance of the pension fund. Similar studies in financial organizations like Niresh 

& Velnampy (2014), Akinyomi and Olagunju (2013) Wayongah D. (2019), show that 

the size of the firm is an important and primary factor in determining the profitability 

and the overall financial performance of a firm. Akkaya and Uzar (2011), say that 

large firms because of diversification face less possibility of default compared to 

smaller firms. Rajan & Zingales (1995) emphasize the significant role of firm size and 
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its impact on an enterprise's financial performance. From the perspective of trade-off 

theory, they propose that a larger enterprise's size should correlate positively with its 

leverage. This is because bigger companies typically boast more diversified portfolios 

and consequently face lower risk, enabling them to secure greater borrowing capacity 

and experience less financial distress. 

Several studies have also delved into the moderating effect of firm size, including 

research by Wayongah and Mule (2019), Abbasi and Malik (2015), and Vithessonthi 

and Tongurai (2015). These studies consistently reveal that fund size exerts a notable 

influence on the magnitude of the performance of the variables under investigation. In 

this particular research, fund size was included as a control variable precisely because 

it has been empirically shown to impact the financial performance of firms 

3.5.7.2 Fund age  

According to Temitope (2018), there's a direct connection between a pension fund's 

financial performance and its age, which refers to how long the fund has been 

operational. In essence, the longer a pension fund has been in existence, the more 

likely its financial performance is to be influenced by that longevity. Indeed, 

Temitope et al. (2018) discovered that the age of the fund is a significant determinant 

of pension fund performance in Nigeria. Supporting this notion, Carter (1998) 

suggests that older firms, by virtue of their longer operating histories, provide 

investors with a more robust basis for accurately estimating future cash flows. In this 

context, pension fund age was measured as the natural logarithm of the number of 

years since the fund's establishment. Existing research consistently demonstrates that 

firm age influences the financial performance of pension funds, as evidenced by 

studies from Berger and Udell (1990), Loderer and Waelchli (2009), and Kutum 
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(2015). Given this established impact of age on a pension scheme's financial 

performance, it is imperative to control for this variable in research to isolate the true 

effects of other factors. 

Table 3. 1: Summary of Measurement of Variables 

Variable Description Measurement 

ROA Return on Assets Net Income/Total assets 

BDSize Board size Natural log of the Board size 

WoSize Number of women in 

the board 

Number of women 

Board size 

FinExp Financial Expertise Number with Financial Knowledge 

Board Size 

FundSize Fund size Natural log of fund assets 

FundAge Fund Age Natural log of the number of years 

since the fund was established 

DivRatio Portfolio Diversification  Highest investment in the portfolio 

Total investment of the pension fund 

Source: Researcher 2025 

3.6 Model Diagnostic tests 

Statistical tests were carried out to test the suitability of model used for the research. 

There normally are requirements that need to be met to ensure that the data can easily 

fit in the multiple linear regression models. The tests include the unit root test and the 

Hausman test 

3.6.1 Stationarity test or the unit root test 

Stationarity essentially means that a time series maintains a constant mean and 

constant variance over time. In simpler terms, if you shift the time series, its 

underlying distribution's shape doesn't change. One common reason for a time series 

to be non-stationary is the presence of unit roots. To properly analyze time series data, 
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it's crucial to first conduct a unit root test. This statistical test helps determine whether 

the time series is stationary or non-stationary. There are various methods for 

conducting unit root tests, including Phillips-Perron (PP) unit root tests, Dickey-Fuller 

unit root tests, Levin-Lin and Chu (LLC) test, Breitung's test, Pesaran and Shin test, 

and Hadri's residual-based LM test. This research specifically utilized the Im-Levin-

Lin and Chu (LLC) test for unit root. The LLC test operates by testing the null 

hypothesis that all panels in the dataset are stationary, meaning they do not contain a 

unit root (H0: panels are stationary, Ha: α>0). 

3.6.2 Fixed or random effect test  

The choice on whether to use a fixed effects and a random effects model was 

determined using the Hausman test. This test is crucial for identifying whether the 

explanatory variables are endogenous. Essentially, the Hausman test compares the 

estimated coefficients derived from a fixed effects model to those obtained from a 

random effects model. The study assessed the suitability of these two models at a 1% 

significance level. According to Moulton (1986) and Baltagi (1995), it is of utmost 

importance to test for random individual effects in panel data applications. Failing to 

account for these effects can lead to substantial bias in the estimation. The random 

effects model works by making a key assumption: it presumes that any unique 

characteristics of individuals or groups within the data are not related to the other 

independent variables being studied in the model. 

3.7 Data analysis 

Data analysis involves applying logical reasoning to understand the information that 

has been collected (Zikmund et al., 2013). This process includes identifying consistent 

patterns and summarizing key findings uncovered during the investigation. For this 
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study, descriptive statistics such as bar graphs, pie charts, and tables will be employed 

to illustrate the demographic characteristics of the subjects. For example, these visuals 

will be used to show the proportions of men and women, as well as the educational 

and professional backgrounds of the trustees across the different pension schemes 

being studied in Kenya. Zikmund (2008) describes descriptive statistics as those 

which explain the characteristics of the population or a sample.  

The relationships between the study's dependent variables (outcomes) and 

independent variables were investigated using inferential statistics. This was achieved 

by processing the quantitative data derived from financial statements using the SPSS 

statistical package. A multiple regression model was adopted to quantify the 

relationship between the independent and dependent variables. 

The analysis proceeded in three distinct stages: Initially, the effect of the control 

variables on financial performance was determined. Following this, the independent 

variables were introduced into the regression equation to ascertain their direct impact 

on the financial position and finally, the moderator was introduced to assess its effect 

on each of the independent variables.  

3.7.1 Model Specifications 

Multiple linear regression models were utilized to determine how the predictor 

variables (representing board of trustee characteristics) interact with the dependent 

variable (financial performance). According to Judd and Kenny (1981), testing for 

mediation requires estimating a series of regression models. Specifically, one should 

estimate the following three regression equations: First, regressing the dependent 

variable on the independent variable: This establishes the total effect of the 

independent variable on the dependent variable; secondly, regressing the mediator on 
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the independent variable: This shows the effect of the independent variable on the 

proposed mediator; thirdly, regressing the dependent variable on both the independent 

variable and on the mediator: This model allows for the assessment of the mediator's 

effect on the dependent variable while controlling for the independent variable, and 

simultaneously reveals any remaining direct effect of the independent variable and he 

fourth point mentioned, "regress the board of trustee characteristics and the mediator 

on the independent variable," seems to be a slight misstatement or redundancy in the 

context of the standard three-equation mediation test by Judd and Kenny (and later 

Baron and Kenny). The core of their method relies on the first three steps to establish 

the necessary relationships for mediation. 

3.7.2 Board of trustee characteristics on financial performance 

Model 1: Carry out a multiple regression to examine the effect of board of trustee 

characteristics on the financial performance. This tests hypothesis H01, H02, H03, 

Y= β0 + β1BDSize+ + β2WoSize + β3FinExp + εi …………………...........Equation 1 

Model 2: Carry out a multiple regression of board of trustee characteristics on the 

mediator (M) to determine their effect on the mediator. This tests hypothesis H05, H06, 

H07 

DivRatio = β0 + β1BDSize+ + β2WoSize + β3FinExp + εi …………..……Equation 2 

Model 3: Carry out a multiple regression of the mediator (M) on the dependent 

variable to determine its effect on financial performance. This is to test hypothesis 

H09. 

ROA = β0 + β5 DivRatio+ εi ………………………………………….…. Equation 3 

Model 4: Mediating effect of portfolio diversification on financial performance. 
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This model will test whether portfolio diversification mediates the relationship 

between board of trustee characteristics and financial performance of universities 

pension funds in Kenya.  

Y = β0 + β1BDSize+ + β2WoSize + β3FinExp + β5M + εi ……………….. Equation 4 

Where: 

Y = Financial performance of the Pension Fund 

β0, β1 β2… β5 are coefficient of the variables 

ε is the prediction error 

BDSize – this is the size of the Board which is the total number of Board members 

FinExp- is the proportion of financial experience 

WoSize – proportion of women members of the board which represent Gender 

diversity 

DivRatio –Diversification Ratio 

3.7.3 Sobel test for significance 

The Sobel test, also referred to as the delta method, is employed to assess the 

statistical significance of the indirect effect in a mediation model. Namazi et al. 

(2015) explain that the Sobel test works by comparing a statistic, which is derived 

from the indirect effect of mediation, against its null sampling distribution. This is 

achieved by estimating the standard error of the product of coefficients (AB), where A 

represents the path from the independent variable to the mediator, and B represents 

the path from the mediator to the dependent variable. This standard error is calculated 

as the square root of (B2*sA2+ A2*sB2). 

t = (τ − τ') ⁄ SE OR t = (AB) ⁄ SE 
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Where SE is the pooled standard error term, SE = √ (A2 σ2 B + B2 σ2 A), and σ2 B and 

σ2 A are the variance of B and A respectively (Namazi et al (2015). The t statistics is 

used for significance determination of the mediation effects. The t-test will be 

significant if the size of the mediated path is greater than the direct path. 

3.8 Assumptions of the linear regression model 

3.8.1 Normality 

According to Tharenou et al. (2007), normality refers to the idea that a continuous 

variable's scores are spread out in a normal, or bell-shaped, curve around their 

average. This means the data points are symmetrically clustered around the average, 

with fewer data points appearing further away from the mean. This assumption 

assures us that the p values of t-test are valid.  It's important to note, however, that 

when variables deviate from a normal distribution meaning they are significantly 

skewed or contain substantial outliers this can indeed distort observed relationships 

and compromise the validity of significance tests. In this particular study, outliers 

were identified through careful inspection of histograms and frequency distributions. 

Normality in this study was checked using Shapiro – Wilk normality test. For the 

purpose of this test, the null hypothesis (H0) posits that the data adheres to a normal 

distribution, whereas the alternative hypothesis (H1) contends that the data does not 

follow a normal distribution. The assessment of the normality assumption was 

conducted by comparing the resulting p-value against a significance level of 0.05. If 

the calculated p-value surpassed this threshold, the null hypothesis was not rejected, 

thereby indicating that the data is indeed normally distributed. 
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3.8.2 Auto-correlation  

This phenomenon is also known as serial correlation, and it frequently occurs in time 

series data. It describes a situation where the value of a dependent variable at a given 

time (t) is related to its value at a previous time (t−1). In this research, autocorrelation 

was tested using the Wooldridge test. This test is particularly suitable for assessing 

first-order autocorrelation, especially when dealing with random effects in panel data. 

The test statistic generated typically ranges between 0 and 4. A value of two (2) 

indicates the absence of autocorrelation, meaning there is no linear relationship 

between consecutive error terms. Conversely, a value approaching zero (0) suggests 

positive autocorrelation, where a positive error is likely followed by another positive 

error, and a negative error by another negative error. On the other hand, a value 

nearing four (4) points to negative autocorrelation, implying that a positive error is 

typically followed by a negative error, and vice-versa (Saunders et al., 2006). 

3.8.3 Homoscedasticity 

Data is Homoscedastic if the residuals are the same along the regression line i.e. the 

variance is the same across the independent variables. If this assumption is violated, 

and the variance of residuals differs across levels of the predictors, the model suffers 

from heteroscedasticity. There are several ways of testing homoscedasticity. These 

are:  breusch-Pagan / Cook-Weisberg Test;   White’s Test and Graphical Methods.  

The Breusch-Pagan test was employed to assess for Homoscedasticity. This test yields 

a statistic that is asymptotically distributed as a chi-square (χ2) with k−1 degrees of 

freedom, where k represents the number of regressors, excluding the constant term. If 

the P-value is greater than 0.05, then this indicates the presence of Homoscedasticity, 
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meaning that the variance of the errors is constant across all levels of the independent 

variables. 

3.8.4 Multicollinearity  

Multicollinearity is a phenomenon in which independent variables have a high degree 

of correlation among themselves. When Multicollinearity is present, it can 

significantly disrupt statistical analysis, thereby limiting the validity and scope of 

research conclusions that can be drawn. Creswell (2017) asserts that an attempt to 

determine the specific degree to which independent factors explain changes in the 

outcome variable may lead to unexpected and unreliable results when 

Multicollinearity is present. When the independent factors are significantly associated 

with one other, a problem in prediction will arise. Multicollinearity causes increased 

standard errors in Beta evaluations which results in lower dependability and 

sometimes misleading conclusions. Diagnostic tools commonly used to detect and 

assess the severity of Multicollinearity include the variance inflation factor (VIF), the 

condition index (and related condition number), and the variance decomposition 

proportion (VDP). These tools help researchers identify if independent variables are 

too highly correlated with each other, which can compromise the reliability of 

regression analysis results. For this study, both the tolerance value and its inverse, the 

Variance Inflation Factor (VIF), were employed to test for Multicollinearity. Hair et 

al. (2006) suggest that a very small tolerance value (specifically 0.10 or below) or, 

conversely, a large VIF value (10 or above) is indicative of high collinearity among 

independent variables. Gujarti & Porter (2010) are even more conservative, asserting 

that VIF values of 10 or higher (or even over 5 in some cases) are generally 

considered to signify extreme Multicollinearity. 
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CHAPTER FOUR 

DATA ANALYSIS, PRESENTATION AND INTERPRETATION 

4.0 Introduction 

The results of the research findings are presented in this chapter after a 

comprehensive analysis has been conducted. The data collected during the study was 

systematically analyzed using STATA package to ensure clarity and relevance in 

addressing the research objectives. The results encompass both descriptive statistics, 

which summarize the basic features of the data, and inferential statistics, which allow 

for conclusions to be drawn about the universities pension funds in Kenya. Each 

section of this chapter provides detailed insights into key variables and their 

relationships, as well as interpretations of the patterns identified. The goal is to 

transform raw data into meaningful information that supports evidence-based 

conclusions and recommendations. 

4.1 Data characteristics 

The data used was from 27 Universities Pension Funds between 2015 and 2022. There 

were eight private universities and nineteen public universities studied. Using the 

inclusion exclusion criteria, one University Pension Fund did not meet the threshold 

because the fund was under a corporate trustee. This left the researcher with twenty 

six pension funds; eighteen public and eight private giving a total of 208 observations. 

The data was derived from the audited annual returns to the RBA as they had been 

presented to the fund members during their annual general meetings. In this study, 

Return on Assets (ROA) served as the dependent variable. The independent variables 

characterizing the pension fund board were board size, the number of women on the 

board, and directors' financial expertise. To understand how these factors interact with 
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financial performance, portfolio diversification was introduced as a mediating 

variable. Finally, fund size and fund age were included as control variables. 

4.2 Descriptive statistics 

The research variables were fed into the STATA programme to determine the count, 

the lowest and highest for each of the variable, the mean and the standard deviation. 

According to Lagat (2018), the mean of a variable provides insight into the central 

tendency or general direction of the data. Conversely, the standard deviation offers an 

indication of the average spread or distance of individual observations from that 

mean. A low standard deviation suggests that most observations are tightly clustered 

around the mean, implying less variability. In contrast, a higher standard deviation 

signifies that observations are more dispersed or spread out from the mean, indicating 

greater variability in the data. The total number of observations was 208 resulting 

from 26 Universities in Kenya for 8 years. 

The total number of observations was 208 from the 26 University pension funds in 

Kenya that met the inclusion/exclusion criteria. The mean board size of the 

Universities Pension Funds in Kenya for the years under research was 7.  This mean 

aligned with the findings of Loh and Nguyen (2018) in their study titled "Board 

Diversity and Business Performance In Singapore-Listed Companies." The maximum 

board size was observed to be 14 trustees while the minimum was observed to be 4 

trustees. The standard deviation was found to be 1 which indicated that the 

distribution of the values have very much deviated from the mean. Altrata Global 

Gender Diversity Report (2023) suggested that the board size should range between 6 

and 12 members depending on the firm size. 
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The average number of women of the Universities pension funds in Kenya was 2 

while the highest number of women is 5 and the minimum number is 1. The standard 

deviation is 0.823 while the coefficient of Skewness and Kurtosis was 0.472 and 3 

respectively. This shows that the variables are deviated from the mean these results 

portray a disproportionate representation of women in the board as observed by 

OECD (2021) despite evidence of their impactful contributions to proper decision 

making. A study by Him for Her and Crunchbase (2023) emphasizes the importance 

of having at least three women on boards to maximize the economic and governance 

benefits of diversity. The study suggests that boards need at least three women to fully 

harness the economic benefits of diversity. Adams, R. B., & Ferreira, D. (2009) aver 

that having three or more women in the board will enhance board effectiveness and 

governance. The study findings show that averagely the universities funds have met 

the recommendations of Adams, R. B., & Ferreira, D. (2009) as well as Him for Her 

and Crunchbase (2023). 

The average number of the board of trustees who have financial expertise Universities 

Pension Funds in Kenya is 3 trustees. The maximum is 5 while the minimum number 

is 1. The standard deviation in this variable was 1 while the coefficient of skewness 

and kurtosis was 1 and 4 respectively. These coefficients depict that the variable of 

financial expertise is very much dispersed from the mean. Nadège & and Carolina 

(2023) have recommended that a firm should have at least 2 board members with 

financial expertise. As shown in the table below, the mean fund age is 18.538 years 

with the highest age being 55 years and the lowest age being 1 year. The standard 

deviation is 12.074.  These statistics show that the variable data was very much 

deviated from the data mean. The mean fund size was Ksh 24.2B. The minimum fund 
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size was found to be Ksh 13.9 Million while the maximum fund size was Ksh 17.4B. 

The standard deviation was 3.78B. 

 ROA (Return on Assets) measures the profitability relative to total assets. The mean 

ROA was 0.0880 (or 8.8%), with a standard deviation of 0.0223. The lowest value of 

ROA is -0.00678 while the highest value of ROA is 0.2148. These results show a 

significant variability in the profitability of the Universities pension funds. 

The mean Diversification Ratio of the Universities pension funds in Kenya is 0.0599. 

The lowest and highest Diversification Ratio is -0.00678 and 0 respectively. The 

standard deviation was 0.0288. 

Table 4. 1: Results for Descriptive statistics 

____________________________________________________________________ 

Statistics N  Min  Max  Mean  SD 

FundAge 208  1  55  17.53846 12.07939 

Fund Size 208  13.9M  17.4B  2.42B  3.78B 

Board Size 208  4  14  7.485577 1.203772 

Women Size 208  1  5  2.240385 0.8223355 

FinExp  208  1  7  2.913462 1.134531 

DivRatio 208  -0.00678 0.3216267 0.059853 0.0288133 

ROA  208  -0.00678 0.2147688 0.08801 0.0223291 

_____________________________________________________________________ 

M = Million B = Billion FinExp = Financial Expertise, DivRatio = Diversification 

Ratio 

Source: Research 2025 
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4.2.1 Descriptive Statistics of Variables over the years 

The table shown here under shows the descriptive statistics of the Universities 

Pension funds in Kenya in relation to the mean and standard deviation over the eight 

year period under study. The table shows the mean and the standard deviation for 

each year from 2015 to 2022 for the variables Fund Age, Fund Size, Board Size 

Women Size, Financial Expertise, Diversification Ratio and ROA 

From the table, we are able to deduce that the mean Fund Age has a consistent 

increase from 14.04 years in 2015 to 21.04 years in 2022. This is an indication that 

the Universities Pension Funds are getting older over time. The standard deviation 

remains constant at 12.06, reflecting a stable variation in the ages of the funds. There 

isn’t much deviation of the fund ages from the mean. 

The mean Fund Size has demonstrated growth, starting at approximately 1.69 billion 

in 2015 and reaching about 2.85 billion in 2022. The Standard deviation ranged 

between 3.07B and 4.30B which shows a considerable dispersion, reflecting 

variations in fund sizes across institutions. Larger funds may leverage economies of 

scale, while smaller funds might face constraints in achieving diversified investments. 

These findings align with a report by OECD (2020), which highlights growth in 

pension assets globally and underscores the need for smaller funds to consolidate for 

efficiency. It is also notable that the standard deviation of Fund Size has increased 

over time indicating growing variability in the sizes of the funds. 

Board Size (BDSize) remains relatively stable, showing a mean of around 8 members, 

the standard deviation fluctuates but stays around 1, indicating a minor variability in 

board sizes. This finding resonates well with the findings of Lipton and Lorsch (2018) 
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who recommended the importance of maintaining manageable board sizes to ensure 

effective decision-making. The number of women on the board remains almost 

constant and the increase from 2.15 in 2015 to 2.27 in 2022 is insignificant. The 

standard deviation decreases over the years, indicating less variability in the number 

of women on boards by 2022. This increase is important because it shows that the 

Universities Pension Funds in Kenya are tending towards the attainment of the 2/3 

gender rule as enshrined in the Kenyan Constitution of 2010. 

Financial expertise (FinExp) shows a slight decrease from 3.38 in 2015 to 2.77 in 

2018 but generally stabilizes around 2.77 from 2018 to 2022. The standard deviation 

decreases over time, suggesting more uniformity in financial expertise. This 

uniformity in financial expertise is important because it shows that the Universities 

Pension Funds have experienced the role that trustees with financial knowledge play 

in important financial decisions. Past research has shown the importance of having 

directors with financial expertise in decision making process. 

The mean of Diversification Ratio (DivRatio) has been unstable through the years 

starting at 0.0586 in 2015, decreasing to 0.0498 in 2018, and then rising to 0.0764 in 

2022. The standard deviation of has been low which depicts a low variability from the 

mean which has a notable decrease in 2020. 

The mean of ROA displays a slight upward trend, starting at 0.0810 in 2015 and 

reaching 0.1087 in 2022. This shows that there has been a good return on the 

investments made. The standard deviation shows some fluctuation but generally 

remains around 0.02 meaning that there has been a low variation from the mean. It 

also indicates a consistent variation in ROA. 
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In general, the Universities Pension Funds in Kenya have demonstrated growth over 

the years in terms of size and returns on assets. The boards of trustee characteristics 

have also remained relatively stable depicting stable governance within the funds. 

This has helped in maintaining financial performance stability. The variability in the 

dividend ratios and Return on assets may be as a result of continued adjustments to 

the changing economic environment in the country. 

Table 4. 2: Descriptive Statistics over the Years 

_____________________________________________________________________ 

YEAR   FundAge    FundSize BDSize    WoSize   FinExp    DivRatio      ROA 

2015 M    14.03846 1.69B     7.653846   2.153846   3.384615 0585536 .0809651 

        SD   12.06476 3.07B     1.056118   0.9671528   1.444352 .0596967 .0354352 

2016 M   15.03846   2.15B  7.692308   2.269231 3.115385   .0591427 .0844576 

       SD   12.06476   3.57B    1.59422    .8744229 1.505375   .021646 .018861 

2017 M   16.03846   2.27B  7.615385   2.230769   2.923077   .0557745  .0827445 

       SD   12.06476   3.86B    1.09825   .7646015 1.163549   .0276599 .017745 

2018 M   17.03846   2.37B    7.576923   2.192308 2.769231   .0497852 .0782088 

       SD   12.06476   3.80B    .9868364   .5670436   .862911   .0166203 .0119697 

2019 M   18.03846   2.47B    7.269231   2.269231 2.730769   .0563385 .081323 

        SD   12.06476   3.80B    1.150919 .7775702 .9190296   .0220897 .0133546 

2020 M   19.03846   2.67B    7.192308   2.346154 2.730769   .0629007 .0946006 

        SD   12.06476   4.05B    1.233507 .8918434 .9190296   .0149151 .0175219 

2021 M   20.03846   2.92B    7.500       2.192308 2.884615   .0599208 .0930351 

        SD   12.06476   4.30B    1.30384   .8952868 1.032547   .0192298 .0127131 

2022 M   21.03846   2.85B    7.384615   2.269231   2.769231 .0764046 .1087477 

        SD   12.06476   4.02B    1.168826   .8744229   1.031802   .016968 .0255562 

Total M   17.53846   2.42B    7.485577   2.240385   2.913462 .0598526 .0880103 

        SD   12.07939 3.78B   1.203772   .82233551.134531   .0288133 .0223291 

_____________________________________________________________________ 

M = Mean, SD = Standard Deviation B= Billion 

Source: Researcher 2025 

4.2.2 Descriptive Statistics Sector-wise 

The research desired to compare the sectorial statistics of the private universities 

pension funds vis-à-vis the public universities pension funds in Kenya. The statistics 

are as shown by table 4.3. 
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According to the statistics generated, the public universities exhibit a significantly 

larger average fund size at Ksh 3.16 billion compared to Ksh 718 million for the 

private universities. This vast difference likely reflects the access public funds have to 

broader capital markets and larger pools of resources. Public funds may also have a 

wider investor base due to the huge contributions. The high contributions by both the 

employee and the employer could also be a factor in the huge mean fund size of the 

public universities 

A comparison of the average fund age shows that the private sector has a higher 

average fund age of 19.625 years compared to 14.89 years in the public sector. This 

finding suggests that private universities funds in Kenya have been in operation 

longer than the public Universities. A possible implication is that private funds have 

more experience, though this may also indicate a slower growth trajectory compared 

to newer, younger public funds.  

A look into the average board size shows that public universities funds have an 

average board size of 8 members as compared to 7 members in the private universities 

pension funds. This slight difference may be attributed to the clamour for better 

governance structures in the public funds and public sector in Kenya. There is also the 

possibility of more inclusivity in order to comply with stricter regulations as 

stipulated in the laws.  

In terms of gender diversity, Public funds have an average of 2.32 women on their 

boards as compared to 1.95 women in private funds. 

This difference indicates a better representation of women who are in leadership 

positions in the public sector. It shows a move in the right direction for public 
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institutions move to improving gender equality and adherence to the requirements of 

the constitution and principles of good governance. Public sector companies may be 

more subject to corporate governance codes or shareholder pressure to ensure 

diversity in leadership. 

In terms of financial expertise, both public pension funds and private pension funds 

exhibit an almost equal membership with 2.92 members having financial expertise on 

public boards of trustees and 2.89 on private boards’ board of trustees. This suggests 

that regardless of whether public or private pension fund, each recognizes the 

importance of financial expertise in corporate governance. 

The diversification ratio is a measure used to evaluate the benefits of diversification 

within a portfolio. It is calculated by comparing the risk of the overall portfolio to the 

weighted average risk of its individual assets. The lower the diversification ratio, the 

greater is the benefit of diversification. A comparison between the Diversification 

Ratio Private Universities Pension funds and the Public Universities Pension funds 

show that at an average of 5.84%, the public universities pension funds are more 

diversified than their Private Universities Pension Funds at 8.66%. The summary of 

these findings is that Public Universities Pension Funds have a better risk reduction 

from diversification compared to Private Universities Pension Funds Firm A, as 

indicated by the lower diversification ratio. 

In the period under consideration, the Public Universities Pension Funds Posted an 

average return on assets (ROA) of 8.86% as compared to the Private Universities 

Pension Funds average of 8.66%. This difference is basically marginal. However, the 

Public Universities Pension Funds ROA is slightly higher than the Private 

Universities Pension Funds. While the difference is small, it suggests that public 
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Universities funds, despite their larger size and potentially greater complexity, are 

able to achieve a somewhat more effective use of their resources to produce revenue. 

Table 4. 3: Descriptive Statistics Sector-wise  

_________________________________________________________________ 

 SECTOR   FundAge FundSize   BDSize WoSize   FinExp       DivRatio ROA 

PRIVATE   19.625 0.718B    6.92188 1.95313   2.89063    0.0631 0.08657 

PUBLIC     14.88889 3.16B   7.73611 2.31944   2.91667   0.05836 0.0886 

Total    16.34615    2.41B    7.48558 2.20673   2.90865   0.05982 0.08798 

__________________________________________________________________ 

Source: Researcher 2025 

4.3 Diagnostic Tests Results 

4.3.1 Unit Root Test 

A Unit Root Test is a statistical method used to ascertain if a time series variable is 

non-stationary because a unit root is present. According to Gujarati (2003), a time 

series is deemed stationary (or immobile) if it’s mean and standard deviation are 

consistent over time. This characteristic, stationarity, means that the statistical 

properties of the time series, such as its mean and variance, do not change over time. 

Conversely, if a time series is non-stationary, statistical analysis can result in 

inaccurate conclusions. For this study, the Levin, Lin, and Chu (LLC) Test was 

employed to conduct the unit root test. The test hypothesis for the Unit Root Test is: 

H0: Panels contain unit  

Ha: Panels are stationary 
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The results for Levin, Lin, and Chu (LLC) Test for Stationarity are shown in table 4.4 

below. The test was done at 5% level of significance. From the table 4.4 below, the 

variables had the following p-values:  fund size p-value = 0.0001; fund age p-value = 

0.0002; board size p-value = 0.000; women size p-value = 0.0001; financial expertise 

p-value = 0.0000; diversification ratio p-value = 0.00029 and ROA had a p-value = 

0.0000. It can be observed that for all the p-values, the null hypothesis H0 is less than 

zero and therefore we rejected the null hypothesis at the 0.05 level of significance 

meaning that the alternative hypothesis Ha is accepted and that all panels do not have 

unit root and therefore stationarity holds. 

Table 4. 4: Unit Root Test Results 

________________________________ 

Variable Statistic  P-Value   

________________________________ 

FundSize -3.8098         0.0001 

Fund Age -3.5001    0.0002 

BDSize -4.1952   0.0000 

WoSize -3.7382             0.0001 

FinEXp -4.7043         0.0000 

DivRatio -2.7535         0.0029 

ROA  -4.0934         0.0000 

_______________________________ 

Source: Researcher 2025     
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4.3.2 Analysis of Correlation between variables 

Correlation analysis is used to measure both the strength and direction of the 

relationship between pairs of variables. To achieve this in the study, Pearson 

Correlation coefficients were calculated. These coefficients specifically determine the 

measure of linear association existing between any two variables within the study that 

were measured on a continuous scale. The strength of association of relationship 

between boards attributes might differ among firms and industries in various 

circumstances. The correlation was done at 5% level of significance. The Pearson 

correlation coefficients can range from -1 to 1. A perfect negative linear relationship 

is represented by a value of -1 meaning that as one variable increases, the other 

decreases proportionally. A perfect positive linear relationship is represented by a 

value of +1 which means that where both variables increase together proportionally. 

A value of zero suggests that there is no linear relationship between the two variables. 

Values closer to -1 or 1 indicate a stronger linear relationship, while values closer to 0 

indicate a weaker one. There is no universally accepted thresh-hold as to the 

acceptable value of correlation but a guide as indicated is acceptable. When  R= 0, 

there is no correlation; when  0.1≤∣R∣<0.3, there is a weak correlation; when  

0.3≤∣R∣<0.5, there is a moderate correlation and when  ∣R∣≥0.5, there  is a strong 

correlation between the variables. This correlation matrix as indicated in the table 4.5 

below  shows the relationship between Return on Assets (ROA), Fund Age, Fund 

Size, Board Size (BDSize), Women Size (WoSize), Financial Expertise (FinExp), and 

Diversification Ratio (DivRatio).  

The study identified that a negative relationship exists between ROA and Fund Age of 

-0.5161 meaning older funds tends to have lower returns on assets. This could be 
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explained by mature funds having more established portfolios and potentially less 

aggressive growth strategies, leading to lower returns and reduced profitability. A 

similar observation was observed by Neveu et al. (2022) who found that institutional 

maturity often correlates with conservative investment strategies, which may 

prioritize stability over high returns. 

The study revealed that a positive relationship exists between ROA and Fund Size of 

0.8760. This can be related to larger funds tending to perform better in terms of 

returns on assets. As the fund assets increase, the returns also increase and 

consequently this leads to an increase in ROA. This could be because larger funds 

may have better access to resources, better economies of scale and more diversified 

portfolios which may lead to higher returns. This resonates well with the findings of 

Choi and Luo (2021) who found that larger funds benefit from resource advantages 

and risk-sharing capacities, which contribute to their positive financial outcomes. 

The study findings reveal a strong positive correlation between Return on Assets 

(ROA) and Board Size, with a Pearson correlation coefficient (R) of 0.7800. This 

suggests a tendency for funds with larger boards to exhibit better financial 

performance. This positive relationship can potentially be attributed to the benefits 

derived from the diverse perspectives and more robust governance structures often 

associated with a larger board. Such characteristics can lead to enhanced decision-

making processes and more comprehensive strategic oversight, ultimately 

contributing to improved financial outcomes for the funds. Kwan and Lau (2020) 

emphasize that board diversity and size significantly impact organizational 

performance through improved strategic initiatives and governance practices. 
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The study shows a positive correlation between ROA and Women Size of 0.4121 

suggesting that funds with more women on the board or leadership tend to perform 

slightly better. This may indicate that gender diversity has a positive, impact on the 

pension funds financial performance. The findings imply that the inclusion of women 

in the board can lead to an improved financial performance of pension funds. Past 

research has indicated that inclusion of women in management can lead to better 

decisions thus improving on performance. Bhatia et al. (2021), which demonstrate 

that gender diversity enhances board discussions and decision-making quality, 

positively influencing financial performance. 

There is a positive correlation between ROA and Financial Expertise = 0.4942. This 

suggests that funds with a higher degree of financial expertise among leadership 

experience better performance. This finding resonates with studies by Ahmed et al. 

(2023), which highlight that financial acumen within governance teams leads to 

improved strategic investment decisions.  

There is a negative correlation between ROA and Diversification Ratio of -0.4181 

suggesting that more diversified funds tend to have lower returns on assets. While 

diversification usually reduces risk, it may also dilute returns if the diversified 

investments do not perform as well as a more focused strategy. Even though 

diversification reduces risk, it prevents the funds from investing in fewer portfolios 

with higher returns. A Previous study, by Perez and Wang (2020) similarly suggest 

that over-diversification may hinder aggressive growth opportunities thus leading to 

lower returns. 

The study reports that a negative relationship exists between Fund Age and Fund Size 

of R = -0.6892 which suggests that newer funds tend to grow faster potentially 
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because they adopt innovative strategies and aggressive growth models. (Zhang et al., 

2021) found that in line with the life-cycle theory of organizations younger entities 

often prioritize expansion which will lead to larger entities. 

Study findings show a weak negative correlation between Fund Age and Board Size 

of R=−0.3662) giving the impression that older funds tend to have slightly smaller 

boards. This trend could be due to organizational consolidation or changes in 

governance structures over time as funds mature. Such reductions might be an 

outcome of efficiency-driven reforms that aim to streamline decision-making 

processes. Recent studies, Lopez and Martinez (2022) in their study highlighted that 

older organizations often restructure their governance frameworks to align with 

changing operational needs, which may include downsizing board sizes for cost 

efficiency or regulatory compliance. 

There is a negative correlation between Age of the Fund and the proportion of women 

in leadership of −0.2314) which indicates that older funds tend to have fewer women 

in their workforce or leadership roles. This pattern might reflect historical hiring 

practices and governance structures that favoured less diversity. However, more 

recent shifts toward inclusivity suggest that younger funds are more likely to prioritize 

gender diversity. Research by Khan and Alavi (2021) shows that organizations 

established in the last two decades are more likely to implement gender-diversity 

policies, potentially explaining this generational disparity. 

There is a negative correlation between Fund Age and Financial Expertise of R= 

−0.3025 suggests that older funds may have less financial expertise among their 

leadership. This could stem from entrenched traditional practices, political patronage, 

or cronyism, which may hinder the inclusion of modern financial expertise in 
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decision-making. Studies by Ong and Tan (2023) emphasize that younger 

organizations, being more dynamic, often seek professionals with contemporary 

financial skills, while older entities may rely on legacy frameworks and networks. 

The correlation between Fund Age and Diversification Ratio is almost negligible of 

R=0.0737), indicating that the age of a fund does not significantly influence its 

diversification strategy. This finding aligns with observations by Taylor et al. (2020), 

who noted that diversification levels are typically driven by strategic goals and market 

conditions rather than the organization's age.  

There is a positive correlation between Fund Size and Board Size of R=0.7889 

suggesting that larger funds tend to have larger boards. This is likely due to the 

increased complexity and operational scale of larger funds, necessitating broader 

governance structures to manage diverse portfolios. Ahmed et al. (2021) found that 

larger boards often bring greater oversight and expertise, enabling funds to address 

the challenges of large-scale operations effectively.  

The results reveal a positive correlation of 0.3640 between Fund Size and the 

proportion of women in the board of trustees. This suggests that larger funds tend to 

have slightly more women on their boards. This could reflect an increased emphasis 

on diversity in more prominent organizations, as noted by Lee and Kaur (2021) who 

observed that larger organizations are often at the forefront of implementing diversity 

initiatives due to greater public scrutiny. 

The positive correlation between Fund Size and Financial Expertise R = 0.4420 which 

suggests that larger funds often engage professionals with financial expertise. This 

trend is likely due to the complexity and scale of larger funds, which demand 
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advanced skill sets. This is confirmed by a recent study by Kim and Park (2023) 

which affirms the critical role of financial expertise in managing large, complex 

portfolios effectively.  

The study revealed a negative correlation between Fund Size and Diversification 

Ratio of R=−0.5079) which indicates that larger funds are less diversified. This could 

result from a strategic focus on core investments or high-return asset classes rather 

than extensive diversification. A study by Kwon and Park (2022) highlighted that 

larger funds often concentrate on specialized strategies to leverage their scale for 

competitive advantages, which can lead to lower diversification. 

There is a positive correlation r=0.4412 between Board Size and Women 

Representation, implying that larger boards tend to include more women. This trend 

aligns with diversity-promoting practices, as highlighted by studies such as Ali et al. 

(2022), which report a link between board size and inclusion efforts. 

The research findings show a positive correlation R = 0.3370 between Board Size and 

Financial Expertise which suggests that larger boards may include more financial 

experts, though the relationship is not particularly strong. This could reflect a 

preference for incorporating diverse skills as board size increases. Wang et al. (2023) 

found that boards with a larger number of members often seek to enhance their 

collective expertise through targeted appointments. 

There is a negative correlation between Board Size and Diversification Ratio R = 

−0.5546) which may be interpreted that larger boards are associated with less 

diversification. This may reflect a preference for more focused investment strategies 

that align with concentrated decision-making processes. According to Silva and Costa 
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(2022), larger boards often implement strategic centralization to maximize returns, 

which can reduce diversification levels. 

A positive correlation R = 0.2839) between the proportion of women in the board and 

Financial Expertise which may be interpreted to mean  that funds with more women 

on their boards also tend to have slightly higher levels of financial expertise. This 

finding supports research by Bhatia et al. (2021), who noted that diverse boards often 

recruit members with complementary expertise to enhance decision-making. 

There is a negative correlation R = −0.2824 between the proportion of women in the 

board and Diversification Ratio which  indicates that funds with more women in 

leadership may be slightly less diversified. This could be due to strategic preferences 

or organizational dynamics. However, the relationship is weak and warrants further 

exploration.  

The research findings show a negative correlation of R = 0.2321) between Financial 

Expertise and Diversification Ratio which suggests that  funds with more financial 

expertise are slightly less diversified. This might be because financial experts often 

prioritize high-return, specialized investments over broad diversification. This 

observation aligns with findings by Perez et al. (2023), who argue that expertise-

driven strategies often emphasize focused investment approaches. 



124 

 

 

 

 

 

Table 4. 5: Correlation Analysis Results 

_____________________________________________________________________ 
ROA FundSize    FundAge   BDSize WoSize FinExp   DivRatio 

ROA  1.0000  

FundSize 0.8760*   1.0000  

  0.0000 

FundAge -0.5161* -0.6892*   1.0000  

  0.0000     0.0000 

BDSize  0.7800*   0.7889*   -0.3662*    1.0000  

  0.0000     0.0000      0.0000 

WoSize  0.4121*   0.3640*   -0.2314*     0.4412*      1.0000  

  0.0000     0.0000       0.0008     0.0000 

FinExp  0.4837*   0.4302*   -0.3096*      0.3167*       0.2930*   1.0000  

  0.0000     0 .0000      0.0000 0.0000       0.0000 

DivRatio -0.3869* -0.4849*    0.0771     -0.5261*     -0.2661*   -0.2260*  1.0000  

  0.0000     0.0000       0.2680     0.0000       0.0001     0.0010 

_______________________________________________________________________ 

* Sig = significant at 0.05     

FundSize = Fund size, FundAge = Fund age,   BDSize = Board size, WoSize = 

Women size, FinExp = Financial expertise, DivRatio = Diversification ratio     

Source: Researcher 2025 

 

4.4 Normality test  

Normality assumption assumes that the data being used for analysis is normally 

distributed about the mean. This study used Shapiro-Wilk test for normality. This test 

is normally appropriate when the sample or data set is not large i.e. n < 2000. The 

Null hypothesis was that the data was from a normally distributed population. The 

Shapiro-Wilk test results in the table 4.5 below show that the p-values for the 

variables as: ROA = 0.31898; Fund Size = 0.44654; Fund Age = 0.72371; Board Size 

= 0.37724; Women Size = 0.18109; Financial expertise = 0.64922 and Diversification 

ratio = 0.55061. The p-value for all the variables was more than 0.05 and therefore we 

conclude that the data is normally distributed. The p values range between p= 0.18109 

and p=0.72371. The fact that the p-values are more than 0.05 we therefore fail to 

reject the Null hypothesis. 
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The null hypothesis was: 

H0: The data follows a normal distribution 

 Ha: The data does not follow a normal distribution 

Table 4. 6: Normality Test Results 

___________________________________________________________________ 

Variable Obs  W  V  z  Prob>z 

___________________________________________________________________ 

ROA  208  0.99206 1.226  0.471  0.31898 

Fund Size 208  0.99313 1.060  0.134  0.44654 

Fund Age 208  0.99499 0.773  -0.594  0.72371 

Board Size 208  0.99258 1.145  0.313  0.37724 

Women Size 208  0.99038 1.485  0.911  0.18109 

FinExpt 208  0.99451 0.847  -0.383  0.64922 

DivRatio 208  0.99387 0.946  -0.127  0.55061 

_____________________________________________________________________ 

FinExpt = Financial expertise, DivRatio = Diversification Ratio 

Source: researcher 2025 

4.5 Multicollinearity Test 

To specifically assess the degree of correlation among the independent variables in 

this research, the Variance Inflation Factor (VIF) was utilized. A high degree of 

correlation among independent variables can significantly disrupt statistical analysis, 

thereby restricting the validity and scope of the research conclusions that can be 

drawn. To ascertain the presence of such high correlation among one or more 

independent variables in this study, a Multicollinearity test was conducted, the results 

of which are presented in the table below. 

To specifically assess the degree of correlation among the independent variables in 

this research, the Variance Inflation Factor (VIF) was adopted. The VIF metric 
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quantifies the degree to which the variance of a regression coefficient is inflated as a 

result of linear dependence (or correlation) with other predictor variables in the 

model. Consequently, elevated VIF values serve as an indicator of Multicollinearity, a 

condition that can undermine the reliability of the calculated regression coefficients 

by artificially increasing their variances.According to the guidelines established by 

Hair et al. (2006), Gujarati and Porter (2021), and Newbert (2008), a VIF value of 10 

or more is considered indicative of problematic Multicollinearity that could distort the 

results and affect the study's validity. The VIF results for this study, presented in 

Table 4.7, ranged between 1.28 and 6.32, with an overall mean of 2.79. These results 

indicate that none of the independent variables exceeded the critical threshold of 10, 

suggesting an absence of significant Multicollinearity issues. The specific VIF values 

and their corresponding tolerance levels (1/VIF) were as follows: Fund Size: VIF = 

6.32; Tolerance = 0.158; Fund Age: VIF = 2.67, Tolerance = 0.375; Board Size: VIF 

= 3.48, Tolerance = 0.288; Women Size: VIF = 1.30, Tolerance = 0.772; Financial 

Expertise: VIF = 1.28, Tolerance = 0.783 and Diversification Ratio: VIF = 1.72; 

Tolerance = 0.581. The tolerance values of the independent variables, ranging from 

0.158 to 0.783, were well above the commonly used threshold of 0.1, further 

confirming the absence of Multicollinearity. These findings ensure that the predictive 

relationships between the independent variables and the dependent variable are 

reliable and not unduly influenced by inter-correlations among the predictors. Such 

results are consistent with prior research, which underscores the importance of 

ensuring low Multicollinearity to maintain the interpretability and stability of 

regression models (Hair et al., 2006). 
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Table 4. 7: Multi-collinearity Test Results 

______________________________________________ 

Variable   VIF  1/VIF   

______________________________________________ 

Fund Size   6.32  0.158146 

Fund Age   2.67  0.374998 

Board Size   3.48  0.287596 

Women Size   1.30  0.772029 

Financial Expertise  1.28  0.783374 

Diversification Ratio  1.72  0.580714 

Mean VIF   2.79 

________________________________________________ 

Source: Researcher 2025 

4.6 Homoscedasticity assumption 

Homoscedasticity is an assumption in regression analysis stating that the variance of 

the residuals (or error terms) within a model remains constant across all levels of the 

independent variables. Should this assumption be violated, meaning the variance of 

the residuals changes across different levels of the predictors, the model is then said to 

suffer from heteroscedasticity. To assess for homoscedasticity in this study, the 

Breusch-Pagan / Cook-Weisberg test was utilized. This is a popular test for detecting 

heteroscedasticity. It tests whether the residual variance is dependent on the values of 

the independent variables. The null hypothesis for this test (referring to the Breusch-

Pagan / Cook-Weisberg test for homoscedasticity) is that the variance of the residuals 

is constant, which means the assumption of homoscedasticity holds true. A low p-

value typically less than 0.05 indicates heteroscedasticity, meaning the assumption of 

homoscedasticity is violated. The results from the table indicate that the p-value is 

0.3991, which is higher than the conventional significance level of 0.05. Based on 
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this, we fail to reject the null hypothesis. Therefore, we conclude that there is 

homoscedasticity in the model, meaning the variance of the residuals is constant. 

Table 4. 8: Breusch-Pagan / Cook-Weisberg test for Homoscedasticity 

__________________________________________________________ 

         Ho: Constant variance 

         Variables: fitted values of ROA 

__________________________________________________________ 

         chi2 (1)      =     0.71 

         Prob > chi2 =   0.3991 

_________________________________________________________ 

Source: Researcher 2025 

4.7 Autocorrelation Test 

Autocorrelation refers to a key assumption in regression analysis: that the error terms 

(or residuals) are independent, meaning they are not correlated with each other. There 

are several methods recommended for testing for autocorrelation in panel data. 

Among them is Wooldridge test, Breusch-Godfrey LM Test, Baltagi-Wu Locally Best 

Invariant (LBI) Test, Manual Approach Using Residuals etc. This study adopted the 

Wooldridge test for auto-correlation. The Wooldridge test for autocorrelation in panel 

data assesses whether the residuals in a panel regression model exhibit first-order 

serial correlation.  The null hypothesis (H0) for this test posits the absence of first-

order autocorrelation. Specifically, H0 states: "no first-order autocorrelation." In this 

particular case, the test produced an F-statistic of 0.374, with degrees of freedom of 1 

for the numerator and 7 for the denominator, yielding a p-value of 0.5602. Given that 

the p-value is greater than the standard significance threshold of 0.05 (p=0.5602), we 

therefore fail to reject the null hypothesis. This indicates no significant evidence of 

autocorrelation in the residuals. The lack of autocorrelation is crucial, as it ensures the 
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validity of regression estimates and avoids biases in standard errors and test statistics. 

Wooldridge (2002) emphasized that such tests are integral to diagnosing model 

adequacy in panel data studies. Therefore, the absence of autocorrelation suggests that 

the model assumptions regarding residual independence across time are satisfied, 

supporting the robustness of the findings. 

Table 4.9: Auto-correlation Test Results 

________________________________________ 

F-Statistic   0.374 

P-value   0.6502 

Degrees of freedom  (1, 7) 

_________________________________________ 

Source: Researcher 2025 

4.8 Random and Fixed Effects 

The study sought to establish whether to use random effects or fixed effects when 

conducting the regression analysis. According to Baltagi (1995), random and fixed 

effects models can produce different estimation results, particularly when the time 

period is short and the sample size is large. To decide which of these two models was 

more appropriate for the analysis, a regression was initially performed using both the 

fixed effects and random effects models. Following these initial regressions, 

Hausman's test was then applied to formally determine the more suitable model. 

4.8.1 Random Effects  

According to Moulton (1986) and Baltagi (1995), when working with panel data, it is 

critically important to test for random individual effects. Neglecting to account for 

these effects can result in substantial bias in the estimation of coefficients. The 

random effects model assumes that the individual or group-specific effects are 
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uncorrelated with the other independent variables included in the analysis. The 

random effects table as shown in Table: shows that the overall effect of BDSize, 

WoSize, FinExp, DivRatio FundSize and Fund Age explain up to 78.87% of the 

variation in ROA can be explained by the model. Fund age has a positive coefficient 

of (β=0.0052135. this means that each additional year in Fund Age increases ROA by 

0.0052, with a strong statistical significance. FundSize has (β =115.04, p = 0.000. 

FundSize has a positive and highly significant impact on ROA. A unit increase in 

FundSize is associated with a 115.04 increase in ROA. BDSize has a coefficient of   β 

=0.0193, p = 0.00 which is statistically significant. This means that Board size is 

positively associated with ROA and for each additional board member increasing 

ROA by 0.0193. WoSize has a coefficient of β = 0.0007, p = 0.024: The analysis 

indicates that the proportion of women on the board (WoSize) has a small but 

statistically significant positive impact on Return on Assets (ROA). This suggests that 

even a slight increase in the number of women on the board is associated with a 

marginal improvement in ROA.FinExp has a positive and significant coefficient of β 

= 0.0978, p = 0.005. This means that financial expertise is positively associated with 

ROA. A one-unit increase in FinExp increases ROA by 0.0978. DivRatio has a 

positive and significant coefficient of β = 0.0355, p = 0.035. This means that for a unit 

increase in DivRatio, there is an increase in ROA by 0.0355. 
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Table 4. 10: Random effects 

Random-effects GLS regression                   Number of obs      = 208 

Group variable: YEAR                             Number of groups   = 8 

R-sq:  within = 0.7724                          Obs per group: min = 26 

Between = 0.9538                                         avg = 26.0 

Overall = 0.7887                                         max = 26 

Wald chi2 (6)       = 750.15 

corr(u_i, X)   = 0 (assumed)                    Prob > chi2        = 0.0000 

____________________________________________________________________ 

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

____________________________________________________________________ 

FundAge     0.0052135    0.0005837     8.93    0.000     .0040696 .0063575 

FundSize      115.038    10.92978    10.53    0.000     93.61598 136.4599 

BDSize     0.019259  0.0071527     2.69    0.007      0.00524 .033278 

WoSize    0.0006662    0.0002962     2.25    0.024    0.0000857 .0012467 

FinExp     0.0977666    0.0352076     2.78    0.005    0.0287609 .1667723 

DivRatio     0.0355395    0.016886     2.10    0.035    0.0024436 .0686354 

_cons     0.8376802   0.0123636    67.75    0.000    0.8134479 .8619125 

_____________________________________________________________________ 

sigma_u           0 

sigma_e   0 .0559378 

Rho       0   (fraction of variance due to u_i) 

Source: Researcher 2025 

 

4.8.2 Fixed effects 

Baltagi (1995) posited that the fixed effects model assumes that any unobserved or 

omitted factors within the model can have an arbitrary correlation with the 

independent variables that are part of the analysis. He further explains that the fixed 

effects approach is particularly useful for exploring the relationship between predictor 

variables and outcome variables within a specific entity, such as a country, an 

individual person, or a company. This is because, as Baltagi highlights, each entity 

possesses its own unique, individual characteristics that may or may not influence the 

predictor variables being studied. The fixed effects table as shown in table below 

shows that the overall coefficient of Board Size, Women Size, Financial Expertise, 
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Diversification Ratio Fund Size and Fund Age is 0.7871. This means that up to 

78.71% of the variation in ROA can be explained by the model.  

Fund age has a positive coefficient of (β=0.0043896. This means that each additional 

year in Fund Age increases ROA by 0.0043896, with a strong statistical significance. 

FundSize has (β = 99.27798, p = 0.000. FundSize has a positive and highly significant 

impact on ROA. A unit increase in FundSize is associated with a 99.27798 increase in 

ROA. Board Size has a coefficient of   β = 0.0220358, p = 0.002 which is statistically 

significant. This means that Board size is positively associated with ROA and for each 

additional board member increasing ROA by 0.0220358. Women Size has a 

coefficient of β = 0.0006557, p = 0.024: The proportion of women on the board 

(WoSize) has a positive and statistically significant impact on ROA. An increase in 

the number of women in the board increases ROA dismally by 0.0006557. Financial 

Expertise has a positive and significant coefficient of β = 0.0942072, p = 0.007. This 

means that financial expertise is positively associated with ROA. A one-unit increase 

in Financial Expertise increases ROA by 0.0942072. Diversification Ratio has a 

positive and significant coefficient of β = 0.0281099, p = 0.091. This means that for a 

unit increase in DivRatio, there is an increase in ROA by 0.0281099. 
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Table 4. 11: Fixed effect Results 

Fixed-effects (within) regression                Number of obs      =       208 

Group variable: YEAR                             Number of groups   =         8 

R-sq:  within = 0.7740                           Obs per group: min =        26 

Between = 0.9454                                         avg =      26.0 

Overall = 0.7871                                         max =        26 

F(6,194)           =    110.76 

corr(u_i, Xb)  = 0.2470                         Prob > F           =    0.0000 

_____________________________________________________________________ 

ROA       Coef.     Std. Err.       t     P>t      [95% Conf.  Interval] 

_____________________________________________________________________ 

FundAge    0.0043896    .0005961      7.36     0.000     .0032139     .0055653 

FundSize     99.27798    11.31571      8.77    0.000     76.96038     121.5956 

BDSize    0.0220358  0.0070757      3.11   0.002     .0080806      .035991 

WoSize    0.0006557    0.0002877      2.28    0.024     .0000883     .0012232 

FinExp    0.0942072    .0342485      2.75    0.007     .0266601     .1617544 

DivRatio    0.0281099    .0165491      1.70     0.091    -.0045293     .0607492 

_cons    0.8533593    .0124919     68.31   0.000      .828722     .8779967 

_____________________________________________________________________ 

sigma_u    .0205208 

sigma_e    .0559378 

Rho   .11861599   (fraction of variance due to u_i) 

F test that all u_i=0:     F(7, 194) =     3.05              Prob > F = 0.0046 

Source: Researcher 2025 

4.8.3 The Hausman test 

This refers to a statistical test, formulated by Jerry Hausman in 1978, which is 

conducted to decide whether an econometric model should be estimated using fixed 

effects (FE) or random effects (RE). The Hausman test compares two different 

estimates of the model parameters under the assumption of the data generating 

process. 

The Hausman test statistic follows a chi-square (χ2) distribution. This allows 

researchers to evaluate the null hypothesis (H0), which states that the difference in 

coefficients between the FE and RE models is not statistically significant. If this null 
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hypothesis holds true, it implies that the random effects model estimates are 

consistent and can be used without concerns of bias. 

The alternative hypothesis (Ha) states that the fixed effects model is more appropriate. 

This is indicated when there are significant differences between the estimates from the 

two models, suggesting that the regressors are correlated with the individual effects, 

leading to omitted variable bias in the random effects model. In such cases, the fixed 

effects model is preferred as it addresses this bias by accounting for all time-invariant 

differences between the entities being studied. 

To make this determination in the current study, two separate regressions were 

initially performed: one using the fixed effects model and the other using the random 

effects model. Subsequently, the Hausman test was conducted. 

In the Hausman test, the null hypothesis (H0) states that the random effects (RE) 

model is appropriate, implying that the differences in coefficients between the FE and 

RE models are not systematic. The alternative hypothesis (Ha) states that the fixed 

effects model is more appropriate because there are significant differences between 

the estimates, indicating that the regressors are correlated with the individual effects 

and thus the differences in coefficients are systematic. 

These hypotheses were tested at a 0.05 significance level. Typically, rejecting the null 

hypothesis (i.e., a p-value < 0.05) would suggest that the fixed effects model is more 

appropriate. In this specific case, the test statistic was χ2 =5.73 and the associated p-

value was 0.4543. Since this p-value of 0.4543 is greater than the conventional 

significance level of 0.05, we fail to reject the null hypothesis. Consequently, based 
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on the Hausman test results as tabulated, the random effects model was deemed 

appropriate and used in conducting the regression analysis. 

Table 4. 12: Hausman test 

________________________________________________________ 

  ---- Coefficients ---- 

(b)           (B)             (b-B)     sqrt(diag(V_b-V_B)) 

fe             re          Difference          S.E. 

_________________________________________________________ 

Fund Age     0.0346221       0.036896       -0.0022739        .0017955 

Fund Size      5.538002      5.798258       -0.2602563        .1429876 

BDSize      0.1378197     0.1335869       0.0042328        .0075333 

WoSize     0.0114916     0.0109086        0.000583        .0006119 

FinExp     0.1110838     0.1136003       -0.0025165       0.0025788 

DivRatio       0.160844     0.1634428       -0.0025988       0.0056803 

___________________________________________________________ 

b = consistent under Ho and Ha; obtained from xtreg 

B = inconsistent under Ha, efficient under Ho; obtained from xtreg 

Test:  Ho:  difference in coefficients not systematic 

chi2 (6) = (b-B)'[(V_b-V_B)^(-1)](b-B) =   5.73 

Prob>chi2 =      0.4543 

Source: Researcher 2025  

4.9 The Regression Analysis Results  

Regression analysis is a statistical technique employed to examine the relationship 

between two or more variables. It enables the prediction or explanation of one 

variable based on the others. As Jackson (2012) explains, it's a collection of statistical 

techniques for estimating relationships between independent and dependent variables. 

Ahmed (2015) suggests that it's perhaps the most widely used technique for drawing 

inferences from experimental data. Furthermore, Gujarati (2013) notes that regression 

analysis evaluates the strength of these relationships and can even be utilized for 
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modelling future connections between variables. The study's goal was to ascertain 

whether portfolio diversification mediates the relationship between board of trustee 

characteristics and financial performance of Universities Pension Funds in Kenya. To 

achieve this objective, regression several regression models were fitted and the results 

analysed 

4.9.1 Regression Results for Control Variables on Financial Performance 

A control variable is any factor that remains unchanged throughout a study and 

significantly influences the values being measured. It is held constant to isolate and 

test the specific impact of an independent variable. Essentially, it's a variable managed 

due to its potential influence on the dependent variable, even though it's not the 

primary focus of the research (Kirui, 2014). 

In this study, the first model was fitted to determine the effect of the control variables 

on the dependent variables, specifically Fund Age and Fund Size against Financial 

Performance (ROA). The results from Table 4.7.1 lead to the following conclusions: 

Model Significance and Explanatory Power: The F-statistic of Wald χ2 = 539.91 with 

a p-value of 0.0010 indicates that the model is highly statistically significant, 

suggesting that the control variables collectively have a significant impact on ROA. 

Furthermore, an R-squared value of 0.6773 signifies that the model explains 

approximately 67.73% of the variation in ROA. This high R-squared value suggests a 

good fit of the model to the data, indicating that Fund Age and Fund Size account for 

a substantial portion of the changes observed in financial performance. 

Impact of Control Variables on ROA: Both Fund Age and Fund Size were found to be 

statistically significant at the 5% level, as their p-values are less than 0.05. Fund Age 
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has a coefficient of -0.0403446. This means that for every one-unit increase in Fund 

Age, ROA is expected to decrease by approximately 0.0403446 units, assuming Fund 

Size remains constant. At a 95% confidence level, we are confident that the true effect 

of Fund Age on ROA lies between -0.0638525 and -0.0168367. Fund Size has a 

coefficient of 0.6635663. This indicates that for each one-unit increase in Fund Size, 

ROA is expected to increase by approximately 0.6635663 units, holding Fund Age 

constant. With 95% confidence, we can say that the true effect of Fund Size on ROA 

lies between 0.6001508 and 0.7269819. 

Table 4. 13: Regression of Control Variables on Financial Performance 

Random-effects GLS regression                    Number of obs      = 208 

Group variable: YEAR                             Number of groups   =8 

R-sq:  within = 0.6773                          Obs per group: min = 26 

Between = 0.9847                                         avg = 26.0 

Overall = 0.7248                                         max = 26 

Wald chi2 (2)       = 539.91 

corr(u_i, X)   = 0 (assumed)                    Prob > chi2        = 0.0000 

___________________________________________________________________ 

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

___________________________________________________________________ 

FundAge    -.0403446     .011994     -3.36    0.001    -.0638525 -.0168367 

FundSize     .6635663    .0323555     20.51   0.000     .6001508 .7269819 

_cons     2.906518    .0895567    32.45   0.000      2.73099 3.082046 

____________________________________________________________________ 

Source: Researcher 2025 

4.9.2 Regression Results for Control Variables on Diversification Ratio 

When the control variables are regressed against the Diversification ratio, the results 

show the Wald chi2 (2) = 99.86 and p < 0.000 implying that fund age and fund size 

have a statistically significant relationship with diversification ratio. The model as a 

whole is statistically significant at the 1% level, indicating that the control variables, 
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Fund Age and Fund Size, jointly have a significant effect on Diversification Ratio. 

The within R2 of 0.3143 indicates that 31.43% of the variability in the dependent 

variable (Diversification Ratio) is explained by the independent variables within each 

group. Between R-squared values of 0.7239 explains the fact that 72.39% of the 

variation between different groups is explained by the control variables. The Overall 

R-squared of 0.3276 explains the fact that 32.76% of the total variation in the 

dependent variable (Diversification Ratio) is explained by the model. Fund Age has a 

coefficient of -.078383, a Standard Error of 0.0248522, z-value: -3.15 with a p-value 

of 0.002 suggesting that fund age is statistically significant because the p-value is less 

than the 5% thresh-hold.  The regression also suggests that the 95% Confidence 

Interval for fund age lies between -.1270924 and -.0296735. It can be concluded that 

fund age has a statistically significant but negative effect on Diversification Ratio. A 

one unit increase in Fund age is associated with a decrease in Diversification Ratio of 

078383 units assuming all other factors are held constant. The conclusion is that Fund 

Age has a statistically significant but negative effect on diversification ratio. 

FundSize has a coefficient of 0.6373008, a Standard Error of 0.0670421, z-value of 

9.51 with a p-value of 0.000 suggesting that fund size is statistically significant 

because the p-value is less than the 5% thresh-hold. The regression also suggests that 

the 95% Confidence Interval for fund size lies between 0.5059007 0.7687009. It can 

be concluded that fund size has a statistically significant positive effect on DivRatio. 

One unit increase in Fund size is associated with an increase in Diversification Ratio 

of 0.6373008 units assuming all other factors are held constant. The conclusion is that 

Fund Size has a statistically significant but negative effect on diversification ratio. 
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Table 4.14: Regression of Control Variables on Portfolio Diversification 

(DivRatio) 

Random-effects GLS regression                   Number of obs      = 208 

Group variable: YEAR                             Number of groups   = 8 

R-sq:  within = 0.3143                           Obs per group: min =26 

Between = 0.7239                                         avg = 26.0 

Overall = 0.3276                                         max = 26 

Wald chi2 (2)       = 99.86 

corr(u_i, X)   = 0 (assumed)                    Prob > chi2        = 0.0000 

___________________________________________________________________ 

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

____________________________________________________________________ 

FundAge    -.078383   0.0248522    -3.15    0.002    -.1270924 -.0296735 

FundSize     .6373008   0.0670421     9.51    0.000     .5059007 .7687009 

_cons     1.644488    .1855658     8.86    0.000     1.280786 2.008191 

_____________________________________________________________________ 

Source: researcher 2025 

4.9.3 Regression Results for Portfolio Diversification (Mediator) on ROA 

A regression analysis was conducted to examine the impact of Diversification Ratio 

(DivRatio) on Return on Assets (ROA).  The overall R-squared value of 0.1451 

indicates that approximately 14.51% of the total variation in ROA is explained by 

DivRatio while the within and between R-squared values are 0.1234 and 0.6703 

respectively. The Wald chi-squared test statistic of 31.58 with a p-value of 0.0000, 

confirms that the model is statistically significant, indicating a meaningful 

relationship between the independent variable (DivRatio) and dependent variable 

(ROA). The coefficient for DivRatio is 0.2654451, with a standard error of 

0.0472341. This positive relationship is significant and has a p-value = 0.000 

suggesting that a one-unit increase in DivRatio is associated with an increase of 

0.2654451 units in ROA, holding other factors constant. The 95% confidence interval 

for this coefficient ranges from 0.1728681 and 0.3580222 reinforcing the robustness 

of the negative effect. The constant term, 1.101233, is also significant (p-value = 
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0.000), representing the expected value of ROA when DivRatio is zero. The variance 

components reveal that 4.82% of the variation in ROA is due to differences between 

groups, as indicated by a rho value of .04874411, while the remaining variation is 

within groups. This suggests that the majority of the variability in ROA is attributed 

to within-group differences rather than between-group effects. Overall, the results 

highlight a significant and negative impact of DivRatio on ROA with most variation 

explained at the individual observation level.  

Table 4. 15: Regression of DivRatio on ROA 

Random-effects GLS regression Number of obs      = 208 

Group variable: YEAR  Number of groups   = 8 

R-sq:  within = 0.1234 Obs per group: min = 26 

Between = 0.6703 avg = 26.0 

Overall = 0.1451 max = 26 

Wald chi2 (1)       = 31.58 

corr(u_i, X)   = 0 (assumed) Prob > chi2        = 0.0000 

____________________________________________________________________ 

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

_____________________________________________________________________ 

DivRatio     .2654451   0.0472341 5.62    0.000     .1728681 .3580222 

_cons     1.101233    0.0129758 84.87    0.000     1.075801 1.126665 

____________________________________________________________________ 

Source: Researcher 2025 

4.10 Hypothesis Testing 

4.10.1 Test of Hypothesis for Direct effects of Independent Variables on ROA 

It was essential to determine the direct effects of the independent variables on the 

dependent variables. To actualize this, random effects regression model was run for 

Board Size, Women Size and Financial Expertise on the ROA while controlling for 
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the effects of Fund Age and FundSize which are the control variables. The results for 

the regression are as shown in table 4.9. 

The overall R-squared value for the model is 0.7889 which implies that approximately 

78.89% of the variation in ROA is explained by the independent variables and shows 

the fitness of the model. The within values are 0.7726 indicates that 77.26% of the 

variation in ROA within the same group i.e. year is explained by the model. . The 

between R-squared value of 0.9534 suggests a high explanatory power both within 

and between groups. The Wald chi-squared statistic of 751.05 with a p-value of 

0.0000, confirms that the model is statistically significant, indicating that the 

independent variables collectively have a meaningful effect on ROA. 

The findings on Board Size show a positive and significant relationship with ROA, 

with a coefficient of 0.0193 meaning that for each additional increase in a board 

member, ROA increases by 0.0193. The standard error of 0.0071474, the z-value of 

2.70 and the p-value of 0.007 emphasize the importance of board size in influencing 

firm performance. The 95% confidence interval for this coefficient is between 

0.0052859 and 0.033303 suggesting a reliable positive impact. The finding implies 

that having a larger board may contribute to better financial performance of pension 

funds. The conversation on the size of the board has been a major topic of research 

with findings presenting different conclusions. The results for this study has supported 

the findings of Coles, Daniel, and Naveen (2008) who found that that larger boards 

are often beneficial for complex firms that require more diverse knowledge to manage 

multiple business lines. 

The Coefficient of Women size (WoSize) of 0.0007 shows that a one-unit increase in 

the proportion or size of women on the board or in the increases ROA by 0.0007 is 
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associated with a 0.0007 increase in ROA. Statistical Significance for Women Size is 

indicated by p-value = 0.022. The effect is significant at the 5% level, suggesting that 

greater gender diversity positively influences 95% Confidence Interval 0.0001 to 

0.0013. These findings concur with Adams and Ferreira (2009) highlighted that 

greater female representation in corporate governance often leads to better monitoring 

and improved firm performance. Also Carter, D’Souza, Simkins, and Simpson (2010) 

emphasized that gender diversity enhances firm value by bringing different 

perspectives and increasing innovation, which might also support diversification 

efforts.  

The Coefficient for board members with financial expertise is 0.0981 meaning that for 

each additional board member with financial expertise, ROA increases by 0.0981. 

Statistical Significance p-value = 0.005 which is less than the 0.05 thresh-hold. The 

relationship is significant at the 1% level, indicating that financial expertise on the 

board positively and significantly impacts fund performance. This finding highlights 

the importance of financial  

H01: Board of trustees’ size has no significant effect on the financial performance 

of Pension funds of Universities in Kenya 

The study tested this hypothesis and from the findings, the board of trustees’ size had 

a positive and significant effect on the ROA (β = 0.1305916, ρ<0.05). The p-value of 

0.0001 is less than 0.05 % thresh-hold. This means that we reject the Null hypothesis 

that Board Size has no significant effect on the financial performance of Universities 

Pension Funds in Kenya and we accept the alternative hypothesis that Board Size of 

Board of Trustees has a significant effect on the financial performance of the 

Universities Pension Funds in Kenya. Z-Value (3.43) indicates that the coefficient for 
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Board Size is 3.43 standard errors away from zero and gives us more reason to reject 

the null hypothesis and accept the alternative hypothesis. We can therefore conclude 

that there is statistically significant evidence to conclude that the size of the board of 

trustees has a significant effect on the financial performance (measured by ROA) of 

Pension funds of Universities in Kenya. This supports the findings of Coles, Daniel, 

and Naveen (2008) who found that larger boards are often beneficial for complex 

firms that require more diverse knowledge to manage multiple business lines. Tijjani 

(2012) through a research of pension funds in Nigeria found that board size is an 

important aspect of board characteristics and that it had a positive impact on the 

sustainability of a pension fund.  

H02: Gender diversity in the board of trustees has no significant effect on the 

financial performance of Pension funds of Universities in Kenya. 

A look at WoSize size (table 4.9) shows that β = 0.0122481, ρ<0.05. The p value of 

0.025 is less than 0.05 showing that the gender has a significant effect on ROA. The 

inclusion of one woman in the board increases ROA by 0.0006797 units. This 

therefore means that we reject the null hypothesis which states that gender diversity 

has no significant effect on the financial performance and accept the alternative 

hypothesis that gender diversity and especially the representation of women in the 

board of trustees has a significant effect on the financial performance of Universities 

pension funds in Kenya. This is emphasized by the positive z-value of 2.25. There is 

empirical evidence suggesting that including women on the board of trustees 

positively affects the financial performance of university pension funds in Kenya. 

While previous research has presented mixed results on this topic, the conclusions of 

this study concur with several others. 
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Specifically, this study's findings align with those of Ongore et al. (2015), who found 

that gender diversity significantly influenced the financial performance of companies 

listed on the Nairobi Securities Exchange. Similarly, Kevin et al. (2008) observed a 

positive effect of gender diversity on firm value in Spain. Simpson et al. (2010) also 

support this, suggesting that a greater presence of women may encourage more 

participative communication among board members. 

The study's conclusions align with those of Gyapong et al. (2016). Their research 

suggested that including female, ethnic minority and foreign national individuals on 

corporate boards can boost board diversity by introducing a wider range of expertise, 

ideas, talents, skills, work ethic, backgrounds, and experience. This increased 

diversity, in turn, has the potential to enhance both board independence and oversight 

H03: Financial expertise of board of trustees has no significant effect on the 

financial performance of Pension funds of Universities in Kenya 

From the findings as shown on table 4.8.4, it can be seen that for Financial expertise 

has coefficient of β = 0.1123787, ρ<0.05. The p value of 0.005 is less than 0.05 

showing that the variable FinExp has a significant effect on ROA. The z-value for 

FinExp is 2.79 which is a strong positive. Given that p-value of 0.005 and z-value of 

3.79 shows that the FinExp is statistically significant, we then reject the null 

hypothesis that financial expertise of board of trustees has no significant effect on the 

financial performance of Pension funds of Universities in Kenya and accept the 

alternative hypothesis that financial expertise of the board of trustees has a positive 

effect on the financial performance of Universities pension funds in Kenya. For every 

unit increase in financial expertise, the financial performance increases by 0.0981211 

units. The importance of financial expertise in the board cannot be over-emphasized. 
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Guner et al. (2008) contend that board members possessing financial expertise play a 

significant role in shaping the finance and investment policies of the firms they 

oversee. Supporting this, Johl et al. (2015) identified a positive and statistically 

significant relationship between accounting expertise and financial performance. 

Furthermore, Andonov et al. (2016) found financial literacy to be a key factor in 

determining the performance of pension fund boards. 

Table 4. 16: Regression results Independent Variables on ROA 

to u_i) 

 

xtreg ROA FundAge FundSize  DivRatio BDSize WoSize FinExp, re 

Random-effects GLS regression Number of obs      = 208 

Group variable: YEAR  Number of groups   = 8 

R-sq:  within = 0.8017  Obs per group: min = 26 

Between = 0.9866   avg = 26.0 

Overall = 0.8274   max = 26 

Wald chi2(6)  =963.40  Prob > chi2        = 0.0000 

corr(u_i, X)   = 0 (assumed) 

 _______________________________________________________________ 

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

_____________________________________________________________________

FundAge     0.0371323    0.0096801 3.84    0.000     0.0181596 .0561051 

FundSize     5.816681    0.4993556 11.65   0.000     4.837962 6.795399 

DivRatio    0.1645735    0.0387224 4.25   0.000    0.0886791 0.240468 

BDSize    0.1305916    0.0380234 3.43   0.001    0.0560672 0.2051161 

WoSize    0.0122481    0.0054498 2.25   0.025    0.0015667 0.0229295 

FinExp     0.1123787    0.0284502 3.95   0.000     0.0566174 0.16814 

_cons     0.316715    0.0319435 9.91   0.000      0.254107 0.379323 

_____________________________________________________________________

sigma_u    0 sigma_e   .05239292 rho           0   (fraction of variance due to u_i) 

 

Source: Researcher 2025 

 

4.10.2 Regression Results of Independent Variables on Mediator 

A regression model was run to test the direct effects of the independent variables 

Board Size, Women Size and Financial expertise on the mediator which is portfolio 

diversification as shown by diversification ratio. 
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H04: Board of trustee size has no significant effect on portfolio diversification of 

pension funds of universities in Kenya 

The regression outcomes show that Board Size (BDSize) had a significant but 

negative effect on the diversification ratio (p-value = 0.000). The coefficient of - 

0.2879 suggests that for every unit increase in board size, the diversification ratio 

decreases by 0.2879. This finding contradicts the null hypothesis (H₀₄), as the effect 

of board size on diversification is statistically significant. The t- statistic for board size 

is -6.51 which indicates that large boards negatively affect portfolio diversification. 

Therefore, we reject H₀₄ and conclude that board size significantly affects the 

portfolio diversification of university pension funds in Kenya. The negative 

relationship suggests that larger boards might lead to inefficiencies in decision-

making, potentially reducing the extent of diversification. These findings concur with 

Odhiambo. (2016) found that certain aspects of board diversity, including educational 

level and professional experience, positively influenced financial performance, while 

factors like gender and average age had a negative correlation. Also these findings 

support past study findings which support the relevance of board size in influencing a 

fund’s investment decisions including portfolio diversification. Larger boards can 

suffer from coordination issues and lower efficiency, potentially leading to less 

optimal diversification strategies. According to Adams & Ferreira, (2020), Kweh et al 

(2021), large boards may hinder effective decision-making and responsiveness, 

negatively impacting financial performance and risk.  Moreover, smaller boards are 

often associated with stronger oversight and more cohesive decision-making, which 

can enhance portfolio management Harris & Raviv, (2018). Thus, the evidence aligns 
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with the findings of this analysis, suggesting that a smaller size might foster better 

portfolio diversification practices in pension funds. 

H05: Gender diversity of the board of trustee has no significant effect on portfolio 

diversification of pension funds of universities in Kenya.  

The coefficient for Women Size (proportion of women on the board of trustees) is -

0.0259, indicating a negative effect on portfolio diversification the standard error is 

0.0015129, with a t-statistic of -2.06 and a p-value of 0.042. Given that the p-value is 

less the normal significance threshold 0.05, then we can conclude that women size or 

gender diversity affects portfolio diversification. This therefore means that we reject 

the Null hypothesis H05 that board gender diversity doesn’t have a significant effect 

on portfolio diversification and accept the alternative hypothesis that gender diversity 

has a significant effect on portfolio diversification. There have been mixed research 

findings, some reporting positive relationship and others a negative relationship 

between gender and performance. Among those who found a positive relationship 

include Liu et al. (2014) who averred that there are positive benefits of gender 

balanced boards on a firm’s performance. Other researchers who have explored 

aspects of board diversity and financial performance include Carter et al. (2010), Rose 

(2007), and Abad and Saona (2022), though their findings, especially regarding 

gender diversity, have often been mixed or context-dependent. For example, Jin et al. 

(2014) observed a negative relationship between firms with higher power 

concentrations and financial performance in less developed market regions of China. 

Interestingly, they found that this impact became insignificant in more developed 

market regions and firms with lower power concentration. Closer to the current 

study's context, Manyaga et al. (2020) found that board gender diversity had a 
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negative but significant influence on return on equity (ROE) across banks, suggesting 

that increased female representation, in that specific banking context, might 

negatively impact financial performance. 

However, more recent research by Kandie et al. (2024), also conducted within Kenya, 

offers a different perspective. They found that board gender diversity serves as a 

beneficial mediator between capital structure and financial performance. This implies 

that diverse boards, particularly those with financial expertise, can positively 

influence financial outcomes by effectively mediating how capital structure impacts 

performance. 

H06: Financial expertise has no significant effect on portfolio diversification of 

pension funds of universities in Kenya 

The regression output provided for the effect of financial expertise on portfolio 

diversification which showed a positive coefficient of 0.0981211 and a statistically 

significant p-value = 0.005) suggesting that financial expertise significantly impacts 

portfolio diversification. For each unit increase of one person with financial expertise, 

there is an increase in diversification by 9.812%. This finding makes us reject the null 

hypothesis H06 which posits financial expertise has no significant effect on portfolio 

diversification of pension funds of universities in Kenya and we accept the alternative 

hypothesis which indicates that financial expertise has positive effect on portfolio 

diversification of pension funds of universities in Kenya. These findings are in 

tandem with recent research findings of Andonov and Rauh (2020), Pagliaro, C., & 

Utkus (2020) Morales and Stewart (2022) who found that financial expertise of the 
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boards of pension funds have a significant effect on investment allocations and 

diversification.  

Table 4.17: Regression Results for Independent Variables on portfolio 

diversification 

____________________________________________________________ 

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

___________________________________________________________ 

BDSize   -.2879058   .0442372    -6.51    0.000    -.3746092 -.2012025 

WoSize   -.0258975   .0127538    -2.03    0.042    -.0508944 -.0009005 

FinExp   0.0981211 .0571375    -2.57    0.010    -.2590352 -.0350603 

_cons    -.439848   .0566157    -7.77     0.000    -.5508127 -.3288834 

________________________________________________________________ 

sigma_u   0  sigma_e   .10344745 rho 0   (fraction of variance due to u_i) 

 

Source: Researcher 2025 

4.11 Hypothesis Testing for Mediator on ROA 

H07: portfolio diversification has no significant effect on the financial performance 

of Pension funds of Universities in Kenya 

The output from the regression of ROA against DivRatio in table 4.8.2 showed that 

the coefficient of DivRatio is 0.2654451 and a p-value =0.000 which shows a strong 

significance at 1%. The confidence interval for DivRatio between 0.1728681and 

0.358 reinforces this positive association as it does not contain zero. The findings 

strongly support the findings of past studies where diversification has been found to 

impact positively the performance of firms Smith, (2022), Garcia & Xu, (2021). 

Based on the findings, the null hypothesis that portfolio diversification has no 

significant effect on the financial performance of Pension funds of Universities in 
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Kenya was rejected. Consequently, the alternative hypothesis, which states that 

portfolio diversification has a significant effect on the financial performance of 

Pension funds of Universities in Kenya, was accepted. 

4.12 Mediating effect of Diversification on Financial Performance 

This research primarily sought to investigate how diversification acts as a mediator in 

the relationship between pension fund board characteristics and the financial 

performance of university pension funds in Kenya where Diversification ratio was 

used as the mediator. The study was conducted on three independent variables fund 

size, women size and financial expertise being mediated by the diversification ratio. 

Three direct effects were generated H01, H02, and H03. Three mediated effects were 

equally generated H08a, H08b, and H08c 

Using stata, the following command was used to generate the necessary paths to test 

for mediation  

sem (M <- X) (Y <- M X), standardized nocapslatent 

Where: M = Mediator, X= Independent variable and Y is the dependent variable 

The first mediation hypothesis was: 

H08a: Portfolio Diversification does not mediate between board size and financial 

 performance 

The data was imported into the Stata programme after which BDSize, DivRatio and 

ROA variables were fed into the relationship sem (M <- X) (Y <- M X), and the 

command was Okayed. The Stata generated the output as given below in Table 4.18 
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Path ‘a’ is from the independent variable board size (BDSize) to the mediator 

(DivRatio). This path has a negative Coefficient of -0.526 and a p-value = 0.000. This 

shows that the relationship between board size and diversification ratio is statistically 

significant. The coefficient of -0.526 indicates that as board size (BDSize) increases, 

the diversification ratio (DivRatio) decreases by 0.526 units. Path ‘b’ runs from the 

mediator (DivRatio to the dependent variable (ROA) with a coefficient of 0.032 and a 

p-value of 0.524 which means it is insignificant giving the notion that DivRatio does 

not have a strong or meaningful effect on ROA in this model. This interpreted is to 

mean that the level of diversification does not significantly impact returns on assets. 

The Direct Path from BDSize to ROA (c' path) has a Coefficient of 0.797 and p = 

0.000) meaning that it is highly significant. This means that there is a strong direct 

effect of board size on ROA. The insignificant path from DivRatio to ROA (b path) 

indicates that there is no meaningful mediation effect of DivRatio between BDSize 

and ROA. The relationship between board size and return on assets is primarily direct.  

Given that the insignificant path from DivRatio to ROA (b path) indicates that there is 

no meaningful mediation effect of DivRatio between BDSize and ROA. The 

relationship between board size and return on assets is primarily direct. This means 

that we accept the null hypothesis that Portfolio Diversification does not mediate the 

relationship between board size and financial performance of universities pension 

schemes in Kenya. This collates with Coles et al. (2021) who found similar results 

and said that large boards often pursue more conservative strategies, limiting 

diversification in favour of stable and core investments. Also Rumelt (2022 found that 

diversification does not universally enhance firm value and may, in some cases, 

detract from firm performance due to inefficiencies and complexities.  
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Table 4. 18: Test of Hypothesis H08a results 

_____________________________________________________________________ 

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

Structural      

DivRatio <-   

_____________________________________________________________________ 

BDSize     -.5261352    .0465443    -11.30   0.000    -.6173603   -.4349101 

_cons      -4.092529    .5605291     -7.30    0.000    -5.191146   -2.993913 

-------------+---------------------------------------------------------------- 

ROA <-        

DivRatio       .0324635    .0509772      0.64    0.524      -.06745     .1323769 

BDSize        .7970489    .0342464     23.27   0.000     .7299272    .8641706 

_cons             3.332868    .4691569      7.10     0.000     2.413338    4.252399 

var(e.DivRatio)   0.7231818    .0489772                       .6332865    .8258377 

var(e.ROA)     0.3908867    .0352994                          .3274782    .4665728 

_____________________________________________________________________ 

LR test of model vs. saturated: chi2 (0)   =      0.00, Prob > chi2 =     

Source: Researcher 2025   

H08b: Portfolio Diversification does not mediate between board gender diversity and 

 financial performance of universities pension funds in Kenya 

The null hypothesis in this analysis posits that Portfolio Diversification does not 

mediate the relationship between board gender diversity and financial performance of 

Universities pension funds in Kenya. This output investigates the relationships among 

WoSize, DivRatio, and ROA, considering DivRatio as the mediator that will channel 

the effects of WoSize on ROA and to see whether we accept the null hypothesis or 

reject it. Path ‘a’ from WoSize to DivRatio (a path) has a coefficient of -0.264 which 

is statistically significant (p = 0.000), indicating that as the representation of women 

on the board (WoSize) increases, the diversification ratio (DivRatio) tends to 

decrease. This finding suggests that gender-diverse boards might focus more on core 

operations rather than on diversification strategies, as they appear less inclined toward 

diversification when female representation is higher. Path ‘b’ from DivRatio to ROA 

has a coefficient of -0.300 which is also statistically significant (p = 0.000), this result 
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implies that higher diversification (DivRatio) is linked to lower ROA. This negative 

relationship indicates that diversification strategies may not be beneficial for firm 

performance. Direct Path from WoSize to ROA (c' path) has a positive coefficient of 

0.330 which is statistically significant (p = 0.000). This finding suggests a strong and 

direct effect of WoSize on ROA. This result supports the idea that an increased 

female presence on the board correlates with enhanced firm performance directly, 

aside from any impact of diversification. Given the significant relationships from 

WoSize to DivRatio and from DivRatio to ROA, there is enough evidence of an 

indirect effect of WoSize on ROA through DivRatio, indicating partial mediation. 

This outcome leads us to reject the null hypothesis that Portfolio Diversification does 

not mediate between board gender diversity and the financial performance of 

university pension funds in Kenya. As a result, we accept the alternative hypothesis, 

concluding that Portfolio Diversification does indeed mediate between board gender 

diversity and the financial performance of university pension funds in Kenya. These 

findings agree with the findings of Adams and Patricia (2012) who found that women 

on boards may favour less risky strategies, often prioritizing core activities over 

diversification, and generally discourage excessive risk-taking.  
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Table 4. 19: Test of Hypothesis H08b results 

sem (DivRatio <- WoSize) (ROA <- DivRatio WoSize), standardized nocapslatent 

Endogenous variables 

Observed:  DivRatio ROA 

Exogenous variables 

Observed:  WoSize 

Fitting target model: 

Iteration 0:   log likelihood = 88.740883   

Iteration 1:   log likelihood = 88.740883   

Structural equation model                       Number of obs      =       208 

Estimation method = ml 

Log likelihood     = 88.740883 

OIM 

_____________________________________________________________________ 

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

_____________________________________________________________________ 

Structural      

DivRatio <-   

WoSize     -.2638916    .0633759     -4.16   0.000    -.3881061    -

.139677 

_cons      -7.007739    .4536139    -15.45   0.000   -7.896806   -

6.118672 

_____________________________________________________________________ 

ROA <-        

DivRatio     -.2998892      .05991     -5.01   0.000    -.4173106   -

.1824677 

WoSize       .3296915    .0578138      5.70   0.000     .2163785    

.4430045 

_cons        5.369747    .6457637      8.32   0.000      4.104073     

6.63542 

var(e.DivRatio)     .9303612    .0334487                       .8670594    

.9982846 

var(e.ROA)      .7491876     .0505615                        .6563633    

.8551393 

_____________________________________________________________________ 

LR test of model vs. saturated: chi2(0)   =      0.00, Prob > chi2 =      . 

  

 

H08c: Portfolio Diversification does not mediate between financial expertise and 

 financial performance of pension funds of universities in Kenya 

The null hypothesis of this analysis proposes that diversification, represented by the 

diversification ratio (DivRatio), does not mediate the relationship between financial 
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expertise on the board (Finexp) and return on assets (ROA). This hypothesis was 

tested by examining the relationships between Finexp, DivRatio, and ROA, with a 

focus on whether DivRatio channels any indirect effects from Finexp to ROA. The 

Path from financial expertise (Finexp) to diversification ratio (DivRatio) (a path) has a 

coefficient of -0.226 (p = 0.000), indicating a statistically significant negative 

relationship. This result informs us that as financial expertise on the board increases, 

the level of diversification (DivRatio) tends to decrease. Boards with financial 

expertise may prioritize core business operations over diversification. This aligns with 

findings by Chen and Ho (2021), who observed that boards with strong financial 

acumen often adopt risk-averse strategies, focusing on optimizing existing operations 

rather than diversifying into unrelated areas. The Path from DivRatio to ROA (b path) 

has a coefficient of -0.293 (p = 0.000) which shows a statistically significant but 

negative relationship between diversification and ROA. Higher diversification is 

connected with a decline in ROA, suggesting that diversification may dilute the firm’s 

focus and resources. This is supported by Lee and Li (2020), who found that 

excessive diversification, can reduce a firm's return on assets by diverting resources 

away from primary business activities. Direct Path from Finexp to ROA (c' path) has 

coefficient of 0.418 (p = 0.000), indicating a significant positive effect of financial 

expertise on ROA. This suggests that increased financial expertise on the board 

directly enhances firm funds. Tsui and Lam (2019) similarly concluded that boards 

with financial expertise generally contribute to better financial performance through 

prudent fiscal management and efficient resource allocation. The significance of both 

the Finexp to DivRatio path and the DivRatio to ROA path indicates an indirect effect 

of Finexp on ROA through DivRatio, implying partial mediation. This means that we 

reject the null hypothesis H08c that Portfolio Diversification does not mediate between 
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financial expertise and financial performance of pension funds of universities in 

Kenya and we accept the alternative hypothesis  that portfolio diversification mediates 

between financial expertise and financial performance of universities pension funds in 

Kenya. 

Table 4. 20: Test of Hypothesis H08c results 

sem (DivRatio <- FinExp) (ROA <- DivRatio FinExp), standardized nocapslatent 

Endogenous variables 

Observed:  DivRatio ROA     Exogenous variables 

Observed:  FinExp      Fitting target model: 

Iteration 0:   log likelihood = 441.00444    Iteration 1:log likelihood = 

441.00444   

Structural equation model                 Number of obs      =       208 

Estimation method = ml     Log likelihood     = 441.00444 

OIM 

_____________________________________________________________________ 

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

_____________________________________________________________________ 

Structural      

DivRatio <-   

FinExp    -.2259664    .0649518    -3.48    0.001    -.3532695   -.0986633 

_cons     -6.99443    .4727285   -14.80    0.000    -7.920961   -6.067899 

_____________________________________________________________________ 

DivRatio    -.2925295    .0570007    -5.13   0.000    -.4042488   -.1808101 

FinExp     .4175954    .0521302     8.01    0.000      .315422    .5197687 

_cons      4.950738    .6220714     7.96    0.000       3.7315    6.169975 

var(e.DivRatio)  0.9489392   .0293538                        .8931161    1.008251 

var(e.ROA)     0.684833   .0509479                        .5919156    .7923363 

_____________________________________________________________________ 

LR test of model vs. saturated: chi2 (0)   =       

 

Source: Researcher 2025 

 



157 

 

 

 

 

 

4.13 Sobel Test for significance 

After running the mediation models for the three hypotheses H08a, H08b and H08c, it 

was necessary to confirm the mediation processes outlined above by carrying out a 

Sobel test to test the significance of the mediation by calculating the Sobel test 

statistic t. To use the Sobel model the Baron and Kenny conditions of 1986 must be 

met. These are: The independent variable (X) predicts the dependent variable i.e. ‘c’ 

must be statistically significant; the independent variable predicts the mediator (M); 

i.e. ‘a’ is statistically significant. The mediator (M) predicts the dependent variable 

(Y) while controlling for the effect of the independent variable (X); i.e., “b” is 

statistically significant (Bader and Jones, 2021). Then, the Sobel test statistic is 

calculated  

a*b__________ 

√(b2 *SEa
2) + (a2 * SEb

2) 

 

For the first hypothesis showed that portfolio diversification does not mediate the 

relationship between Board size and ROA 

To prove this the Sobel test statistic test was carried out at the 5% significance level 

the paths from the regression statistics were:  

a = -0.5261352 = Effect of BDSize on DivRatio  

SEa = 0.0465443 for standard error Standard Error of a 

 b = 0.0324635 = Effect of DivRatio on ROA  

SEb = 0.0509772 = Standard Error of b 
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These variables coefficients 0.5261352, b=0.0324635 were then substituted in the 

Sobel formula Z =    -0.5261352 x 0.0324635_______ 

    √ (0.03246352 *0.04654432) + (−0.52613522 * 0.05097722) 

Z = -0.636 

The Z statistic was compared against a standard normal distribution (Z-critical values 

of ±1.96 which correspond to a 5% significance level). Since −0.636 to 0.636 is 

within the range −1.96 to 1.96 the mediation effect is not statistically significant at the 

5% level. Then these results confirm that the Diversification ratio does not mediate 

the relationship between Board Size and Return on Assets for universities pension 

funds in Kenya. 

The second Z statistic was to confirm the results of the second alternative hypothesis 

that portfolio diversification mediates the relationship between gender diversity as 

represented by women size and financial performance of universities pension schemes 

in Kenya.  From the regression statistics the paths and the standard errors were: 

Coefficient ‘a’ = −0.2661196 Standard error (SEa = 0.06327610 

Coefficient ‘b’ −0.2983609 • Standard error SEb = 0.0599130 

Substituting these values in the Sobel test equation  

 Z=  ___       a*b________________ 

            √ (b2 *SEa2) + (a2 * SEb2) 

 

    −0.2661196 x 0.06327610________________ 

  Z=        √ (−0.298360952 *0.063276102) + (−0.266119622 * 0.05991302) 

From the above, The Sobel test statistic (Z) is approximately 3.213.  
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From the standard normal distribution, the critical values for the 5% significance level 

lie between ±1.96. It was therefore inferred that since the Z value of 3.213 lies above 

+1.96 means that the result is statistically significant at the 5% level. This confirms 

that that the Diversification ratio significantly mediates the relationship between 

Women Size (WoSize) and Return on Assets (ROA) in the universities pension funds 

in Kenya.  

The third Z statistic was calculated to confirm that diversification ratio mediated the 

relationship between financial expertise (FinExp) and return on assets (ROA) of 

universities pension funds in Kenya. 

From the regression results the paths and their coefficients were as follows. 

Path ‘a’ coefficient = −0.2259664   Standard error (SEa= 0.06495180 

Path ‘b’ Coefficient = −0.2925295  Standard error (SEb= 0.05700070 

These regression results were then substituted in the Sabel z-test equation. 

Z= ___       a*b_____________ 

   √ (b2 *SEa2) + (a2 * SEb2) 

 

Z=               −0.2259664  x −0.2925295 _ 

        √ (−0.29252952 *0.064951802) + −0.22596642 * 0.057000702) 

The Sobel test above gives us a Z statistic of 2.880. This Z value is above the critical 

value of 1.96 at the 5% significance level. This statistics depict that the mediation 

effect of Diversification Ratio between Financial Expertise and ROA is statistically 

significant. It was therefore emphatically concluded that diversification ratio mediates 

the relationship between financial expertise and financial performance (ROA) of 

universities pension funds in Kenya. 
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4.14 Discussion of the findings 

4.14.1 Descriptive statistics 

The descriptive statistics provide a comprehensive summary of the key research 

variables, offering insights into the distribution, central tendency, and variability of 

the data. A total of 208 observations were analyzed, representing data from 26 

Kenyan university pension funds over 8 years. 

The mean board size was 7 trustees, consistent with findings from Loh and Nguyen 

(2018), indicating that boards typically comprise around 7 members. The minimum 

board size was 4, and the maximum was 14 trustees, with a standard deviation of 

1.204. This relatively low standard deviation suggests moderate clustering of 

observations around the mean, indicating minimal deviation in board size across the 

sample. The mean number of women on the boards was 2, with a range of 1 to 5. The 

standard deviation of 0.823 is low, suggesting that most boards have a similar 

representation of women. Skewness (0.472) and kurtosis (3.086) indicate a slight 

asymmetry and a near-normal distribution of the data. These metrics suggest 

consistent female representation across boards. Boards had an average of 3 trustees 

with financial expertise, with a range of 1 to 5. The standard deviation was 1.135, 

indicating moderate variability. The skewness (1.105) and kurtosis (3.725) 

coefficients highlight a positive skew and a sharper peak, suggesting that most boards 

had fewer financially expert members, with occasional instances of higher expertise 

representation. The mean ROA was 0.0880 (8.8%), with values ranging from -

0.00678 to 0.2148. The standard deviation of 0.0223 indicates moderate variability in 

profitability, reflecting differences in operational efficiency and asset management 

among the pension funds. The mean Diversification Ratio was 0.0599, with a standard 
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deviation of 0.0288. The range (-0.00678 to 0) suggests low variability, indicating 

relatively consistent diversification strategies across pension funds. The mean fund 

age was 17.54 years, with ages ranging from 1 to 55 years? The standard deviation of 

12.074 indicates substantial variability in the age of pension funds, reflecting a mix of 

well-established and newer funds. This variability is indicative of diverse institutional 

histories. The mean fund size was Ksh 24.2B, with a standard deviation of 3.78B, 

reflecting significant dispersion in fund sizes. The range, from Ksh 13.9M to Ksh 

17.4B, underscores disparities in fund capitalization, with some institutions managing 

significantly larger funds than others. 

4.14.2 Effect of control variables on Financial Performance 

The results of the regression analysis reveal that the control variables i.e. Fund Age 

and Fund Size play a significant role in explaining variations in both financial 

performance (ROA) and portfolio diversification among university-based pension 

funds in Kenya. The model assessing their effect on ROA was statistically significant, 

as indicated by a Wald χ² value of 539.91 (p = 0.0010), demonstrating that the control 

variables jointly exert a meaningful influence on financial outcomes. The R-squared 

value of 0.6773 suggests that approximately 67.73% of the variation in ROA is 

accounted for by Fund Age and Fund Size, implying a strong explanatory power for 

the model. This highlights the importance of structural fund characteristics in 

determining overall financial performance and underscores the need to consider these 

variables in pension fund analyses. 

The findings indicate that Fund Age has a negative and statistically significant effect 

on ROA, with a coefficient of –0.0403446 (p = 0.001). This implies that older pension 

funds tend to generate lower returns compared to their younger counterparts. Several 
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explanations may account for this pattern. Older funds are likely to have more 

established investment policies, which may be conservative due to accumulated 

liabilities and the need to maintain stable cash flows for benefit payments. Over time, 

such conservative investment strategies can limit the fund’s ability to pursue higher-

yielding or innovative investment opportunities, resulting in reduced financial 

performance. The negative association may also reflect inertia in decision-making or 

institutional rigidity that constrains adaptability in dynamic financial markets. The 

95% confidence interval (–0.0638525 to –0.0168367) reinforces the robustness of this 

negative effect. 

Conversely, Fund Size exhibited a positive and highly significant effect on ROA, with 

a coefficient of 0.6635663 (p < 0.000). Larger pension funds appear to benefit from 

economies of scale, improved negotiating power with fund managers, and greater 

capacity to diversify into a broader range of asset classes. These advantages translate 

into more efficient investment management and enhanced financial performance. 

Larger funds may also attract better governance structures, superior risk-management 

frameworks, and access to specialized investment expertise, all of which contribute to 

superior returns. The narrow confidence interval (0.6001508 to 0.7269819) further 

confirms the consistency of this positive relationship. 

Similarly, the regression results for the control variables on the Diversification Ratio 

reveal that the model is statistically significant, with a Wald χ² value of 99.86 (p < 

0.000), indicating that Fund Age and Fund Size jointly explain a meaningful portion 

of the variation in diversification. The within, between, and overall R-squared values 

(0.3143, 0.7239, and 0.3276 respectively) suggest that while diversification varies 

across years, fund size differences between groups play a greater explanatory role. 
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Fund Age again showed a negative and significant effect (coefficient = –0.078383, p 

= 0.002), demonstrating that older pension funds tend to diversify less. This aligns 

with the earlier outcome on ROA, reinforcing the notion that mature funds prioritize 

conservative investment strategies and may be less inclined to adjust their portfolios 

in response to evolving market conditions. 

On the other hand, Fund Size showed a positive and statistically significant effect on 

portfolio diversification, with a coefficient of 0.6373008 (p < 0.000). This finding is 

consistent with established finance theory, which suggests that larger funds have 

greater resource capacity and operational flexibility to spread investments across 

multiple asset categories. The ability to diversify more effectively reduces risk 

exposure and enhances overall financial stability. The wide differential between small 

and large funds, as highlighted by the confidence interval (0.5059007 to 0.7687009), 

demonstrates clear advantages enjoyed by larger pension funds in building diversified 

and resilient investment portfolios. 

Overall, the findings emphasize that Fund Age and Fund Size are critical structural 

determinants of pension fund performance and behavior. Fund Age tends to constrain 

both financial performance and diversification through conservative investment 

postures, while Fund Size enhances both through resource advantages and greater 

portfolio flexibility. These insights underline the necessity of controlling for these 

variables to obtain accurate and unbiased estimates when assessing the influence of 

governance characteristics or other strategic factors on pension fund outcomes. 

4.14.3 Effect of board size on financial performance 

Board size (BDSize) is a crucial factor impacting the financial performance of 

organizations, often assessed using Return on Assets (ROA). This study found a 
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positive and significant relationship between board size and ROA for university 

pension funds in Kenya. The results indicate that for every unit increase in board size, 

ROA improves by approximately 0.0192945. With a p-value of 0.0007, which is well 

below the 0.05 significance threshold, the null hypothesis stating that board size has 

no significant impact on the financial performance of university pension funds in 

Kenya was rejected. This provides strong evidence that larger boards are associated 

with better financial performance in these funds. The Z-value of 2.70, reflecting that 

the coefficient is 2.70 standard errors away from zero, further reinforces the statistical 

significance of this relationship. These results align with the findings of Coles, 

Daniel, and Naveen (2008), who concluded that larger boards provide strategic 

advantages for complex firms requiring diverse expertise to manage multiple business 

lines. Similarly, Tijjani (2012) found that board size positively impacts the 

sustainability of pension funds in Nigeria, emphasizing its role as an essential board 

characteristic. Fauzi and Locke (2012) further underscore the significant role that 

board size plays in enhancing both the monitoring and decision-making processes 

within organizations. They assert that these improved governance functions ultimately 

lead to superior financial outcomes. Larger boards often serve as a proxy for greater 

diversity in knowledge and resources according to Mwengei (2016). Larger boards are 

associated with enhanced oversight and diverse perspectives, enabling more effective 

monitoring and strategic input (Mohapatra & Pranati, 2017). Gyapong et al. (2016) 

and Terjesen et al. (2015) highlight that larger boards embody board diversity, 

incorporating social equity and equal opportunities, which improve organizational 

inclusivity. Corbetta and Salvato (2004) argue that larger boards bring varied 

expertise, which strengthens both monitoring and advisory roles. Maere et al. (2014) 

and Brédart (2014) further suggests that larger boards can counterbalance CEO 
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influence, enhancing governance and ensuring robust checks and balances. This aligns 

with the observation by Mohapatra and Pranati (2017) that larger boards provide 

better networking opportunities, a broader pool of expertise, and greater flexibility in 

scheduling committee meetings. While the benefits of larger boards are evident, some 

researchers caution against potential drawbacks. For instance, large boards may face 

communication and coordination challenges, which can hinder their effectiveness 

(Mahesh et al., 2020). Kutum (2015) found no significant relationship between board 

size and financial performance, suggesting that the benefits of a larger board may 

depend on contextual factors such as the industry, governance structure, and firm-

specific characteristics. Nguyen et al. (2015) observed that larger boards in Australian 

firms influenced CEO compensation more than financial performance, indicating that 

an increase in board size might not always translate to improved outcomes. This 

underscores the complexity of the relationship between board size and performance, 

necessitating a balanced approach to board composition. In conclusion, the findings of 

this study underscore the significance of board size in driving financial performance 

of pension funds of universities. Larger boards enhance diversity, expertise, and 

governance, which collectively contribute to better decision-making and oversight. 

However, because there is no universally accepted position on the relationship 

between board size and financial performance it then means that contextual and firm-

specific factors play a critical role. Therefore, pension funds should consider their 

unique needs and governance structures when determining optimal board size. 

4.14.4 Effect of gender diversity on financial performance 

Gender diversity within boardrooms has emerged as a critical element of corporate 

governance, drawing significant attention due to its potential influence on financial 
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performance. In this study, the representation of women on boards of trustees 

demonstrates a positive and statistically significant effect on financial performance, as 

measured by Return on Assets (ROA). Specifically, the coefficient for WoSize 

(women's representation) was found to be 0.0006797. The corresponding p-value of 

0.022, which is below the 0.05 significance threshold, provides sufficient statistical 

evidence to reject the null hypothesis that gender diversity has no impact on financial 

performance. Consequently, the alternative hypothesis, which posits that gender 

diversity positively affects financial outcomes, is supported by these findings. The Z-

value of 2.30 further supports this conclusion, highlighting that each additional 

woman on the board increases ROA by 0.0006797 units. The findings of this study 

align with past research emphasizing the value of gender diversity on boards. Ongore 

et al. (2015) revealed a significant impact of gender diversity on the financial 

performance of firms listed on the Nairobi Securities Exchange. Kevin et al. (2008) 

similarly observed a positive relationship between gender diversity and firm value in 

Spain. Simpson et al. (2010) noted that greater female representation fosters more 

participative communication among board members, potentially enhancing decision-

making processes. Gyapong et al. (2016) found that the strategic appointment of 

women, ethnic minorities, and foreign nationals to corporate boards goes beyond 

merely improving diversity. Their research indicates that such appointments actively 

enhance both board independence and monitoring capabilities. Furthermore, these 

diverse individuals significantly enrich the boardroom by introducing a wider array of 

expertise, skills, and perspectives, ultimately contributing to more robust governance. 

Mohammad et al. (2018) argued that diverse boards lead to better understanding of 

stakeholder needs, improved risk management, and enhanced overall governance. 

Despite increasing advocacy and attention, research exploring the connection between 
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gender diversity on boards and a firm's financial performance has, to date, produced 

inconsistent findings. For instance, Carter et al. (2010) found no significant 

relationship between board diversity and financial outcomes in U.S. Kutum (2015) 

and Mahesh et al. (2020) did not find significant relationships between gender 

diversity and financial performance of firms. Carter (2010) insinuated that these 

inconsistencies may be attributed to differences in cultural contexts, governance 

structures, and industry-specific factors. Diepen (2015) argued that understanding the 

relationship between gender diversity and firm performance is essential for assessing 

the effectiveness of gender quotas. Despite the mixed outcomes of gender diversity, 

Hirschman (1970) and Terjese et al (2016) have emphasized the broader benefits of 

gender diversity, including improved trust, stakeholder representation, and ethical 

governance. In conclusion, this study contributes to the growing body of evidence that 

gender diversity, as measured by WoSize, positively influences financial 

performance. The inclusion of women on boards enhances governance, fosters diverse 

perspectives, and drives better decision-making. While challenges and mixed findings 

persist, the weight of evidence supports the strategic importance of gender diversity in 

improving organizational outcomes. Efforts to increase female representation on 

boards should be viewed as not only a matter of equity but also as a driver of 

enhanced financial performance and long-term value creation. 

4.14.5 Effect of financial expertise on financial performance 

From the findings presented in Table 4.8, financial expertise (FinExp) of board 

members has a statistically significant and positive effect on financial performance, as 

measured by return on assets (ROA). The coefficient for FinExp is β = 0.0981211, 

with a p-value of 0.005, which is well below the 0.05 threshold for significance. The 
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z-value of 2.79 further underscores the strength of this relationship, demonstrating 

that the coefficient is 2.79 standard errors away from zero. These findings provide 

strong evidence to reject the null hypothesis that financial expertise of the board of 

trustees has no significant effect on the financial performance of Universities Pension 

Funds in Kenya. Instead, the alternative hypothesis is accepted, asserting that 

financial expertise positively influences financial performance. Specifically, for every 

unit increase in financial expertise, ROA increases by 0.0981211 units. These results 

align with prior research emphasizing the critical role of financial expertise in 

enhancing board effectiveness and overall organizational performance. Guner et al. 

(2008) highlight that board members with financial expertise significantly influence 

financial and investment policies. Similarly, Johl et al. (2015) observed a positive and 

statistically significant relationship between accounting expertise and financial 

performance specifically within Malaysian firms. Carcello et al. (2002) and Alzoubi 

and Selamat (2012) emphasize that a higher level of financial expertise enhances the 

board’s motivation and capability to monitor the firm’s operations. Andonov et al. 

(2016) observe that pension funds governed by boards with significant financial 

expertise achieve higher returns, particularly on complex investments like private 

equity. These findings underline the strategic value of appointing financially literate 

trustees to oversee pension fund management. The concept of financial expertise has 

been widely explored in corporate governance literature. According to the Sarbanes-

Oxley Act of 2002, a financial expert is characterized by substantial experience and 

knowledge in financial accounting, internal controls, and audit committee functions. 

This definition underscores the relevance of financial literacy for ensuring effective 

monitoring and decision-making in organizations. Robert and Clifford (2004) assert 

that financial expertise is a defining characteristic of professionalism, requiring 
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adherence to codes of conduct, research-based knowledge, and continuous 

professional development. Boards with financially literate members are better 

positioned to assess risks, scrutinize financial reports, and ensure regulatory 

compliance, thereby boosting stakeholder confidence (Hasyudeen, 2003). While the 

positive impact of financial expertise is well-documented, some studies present 

contrary evidence. Kutum (2015) found no significant relationship between financial 

expertise and firm performance, suggesting that contextual factors may mediate the 

effectiveness of expertise. For instance, organizations with robust governance 

structures may perform well irrespective of board expertise. Given the findings of this 

study and supporting literature, universities and pension funds in Kenya should 

prioritize financial expertise in their board recruitment processes. Enhancing the 

financial literacy of board members through targeted training programs can also 

improve decision-making and accountability. Additionally, regulators may consider 

setting minimum financial literacy standards for trustees managing public pension 

funds to safeguard stakeholders’ interests. In conclusion, the significant and positive 

relationship between financial expertise and financial performance demonstrated in 

this study reaffirms the importance of appointing financially literate trustees. This 

aligns with global best practices and highlights a critical pathway for improving the 

financial health of pension funds and other organizational entities. 

4.14.6 Effect of Portfolio Diversification on financial performance 

Harry Markowitz's seminal Modern Portfolio Theory (1952) laid the fundamental 

groundwork for understanding diversification. This theory proposed diversification as 

a critical strategy for investors to maximize returns for a given level of risk by 

constructing portfolios comprised of assets that are not perfectly correlated. In 
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essence, it emphasized that by combining a variety of unrelated assets, investors could 

reduce overall portfolio risk without necessarily sacrificing expected returns. This 

principle resonates with the findings of this study, particularly the regression analysis, 

where the portfolio diversification as indicated by diversification ratio (DivRatio) 

exhibited a positive and significant impact on the financial performance of pension 

funds with coefficient = 0.265, p-value < 0.05). These results align with Iraya et al. 

(2018), who emphasized that holding uncorrelated assets mitigates the adverse effects 

of poor performance in one asset class by balancing gains from others. Pula et al. 

(2012) supports these observations, asserting that optimal allocation of securities 

across different asset classes enhances returns and lowers risk. The results of this 

study led to the rejection of the null hypothesis that diversification has no significant 

effect on the financial performance of universities pension funds in Kenya and led to 

accepting the alternative that diversification has a significant effect on the financial 

performance of universities pension funds in Kenya. These findings further 

substantiate claims by Purkayastha et al. (2012) that diversification reduces 

organizational earnings variance and facilitates efficient resource allocation. The 

findings of this reinforce Smits (2011) and Ngugi et al. (2018), who noted the 

importance of strategic diversification in pension fund investments. Smits (2011) 

identified bonds, equities, and real estate as dominant asset classes, with balanced 

investment strategies critical for managing risk and meeting pension liabilities. 

Similarly, Ngugi et al. (2018) emphasized that investment strategies not only secure 

retirement incomes but also catalyze capital market development. Similarly, the 

positive association between diversification and financial performance is consistent 

with the arguments of Kamwaro (2013) and Kimeu (2015), who found that 

investments in bonds, shares, and real estate positively impact financial performance 
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of pension funds in Kenya. Additionally, Bikker and Dreu (2009) highlighted that 

administrative costs decrease proportionally with increased fund size due to 

economies of scale, further enhancing the net benefits of diversification. Similar 

findings on the positive impact of diversification were found by Smith (2022) and 

Garcia & Xu (2021). The results of these findings illustrate how strategic portfolio 

management can yield superior financial outcomes in the universities pension funds in 

kenya supporting the claims of Palich et al. (2000) and Teece (1980) that 

diversification enables firms to exploit economies of scale and achieve stability 

through uncorrelated revenue streams. 

4.14.7 Mediating effect of Portfolio Diversification on Board Characteristics 

The main essence of the study was to test whether portfolio diversification mediates 

between board characteristics and financial performance of universities pension funds 

in Kenya. When regression was done, the analysis revealed no significant mediating 

effect of diversification between board size (BDSize) and financial performance 

(ROA). Path "a," from BDSize to DivRatio, demonstrated a negative and statistically 

significant relationship (β=−0.526, p=0.000), suggesting that larger boards tend to 

reduce diversification efforts. However, Path "b," linking DivRatio to ROA, is 

insignificant (β=0.032, p=0.524), indicating that diversification does not have a 

meaningful impact on ROA. Despite this, the direct path (c′) between BDSize and 

ROA is highly significant (β=0.797, p=0.000), revealing a strong direct positive 

effect. To further validate these findings, the Sobel test was conducted to assess the 

significance of the indirect effect. The test statistic (Z) was computed and compared 

to the critical values of ±1.96 (at a 5% significance level). The result (Z=−0.636 falls 

within the range of -1.96 to 1.96, confirming that the indirect effect of BDSize on 
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ROA through DivRatio is not statistically significant. These results align with 

previous findings, such as those by Coles et al. (2021), which suggest that larger 

boards often adopt conservative strategies, favoring core investments over 

diversification. Therefore, diversification does not significantly mediate the 

relationship between board size and financial performance in the light of Universities 

pension funds. 

The analysis of whether diversification ratio mediates the relationship between board 

gender diversity and financial performance demonstrates that diversification 

(DivRatio) partially mediates the relationship between board gender diversity 

(WoSize) and financial performance, as measured by return on assets (ROA). Path "a" 

shows a significant negative relationship between WoSize and DivRatio (β=−0.266 

p=0.000), indicating that boards with higher female representation tend to engage in 

lower levels of diversification. This finding suggests that gender-diverse boards may 

prioritize risk-averse strategies, focusing more on core business operations than on 

expansive diversification efforts. Path "b" highlights a negative and statistically 

significant relationship between DivRatio and ROA (β=−0.298 p=0.000) revealing 

that higher levels of diversification are associated with lower financial performance. 

This result implies that diversification strategies, as applied in the context of 

university pension funds, may dilute focus and resources, negatively affecting 

profitability. The direct effect (Path c′) of WoSize on ROA is positive and significant 

(β=0.333, p=0.000), indicating that gender-diverse boards enhance financial 

performance directly. This positive influence underscores the benefits of having more 

women on boards, possibly due to diverse perspectives, improved governance, and 

more cautious decision-making. The Sobel test was conducted to assess the statistical 
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significance of the mediation effect. With a Z-value of 3.213, exceeding the critical 

value of ±1.96 at the 5% significance level, the results confirm that diversification 

significantly mediates the relationship between Women Size and ROA. The mediation 

is partial, as WoSize retains a significant direct effect on ROA even when DivRatio is 

accounted for. These findings align with prior research, such as Adams and Ferreira 

(2012), which suggested that women on boards often favor less risky and more 

focused strategies, contributing positively to organizational outcomes. The study thus 

rejects the null hypothesis and concludes that diversification significantly mediates 

the relationship between board gender diversity and financial performance in the 

context of university pension funds in Kenya. Moreover, the negative relationship 

between diversification and ROA supports the assertions of Lee and Li (2020), who 

argued that excessive diversification, can lead to managerial inefficiency and a 

dilution of strategic focus. By limiting diversification, gender-diverse boards may 

enhance operational efficiency and financial performance, reinforcing the positive 

direct effect of WoSize on ROA. 

The analysis of the relationship between financial expertise, portfolio diversification 

and financial performance reveals that diversification (DivRatio) partially mediates 

the relationship between financial expertise (Finexp) on boards and financial 

performance, measured by return on assets (ROA). Path "a" shows a significant 

negative relationship between Financial expertise and DivRatio (β=−0.250, p=0.001 

suggesting that boards with greater financial expertise are less inclined toward 

diversification. This finding indicates that financially skilled boards prioritize 

optimizing core business operations over pursuing broader diversification strategies. 

This aligns with Chen and Ho (2021), who found that boards with strong financial 
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expertise often adopt risk-averse and efficient operational strategies. Path "b" 

demonstrates a significant negative relationship between DivRatio and ROA 

(β=−0.280, p=0.000), confirming that higher diversification levels are associated with 

lower financial performance. This result suggests that diversification strategies may 

detract from the efficiency and focus needed for maximizing financial outcomes, 

consistent with studies such as Lee and Li (2020), which highlight the potential 

downsides of excessive diversification. The direct effect (Path c′) from Finexp to 

ROA is positive and significant (β=0.310, p=0.000), indicating that financial expertise 

enhances financial performance directly. This finding underscores the importance of 

having financially skilled individuals on boards, as they contribute to better financial 

outcomes through prudent decision-making and effective resource allocation. The 

Sobel test further supports the mediation effect of Diversification Ratio between 

Financial expertise and ROA. The Z statistic of 2.880 exceeds the critical value of 

±1.96 at the 5% significance level, confirming that the mediation effect is statistically 

significant. While diversification mediates the relationship, the persistence of a 

significant direct effect (Path c′) suggests partial mediation. Overall, these results 

validate the hypothesis that diversification mediates the relationship between financial 

expertise and financial performance in university pension funds making us reject the 

null hypothesis that portfolio diversification does not mediate the relationship 

between board financial expertise and financial management. This partial mediation 

emphasizes the dual role of financial expertise in directly driving financial 

performance and influencing diversification strategies, which in turn affect financial 

outcomes. These findings align with Tsui and Lam (2019), who highlighted the 

crucial role of financial expertise in achieving organizational efficiency and 

profitability through focused strategic decisions. 
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Table 4. 21: Summary of Hypotheses Tested 

Hypothesis Estimation 

Method 

test 

statistic 

Decision 

H01: Board of trustees’ size has no significant 

effect on the  financial performance of Pension 

funds of Universities in Kenya 

Random Effect β= -0.0193          

p = 0.001 

ρ<0.05 Reject 

Null Hypothesis 

H02: Gender diversity of board of trustees has no 

significant effect on the financial performance of 

Pension funds of Universities in Kenya. 

Random  

Effect 

β=0.00068    

p = 0.022 

ρ<0.05Reject 

the   Null 

Hypothesis 

H03: Financial expertise of board of trustees has no 
significant effect on the financial performance of  
Pension funds of Universities in Kenya 

Random  

Effect 

β= 0.0981    

p = 0.005 

ρ<0.05Reject 

the Null 

Hypothesis 

H04: Board of trustee size has no significant effect 
the on portfolio diversification of pension funds of 

Hypothesis Universities in Kenya 

Random  

Effect 

β= -0.1623   

p = 0.000 

ρ<0.05Reject 

the Null 

Hypothesis 

H05: Gender diversity of the board of trustee has 

no significant effect on portfolio diversification of 

pension funds of universities in Kenya. 

Random  

Effect 

β= -0.0259   

p = 0.042 

ρ<0.05Reject 

the Null 

Hypothesis 

H06: Financial expertise has no significant effect 

on portfolio diversification of pension funds of  

Universities in Kenya 

Random 

Effect  

β= 0.4338   

p = 0.001 

ρ<0.05Reject 

the Null 

Hypothesis 

H07: portfolio diversification has no significant 

effect on the financial performance of Pension 

Funds of Universities in Kenya 

Random 

Effect 

β= 0.4338   

p = 0.000 

p<0.05 reject  

the Null 

Hypothesis 

H08a: Portfolio Diversification does not mediate 

between board size and financial performance of 

pension funds of universities in Kenya 

Sobel Test t = −0.636 t<1.96 Fail to 

reject the Null 

Hypothesis 

H08b: Portfolio Diversification does not mediate 

Board gender diversity and financial Performance 

of pension funds of universities in Kenya 

Sobel Test t = 3.213. t>±1.96 Reject 

the Null 

hypothesis 

H08c: Portfolio Diversification does not mediate 

between financial expertise and financial  

performance of pension funds of universities in 

Kenya 

Sobel Test t = 2.880. t>±1.96 Reject 

the Null 

hypothesis 
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CHAPTER FIVE 

SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS 

5.0 Introduction 

This chapter gives a summary of the findings outlined in Chapter 4, conclusions 

made, recommendations to policy makers and recommendation for future research 

5.1 Summary of the findings 

The central aim of this research was to investigate the mediating effect of portfolio 

diversification on the relationship between various characteristics of boards of trustees 

and the financial performance of university pension funds in Kenya. To achieve this 

overarching goal, the study was structured around several specific objectives: To 

examine the direct effect of board of trustees’ size on the financial performance of 

university pension funds in Kenya; To assess the direct effect of gender diversity of 

the board of trustees on the financial performance of university pension funds in 

Kenya; To determine the direct effect of financial expertise among the board of 

trustees’ members on the financial performance of university pension funds in Kenya; 

To evaluate the effect of board of trustee size on the portfolio diversification of the 

pension funds of universities in Kenya; To establish the effect of gender diversity of 

the board of trustees on the portfolio diversification of the pension funds of 

universities in Kenya; To determine the effect of financial expertise on the portfolio 

diversification of the pension funds of universities in Kenya; To assess the direct 

effect of portfolio diversification itself on the financial performance of pension funds 

of universities in Kenya; To examine the mediating effect of portfolio diversification 

on the relationship between board of trustee size and the financial performance of 

university pension funds in Kenya; To examine the mediating effect of portfolio 
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diversification on the relationship between gender diversity of the board of trustees 

and the financial performance of university pension funds in Kenya; and finally, to 

examine the mediating effect of portfolio diversification on the relationship between 

financial expertise of the board of trustees and the financial performance of university 

pension funds in Kenya. 

5.1.1 Summary of descriptive statistics 

The descriptive statistics provide an overview of the key variables analyzed in the 

study of 208 observations from 26 Kenyan university pension funds over 8 years the 

statistics are summarized as follows: Board Size The mean board size was 7 trustees, 

ranging between 4 and 14 with a standard deviation of 1.204. This indicates moderate 

consistency across the sample, aligning with prior studies like Loh and Nguyen 

(2018). Women on Boards: Boards had a mean of 2 women ranging between 1 and 5 

with standard deviation of 0.823, Skewness of 0.472 and kurtosis of 3.086. Financial 

Expertise had a mean number of 3 and a range between 1 and 5 with a standard 

deviation of 1.135. A positive skew of 1.105 kurtosis: 3.725 Return on Assets (ROA): 

The mean ROA was 8.8% (range: -0.00678 to 0.2148), with a standard deviation of 

0.0223, showing moderate variability in financial performance among funds. 

Diversification Ratio had a mean of 0.0599, with a standard deviation of 0.0288. Fund 

Age of universities pension funds averaged 17.54 years with a wide range (1 and 55 

years) and a high standard deviation (12.074), reflecting diverse institutional histories. 

Fund Size has a mean of Ksh 24.2 billion, but significant disparities ranging between 

Ksh 13.9 million to Ksh 17.4 billion as shown by the large standard deviation 3.78 

billion. 
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5.1.2 Summary of the correlation Results 

The correlation analysis examined the strength and direction of relationships between 

key variables in the study of 26 Kenyan university pension funds over an eight years 

period. Pearson correlation coefficients were used, with values ranging from -1 

(strong negative correlation) to +1 (strong positive correlation). The following results 

were generated: first the control variables of fund age and fund size had the following 

results: Fund Age has a negative correlation of -0.5161 indicating that older funds 

generally have lower ROA, possibly due to less aggressive growth strategies. Fund 

Size has a positive correlation 0.8760 suggesting that larger funds perform better, 

likely benefiting from economies of scale and diversified portfolios. Board Size has a 

positive correlation of 0.7800 implying that larger boards enhance governance and 

decision-making, improving financial performance. Women Size has a positive 

correlation of 0.4121 indicating that gender diversity in leadership contributes 

positively to performance. Financial Expertise has a positive correlation (0.4942), 

suggesting that boards with financial expertise achieve better financial performance. 

Diversification Ratio has a negative correlation of -0.4181 reflecting that highly 

diversified funds may experience diluted returns compared to more focused strategies. 

Fund Age and Fund Size have a negative correlation of -0.6892 which shows that 

newer funds experiencing faster growth. Fund Size and Board Size show a positive 

correlation of 0.7889 indicating that larger funds require broader governance. Fund 

Size and Women Size show a positive correlation of 0.3640 depicting that larger 

funds slightly favor gender diversity. Fund Size and Financial Expertise show a 

positive correlation of 0.4420 showing that larger funds are more likely to engage 

financial experts in their boards. Fund Size and Diversification Ratio show negative 

correlation of -0.5079 suggesting that larger funds focus on core investments rather 
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than diversification. Board Size and Women Size have a positive correlation of 

0.4412 showing larger boards tending to include more women, reflecting an 

inclination to more diversity. Board Size and Financial Expertise show a positive 

correlation of 0.3370 suggesting that larger boards may include more financial 

experts. Board Size and Diversification Ratio have a negative correlation -0.5546 

indicating that larger boards focus on less diversified strategies. Women Size and 

Financial Expertise: positive correlation of (0.2839), suggesting a slight association 

between gender diversity and financial expertise. Women Size and Diversification 

Ratio had a negative correlation of -0.2824 implying that more gender-diverse boards 

may pursue slightly less diversification. Financial Expertise and Diversification Ratio 

had a negative correlation of -0.2321 which indicates that boards with financial 

expertise may prefer focused investment strategies over broader diversification. 

5.1.3 Summary of Regression Results 

The findings demonstrate that the control variables i.e. Fund Age and Fund Size 

significantly influence both the financial performance and diversification behavior of 

university-based pension funds in Kenya. Fund Age was found to have a negative and 

statistically significant effect on ROA and Portfolio Diversification, suggesting that 

older funds tend to earn lower returns and pursue less diversified investment 

strategies. This pattern is likely linked to conservative investment policies and long-

established practices that limit adaptability to changing market conditions. 

In contrast, Fund Size exhibited a strong positive and significant effect on both ROA 

and Portfolio Diversification. Larger pension funds benefit from economies of scale, 

greater investment capacity, and enhanced access to diverse asset classes, enabling 

them to generate higher returns and maintain more diversified portfolios. These 
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results highlight the critical importance of structural fund characteristics in shaping 

financial outcomes and justify their inclusion as control variables in the study. 

Overall, Fund Age tends to constrain performance and diversification, while Fund 

Size enhances both, underscoring their combined role in shaping pension fund 

investment outcomes. 

The hypothesis that board size has no effect on financial performance was tested, and 

the results indicated as follows: The coefficient for board size was β = 0.1305916 

which was positive and significant, with a p-value of 0.0001, which is well below the 

0.05 threshold. This demonstrates a statistically significant positive relationship 

between board size and the financial performance (measured by ROA) of university 

pension funds. Therefore, the Null hypothesis was rejected and the alternative 

accepted. The Z-value was 2.70 which were above +1.96 further supporting that board 

size enhances financial performance. The findings agree with similar studies Coles, 

Daniel, and Naveen (2008), Tijjani (2012. 

The second hypothesis to be tested was that women size has no significant effect on 

the financial performance of universities pension funds in Kenya. From the regression 

results, the coefficient for gender diversity (β = 0.01224) is positive and significant, 

with a p-value of 0.025, which is less than the 0.05 threshold. This indicates that the 

inclusion of women on boards positively impacts financial performance thereby 

increasing ROA by 0.01224 units for each additional woman on the board. This led to 

the rejection of Null Hypothesis and the alternative accepted. The Z-value was 

positive at 2.30 30 further supporting the significant relationship between gender 

diversity and financial performance, demonstrating that the result is statistically 
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robust. Past research supporting these findings include Ongore et al. (2015), Kevin et 

al. (2008), Simpson et al. (2010) and Gyapong et al. (2016). 

The hypothesis H03: Financial expertise of the board of trustees has no significant 

effect on the financial performance of Pension Funds of Universities in Kenya was 

tested, with the following findings: The coefficient for financial expertise β = 

0.1123787 and a p-value of 0.005 is positive and statistically significant indicating a 

strong relationship between financial expertise and financial performance. Each unit 

increase in financial expertise improves ROA by 0.1123787 units. The null hypothesis 

H03 is therefore rejected, and the alternative hypothesis is accepted. This confirms that 

financial expertise within the board of trustees significantly influences the financial 

performance of university pension funds. This was confirmed by the Z value of 2.79 

indicates that the coefficient for financial expertise is 2.79 standard errors away from 

zero. The findings align with prior studies such as Guner et al. (2008), which found 

that financially skilled board members influence firms’ financial and investment 

policies. Johl et al. (2015) reported a positive relationship between accounting 

expertise and financial performance. Andonov et al. (2016) emphasized the role of 

financial literacy in determining the performance of pension fund boards. The results 

demonstrate that financial expertise within the board of trustees is critical for 

enhancing the financial performance of pension funds. Board members with financial 

knowledge contribute to better governance, informed decision-making and effective 

investment strategies, ultimately driving improved ROA. 

The hypothesis H04: Board of trustee size has no significant effect on portfolio 

diversification of pension funds of universities in Kenya was tested was tested, and 

the following results were obtained:  The coefficient for board size is -0.2879, 
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indicating a negative relationship between board size and portfolio diversification. As 

board size increases, diversification decreases. The z-score of -6.89 and a p-value of 

0.000 confirm strong statistical significance at the 1% level. Null Hypothesis was 

therefore rejected and the alternative hypothesis was accepted establishing that board 

size significantly influences portfolio diversification in university pension funds. The 

findings are consistent with prior research by Adams & Ferreira (2020) and Kweh et 

al. (2021) who reported that larger boards could hinder effective decision-making and 

responsiveness, negatively affecting financial and investment outcomes. Harris & 

Raviv (2018) highlighted that smaller boards provide stronger oversight and cohesive 

decision-making, improving portfolio management. The study provides robust 

evidence that board size significantly impacts portfolio diversification, with smaller 

boards being more effective in fostering better diversification practices. This 

highlights the importance of optimizing board size to enhance governance and 

investment strategies in pension fund management. 

The fifth hypothesis H05 stated that Gender diversity has no significant effect on 

portfolio diversification of pension funds of universities in Kenya. The hypothesis 

was tested and had the following results: the coefficient was -0.0259 which indicated 

a very small negative effect on portfolio diversification. The t-statistic is -0.76, and 

the p-value is 0.042, which is lesser than the 0.05 significance threshold which 

indicates that the effect of gender diversity on portfolio diversification is not 

statistically significant. This therefore led to rejecting the null hypothesis (H05), 

indicating that gender diversity of the board of trustees significantly impact portfolio 

diversification of pension funds. This study corroborates the findings of Manyaga et 

al. (2020 who found board gender diversity had a negative but significant influence on 
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return on equity across banks, suggesting that increased female representation might 

impact financial performance.  

Hypothesis H06 read that Financial Expertise does not have a significant effect on 

portfolio diversification of universities pension funds in Kenya. The Findings were 

the β = 0.0981211 and a p-value = 0.005 indicating a positive and significant impact 

of financial expertise on portfolio diversification. For every additional member with 

financial expertise, portfolio diversification increases by 9.81%. The null hypothesis 

H06 was rejected, and the alternative hypothesis is accepted, confirming that financial 

expertise significantly enhances portfolio diversification. These findings align with 

research by Andonov and Rauh (2020), Pagliaro & Utkus (2020), and Morales & 

Stewart (2022), which demonstrate that financial expertise on pension fund boards 

influences investment allocation and diversification strategies positively. Also Ouma 

(2019) found that gender diversity significantly and positively affects the financial 

performance of insurance firms, highlighting the importance of female representation 

on boards.  

H07 read that portfolio diversification has no significant relationship with financial 

performance with universities of pension funds in Kenya. When this hypothesis was 

tested, the following were the findings: the coefficient for the diversification ratio was 

0.265, indicating a positive effect on financial performance with a p-value of 0.000, 

showing statistical significance at the confidence interval for diversification ratio was 

0.173 - 0.358 which confirms the robustness of the positive relationship, as it does not 

include zero. The null hypothesis was rejected, and the alternative hypothesis is 

accepted stating that portfolio diversification significantly enhances the financial 

performance of pension funds of universities in Kenya. These results align with 
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findings from studies like smith (2022) and Garcia & Xu (2021), which demonstrate 

that diversification positively impacts firm performance by reducing risk and 

optimizing returns diversified portfolios enable pension funds to balance risk 

exposure across asset classes, contributing to improved financial outcomes. 

Portfolio diversification has a significant positive effect on the financial performance 

of university pension funds in Kenya. This highlights the importance of 

diversification strategies in enhancing returns on assets while managing risks 

effectively.  

The test for mediation was done in hypothesis H08a H08b and H08c. Hypothesis H08a 

read that portfolio diversification does not mediate between board size and financial 

performance of universities pension funds. This hypothesis was tested and the results 

and key findings were enumerated as follows: path “a” board size to diversification 

ratio has coefficient: -0.526, p-value = 0.000 indicating a statistically significant 

negative relationship, where an increase in board size reduces diversification ratio by 

0.526 units. Path “b” diversification ratio to ROA show a coefficient of 0.032, p-value 

= 0.524 which shows that diversification ratio does not significantly impact ROA. 

This implies that portfolio diversification does not strongly influence financial 

performance as measured by ROA. Path c' shows the direct effect of board size → 

ROA with a coefficient: 0.797, p-value = 0.000 which demonstrates a strong and 

statistically significant direct relationship between board size and ROA. The 

insignificant path b indicates no meaningful mediation effect of portfolio 

diversification as indicated by DivRatio between board size and ROA and the direct 

relationship between board size and ROA is the dominant effect, supporting the null 

hypothesis. Based on the Sobel test, the mediation effect was not statistically 
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significant (z-statistic range: −0.636 to 0.636, within the critical values of ±1.96). The 

null hypothesis (H08a) is accepted that portfolio diversification does not mediate the 

relationship between board size and financial performance. The findings are 

consistent with Coles et al. (2021), who highlighted that larger boards often adopt 

conservative strategies, limiting diversification. Rumelt (2022) also noted that 

diversification does not universally enhance firm value and can sometimes detract 

from performance due to inefficiencies.  

Hypothesis H08b was that Portfolio Diversification does not mediate between board 

gender diversity (WoSize) and financial performance (ROA) of universities' pension 

funds in Kenya. The findings of this mediation analysis are represented as follows: 

Path “a” between Women Size and Diversification Ratio showed a Coefficient of -

0.266, p-value = 0.000 which indicated a statistically significant negative relationship, 

meaning that as the proportion of women on the board increases, the diversification 

ratio decreases. This suggests gender-diverse boards focus more on core activities 

than on diversification strategies. Path “b” between Diversification Ratio and ROA 

showed a Coefficient: -0.298, p-value = 0.000 which indicated a significant negative 

relationship, implying that higher diversification ratios are associated with lower 

financial performance (ROA). Diversification appears to detract from financial 

outcomes in this study. Direct Path c' from Women Size to ROA had a coefficient: 

0.333 and a p-value = 0.000 Showing a strong and positive direct effect of gender 

diversity on financial performance. Increased female representation correlates with 

better financial performance independent of diversification effects. The significant 

relationships along Path ‘a” and Path “b” indicated the presence of an indirect effect, 

suggesting partial mediation of portfolio diversification between board gender 
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diversity and financial performance. The direct effect of gender diversity on ROA 

(Path c') remains strong, but diversification plays a supporting role in explaining the 

relationship. The null hypothesis (H08b) was therefore rejected and the alternative 

hypothesis was accepted: Portfolio Diversification mediates between board gender 

diversity and financial performance. The Sobel Test Statistic (Z): 3.213 exceeds the 

critical threshold of ±1.96 at the 5% significance level, the mediation effect is 

statistically significant. This confirms that diversification significantly mediates the 

relationship between women’s board representation (WoSize) and ROA. The findings 

align with Adams and Patricia (2012), who noted that gender-diverse boards often 

favour conservative, less risky strategies and prioritize core operations over 

diversification. This approach can positively affect firm performance, but 

diversification's mediating role is also evident. It was concluded that Gender diversity 

on boards as represented by WoSize directly enhances financial performance (ROA) 

and partially mediates through diversification, indicating a nuanced influence of 

female representation on universities pension funds financial performance. 

Hypothesis H08c was that Portfolio Diversification does not mediate between financial 

expertise (Finexp) and financial performance (ROA) of universities' pension funds in 

Kenya. The Path “a” from Financial expertise to Diversification Ratio showed a 

coefficient -0.226, p-value = 0.001 which indicated a statistically significant negative 

relationship, meaning that higher financial expertise on the board is associated with 

reduced diversification. This suggests that financially experienced boards focus on 

core operations rather than broad diversification, consistent with risk-averse and 

efficiency-focused strategies noted by Chen and Ho (2021). Path b from 

Diversification Ratio to ROA showed a coefficient: -0.293, p-value = 0.000 Indicates 
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a significant negative relationship, where higher diversification correlates with a 

decline in ROA. Excessive diversification may dilute focus and deplete resources, 

consistent with findings by Lee and Li (2020). Direct Path c' Finexp to ROA showed 

a coefficient of 0.418 with a p-value = 0.000. This showed a strong and positive direct 

effect of financial expertise on financial performance. Boards with financial higher 

financial expertise contribute to enhance ROA through prudent management and 

resource optimization, as supported by Tsui and Lam (2019). The significant 

relationships along Path “a” and Path “b” indicate the presence of an indirect effect of 

financial expertise on ROA through portfolio diversification. This partial mediation 

shows that while financial expertise directly enhances ROA, diversification ratio also 

plays a mediating role even though negatively. The null hypothesis (H08c) was 

therefore rejected and the alternative hypothesis was accepted that Portfolio 

Diversification mediates the relationship between financial expertise and financial 

performance. A Sobel Test was conducted which gave Z of 2.880. Since the Z value 

exceeded the critical threshold of ±1.96 at the 5% significance level, the mediation 

effect is statistically significant. This confirms that portfolio diversification 

significantly mediates the relationship between financial expertise and ROA. In 

conclusion we can say that pension fund boards with financial expertise enhance 

financial performance directly and through their influence on diversification 

strategies. However, the negative impact of diversification on ROA highlights the 

importance of a focused and resource-efficient approach.  

5.2 Conclusion 

The purpose of the study was to determine the effects of board of trustee 

characteristics on the financial performance of universities pension funds and whether 
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portfolio diversification mediates the relationship between board of trustee 

characteristics and financial performance.  

The study concluded that board size has a positive and statistically significant effect 

on the financial performance of university pension funds, as measured by Return on 

Assets (ROA). Larger boards contribute to improved performance by harnessing a 

broader range of diverse knowledge, perspectives, and expertise, which enhance 

decision-making processes. This diversity allows the board to address complex 

investment and governance challenges effectively, leading to better financial 

outcomes. Additionally, larger boards can distribute responsibilities more effectively, 

fostering strategic oversight and risk management. This finding is consistent with 

prior research by Coles et al. (2008), who highlighted the benefits of larger boards for 

complex organizations requiring varied expertise. Similarly, Tijjani (2012) 

emphasized the positive impact of board size on the sustainability and performance of 

pension funds, particularly in navigating multifaceted financial environments. 

The presence of women on the board was found to have a positive and significant 

effect on financial performance of Universities pension funds in Kenya, as indicated 

by a statistically significant coefficient and p-value. This suggests that gender 

diversity, particularly the inclusion of women, plays a critical role in enhancing 

financial performance of universities pension funds in Kenya. Women bring unique 

perspectives to the board, contributing to more balanced and inclusive decision-

making processes. Their inclusion fosters participative communication among board 

members, as highlighted in studies by Ongore et al. (2015) and Simpson et al. (2010). 

These traits promote greater board independence and effective monitoring, which are 

vital for improved performance. The study’s findings align with prior research that 
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highlights the value of gender diversity in governance. For instance, Kevin et al. 

(2008) and Gyapong et al. (2016) emphasize that the presence of women enhances 

board effectiveness, leading to better firm outcomes. Therefore, the inclusion of 

women on boards is not only socially desirable but also financially beneficial for 

pension funds. 

The study found a significant positive effect of financial expertise on financial 

performance, with each unit increase in financial expertise leading to improved ROA. 

This finding underscores the importance of financial literacy and technical knowledge 

among board members in driving organizational success. Financial experts contribute 

to better oversight, investment decision-making, and financial strategy formulation, 

which are critical for achieving higher returns. The positive effect of financial 

expertise corroborates findings by Guner et al. (2008) and Johl et al. (2015), which 

highlight its pivotal role in governance. Furthermore, Andonov et al. (2016) note that 

financially literate board members are better equipped to manage risks and allocate 

resources efficiently, resulting in superior outcomes. The findings emphasize the need 

for pension fund boards to prioritize financial expertise as a core competency among 

trustees. This would enhance their ability to deliver sustainable financial performance 

in an increasingly complex investment landscape. 

Board size exhibited a negative and significant relationship with portfolio 

diversification. This finding indicates that as the size of the board increases, the 

ability to diversify the investment portfolio diminishes. Larger boards often face 

challenges such as coordination difficulties, slower decision-making, and potential 

conflicts of interest, which undermine their effectiveness in managing complex 

investment strategies. These findings align with studies by Adams & Ferreira (2020) 
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and Harris & Raviv (2018), which advocate for smaller boards to enhance 

responsiveness and efficiency. Smaller boards are generally more cohesive, allowing 

for stronger oversight and better management of diversification efforts. The study also 

aligns with research suggesting that large boards may lean towards conservative and 

risk-averse strategies, limiting diversification. Therefore, pension funds may benefit 

from maintaining an optimally sized board to ensure effective portfolio management. 

A smaller, focused board could lead to better alignment of investment strategies with 

performance objectives. 

The findings indicate that Women Size (proportion of women on the board of 

trustees) has a significant but negative effect on portfolio diversification, as evidenced 

by a coefficient of -0.0259, a t-statistic of -2.06, and a p-value of 0.042. Since the p-

value is below the 0.05 significance threshold, we reject the null hypothesis (H05) that 

board gender diversity has no significant effect on portfolio diversification. Instead, 

we accept the alternative hypothesis, confirming that gender diversity significantly 

influences portfolio diversification. These results contribute to the ongoing debate on 

the impact of gender diversity in corporate governance. While some studies (e.g., Liu 

et al., 2014; Carter et al., 2010; Rose, 2007; Abad & Saona, 2022) suggest that 

gender-balanced boards have positive effects on firm performance, other research 

(e.g., Jin et al., 2014; Manyaga et al., 2020) has found negative or context-dependent 

relationships. The current study aligns more closely with the latter, suggesting that 

increased female representation on boards may lead to a reduction in portfolio 

diversification. These findings highlight the complexity of gender diversity’s role in 

financial decision-making and portfolio management, emphasizing the need for 
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further research to explore underlying mechanisms and contextual factors that may 

influence this relationship. 

Financial expertise positively and significantly influenced portfolio diversification. 

The study found that for every unit increase in financial expertise, there was a 

corresponding increase in diversification. This highlights the critical role of financial 

literacy in improving investment strategies and achieving optimal diversification. 

Board members with financial expertise are better equipped to evaluate complex 

investment opportunities, assess risks, and make informed decisions. These findings 

align with research by Andonov & Rauh (2020) and Morales & Stewart (2022), which 

underscore the importance of financial knowledge in driving effective portfolio 

management. Pension funds with financially literate boards are more likely to adopt 

diverse and balanced investment portfolios, reducing risks and enhancing returns. The 

study underscores the value of recruiting board members with strong financial 

backgrounds to improve governance outcomes. Such expertise enables pension funds 

to navigate complex financial markets more effectively. 

Portfolio diversification had a positive and significant effect on financial 

performance. The study revealed that diversification strategies contributed to an 

enhanced ROA, reflecting their importance in risk management and value creation. 

Diversified portfolios reduce exposure to unsystematic risks, ensuring more stable 

returns over time. These findings are consistent with studies by Smith (2022) and 

Garcia & Xu (2021), which emphasize the role of diversification as a critical driver of 

firm performance. By spreading investments across different asset classes and sectors, 

pension funds can mitigate potential losses and capitalize on growth opportunities. 

This result highlights the need for pension funds to prioritize diversification as a core 
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strategy for achieving financial sustainability. Effective diversification not only 

enhances financial performance but also strengthens the resilience of pension funds in 

volatile markets. 

Portfolio diversification did not significantly mediate the relationship between board 

size and financial performance. The relationship between board size and financial 

performance was found to be primarily direct, with minimal impact from 

diversification. This finding suggests that while diversification is a valuable strategy, 

its mediating role in this context is limited. Larger boards may pursue conservative 

strategies, focusing more on stability than diversification, as noted by Coles et al. 

(2021). Additionally, the inefficiencies associated with large boards, such as slower 

decision-making, may hinder their ability to implement effective diversification. The 

study highlights the complexity of the relationship between governance structures and 

financial outcomes. It suggests that while board size directly affects financial 

performance, other factors may moderate the relationship, requiring further 

investigation. 

This study examines whether diversification ratio (DivRatio) mediates the 

relationship between board gender diversity (WoSize) and financial performance 

(ROA). The results indicate partial mediation, as WoSize significantly affects both 

DivRatio and ROA. Path "a" reveals a negative relationship between WoSize and 

DivRatio (β = -0.266, p = 0.000), suggesting that gender-diverse boards adopt more 

risk-averse strategies, prioritizing core business operations over diversification. Path 

"b" shows that higher diversification negatively impacts ROA (β = -0.298, p = 0.000), 

implying that diversification, particularly in university pension funds, may dilute 

focus and reduce profitability. The direct effect (Path c′) of WoSize on ROA is 
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positive and significant (β = 0.333, p = 0.000), highlighting the benefits of board 

gender diversity in improving financial performance. A Sobel test (Z = 3.213) 

confirms that diversification significantly mediates the relationship, but because 

WoSize still directly influences ROA, the mediation remains partial. These findings 

align with prior research (e.g., Adams & Ferreira, 2012) and support the argument 

that excessive diversification can lead to inefficiencies (Lee & Li, 2020). Ultimately, 

gender-diverse boards enhance operational efficiency and financial performance by 

limiting diversification and focusing on core business strategies. 

Given the significant direct effects of financial expertise on both portfolio 

diversification and financial performance, it is plausible that diversification plays a 

partial mediating role. Financial expertise enhances the ability of boards to make 

informed investment decisions, indirectly improving financial performance through 

diversification. However, the study suggests that the direct impact of financial 

expertise on performance is more pronounced than the mediated effect. This aligns 

with prior research emphasizing the critical role of financial literacy in governance. 

Diversification serves as an additional pathway through which financial expertise 

benefits performance, but it is not the primary driver. These findings highlight the 

multifaceted nature of financial expertise and its contributions to governance 

outcomes. 

5.3 Implications of the Study 

5.3.1 Theoretical Implication 

One of the theories that this research was anchored on was the Modern portfolio 

theory which emphasizes diversification as a strategy to maximize returns while 

minimizing risk. The findings of this study challenge the universal applicability of 
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this theory in pension fund management. While portfolio diversification positively 

impacts financial performance, excessive diversification appears to dilute returns in 

pension funds. The findings concluded that boards of highly diversified funds should 

prioritize broad strategies over core operations. Boards with financial expertise tend to 

favor focused strategies, as reflected in the negative correlation between financial 

expertise and diversification. This demonstrates a nuanced understanding of risk-

return trade-offs, aligning with the theory’s core principle that optimal diversification 

balances exposure to risk without overextending resources. The mediating role of 

diversification in the relationships between board composition and financial 

performance highlights the interplay between governance and investment strategy. 

Gender-diverse boards and those with financial experts have a higher level of 

influence on diversification decisions, underscoring the interconnectedness of 

governance structures and portfolio management. 

The Agency Theory posits that managers or agents may act in their own interests 

rather than those of principals (beneficiaries), necessitating strong governance 

mechanisms to monitor and align the managerial behaviour. This study findings offer 

important implications for Agency theory. The results from Kenyan university 

pension funds both support and challenge the assumptions of Agency Theory. 

First, the positive effect of board size on financial performance supports the agency 

view that larger boards strengthen monitoring and reduce opportunistic behaviour. 

Bigger boards bring more oversight, reduce the likelihood of managerial dominance, 

and enhance governance checks, which in turn improve performance. This aligns with 

Agency Theory’s argument that increased monitoring reduces agency costs. 
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Second, the positive and significant influence of gender diversity on performance 

implies that diverse boards may reduce agency problems. Women are often associated 

with ethical leadership, caution in financial decisions, and stronger commitment to 

stakeholder interests. Gender-diverse boards therefore enhance accountability and 

mitigate managerial self-interest, reinforcing Agency Theory’s emphasis on 

responsible oversight. 

Third, financial expertise significantly improves financial performance, offering 

strong support for Agency Theory. Trustees with technical competence can better 

scrutinize investment decisions, detect mismanagement, and ensure funds are invested 

prudently thereby directly reducing agency risks such as poor investment choices or 

fund misallocation. 

The mediation findings also hold implications for Agency Theory. The fact that 

diversification mediates only some board characteristics suggests that oversight alone 

is not sufficient; effective governance must be accompanied by informed investment 

strategy. Gender-diverse and financially expert boards improved performance partly 

through better investment decisions, indicating that agency problems are mitigated 

when boards actively shape strategy rather than simply monitor it. 

Finally, the negative effect of fund age and the positive effect of fund size highlight 

structural sources of agency problems. Older funds may accumulate bureaucratic 

inertia, increasing vulnerability to weak oversight, while larger funds benefit from 

more robust governance systems. Overall, these findings suggest that strong, diverse, 

and skilled boards play a critical role in reducing agency costs and improving pension 

fund performance in line with Agency Theory’s predictions. 
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The Stewardship Theory asserts that managers and board members act as trustworthy 

stewards who prioritize the long-term interests of beneficiaries through expertise, 

autonomy, and pro-organizational behaviour. The findings of this study provide 

significant contributions to theory within the context of university-based pension 

funds in Kenya. The results of this study reinforce these assumptions while extending 

the theory to pension fund governance. 

First, the positive effects of board size, gender diversity, and financial expertise on 

financial performance support the Stewardship theory’s claim that effective boards 

enhance organizational outcomes through collective knowledge, diverse perspectives, 

and sound decision-making. Larger boards improved ROA, indicating that more 

trustees contribute valuable monitoring capacity and strategic insight. Similarly, 

gender diversity was associated with better performance, highlighting the value of 

inclusive governance and aligning with stewardship principles of ethical leadership, 

relational decision-making and reduced agency conflict. Financial expertise also had a 

strong positive effect on performance, reinforcing the stewardship view that 

technically competent trustees make prudent investment decisions, strengthen 

accountability, and safeguard pension assets for long-term benefit. 

The mediation results offer further insight. Portfolio diversification partially mediated 

the relationship between gender diversity and performance, and between financial 

expertise and performance, but not between board size and performance. This 

suggests that stewardship behaviours manifest differently across board attributes. In 

particular, gender-diverse and financially expert boards tend to pursue more focused, 

risk-conscious investment strategies rather than broad diversification, adding nuance 

to traditional assumptions about stewardship-driven investment behaviour. 
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Finally, the contrasting effects of fund age and fund size extend the theory by 

illustrating how structural characteristics shape stewardship effectiveness. Larger 

funds, consistent with stewardship expectations, benefit from stronger governance 

capacity, while older funds exhibit conservative tendencies that may hinder 

adaptability. 

Overall, the study shows that stewardship-oriented governance anchored in expertise, 

diversity, and trust significantly enhances pension fund performance, though the 

mechanisms vary by board characteristic. This contributes new empirical evidence 

from a developing-country pension context, enriching the understanding of how 

stewardship principles operate in practice. 

5.3.2 Policy Implication 

The study provides actionable insights for pension fund boards and policymakers. The 

study underscores the importance of optimizing board size, incorporating gender 

diversity, and ensuring financial expertise to improve governance and performance. 

The findings guide boards in aligning governance practices with investment 

strategies. Boards with greater financial expertise can prioritize core investment 

strategies and avoid inefficiencies linked to over-diversification. The Pension fund 

managers can use these insights to balance diversification and focused strategies, 

achieving optimal returns while managing risks effectively and especially in 

universities pension funds. 

5.3.3 Contribution to knowledge 

The research adds to the existing literature or body of knowledge on pension fund 

management in several important ways. First, this study provides valuable insights 
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into the governance dynamics of Kenyan university pension funds, addressing a 

notable gap in scholarly research focused on pension fund performance in developing 

countries. While much of the existing literature centers on developed economies, this 

study brings to light empirical evidence from Kenya, contributing to a more inclusive 

and context-specific understanding of pension fund governance in sub-Saharan 

Africa. It highlights the unique structural and regulatory challenges facing university 

pension schemes in Kenya, thereby enriching global perspectives on pension fund 

management. 

Moreover, the study deepens the understanding of how specific governance variables 

namely board size, gender diversity, and financial expertise interacts with key 

financial indicators such as portfolio diversification and fund performance. It sheds 

light on the crucial interplay between board characteristics and investment strategies, 

particularly in the context of university-based pension funds. Importantly, by 

employing mediation analysis, the research establishes the mediating role of portfolio 

diversification in the relationship between board attributes and financial outcomes. 

This approach offers a more nuanced and layered perspective, showing that 

governance features not only directly affect performance but also indirectly shape it 

through investment behavior, enhancing the strategic governance discourse. 

5.4 Recommendations 

5.4.1 Recommendation to practitioners  

As has been observed in the analysis, board size is a significant contributor to the 

financial performance of pension funds. Pension fund boards, therefore, should aim to 

strike a delicate balance between size and functionality to enhance their effectiveness. 

Larger boards often bring diverse perspectives, improve decision-making processes, 
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and facilitate thorough deliberation, which can positively impact financial 

performance. The variety of skills, experiences, and viewpoints available in a larger 

board can enrich discussions, help identify more comprehensive solutions, and 

provide broader oversight. For example, when evaluating complex investment 

opportunities or managing risk in volatile markets, a broader range of insights can 

lead to more balanced and informed decisions. Furthermore, larger boards may 

distribute governance responsibilities more effectively, preventing burnout and over-

reliance on a few individuals. However, as board size increases, challenges related to 

coordination, communication, and decision-making efficiency may arise. Members 

may struggle to reach consensus, discussions may become unwieldy, and it may take 

longer to make important decisions. 

Excessively large boards risk slowing down critical processes, diluting accountability, 

and fostering groupthink. When too many members are involved, responsibility can 

become dispersed, making it difficult to identify who is accountable for specific 

decisions. Furthermore, in an environment where everyone is expected to agree, 

dominant voices may emerge, marginalizing less assertive but equally valuable 

contributors. To address these issues, pension fund boards should adopt optimal size 

parameters tailored to their operational needs, ensuring effective oversight without 

overburdening governance structures. Determining the optimal board size should 

involve a comprehensive evaluation of the fund’s complexity, size, and strategic 

priorities. A board that is too small may lack the diversity of thought necessary for 

effective oversight, while one that is too large may face inefficiencies and governance 

fatigue. A comprehensive review of the board's structure and its alignment with fund 

objectives can help achieve this balance, resulting in better governance and improved 
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financial outcomes. Policymakers and fund sponsors should work together to craft 

guidelines promoting right-sized boards, ensuring they are reflective of each fund’s 

scale and investment strategy. These parameters should be embedded into governance 

frameworks to enhance long-term fund sustainability. 

This research adds to the past studies that have given credence to the inclusion of 

women on boards due to the ethical governance benefits and improved financial 

performance derived from their participation. Women bring unique perspectives to 

decision-making processes, enhancing discussions and providing innovative solutions 

to complex issues. Gender diversity in the boardroom is associated with broader 

dialogue, better consideration of stakeholders' needs, and more balanced risk 

assessments. This diversity has been shown to foster a culture of ethical 

accountability, inclusivity, and long-term strategic thinking. The presence of women 

on boards often correlates with improved transparency, stronger ethical oversight, and 

a commitment to corporate social responsibility. Many jurisdictions have introduced 

policies and regulatory interventions to improve gender parity in leadership, 

recognizing its value in strengthening institutional governance. 

This study recommends the government create and implement policies aimed at 

increasing female representation on pension fund boards. Such efforts should be 

prioritized as part of broader governance reform. Quotas or voluntary targets may be 

adopted to ensure meaningful participation of women in governance roles. These 

mechanisms provide a starting point for inclusion and can be gradually adjusted to 

support sustainable integration of gender diversity. Beyond increasing representation, 

boards must ensure that gender diversity aligns with the strategic objectives of the 

fund. For example, while promoting diversity, it is equally important to ensure that all 
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members possess or acquire the skills necessary for effective governance. Boards 

should balance promoting inclusion with focusing on core investment priorities, 

ensuring that the positive effects of representation translate into tangible, actionable 

outcomes. Encouraging women’s participation in leadership and decision-making 

roles will not only improve financial performance but also enhance stakeholder 

confidence in the board’s ability to foster equity, inclusivity, and transparency. 

Financially skilled board members bring a wealth of knowledge in areas such as risk 

assessment, portfolio management, and financial planning, all of which are critical to 

the success of pension funds. Their understanding of financial markets, regulatory 

frameworks, and investment dynamics enables them to navigate complexity and 

safeguard fund assets. The study therefore recommends recruiting or training board 

members with financial expertise as a core strategy for improving governance and 

aligning investment strategies with industry best practices. Without adequate financial 

knowledge, boards may struggle to critically evaluate investment proposals, assess 

performance metrics, or understand the implications of risk exposure. Boards should 

actively seek individuals with proven expertise in finance, accounting, and investment 

management when filling trustee positions. These professionals are better equipped to 

engage in technical discussions, challenge assumptions, and contribute to data-driven 

decision-making. 

Additionally, continuous professional development programs should be introduced to 

enhance the skills of existing members and enable them to stay abreast of the evolving 

financial landscape. The dynamic nature of global financial markets demands that 

board members remain current with emerging trends, regulatory updates, and 

innovative investment vehicles. Training should be structured and recurring, with 
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modules tailored to pension fund governance. Pension funds should consider forming 

partnerships with educational institutions, regulatory bodies, and professional 

associations to deliver relevant, high-quality training programs. Such collaborations 

can also help standardize learning outcomes and support the creation of certification 

pathways that validate board members’ competencies. Strong financial expertise 

within the board enhances decision-making processes, strengthens oversight of fund 

management, and ensures effective responses to market changes. This fosters a 

culture of accountability, strategic clarity, and prudent financial stewardship. 

Diversification is a fundamental principle of investment, helping to mitigate risk by 

spreading investments across different asset classes, sectors, and geographies. It is a 

widely accepted strategy for protecting fund assets from market volatility and 

economic downturns. However, the study reveals that over-diversification may dilute 

returns, particularly when resources are spread too thin or when the focus on core, 

high-performing investments is diminished. Excessive diversification can lead to 

complexity, higher transaction costs, and difficulty in tracking performance across 

multiple investments. Pension funds should adopt a strategic approach to 

diversification, ensuring that it aligns with the fund's risk tolerance, return 

expectations, and performance objectives. Board members must critically evaluate the 

benefits and limitations of diversification strategies, opting for tailored solutions that 

maximize risk-adjusted returns. 

Enhanced monitoring tools and performance metrics should be used to track the 

effectiveness of diversification strategies and make data-driven adjustments as 

needed. Regular portfolio reviews, stress testing, and scenario analysis should be 

integrated into the governance framework to assess the impact of market changes on 
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investment outcomes. Clear diversification policies, supported by robust governance 

structures, can enable boards to optimize their investment portfolios and achieve 

sustainable growth. These policies should be documented and reviewed periodically 

to adapt to changes in fund demographics, regulatory requirements, and market 

conditions. Boards with financial expertise are particularly well positioned to identify 

and prioritize core investments, ensuring efficient resource allocation and enhanced 

portfolio performance. 

Core investments typically represent stable, high-performing assets that align with 

long-term fund objectives. These may include government bonds, blue-chip equities, 

and high-quality real estate assets. By concentrating on these investments, boards can 

reduce exposure to unnecessary risks associated with speculative ventures, while 

reinforcing a focus on prudence, sustainability, and long-term value creation. A 

disciplined approach to portfolio construction that emphasizes core holdings 

contributes to predictable cash flows and capital preservation, which are critical for 

meeting future pension obligations. Leveraging financial expertise to enhance due 

diligence and risk analysis will ensure that resources are directed toward opportunities 

with the greatest potential for growth and stability. This not only optimizes returns but 

also strengthens fund resilience in volatile market conditions, ultimately securing the 

retirement benefits of members and enhancing trust in the pension system. 

5.4.2 Policy Recommendations 

The Retirement Benefits Authority (RBA), as the principal regulator of pension funds 

in Kenya, plays a pivotal role in ensuring that governance standards are consistently 

upheld across the industry. These standards are critical for promoting efficiency, 

transparency, and accountability in pension fund operations. To strengthen 
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governance practices, the RBA can establish minimum requirements for board 

composition. For example, it can mandate a minimum number of trustee board 

members with financial expertise to ensure that investment decisions are guided by 

individuals with adequate technical knowledge. Similarly, the regulator can enforce 

minimum thresholds for gender representation on boards to promote gender diversity. 

This would ensure that pension fund boards benefit from diverse perspectives, reduce 

groupthink, and enhance overall decision-making processes. Additionally, policies 

should address crucial governance elements such as optimal board size, board 

independence, and the identification and management of potential conflicts of interest, 

which are all vital to fostering integrity and effective oversight. 

To reinforce these governance standards, regulators may also consider introducing 

mandatory certification programs for board members. Such programs would verify 

their competencies in financial management and governance, providing assurance that 

trustees are well-equipped to oversee pension fund operations responsibly. 

Furthermore, the RBA should mandate regular audits and board performance 

evaluations. These assessments would serve as important checks to ensure ongoing 

compliance with governance requirements and provide opportunities for continuous 

improvement. Collectively, these measures are likely to enhance public trust in the 

pension system, safeguard members’ benefits, and mitigate the risk of governance 

failures that could lead to financial mismanagement or underperformance of pension 

funds. 

In addition to setting governance standards, the Retirement Benefits Authority and 

other government institutions have a responsibility to invest in capacity-building 

initiatives aimed at strengthening the competencies of pension fund boards. This 
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involves developing and implementing training programs that focus on financial 

literacy, investment management, and risk assessment. By equipping board members 

with these essential skills, they will be better positioned to make informed decisions 

that are aligned with the fund’s objectives and long-term sustainability. 

Collaborations with academic institutions and industry experts can also be leveraged 

to design high-quality training content that reflects emerging trends and current 

challenges in pension fund governance. These collaborations will ensure that board 

members are not only trained in foundational concepts but are also exposed to 

innovative practices and global best standards. 

Boards should also be encouraged to regularly participate in workshops, conferences, 

and professional certification courses. These platforms serve as valuable opportunities 

for learning, networking, and the exchange of knowledge. Continuous professional 

development initiatives will foster a culture of learning and innovation within pension 

governance structures. This, in turn, will enhance the quality of decision-making and 

contribute to improved fund performance and sustainability. 

Ultimately, the implementation of these recommendations will significantly 

strengthen the governance frameworks, investment strategies, and regulatory 

oversight of pension funds. By placing emphasis on board composition, strategic 

capacity-building efforts, and robust regulatory measures, the pension industry in 

Kenya can achieve long-term growth, improved financial performance, and increased 

stakeholder confidence. These reforms will not only benefit individual pension 

schemes but will also contribute to the overall stability, resilience, and integrity of the 

national pension system. 
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5.4.3 Limitations of the study 

This study concentrated on three key board characteristics namely board size, women 

size and financial expertise alongside, portfolio diversification as the mediator to 

examine their impact on financial performance as measured by Return on Assets 

(ROA). However, this research did not address other potentially influential aspects of 

board structure, such as the age, educational background of board members, the 

tenure of trustees, ex-officials or other board dynamics that may affect financial 

outcomes. These omissions highlight the need for future research to explore a more 

comprehensive range of board attributes. Additionally, the study’s focus on ROA as 

the sole measure of financial performance may limit the generalizability of its 

findings. Expanding the scope to include other performance metrics could provide a 

more holistic understanding of the topic. 

5.4.4 Recommendations for future research 

The current study specifically concentrated on several key board characteristics: board 

size, gender diversity, and financial expertise. It investigated how these characteristics 

influence both the financial performance and portfolio diversification of university 

pension funds in Kenya. While these variables are essential and widely recognized in 

governance literature, future studies should broaden the scope by incorporating 

additional board attributes. Characteristics such as educational background, board 

tenure, and the age of board members could provide a more comprehensive 

understanding of the dynamics at play. For instance, educational qualifications may 

reflect the analytical capacity and decision-making skills of board members, while 

tenure and age could impact boardroom experience, adaptability to change, and 

openness to innovative investment strategies. Exploring these aspects may reveal 
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perceived effects on both financial performance and the diversification of investment 

portfolios.   

Moreover, future research could benefit from examining the interpersonal dynamics 

within boards, including decision-making styles, group cohesion, and the influence of 

dominant or charismatic individuals. These behavioral dimensions often shape the 

effectiveness of governance beyond what structural attributes alone can explain. The 

ability to understand how board members interact, negotiate, and reach consensus or 

fail to agree can offer deeper insights into the operational realities of governance and 

the quality of oversight provided. In addition, expanding the research context to 

include pension funds from other sectors such as corporate, public service, and 

industry-specific funds like agriculture, energy as well as from different geographical 

regions, could yield valuable comparative insights. Such comparisons would help 

identify contextual variables, such as regulatory environments, cultural influences, or 

economic conditions, which moderate the relationship between board characteristics 

and fund performance. 

Another promising avenue for future research lies in longitudinal studies that assess 

how changes in board composition over time affect pension fund outcomes. This 

would help determine whether the impact of board characteristics is immediate or 

evolves as board dynamics shift. 

Qualitative research methods, such as case studies and in-depth interviews with board 

members and fund managers, could also provide a richer, more nuanced 

understanding of the mechanisms linking board features to governance outcomes. 
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Such methods would uncover practical challenges in implementing governance best 

practices and aligning investment strategies with long-term objectives.  

Lastly, future research should consider the evolving regulatory landscape and 

emerging investment trends, incorporating the latest guidelines from oversight bodies. 

By addressing these areas, future studies can significantly enhance our understanding 

of effective governance and contribute to more sustainable and resilient pension fund 

management 

 



209 

 

 

 

 

 

REFERENCES 

Abbasi, A. & Malik, Q. A. (2015). Firms’ size moderating financial performance in 

growing firms: empirical evidence from Pakistan. International Journal of 

Economics and Financial Issues, Vol. 5(2), 334-339. 

Abdulla, J., & Valentine, B. (2009). Fundamental and ethics theories of corporate 

governance. Middle Eastern Finance and Economics, (4), 88-96. 

Abu-Bader, S., & Jones, T. V. (2021). Statistical mediation analysis using the sobel 

test and hayes SPSS process macro. International Journal of Quantitative and 

Qualitative Research Methods. 

Adams, R. & Ferreira, D Abbasi. (2020). "Women on the board and the impact on 

firm performance." Journal of Financial Economics.  

Adams, R. B., & Ferreira, D. (2009). Women in the boardroom and their impact on 

governance and performance. Journal of Financial Economics, 94(2), 291–

309. 

Adejoh, E. (2013. An Assessment of the Impact of Contributory Pension Schemes to 

Nigerian Economic Development: Global Journal of Management and 

Business Research, Vol. 13  

Agrawal, A. & Knoeber C. R. (2001). Do some outside directors play a political role? 

Journal of Law and Economics, Vol. 44: 179–199. 

Aguinis, H., Edwards, J. R., & Bradley, K. J. (2017). Improving our understanding of 

moderation and mediation in strategic management research. Organizational 

research methods, 20(4), 665-685. 

Ahmad, M. (2009). The Impact of Global Challenges on Retirement Reforms in 

Africa. IRF Conference. National Pension Commission 

Ahmed Haji, A., & Anifowose, M. (2017). Initial trends in corporate disclosures 

following the introduction of integrated reporting practice in South Africa. 

Journal of Intellectual Capital, 18(2), 373–399. https://doi.org/10.1108/JIC-

01-2016-0020 

Ahmed, T., Kamal, M., & Rana, S. (2023). The impact of financial expertise on 

governance and firm performance: A global perspective. Journal of Corporate 

Finance, 67, 101234. 

Akkaya, G. C., & Uzar, C. (2011). Data Mining in Financial Application. Journal of 

Modern Accounting and Auditing, Vol. 7(12), 1362-1367. 

Akwimba, A. W. (2020). Effect of Corporate Governance, Investment Strategy and 

Macroeconomic Factors on Financial Performance of Pension Schemes in 

Kenya, Journal of Business and Management (IOSR-JBM) p-ISSN: 2319-

7668. Volume 22, 

https://doi.org/10.1108/JIC-01-2016-0020
https://doi.org/10.1108/JIC-01-2016-0020


210 

 

 

 

 

 

Ali, R., Singh, M., & Thomas, L. (2022). Board diversity and organizational 

outcomes: A meta-analytic review. Leadership Quarterly, 33(4), 564-578. 

Aliu, F. and Knapkova, A. (2017). Portfolio risk of international diversification of 

Kosovo pension fund: a historical perspective, Faculty of Management and 

Economics, Tomas Bata University in Zlin, Mostní 5139, 760 01 Zlín, Czech 

Republic 

Alzoubi, E. S. S. & Selamat, M. H. (2012). The effectiveness of corporate governance 

mechanisms on constraining earning management: literature review and 

proposed framework. International Journal of Global Business, Vol. 5(1), 17-

35. 

Ambachtsheer, K., & Bauer, R. (2018). Pension funds and governance: Enhancing 

board accountability and performance. Rotman International Journal of 

Pension Management, 11(3), 45-60. 

Ambachtsheer, K., Capelle, R., & Lum, H. (2006). Pension fund governance today: 

Strengths, weaknesses, and opportunities for improvement. Financial Analysts 

Journal, 20, 383-403. 

Andonov, A., Hochberg, Y. V., & Rauh, J. D. (2016). Pension fund board 

composition and investment performance: Evidence from private 

equity. Economics working paper, 16104. 434 Galvez Mall Stanford 

University. 

Andonov, A., Hochberg, Y. V., & Rauh, J. D. (2021). Political representation and 

governance: Evidence from the investment decisions of public pension 

funds. The Journal of Finance, 73(5), 2041-2086. 

Antolín, P., & Stewart, F. (2009). Private pensions and policy responses to the 

financial and economic crisis (No. 36). Paris: OECD Publishing. 

Antolin, P., Schich, S. & Yermo, J. (2011). The Economic Impact of Protracted Low 

Interest Rates on Pension Funds and Insurance Companies. OECD Journal: 

Financial Markets, Vol. 1, 1-20. 

Baltagi, B. H. (2008). Econometric analysis of panel data. Rohn Wiley. 

Baron, R. & Kenny, D. (1986). The moderator-mediator variable distinction in social 

psychological research. Journal of Social Psychology, 5(1), 1173-1182 

Bauer, R., Cremers, M., & Frehen, R. (2010). Pension fund performance and costs: 

Small is beautiful. Rik, Pension Fund Performance and Costs: Small is 

Beautiful. 

Berger, A. N. & G. F. Udell. (1990). Relationship lending and lines of credit in small 

firm finance. Journal of Business Vol. 68:351-381. 



211 

 

 

 

 

 

Berry, C. H. (1971). Corporate growth and diversification. Journal of Law and 

Economics, 14(2), 371-383. 

Bhatia, P., Gupta, R., & Sharma, N. (2021). Gender diversity in leadership and 

financial performance: Evidence from emerging markets. Management 

Decision, 59(9), 2143-215 

Bikker, J. A., & De Dreu, J. (2009). Operating costs of pension funds: the impact of 

scale, governance, and plan design. Journal of Pension Economics & 

Finance, 8(1), 63-89. 

Bititci, U.S., Turner, T. and Begemann, C. (2007) “Integrated performance 

measurement systems: a development guide”, International Journal of 

Operations & Production Management, Vol. 17 No. 5, pp. 522-534 

Bodie (2005). The growth in actively managed mutual funds. The Journal of Finance, 

Vol. 47(3) 

Bogdan, R.C., & Biklen, S.K. (2003). Qualitative research for education: An 

introduction to theory and methods (4th ed.). Boston: Allyn & Bacon. 

Bonelli, M. I. (2014). A Review of the Upper Echelon Theory and Subsequent 

Refinements. Alliant International University Available at SSRN 4517218. 

Bonett, D. G., & Wright, T. A. (2015). Cronbach's alpha reliability: Interval 

estimation, hypothesis testing, and sample size planning. Journal of 

organizational behavior, 36(1), 3-15. 

Bora, B. (2008). Foreign direct investment: Research issues. Routledge. 

Brainard, K. (2005). The Economic Effects of Public Pensions. National Association 

of State Retirement Administrators. 

Burke, R. J. (1997) Women on Corporate Boards of Directors: A Needed Resource. 

Journal of Business Ethics, Vol. 16, 909–915. 

Burrell, G. and Morgan, G.(2016).  Sociological Paradigms and Organizational 

Analysis. Abingdon: Routledge  

C.U.E (2020). Status of Public Universities in Kenya 

Carcello, J. V., Hermanson, D. R., Neal, T. L. & Riley Jr, R. A. (2002). Board 

Characteristics and Audit Fees. Contemporary Accounting Research, Vol. 

19(3), 365-384 

Carrión, G. C., Nitzl, C., & Roldán, J. L. (2017). Mediation analyses in partial least 

squares structural equation modeling: Guidelines and empirical 

examples. Partial least squares path modeling: Basic concepts, 

methodological issues and applications, 173-195. 



212 

 

 

 

 

 

Carroll, E. (2018). How Director Age Influences Corporate Performance. In Harvard 

Law School Forum on Corporate Governance. 

Carter, D. A., D'Souza, F., Simkins, B. J., & Simpson, W. G. (2010). The gender and 

ethnic diversity of US boards and board committees and firm financial 

performance. Corporate Governance: An International Review, 18(5), 396–

414. https://doi.org/10.1111/j.1467-8683.2010.00809.x 

Carter, D. A., Simkins, B. J., & Simpson, W. G. (2003). Corporate governance, board 

diversity, and firm value. The Financial Review, 38(1), 33–53.  

 Carter, D.A., D’Souza, F., Simkins, B.J, and Simpson G.W (2010).  The Gender and 

Ethnic Diversity of US Boards and Board Committees and Firm Financial 

Performance 

Casault, S., Groen, A. J. & Linton, J. D. (2013). Selection of a portfolio of R&D 

projects. In A. N. Link & N. S. Vonortas (Eds.), Handbook on the theory and 

practice of program evaluation: 89-112. Massachusetts: Edward Elgar 

publishing. 

Cepeda, G., Nitzl, C. & Roldan, J. L. (2018). Mediation Analyses in Partial Least 

Squares Structural Equation Modeling. Guidelines and Empirical Examples. 

Chan, H. Faff, R., Gallagher, R. & Looi, R. (2004). Fund size, Transaction Costs and 

Performance: Size Matters. The University of New South Wales. Working 

Paper.  

Chan, H. W., Faff, R. W., Gallagher, D. R., & Looi, A. (2009). Fund size, transaction 

costs and performance: size matters!. Australian Journal of 

Management, 34(1), 73-96. 

Chen, Y., & Ho, K. (2021). "Financial Expertise on Corporate Boards and Firm Risk-

Taking." Journal of Corporate Finance 

Chohan, U. W. (2017). Pension fund regulation and governance. Global Encyclopedia 

of Public Administration, Public Policy, and Governance. UNSW Canberra, 

Business School, University of New South Wales, Canberra, ACT, Australia. 

Chohan, U., Jacobs, K. (2017) Public value in politics: a legislative budget office 

approach. Int J Public Adm Vol. 40(12):1063–1073 

Chohan, U.W (2018), Pension Fund Regulation and Governance, UNSW Canberra, 

Business School, University of New South Wales, Canberra, ACT, Australia 

Choi, J., & Luo, X. (2021). The scale advantage: Why larger firms perform better in 

uncertain markets. Strategic Management Journal, 42(8), 1415-1435. 

Claessens, S., & Yurtoglu, B. B. (2013). Corporate governance in emerging markets: 

A survey. Emerging Markets Review, 15, 1-33.  

https://doi.org/10.1111/j.1467-8683.2010.00809.x


213 

 

 

 

 

 

Clark, G. L., Monk, A. H. B., & Rook, D. (2021). The governance of pension funds: 

The role of expertise in investment decision-making. Journal of Financial 

Governance, 18(2), 75-90. 

Cocco, J. F., & Volpin, P. F. (2005). The corporate governance of defined benefit 

pension plans: Evidence from the United Kingdom. ECGI-Finance Working 

Paper, (76). 

Coles, J. L., Daniel, N. D., & Naveen, L. (2021). Co-opted boards. Review of 

Financial Studies, 34(1), 1–44. 

Commission for University Education (2018). University Statistics Second edition 

Connelly, B. L., Li, Q., Shi, W., & Lee, K. B. (2020). "CEO Dismissal: Consequences 

for the Strategic Risk Taking of Competitor CEOs." Strategic Management 

Journal, 41(11), 2092–2125. 

Corbetta, G., & Salvato, C. A. (2004). The board of directors in family firms: One 

size fits all? Family Business Review, 17(2), 119-134.  

Creswell, J. W., & Creswell, J. D. (2017). Research design: Qualitative, quantitative, 

and mixed methods approaches: Sage publications. 

Crossland, C. & Hambrick, D. C. (2011), “Differences in managerial discretion across 

countries: how nation-level institutions affect the degree to which CEOs 

matter”, Strategic Management Journal, Vol. 32 No. 8, pp. 797-819 

Cruickshank, D.  (2017). Women in the Boardroom, a Global Perspective 

Cytonn Investment Report (March 10, 2019) 

Daily, C.M., Dalton, D.R. and Cannella, A.A. (2003). “Corporate governance: 

decades of dialogue and data”, Academy of Management Review, 

Vol. 28 No. 3, pp. 371-382. 

Davis, J. H., & Bryant, J. A. (2012). Models of governance: A review and critique. 

Journal of Management Policy and Practice, 13(3), 22-34. 

Davis, J. H., Schoorman, F. D., & Donaldson, L. (1997). Toward a stewardship theory 

of management. Academy of Management Review, 22(1), 20–47. 

Davydov, D., Florestedt, O.,Peltomäki, J.,& Schön, M., (2017). Portfolio performance 

across Genders and generations: the role of financial innovation. International 

Review of financial Analysis, Vol. 50, 44–51. 

https://doi.org/10.1016/j.irfa.2017.01.006  

De Maere, J., Jorissen, A., & Uhlaner, L. M. (2014). Board capital and the downward 

spiral: Antecedents of bankruptcy in a sample of unlisted firms. Corporate 

Governance: An International Review, 22(5), 387-407. 

https://doi.org/10.1016/j.irfa.2017.01.006


214 

 

 

 

 

 

DeFond, M. L., Hann, R. N., & Hu, X. (2005). Does the market value financial 

expertise on audit committees of boards of directors? Journal of Accounting 

Research, 43(2), 153-193. 

Department for Works & Pensions. (2002). Being positive about age diversity at work 

- a practical guide for business. Department for Work and Pensions (UK). 

Retrieved from http://www.stopdiscrimination.info/fileadmin/pdfs/Nationale_ 

Inhalte/UK/documents/AgeDiversityAtWork 

Dess, G.G., & Robinson, R. B., Jr. (1984). Measuring organizational performance: 

The case of the privately held firm and conglomerate business unit. Strategic 

Management Journal, 5, 265-273. 

Didin, F., Jusni & Mochamad, M.,(2018). How Measuring Financial Performance, 

International Journal of Civil Engineering and Technology, Vol. 9(6), 553–

557. 

Diepen, N. M. (2015). The effect of gender, age and nationality diversity on company 

performance–Evidence from the Netherlands (Unpublished, University of 

Twente). 

Donaldson, L., & Davis, J. H. (1991). Stewardship theory or agency theory: CEO 

governance and shareholder returns. Australian Journal of Management, 

16(1), 49–64. 

Dorfman, Mark, & Palacios, R. (2012). World Bank Support for Pensions and Social 

security, A Background Paper for the World Bank 2012-2022 Social 

Protection and Labour Strategy Discussion Paper, 1208. Washington, D.C.: 

The World Bank 

Engelen, P. J., van den Berg, A., & Van der Laan, G. (2012). Board diversity as a 

shield during the financial crisis. In Corporate governance: Recent 

developments and new trends (pp. 259-285). Berlin, Heidelberg: Springer 

Berlin Heidelberg. 

Erhardt, N. L., Werbel, J. D., & Shrader, C. B. (2003). Board of director diversity and 

firm financial performance. Corporate Governance: An International Review, 

Vol. 11(2), 102–111. 

Fariha, R., Hossain, M. M., & Ghosh, R. (2022). Board characteristics, audit 

committee attributes and firm performance: empirical evidence from emerging 

economy. Asian Journal of Accounting Research, 7(1), 84-96. 

Fauzi, F., & Locke, S. (2012). Board Structure, Ownership Structure and Firm 

Performance: A study of New Zealand Listed-Firms. Asian Academy of 

Management Journal of Accounting and Finance, Vol. 8(2), 43–67. Fuzi 

Florin Aliu, F.&  Knapkova, A. (2017). Portfolio risk of international diversification 

of Kosovo  Pension Fund: a historical perspective. Acta Universitatis 

Agriculturae et Silviculturae Mendelianae Brunensis, Vol. 65(1): 0237–0244. 

http://www.stopdiscrimination.info/fileadmin/pdfs/Nationale_


215 

 

 

 

 

 

Frees, E. W. (2004). Longitudinal and panel data: Analysis and applications in the 

social  sciences. Cambridge University Press. 

Fuentes, A., Morales, M., & Stewart, F. (2022, forthcoming). "Improving Investment 

Regulations for Pension Fund Diversification in Emerging Markets." World 

Bank Working Paper 

Gall, M. D., Gall, J. P., & Borg, W. R. (2003). Educational research: An introduction 

(7th ed.). Boston, MA: Pearson. 

Garba, T. & Abubakar, B.A (2014). Corporate board diversity and financial 

performance of insurance companies in Nigeria: an application of panel data 

approach. Asian Economic and Financial Review, Vol. 4(2):257-277   

Garcia, M. T., & Xu, Z. (2021). Artificial intelligence and big data in the healthcare 

sector: A  review of potential and challenges. Journal of Business 

Research. 131, 637-646. 

Genesis Management (K) Limited. (2013). Interest bearing assets seminar for trustees. 

Southern Sun – Mayfair 

Global Finance Magazine (2020). Global news and insight for corporate financial 

professionals. Retrieved July 7 2020 at 11.49 am 

Goel, P., & Sharma, A. (2020). Impact of Board Characteristics on Firm Performance: 

Evidence from India. Global Business Review, 21(3), 1–15. 

https://doi.org/10.1177/0972150924127695 

Governance: An International Review, 15, 404-413. 

Grix, J. (2004). The Foundations of Research. New York, NY: Palgrave Macmillan. 

Gujarati, D. N., & Porter, D. C. (2021). Basic Econometrics (6th ed.). McGraw-Hill 

Education. 

Gujarati, N. Domodar, (2013). Basic Econometrics. 9th Edition. The McGraw-Hill 

Companies. 

Guner, A. B., Malmendier, U., & Tate, G. (2008). Financial expertise of directors. 

Journal of Financial Economics, 88(2), 323-354. 

Gyapong, E., Monem, R. M. & Hu, F. (2016). Do Women and Ethnic Minority 

Directors Influence Firm Value? Evidence from Post-Apartheid South 

Africa. Journal of Business Finance  & Accounting. Vol. 43(3-4), 370-413. 

  

Hafsi, T. & Turgut, G. (2013). Boardroom Diversity and its Effect on Social 

Performance: Conceptualization and Empirical Evidence. Journal of Business 

Ethics, Vol. 112(3), 463–479. doi:10.1007/s10551-012-1272-z 

Hair, J. F., Black, W. C., Babin, B. J., & Anderson, R.E. (2010). Multivariate data 

analysis. 7th edition. Prentice Hall NY. 

https://doi.org/10.1177/09721509241276957


216 

 

 

 

 

 

Hambrick, D. C. (2007). Upper echelons theory: an update. Academy of Management 

Review, 32(2), 334-343. 

Hambrick, D. C., & Mason, P. A. (1984). Upper Echelons: The Organization as a 

Reflection of Its Top Managers. The Academy of Management Review, 9(2), 

193-206. 

Hambrick, D.C. & Finkelstein, S. (1987). "Managerial discretion: A bridge between 

polar views of organizational outcomes” Research in Organizational 

Behavior, Vol. 9, pp.369-406 

Harris, M., & Raviv, A. (2018). "Control of corporate decisions: Board composition 

and firm outcomes." Journal of Financial Economics. 

Hart, O. Moore, J., (1990). Property rights and the nature of the firm. Journal of 

Political Economy. Vol. 98, 1119-1158. 

Hasyudeen, R. A. (2003). Audit committee and auditor independence: The Malaysian 

scene. Accountants Today, 16(6), 10-12. 

Hayes, A. F., (2013). Introduction to mediation, moderation and conditional process 

analysis. New York: The Guilford Press. 

Heenetigala, K. (2011). Corporate governance practices and financial performance of 

listed companies in Sri Lanka. An unpublished PHD Thesis 

Herly, M. (2011). Corporate governance and firm performance in Indonesia. 

International Journal of Governance, 1(2), 384-403. 

Hess, D., & Impavido, G. (2003). Governance of public pension funds: lessons from 

corporate governance and international evidence (Vol. 3110). World Bank 

Publications. 

Hillman, A. J. & Dalziel, T. (2003). Boards of directors and firm performance: 

Integrating agency and resource dependence perspectives. Academy of 

Management Review, Vol. 28: 383–396. 

Hillman, A. J., Cannella, A. A., & Paetzold, R. L. (2000). The resource dependence 

role of corporate directors: Strategic adaptation of board composition in 

response to environmental change. Journal of Management Studies, 37(2), 

235-256. 

Hillman, A.J., Cannella, J.R. A.A. &Harris, I.C (2002). Women and Racial Minorities 

in the  Boardroom: How Do Directors Differ. Journal of Management, Vol. 

28, 747-763 

Hillman, C. H., Pontifex, M. B., Raine, L. B., Castelli, D. M., Hall, E. E., & Kramer, 

A. F. (2009). The effect of acute treadmill walking on cognitive control and 

academic achievement in preadolescent children. Neuroscience, 159(3), 1044-

1054.  



217 

 

 

 

 

 

Hinz, R., Rudolph, H., Antolín, P., Yermo, J., & Pino, A. (2010). Evaluating the 

financial performance of pension funds. OECD Publishing. 

Hirschman, A. (1970). Exit, Voice and Loyalty; Responses to Decline in Firms, 

Organizations and States. Harvard University Press, Cambridge MA 

Hosny, K. (2017). Political stability, firm characteristics and performance: Evidence 

from 6,083 private firms in the Middle East. Review of Middle East Economics 

and Finance, 1-21 

Hosny, K., & Elgharbawy, A., (2021). Board diversity and financial performance: 

empirical evidence from the United Kingdom. Accounting Research Journal, 

Vol 35, Issue 4 

Hsu, H. & Wu, C.Y.H. (2014). Board composition, grey directors and corporate 

failure in the UK. Bri Acc Rev. Vol. 46: 215–227. 

Huang, S. & Hilary, G., (2018). Zombie boards: board tenure and firm 

performance. Journal of Accounting Research, Vol. 56 No. 4, pp. 1285-1329. 

Ihsan, Y. & Nihal, K. B. (2013). The relationship between diversification strategy and 

organizational performance in developed and emerging economy contexts: 

evidence from Turkey and Netherlands. Eurasian Business Review 

Impavidoa, G, O’Connor R. & Vittasc D. (2008).Improving the Investment 

Performance of Public Pension Funds: Lessons for the Social Insurance Fund 

of Cyprus from the Experience of Four OECD Countries. Cyprus Economic 

Policy Review. Vol. 2 

Iqbal, A., Hameed, I., & Qadeer, M. (2012). Impact Of Diversification On Firms’ 

Performance. American Journal of Scientific Research, 80, 42-53. 

Iraya, C. & Wafula, F.J. (2018). Does Portfolio Diversification Affect Performance of 

Balanced Mutual Funds in Kenya? European Scientific Journal. February 

2018 edition Vol.14, No.4 ISSN: 1857 – 7881 

Isa, M.A.M., Ismail, N.H. & Isa, M.M. (2019). Board characteristics, firms’ specific 

factors and financial performance: Evidences from ACE Market in Bursa 

Malaysia. ASEAN Entrepreneurship Journal (AEJ), 5(2), 20-26. 

Jackling, B., & Johl, S. (2009). Board structure and firm performance: Evidence from 

India's top companies. Corporate governance: an international review, 17(4), 

492-509. 

Jensen, M. C. (1988). Takeovers: Their causes and consequences. Journal of 

economic perspectives, 2(1), 21-48. 

Jhunjhunwala, S. & Mishra, R. K. (2012). Board diversity and corporate performance: 

The Indian evidence. IUP Journal of Corporate Governance, Vol. 11(3), 71–

79. 



218 

 

 

 

 

 

Jin, Z., Song, S., & Yang, X. (2014). The role of female directors in corporate 

investment in China. China Journal of Accounting Studies, 2(4), 323–344. 

https://doi.org/10.1080/21697213.2014.984265 

Johl, S. K., Kaur, S., & Cooper, B. J. (2015). Board characteristics and firm 

performance: Evidence from Malaysian public listed firms. Journal of 

Economics, Business and Management, 3(2), 239-243. 

Johnston, A. (2014). Rigour in research: theory in the research approach. European 

Business Review, 26 (3), 206-217. 

Judd, C. M., & Kenny, D. A. (1981b). Process analysis: Estimating mediation in 

evaluation research. Evaluation Research, 5, 602-619. 

Kamukama, N., Kyomuhangi, D. S., Akisimire, R. & Orobia, L. A.  (2017). 

Competitive advantage: African Journal of Economic and Management 

Studies, Vol. 8 Issue: 2, pp.221-234 

Kamwaro, E.K. (2013). The Impact of Investment Portfolio Choice on Financial 

Performance of Investment Companies in Kenya. Unpublished MBA Thesis, 

University of Nairobi 

Kang, H., Cheng, M., & Gray, S. J. (2007). Corporate governance and board 

composition: Diversity and independence of Australian boards. Corporate 

governance: An International Review, 15(2), 194-207. 

Kevin, L. W., & Keasey, K. (2008). Corporate governance: Accountability, 

enterprise and international comparisons. John Wiley & Sons. 

Khan, A., & Alavi, R. (2021). Generational shifts in organizational diversity policies. 

Human Resource Management Review, 31(4), 435-451. 

Khanna, T., & Palepu, K. (2000). Is group affiliation profitable in emerging markets? 

An analysis of diversified Indian business groups. The journal of 

finance, 55(2), 867-891. 

Kibet, A. K., & Simiyu, R. S. (2016). The role of pension schemes in economic 

development: Comparing Kenya and Singapore. Research Journal of Finance 

and Accounting, 7(16), 161-176. 

Kigen, A. K. (2016). Effect of fund size on the financial performance of pension funds 

in Kenya (Doctoral dissertation). 

Kim, B., Burns, M.L. & Prescott, J.E.(2009). The strategic role of the board: The 

impact of board structure on top management team strategic action capability. 

Corporate Governance: An International Review, Vol.17: 728–743. 

Kim, K., Mauldin, E., & Patro, S. (2014). Outside directors and board advising and 

monitoring performance. Journal of Accounting and Economics, 57, 110–131 



219 

 

 

 

 

 

Kim, S., & Park, Y. (2023). Scaling expertise: Financial professionals and fund 

performance in large organizations. Journal of Economic Behavior & 

Organization, 205, 234-249. 

Kimeli, J., & Wepukhulu, J. M. (2018). Determinants of financial performance of 

individual pension schemes in Kenya. The Strategic Journal of Business & 

Change Management, 5(4), 706-724. 

Kimengich, K. J. (2015). The effect of credit risk management on the financial 

performance of commercial banks in Kenya. Unpublished MBA Project, 

University of Nairobi. 

Kimeu, C. K. (2015). The effect of credit risk management on the financial 

performance of commercial banks in Kenya. International Journal of Business 

and Finance Management Research, 3, 52-63. 

Kimeu, F. M. (2015). The effect of portfolio composition on the financial performance 

of investment companies listed in Nairobi securities exchange (Doctoral 

dissertation, University of Nairobi). 

Kirui, E. K. (2014). The effect of corporate governance on financial performance of 

insurance companies in Kenya. Unpublished MBA Project: University of 

Nairobi 

Kirui, K. J. (2014). Moderating effect of Employee Personality on the relationship 

between Work Factors and Retirement intentions outcome among Retired 

Civil Servants in selected Counties in Kenya (Doctoral dissertation, Moi 

University, School of Business and Economics.). 

Kong, G., & Kong, D. (2017). Corporate governance, human capital, and 

productivity: evidence from Chinese non-listed firms. Applied 

Economics, 49(27), 2655-2668. 

Korir, F. J. (2020). Board structure, chief executive officer narcissism and real 

earnings management among companies listed in Nairobi Securities 

Exchange, Kenya (Doctoral dissertation, Moi University). 

Krejcie, R. V., & Morgan, D. W. (1970). Determining sample size for research 

activities. Educational and psychological measurement, 30(3), 607-610. 

Kumah, A., Botsie, T., Kwasi, B.W. & Adu-Brobbey, V. (2017). An Assessment of 

Pension Coverage among the Informal Sector in Ghana. International Journal 

of Latest Engineering Research and Applications. ISSN: 2455-7137 Vol. 

2(09), 08-19. 

Kutum, I. (2015). Board characteristics and firm performance: Evidence from 

Palestine. European Journal of Accounting Auditing and Finance 

Research, 3(3), 32-47. 



220 

 

 

 

 

 

Kwakwani, N., & Subbarao, K. (2005). Aging and poverty in Africa and the role of 

social pensions. World Bank Social Protection Discussion Paper Series, No. 

0521. 

Kwan, T., & Lau, S. (2020). Board size and performance: The mediating role of 

decision quality. Asia Pacific Journal of Management, 37(2), 345-367. 

Kweh, Q. L., Wang, W. K., Lu, W. M., & Lee, J. J. (2021).  Management 

characteristics and corporate performance of Chinese chemical companies: the 

moderating effect of managerial ability. International transactions in 

operational research, 28(2), 976-995. 

Kwon, S., & Park, H. (2022). Strategic centralization in large-scale funds: Balancing 

size and returns. Financial Strategy Journal, 12(1), 

Lagat, F. K. (2018). Effect of ownership structure on the relationship between risk 

management practices and financial performance of financial institutions in 

Kenya. (Unpublished PHD Thesis) 

Lancaster, G. (2005). Research methods in management. British Library Cataloguing 

in Publication Data. Routledge. 

Li, N. A., & Wahid, A. S. (2018). Director Tenure Diversity and Board Monitoring 

Effectiveness. Contemporary Accounting Research Contemporary Accounting 

Research, 35(3), 1363–1394 

Little, T. D. (2013). Longitudinal structural equation modeling. New York, NY: The 

Guilford Press. 

Liu, Y., Miletkov, M. K., Wei, Z., & Yang, T. (2015). Board independence and firm 

performance in China. Journal of Corporate Finance, Vol. 30, 223–244. 

 Lizares, R.M. (2019). The Impact of Corporate diversification on Firm Performance. 

Philippine Management Review, Vol. 26, 31-52. 

Loderer, C. & Waelchli, U.(2009). Firm age and Performance. University of Bern, 

Working Paper 

Loh, L. Y. H., & Nguyen, M. H. (2018). Board diversity and business performance in 

Singapore-listed companies the role of corporate governance. Res. J. Soc. Sci. 

Manag, 7, 95-104. 

Lorsch, J. & MacIver, E. (1989). Pawns or Potentates: The Reality of America’s 

Corporate Boards. Boston: Harvard Business School Press.  

MacKinnon, D. P., Krull, J. L., & Lockwood, C. M. (2000). Equivalence of the 

mediation, confounding and suppression effect. Prevention Science, 1(4), 173-

181. 



221 

 

 

 

 

 

Mahadeo, D., Soobaroyen, T., & Hanuman, V.O.(2012). Board Composition and 

Financial Performance: Uncovering the Effects of Diversity in an Emerging 

Economy. Journal of Business Ethics, 105(3), 375-388. 

Mahesh, B. and Hyderabad, R.L (2020). Influence of board characteristics on 

financial performance of CNX nifty listed companies in India. International 

Journal of Management Studies, 7(1), 59-70. 

Malina, M. A., & Selto, F. H. (2001). Communicating and controlling strategy: An 

empirical study of the effectiveness of the balanced scorecard. Journal Of 

Management Accounting Research, 13(1), 47-90. 

Manyaga, C. B., Muturi, W., & Oluoch, O. (2020). Board Gender Diversity and 

Financial Performance of Commercial Banks in Kenya. Journal of Finance 

and Accounting, 8(1), 1-10 

Markowitz, H. (1952). Portfolio selection. The Journal of Finance, 7(1), 77-91. 

Mathula,I. R. (2018). Effect of pension schemes on employee retention in public 

universities in Kenya. International Journal of Current Business and Social 

Sciences, Vol,1(7), 285-320 

Matsusaka, J. G. (2001). Corporate diversification, value maximization, and 

organizational Capabilities. Journal of Business, 74 (30):409–31. 

Matthews & Ross, L. (2010). Research Methods: A Practical Guide for the Social 

Sciences. Harlow: Longman. 

Mboi, C. S., Muturi, W., & Wanjare, J. (2018). Moderating Effect of Firm 

Characteristics on the Relationship Between Capital Structure and Financial 

Performance of Medium-sized and Large Enterprises in Kenya. Journal of 

Economics and Sustainable Development, 9 (18), 112-132. 

McColgan, P. (2001). Agency theory and corporate governance: A review of the 

literature from a UK perspective. Working Paper, University of Strathclyde. 

Mohammad, S. J., Abdullatif, M., & Zakzouk, F. (2018). The effect of gender 

diversity on the financial performance of Jordanian banks. Academy of 

Accounting and Financial Studies Journal, 22(2), 1-11. 

Mohapatra, Pranati (2017).  Board Size and Firm Performance in India. The XIMB 

Journal of  Management, Vol. 14(1), 19-30. 

Morales, L., & Stewart, C. (2022). Corporate governance and firm performance in 

emerging markets: Evidence from Latin America. Journal of Business 

Research, 142, 123-135. 



222 

 

 

 

 

 

Museve, E., Tenai, J., & Nyangweso, P.M. (2016). Relationship between board 

characteristics and firm financial diversification (national sales and assets) 

among listed firms on Nairobi securities exchange, Kenya. International 

Journal of Economics, Commerce and Management 

Muttakin, M. B., & Ullah, S. (2012). Corporate governance and bank performance: 

Evidence from Bangladesh. Corporate Governance and Bank Performance: 

Evidence from Bangladesh (October 1, 2012). Corporate Board: Role, Duties 

& Composition, 8(1). 

Mutuku, N. (2019). Supervision of governance of pension arrangements in Kenya, 

paper presented at IOPS conference in India, March. 

Mutula A.K & Kagiri (2018). Determinants Influencing Pension Fund Investment 

Performance in Kenya. International Journal of Finance, Vol. 3(1) No.2, 14 – 

36 

Mwengei, T. K. (2016). The effect of liquidity on the financial performance of non-

financial companies listed at the Nairobi Securities Exchange. Unpublished 

MBA Project, University of Nairobi. 

Nadège B. and Carolina S. (2023). Pension fund board governance and asset 

allocation: evidence from Switzerland. Journal of Pension Economics & 

Finance, 22(3), 400-424. 

Namazi, M. and Namazi, N. R. (2016). Conceptual Analysis of Moderator and 

Mediator variables in Business Research.  Procedia Economics and Finance 

36 (2016) 540 – 554 

National Association of Pension Funds. (2005). 2005 Annual Survey (of Occupation 

Pension Schemes).    

Naz, F., Ijaz, F., & Naqvi, F. (2016). Financial Performance of Firms: Evidence from 

Pakistan Cement Industry. Journal of Teaching and Education, CD-ROM. 

ISSN: 2165-6266 : 05(01):81–94 (2016) 

Neuman, K., & Wallace, S. (2018). Do defined benefit pensions create monopsony 

power? Evidence from the academic labour market. Journal of Economic and 

Economic Education Research, 19(1), 1-18. 

Neveu, E., Poncet, S., & Ruane, S. (2022). Institutional maturity and investment 

conservatism: Evidence from pension funds. Financial Analysts Journal, 

78(3), 45-60. 

Newbert, S. L. (2008). Empirical research on the resource-based view of the firm: An 

assessment and suggestions for future research. Strategic Management 

Journal, 29(2), 121-146 



223 

 

 

 

 

 

Ngetich, G. K. (2012). The effects of interest rate spread on the level of non-

performing assets: A case of commercial banks in Kenya. International 

Journal of Business and Public Management, 2(2), 58-65. 

Ngugi, W., Njuguna, A.  & Wambalaba, F. (2018). The Influence of Pension Scheme 

Maturity on Investment Strategies of Pension Funds in Kenya. International 

Journal of Business and Management; Vol. 13(10) 

Nguyen, P., Rahman, N., Tong, A. (2016). Board size and firm value: evidence from 

Australia. J. Manag Gov,  Vol. 20, 851–873  

Nguyen, T.H.T., Ntim, C.G. and Malagila, JK. (2020), “Women on corporate boards 

and corporate financial and non-financial performance: a systematic literature 

review and future research agenda”, International Review of Financial 

Analysis, Vol. 71, p. 101554. 

Nielsen, B. B., & Nielsen, S. (2013). Top Management Team Nationality Diversity 

and Firm Performance: A Multilevel Study. Strategic Management Journal, 

Vol. 34(3), 373–382. doi:10.1002/smj.2021 

Nielsen, S. (2010). Top management team diversity: a review of theories and 

methodologies International Journal of Management Reviews, 12, 3, 301-16. 

Nishii, L., Gotte, A., & Raver, J. (2007). Upper echelon theory revisited: The 

relationship between upper echelon diversity, the adoption of diversity 

practices, and organizational performance. Cornell University, School of 

Industrial and Labor Relations. New York: Center for Advanced Human 

Resource Studies. 

Njeru, S. E. Njeru M. D. & Kasomi F., (2015). Evaluation Of Financial Performance 

on Portfolio Holdings Held by Pension Funds in Kenya. European Scientific 

Journal June 2015 Ed. Vol.11 (16). ISSN: 1857 – 7881 (Print) e - ISSN 1857- 

7431 

Njuguna, A. G. (2010). Strategies to improve pension fund efficiency in Kenya. 

Unpublished PhD Thesis, Nelson Mandela Metropolitan University. 

Nunally, J. C. (1978). Psychometric Theory. New York: McGraw-Hill. 305 

Nyangeri, F. (2014). The effect of firm characteristics on the financial performance of 

pension schemes in Kenya (Doctoral dissertation). 

Ochieng, D. O., Wekesa, S. N., & Wawire, N. H. W. (2019). Effect of government 

expenditure on economic growth in East Africa: A disaggregated model. 

European Journal of Economic and Financial Research, 3(1), 1-19. 

Odhiambo, B. A. (2016). The Effect of Board of Trustees Diversity on the Financial 

Performance of Segregated Pension Funds in Kenya. University of Nairobi 



224 

 

 

 

 

 

Odira, L. A., Miroga, J. & Otinga, H. N. (2020). Influence of pension fund 

management practices on investment performance of individual pension 

schemes in Kenya. The Strategic Journal of Business & Change Management, 

Vol.7(2), 296 – 310. 

Odundo, E. (2006). Reforming DB Funds: The Case of Kenya. OECD/IOPS Global 

Forum on Private Pensions. Istanbul. November, pp. 7-8. 

Oduori, M. B. (2020). Effect of board diversity and chief executive officer power on 

dividend policy in listed companies in Nairobi securities exchange, Kenya 

(Unpublished PHD thesis) 

OECD (2004). Recommendations on Core Principles of Occupational Pension 

Regulation. OECD Publishing. 

OECD (2005). Working Party on Private Pensions, Classification and Glossary, 2005 

edition”, University of Oregon. 

uoregon.edu/~asuomca/diversityinit/definition.html  

OECD (2006). Guidelines for Pension Fund Governance 

OECD (2019). Global Pension Statistics for 2018 

OECD Working Papers on Insurance and Private Pensions, No. 20. 

OECD, (2019). Pensions at a glance 2019, OECD and G20 Indicators.  

Okeahalam, C. C., & Akinboade, O. A. (2003). A review of corporate governance in 

Africa: Literature, issues and challenges. Global Corporate Governance 

Forum, 15. 

Oladapo, F.A. (2016). The Funded Pension Scheme and Economic Growth in Nigeria. 

Pension Risk Management eJournal, Vol. 10 (49). 

Oluoch, M.A. (2013). The Determinants of Performance of Pension Funds in Kenya. 

(A Master’s Thesis Submitted to the University of Nairobi). 

Ombaba, K.B.M (2016). Board Diversity and Financial Performance; Evidence from 

Kenya. Africa International Journal of Management Education and 

Governance (AIJMEG) Vol.1(1):1-15 

Ombaba, K.B.M and Kosgey, D. (2017). The Relationship between Board Tenure and 

Financial Performance. The Allegiance Hypothesis. International Journal of 

Modern Research in Engineering & Management (IJMREM) 

Ombuki, C. & Oteki, E.B (2019). Effect of Member Income on Additional Voluntary 

Contributions to Pension Funds in Kenya: Case of Universities in South 

Eastern. International Journal of Recent Research in Commerce Economics 

and Management (IJRRCEM) Vol. 6, Issue 1, 



225 

 

 

 

 

 

Omilola, B., & Kaniki, S. (2014). Social protection in Africa: A review of potential 

contribution and impact on poverty reduction. New York: United Nations 

Development Programme (UNDP). 

Omondi, M. M., & Muturi, W. (2013). Factors affecting the financial performance of 

listed companies at the Nairobi Securities Exchange in Kenya. Research 

Journal of Finance and Accounting, Vol. 4(15), 99-104 

Ongore, V. O., K’obonyo, P.O., Ogutu, M. & Bosire, E. M. (2015). Board 

Composition and Financial Performance: Empirical Analysis of Companies 

Listed at the Nairobi Securities Exchange. International Journal of Economics 

and Financial Issues Vol. 5 (1).  

Orinda, G.A.(2021). Organizational learning, employee satisfaction, loyalty and 

employee performance in the banking sector in Nairobi County, Kenya, 

Unpublished PHD Thesis 

Otiso, K. N. (2015). Mediating effect of customer satisfaction on the relationship 

between customer relationship management practices and customer retention 

among mobile phone users in selected public universities in Kenya. 

Unpublished PHD thesis 

Ouma, C. (2019). Effect of Gender Diversity on the Financial Performance of 

Insurance Firms in Kenya. International Journal of Research in Business and 

Social Science, 8(5), 

Oyedokun, G. O. (2019). Board characteristics and financial performance of 

commercial banks in Nigeria. International Accounting and Taxation Research 

Group, Faculty of Management Sciences, University of Benin, Benin City, 

Nigeria. Accounting and Taxation Review, 3(2), 31-48. 

Pagliaro, C., & Utkus, S. (2020). The Value of Advice: Improving Portfolio 

Diversification. Vanguard Research Report. 

Palacios, R. J. (2002). Managing Public Pension Reserves Part II: Lessons from Five 

Recent OECD Initiatives. Social Protection Discussion Paper 219. 

Washington, D.C.: World Bank. 

Palepu, K. (1985). Diversification strategy, profit performance and entropy measure. 

Strategic Management Journal, 6, 239-255. 

Patton, M. Q. (2002). Qualitative Research and Evaluation Methods (3rd Ed.). 

Thousand Oaks, CA: Sage. 

Paula, A. F., Silva, S. A., & Santos, E. M. (2016). Corporate governance and firm 

performance: Evidence from Brazilian listed companies. Revista 

Contabilidade & Finanças, 27(72), 180-194. 

Pedhazur, E. J., & Schmelkin, L. P. (2013). Measurement, design, and analysis: An 

integrated approach. psychology press. 



226 

 

 

 

 

 

Perez, A., & Wang, J. (2020). The diversification paradox: Balancing risk and returns 

in financial portfolios. Journal of Portfolio Management, 46(5), 93-108. 

  Pierre, G., Sanchez Puerta, M. L., Valerio, A., & Rajadel, T. (2014). STEP Skills 

Measurement Surveys: Innovative Tools for Assessing Skills. World Bank 

Publications. 

Pierre, J., R., Timothy, M. D., George, S. Y. and Gerry, J (2009). Measuring 

organizational performance: Towards methodological bets practice. Journal of 

Management. Vol. 35 No.718.  

Pike, S. and Roos, G. (2004). Mathematics and modern business management. 

Journal of Intellectual Capital, Vol. 5 No. 2, pp. 243-256. 

Pompian, M. M. (2016). Behavioral finance and investor types: Managing behavior 

to make better investment decisions. Wiley. 

Prado, P. H. M., Korelo, J.C. & Silva, D.M.L (2014). Mediation, Moderation and 

Conditional Process Analysis. Brazilian Journal of Marketing –BJM Vol. 13, 

n. 4. 

Pugliese, A.,Wenstop, P. Z. (2007). Board Member Contribution to Strategic Decision 

Making in Small Firms. Journal of Management and Governance, Vol. 11(4), 

383-404. 

Pula, G., Skudelny, F., & Wolswijk, G. (2012). Pension reforms in the EU since the 

early 2000's: Achievements and challenges ahead. European Central Bank 

Occasional Paper Series, No. 117. 

Pula, J. S., Berisha, G., & Ahmeti, S. (2016). The impact of portfolio diversification 

in the performance and the risk of investments of Kosovo pension savings 

trust. Journal of Business and Economics, 3(3), 198-211. 

RBA (2000). Occupational Retirement Benefits Schemes) Regulations 

RBA Act (1997). Cap 197 Laws of Kenya 

RBA Report (2016). Publication of Retirement Benefit Authority, Vol 6(1). 

Rehman, A. A. and Alharthi, K. (2016). An Introduction to Research Paradigms. : 

https://www.researchgate.net/publication/325022648 

Richards, K. (2003). Qualitative inquiry in TESOL. New York, NY: Palgrave 

Macmillan 

Robert, E., & Clifford P.(2004).What’s Public Procurement: Definitional Problems 

and Implications. International Public Procurement Conference Proceedings, 

Vol. 3, 2004. 

https://www.researchgate.net/publication/325022648


227 

 

 

 

 

 

Rodriguez, M. A., Ricart, J. E., & Sanchez, P. (2002). Sustainable development and 

the sustainability of competitive advantage: A dynamic and sustainable view 

of the firm. Creativity and Innovation Management, 11(3), 135-146. 

Rondøy, T., Thomsen, S., Oxelheim, L.  (2006). Nordic Corporate Board Diversity. 

In Nordic Innovation Center. 

Rono, L.J., Bitok, J. K.,  Asamoah G. N. (2010) Impact of Retirement Benefit Act 

(RBA) on Investment Returns to Pension Funds in Kenya. International 

Business & Economics Research Journal, Vol 9(4). 

Rose, C. (2007). Does female board representation influence firm performance? The 

Danish evidence. Corporate governance: An international review, 15(2), 404-

413. 

Routledge, J., & Stewart, C. (2016). The role of board composition in corporate 

governance:  A review and future research agenda. Journal of Management 

& Organization, 22(4), 434-456. 

Rowe, W. G. & Morrow, J. L. Jr. (2009). A Note on the dimensionality of the Firm 

Financial Performance Construct using Accounting, Market and Subjective 

measures. Canadian Journal of Administrative Sciences. 

Rowe, W. G., & Morrow Jr, J. L. (1999). A note on the dimensionality of the firm 

financial performance construct using accounting, market, and subjective 

measures. Canadian Journal of Administrative Sciences, 16(1), 58-71. 

Ruigrok, W. & Wagner, H. (2003). International and performance: An organizational 

learning perspective. Management International Review, Vol.43, 63-83. 

Rumelt, P. R. (1974). Strategy, Structure and Economic Performance. Division of 

Research Harvard Business School.  

Rumelt, R. P. (2022). The Crux: How Leaders Become Strategists. Public Affairs. 

Sarbanes-Oxley Act (2002) 

Sarwar, B., Xiao, M., Husnain, M. and Naheed, R. (2018), "Board financial expertise 

and dividend-paying behavior of firms: New insights from the emerging 

equity markets of China and Pakistan", Management Decision, Vol. 56 No. 9, 

pp. 1839-1868. https://doi.org/10.1108/MD-11-2017-1111  

Saunders, M., Lewis, P. & Thornhill, A. (2019). Research Methods for Business 

Students. 8th Edition, Pearson, London. 

Sazali, A.W., Haslinda, A., Jegak, U. & Raduan, C. R (2009).  Moderating Effects of 

MNCs’ Size in the Relationship between Knowledge Characteristics and 

Degree of Inter-Firm Technology Transfer in International Joint Ventures. 

American Journal of Scientific Research, Vol.23, 38 

https://doi.org/10.1108/MD-11-2017-1111


228 

 

 

 

 

 

Serfling, A. M. (2012). CEO Age, Underinvestment, and Agency cost. University of 

Arizona. University of Arizona. 

Serrano,C. & Mar Molinero M. (2011): Selecting DEA specifications . Ranking units 

via PCA. Discussion Papers in Management, M01-3, University of 

Southampton. 

Shi, L. Laurens Swinkels, L. &  Fieke Van der Lecq, F. V. (2016). Board Diversity in 

Dutch Pension Schemes. www.emeraldinsight.com/2040-7149.html 

Shital, J. & Mishra, R.K. (2012). Board Diversity and Corporate performance: The 

Indian Case; The IUP Journal of Corporate Governance Vol. XI (3), 212. 

  Shleifer, A., & Vishny, R. W. (1989). Management entrenchment: The case of 

manager-specific investments. Journal of Financial Economics, 25(1), 123-

139. 

Simpson, W. G., Carter, D. A., & D'Souza, F. P. (2010). What do we know about 

women on boards? Journal of Applied Finance, 20(2), 27-39. 

Sin, H., Ng, Teh, B. H, Ong, T. S. and Wei Ni Soh, W.N (2016). The relationship 

between board characteristics and firm financial performance in Malaysia, 

Corporate Ownership & Control / Volume 14, Issue 1 

Smith, A. B. (2022). Digital Marketing Strategies: Data, Automation, AI & Analytics, 

Kogan Page Publishers. 

Smits, R. (2011). Does pension fund size matter for better performance. Unpublished 

bachelor’s thesis in finance. University of Tilburg. 

Solimene, S., Coluccia, D., & Fontana, S. (2017). Gender diversity on corporate 

boards: an empirical investigation of Italian listed companies. Palgrave 

Communications, 3(1), 1-7. 

Stephen, G., & John, N. (2014). Professional Expertise and Board Diversity. 

doi:dx.doi.org/10.2139/ssrn.2289689  

Stephenson, C. (2004). Leveraging Diversity to Maximum Advantage: The Business 

Case for Appointing More Women to Boards. Ivey Business Journal 

September/October, 1-5. 

Stewart, F. and J. Yermo (2009). Pensions in Africa, OECD Working Papers on 

Insurance and Private Pensions, No. 30, OECD Publishing © 

OECD.doi:10.1787/227444006716 

Strumskis, M., & Balkevičius, A. (2016). Pension fund participants and fund 

managing company shareholder relations in Lithuania second pillar pension 

funds. Intellectual Economics, 10(1), 1-12. 



229 

 

 

 

 

 

Sürücü, L. & Maslakçı, (2020) A., Validity and Reliability in Quantitative Research, 

BMIJ, (2020), 8(3): 2694-2726, doi: 

http://dx.doi.org/10.15295/bmij.v8i3.1540 

Suva, M. (2019). Determinants of International Portfolio Investment Risk 

Diversification in Developing Stock Markets (unpublished PHD thesis) 

Swinkels, L. & Ziesemer, V.  (2012). Diversity of Dutch Pension Fund Boards. 

Macmillan Publishers Ltd. 1478-5315 Pensions Vol. 17, 3, 137–143 

Taljaard, C. C., Ward, M. J., & Muller, C. J. (2015). Board diversity and financial 

performance: A graphical time-series approach. South African Journal of 

Economic and Management Sciences, 18(3), 425-447. 

Tayari, A, Muturi, W. and Ngugi, K. (2015). Relationship between pension schemes 

financing structure and performance of pension funds in Kenya. Prime 

Journal of Social Science   ISSN: 2315-5051. Vol. 4(3), 1005-1008, March 

2015.  

Temitope, A.A., Olamide, J.O., Oluwatobiloba, & A.E.  (2018). Pension Fund 

Characteristics and Financial Performance in Nigeria: International Journal of 

Research and Innovation in Social Science (IJRISS) 

Terjesen, S., & Sealy, R. (2016). Board gender quotas: Exploring ethical tensions 

from a multi-theoretical perspective. Business Ethics Quarterly, 26(1), 23-65. 

Tharenon, P., Donohne, R., & Cooper B., (2007). Management Research Methods. 

Cambridge: Cambridge University Press. 

The Standard (10th March, 2017). You have to earn your keep, pension fund trustees 

told 

Tilba, A., & Reisberg, A. (2019). Fiduciary duties and stewardship in pension funds. 

Journal of Corporate Law Studies, 19(1), 161–189. 

Ting, I. W. K, Azizan, N. A. B. & Kweh, Q. L. (2015).  Upper Echelon Theory 

Revisited: The relationship between CEO Personal Characteristics and 

Financial Leverage Decision. Procedia - Social and Behavioral Sciences   195  

( 2015 )  686 – 694 

Tsui, J. S. L., & Lam, K. C. K. (2019). Corporate governance and firm performance: 

A study of Chinese companies. Asian Review of Accounting, 27(2), 208-230. 

Tuli, F. (2010). The basis of distinction between qualitative and quantitative research 

in social science: Reflection on ontological, epistemological and 

methodological perspectives. Ethiopian Journal of Education and Sciences, 

Vol. 6(1). 



230 

 

 

 

 

 

Tyagi, S.H., Nauriyal, D.K., & Gulat, R. (2018). Firm Level R&D Intensity: Evidence 

From Indian Drugs And Pharmaceutical Industry. Rev Manag Sci, 

Vol.12:167–202. 

United Nations Research Institute for Social Development (UNRISD), (2010), 

Combating poverty and Inequality: Structural Change, Social Policy and 

Politics. University World News, Africa Edition, May 2019. 

Van Horne, J., C. (2005). Fundamental of Financial Management, 6th Ed. New York: 

Prentice hall International 

Van Horne, J.C and Wachowicz, J.M Jr (2010).  Fundamentals of Financial 

Management, 13th Ed. New York: Pearson Education Limited. 

Varadarajan, P. Rajan, & Vasudevan R.,(1987). "Diversification and Performance: A 

Reexamination Using a New Two dimensional Conceptualization of Diversity. 

(University World News, Africa Edition 17th May 2019). Reprieve for 

Universities in Us$50 Million Pension Arrears 

Venkatraman, N., & Ramanujam. V. (I 986). Measurement of business performance 

in strategy research: A comparison of approaches. Academy of Management 

Review, 1 I (4). 801 -8 14.  

Waelchli, U., & Zellers, J. (2012). Old Captains at the Helm: Chairman age and Firm 

Performance. Journal of Banking & Finance, 37(5), 1612-1628 

Wahyuni, D. (2012). The research design maze: Understanding paradigms, cases, 

methods and methodologies. Journal of applied management accounting 

research, 10(1), 69-80. 

Wegge, J., Roth, C., Kanfer, R., Neubach, B., & Schmidt, K. H. (2008). Age and 

gender diversity as determinants of performance and health in a public 

organization: the role of task complexity and group size. Journal of Applied 

Psychology, 93 (6), 1301-1313 

Whiston, S. C. (2012). Principles and applications of assessment in counseling. 

Cengage Learning. USA. 

Wohlner, R. (2013, May 15). Keeping investments smartly diversified yields better 

(and safer) results. US News-daily paper, May 15. 

World Bank (2019). Extending pension coverage to informal sector workers in Africa 

May 29-31, 2019, Cotonou, Benin  

World Bank. 2019. Economic Impacts of Gender Inequality in Niger. World Bank, 

Washington, DC.©WorldBank.  

Yegon, J.C. (2015). Determinants of initial public offer underpricing: the moderating 

role of market conditions in African securities exchange association member 

stock markets. (Unpublished  PHD Thesis) 



231 

 

 

 

 

 

Yin, R.K. (2003). Case Study Research: Design and Method (3rd edn). London: Sage 

Zamuee, M. R. (2015) Efficiency of Pension Funds in Namibia.  American Journal of 

Marketing Research. Vol. 1 93), 106-112 

Zamuee, M. R. (2016) Optimization Strategies for Pension Funds: A Test of 

Efficiency, American Journal of Marketing Research. Vol. 2 (3), 95-102 

ISSN: 2381-750X 

Zhang, X., Lee, C., & Hong, J. (2021). Organizational life-cycle theories and their 

impact on growth strategies. Academy of Management Perspectives, 35(3), 23-

38. 

Zikmund, W. G., Babin, B. J., Carr, J. C., & Griffin, M. (2013). Business research 

methods. Cengage Learning.  

     



232 

 

 

 

 

 

APPENDICES 

Appendix 1: List of registered Public Universities Pension Funds and their 

relative ages 

No. Name Year of 

registration 

Age as at 1st 

January 

2015 

1 University of Nairobi 2007 8 

2 Moi University Pension Scheme 1991 24 

3 Kenyatta University Pension Scheme 1994 21 

4 Egerton University Pension Scheme 1967 48 

5 Jomo Kenyatta University of Agriculture and 

Technology 

2002 13 

6 Maseno University Pension Scheme 1990 25 

7 Dedan Kimathi University 2007 8 

8 Masinde Muliro University Pension Scheme 2003 12 

9 Technical University of Kenya Pension 

Scheme 

2013 2 

10 Masai Mara University 2014 1 

11 Multi Media University 2013 2 

12 South Eastern Kenya University 2012 3 

13 Jaramogi Oginga Odinga University  2011 4 

14 University of Kabianga 2013 2 

15 Kibabii University 2014 1 

16 Machakos University 2013 2 

17 Murang’a University of Technology 2014 1 

18 Cooperative University of Kenya  2006 9 

19 

 

Utalii College 1975 40 

20 

 

USIU  Pension Scheme 

  

1997 

 

8 

21 Strathmore University P.S 1990 

 

25 

22 Daystar University P.S 1996 19 

23 Africa Nazarene University  P.S  1998 

 

17 

24 Kenya Methodist University P.S  2012 3 

25 

 

The Catholic University  P.S 2005 10 

26 

 

Daystar University P.S 1996 19 

27 St Paul’s University P.S 2003 12 

Source: Researcher 2025 
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Appendix 2: Pension fund Board of trustee Characteristics 

Name of Pension Scheme ………………………………………..YEAR …………. 

 No.  of Fund board 

of trustee members 

No. of female 

board of 

trustee 

members 

No. of board of 

trustee members 

with an 

accounting 

professional 

knowledge 

Average age of 

board of trustee 

members 

2015     

2016     

2017     

2018     

2019     

2020     

2021     

2022     

Source: Researcher (2025) 
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Appendix 3: Pension Fund Size and Financial Performance 

Name of Pension Scheme ……………………………………….. 

 Income 

(Ksh.) 

Assets (Ksh.) ROA  

2015     

2016     

2017     

2018     

2019     

2020     

2021     

2022     

Source: Researcher (2025) 
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Appendix 4: Investments by Universities Sponsored Pension Schemes 

Signature………………………..Date…………………… 

Name of university pension Scheme -----------------------------------------  

  

Investment Category Investment in Million Shs 

 2015 2016 2017 2018 2019 2020 2021 2022 

Government Securities         

Quoted Equities         

 Immovable Property         

Guaranteed Funds         

Listed Corporate 

Bonds 

        

Fixed Deposits         

Offshore         

Cash         

Unquoted Equities         

Private Equity         

Real Estate Inv. Trust         

Commercial paper, 

non-listed bonds by 

private companies 

        

Immovable Property         

Other Assets         

Source: Researcher (2025) 
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Appendix 5: Descriptive statistics 

____________________________________________________________________ 

Statistics N  Min  Max  Mean  SD 

FundAge 208  1  55  17.53846 12.07939 

FundSize 208  13.9M  17.4B  2.42B  3.78B 

BDSize 208  4  14  7.485577 1.203772 

WoSize 208  1  5  2.240385 0.8223355 

FinExp  208  1  7  2.913462 1.134531 

DivRatio 208  -0.00678 0.3216267 0.059853 0.0288133 

ROA  208  -0.00678 0.2147688 0.08801 0.0223291 

_____________________________________________________________________ 

M = Million B = Billion 

Source: Research 2025 
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Appendix 6: Descriptive Statistics over the Years 

_____________________________________________________________________ 

YEAR   FundAge    FundSize BDSize    WoSize   FinExp    DivRatio      ROA 

2015 M    14.03846 1.69B     7.653846   2.153846   3.384615 0585536 .0809651 

        SD   12.06476 3.07B     1.056118   0.9671528   1.444352 .0596967 .0354352 

2016 M   15.03846   2.15B  7.692308   2.269231 3.115385   .0591427 .0844576 

       SD   12.06476   3.57B    1.59422    .8744229 1.505375   .021646 .018861 

2017 M   16.03846   2.27B  7.615385   2.230769   2.923077   .0557745  .0827445 

       SD   12.06476   3.86B    1.09825   .7646015 1.163549   .0276599 .017745 

2018 M   17.03846   2.37B    7.576923   2.192308 2.769231   .0497852 .0782088 

       SD   12.06476   3.80B    .9868364   .5670436   .862911   .0166203 .0119697 

2019 M   18.03846   2.47B    7.269231   2.269231 2.730769   .0563385 .081323 

        SD   12.06476   3.80B    1.150919 .7775702 .9190296   .0220897 .0133546 

2020 M   19.03846   2.67B    7.192308   2.346154 2.730769   .0629007 .0946006 

        SD   12.06476   4.05B    1.233507 .8918434 .9190296   .0149151 .0175219 

2021 M   20.03846   2.92B    7.500       2.192308 2.884615   .0599208 .0930351 

        SD   12.06476   4.30B    1.30384   .8952868 1.032547   .0192298 .0127131 

2022 M   21.03846   2.85B    7.384615   2.269231   2.769231 .0764046 .1087477 

        SD   12.06476   4.02B    1.168826   .8744229   1.031802   .016968 .0255562 

Total M   17.53846   2.42B    7.485577   2.240385   2.913462 .0598526 .0880103 

        SD   12.07939 3.78B   1.203772   .82233551.134531   .0288133 .0223291 

_____________________________________________________________________ 

M = Mean, SD = Standard Deviation B= Billion 

Source: Researcher 2025 
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Appendix 7: Descriptive Statistics Sector-wise 

_________________________________________________________________ 

 SECTOR   FundAge FundSize   BDSize WoSize   FinExp       DivRatio ROA 

PRIVATE   19.625 0.718B    6.92188 1.95313   2.89063    0.0631 0.08657 

PUBLIC     14.88889 3.16B   7.73611 2.31944   2.91667   0.05836 0.0886 

Total    16.34615    2.41B    7.48558 2.20673   2.90865   0.05982 0.08798 

__________________________________________________________________ 

 

Appendix 8: Unit Root Test Results 

________________________________ 

Variable Statistic  P-Value   

________________________________ 

FundSize -3.8098         0.0001 

Fund Age -3.5001    0.0002 

BDSize -4.1952   0.0000 

WoSize -3.7382             0.0001 

FinEXp -4.7043         0.0000 

DivRatio -2.7535         0.0029 

ROA  -4.0934         0.0000 

_______________________________ 
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Appendix 9: Correlation Analysis Results 

 ROA FundSize    FundAge   BDSize WoSize FinExp   DivRatio  

____________________________________________________________________ 

ROA  1.0000  

FundSize 0.8760*   1.0000  

  0.0000 

FundAge -0.5161* -0.6892*   1.0000  

  0.0000     0.0000 

BDSize              0.7800*   0.7889*   -0.3662*    1.0000  

  0.0000     0.0000      0.0000 

WoSize               0.4121*   0.3640*   -0.2314*     0.4412*     1.0000  

0.0000     0.0000       0.0008      0.0000 

FinExp  0.4837*   0.4302*   -0.3096*      0.3167*      0.2930*   1.0000  

0.0000    .0000         0.0000 0.0000      0.0000 

DivRatio -0.3869* -0.4849*    0.0771     -0.5261*     -0.2661*   -0.2260* 1.0000  

0.0000     0.0000       0.2680     0.0000      0.0001     0.0010 

_______________________________________________________________________ 

 * Sig = significant at 0.05     

 FundSize = Fund size, FundAge = Fund age,   BDSize = Board size, WoSize =  Women size, 

 FinExp = Financial expertise, DivRatio = Diversification ratio     

Source: Researcher 2025 
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Appendix 10: Normality Test Results 

___________________________________________________________________ 

Variable Obs  W  V  z  Prob>z 

___________________________________________________________________ 

ROA  208  0.99206 1.226  0.471  0.31898 

Fund Size 208  0.99313 1.060  0.134  0.44654 

Fund Age 208  0.99499 0.773  -0.594  0.72371 

Board Size 208  0.99258 1.145  0.313  0.37724 

Women Size 208  0.99038 1.485  0.911  0.18109 

FinExpt 208  0.99451 0.847  -0.383  0.64922 

DivRatio 208  0.99387 0.946  -0.127  0.55061 

_____________________________________________________________________ 

FinExpt = Financial expertise, DivRatio = Diversification Ratio 

Source: researcher 2024 
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Appendix 11: Multi-collinearity Test Results 

______________________________________________ 

Variable   VIF  1/VIF   

______________________________________________ 

Fund Size   6.32  0.158146 

Fund Age   2.67  0.374998 

Board Size   3.48  0.287596 

Women Size   1.30  0.772029 

Financial Expertise  1.28  0.783374 

Diversification Ratio  1.72  0.580714 

Mean VIF   2.79 

________________________________________________ 

 Source: Researcher 2024 



242 

 

 

 

 

 

Appendix 12:  Breusch-Pagan / Cook-Weisberg test for Homoscedasticity 

__________________________________________________________ 

         Ho: Constant variance 

         Variables: fitted values of ROA 

__________________________________________________________ 

         chi2 (1)      =     0.71 

         Prob > chi2 =   0.3991 

_________________________________________________________ 

 

Appendix 13: Auto-correlation Test Results 

________________________________________ 

F-Statistic   0.374 

P-value   0.6502 

Degrees of freedom  (1, 7) 

_________________________________________ 
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Appendix 14: Random effects  

________________________________________________________________ 

Random-effects GLS regression                   Number of obs      = 208 

Group variable: YEAR                             Number of groups   = 8 

R-sq:  within = 0.7724                          Obs per group: min = 26 

Between = 0.9538                                         avg = 26.0 

Overall = 0.7887                                         max = 26 

Wald chi2 (6)       = 750.15 

corr(u_i, X)   = 0 (assumed)                    Prob > chi2        = 0.0000 

____________________________________________________________________ 

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

____________________________________________________________________ 

FundAge     0.0052135    0.0005837     8.93    0.000     .0040696 .0063575 

FundSize      115.038    10.92978    10.53    0.000     93.61598 136.4599 

BDSize     0.019259  0.0071527     2.69    0.007      0.00524 .033278 

WoSize    0.0006662    0.0002962     2.25    0.024    0.0000857 .0012467 

FinExp     0.0977666    0.0352076     2.78    0.005    0.0287609 .1667723 

DivRatio     0.0355395    0.016886     2.10    0.035    0.0024436 .0686354 

_cons     0.8376802   0.0123636    67.75    0.000    0.8134479 .8619125 

_____________________________________________________________________ 

sigma_u           0 

sigma_e   0 .0559378 

Rho       0   (fraction of variance due to u_i) 

Source: Researcher 2025 
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Appendix 15: Fixed effect Results  

Fixed-effects (within) regression                Number of obs      =       208 

Group variable: YEAR                             Number of groups   =         8 

R-sq:  within = 0.7740                           Obs per group: min =        26 

Between = 0.9454                                         avg =      26.0 

Overall = 0.7871                                         max =        26 

F(6,194)           =    110.76 

corr(u_i, Xb)  = 0.2470                         Prob > F           =    0.0000 

_____________________________________________________________________ 

ROA       Coef.     Std. Err.       t     P>t      [95% Conf.  Interval] 

_____________________________________________________________________ 

FundAge    0.0043896    .0005961      7.36     0.000     .0032139     .0055653 

FundSize     99.27798    11.31571      8.77    0.000     76.96038     121.5956 

BDSize    0.0220358  0.0070757      3.11   0.002     .0080806      .035991 

WoSize    0.0006557    0.0002877      2.28    0.024     .0000883     .0012232 

FinExp    0.0942072    .0342485      2.75    0.007     .0266601     .1617544 

DivRatio    0.0281099    .0165491      1.70     0.091    -.0045293     .0607492 

_cons    0.8533593    .0124919     68.31   0.000      .828722     .8779967 

_____________________________________________________________________

_ 

sigma_u    .0205208 

sigma_e    .0559378 

Rho   .11861599   (fraction of variance due to u_i) 

F test that all u_i=0:     F(7, 194) =     3.05              Prob > F = 0.0046 
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Appendix 16: Regression for Direct effects 

xtreg ROA FundAge FundSize BDSize WoSize FinExp DivRatio, re 

Random-effects GLS regression                   Number of obs      = 208 

Group variable: YEAR                             Number of groups   = 8 

R-sq.:  within = 0.7726                          Obs per group: min = 26 

Between = 0.9534                                         avg = 26.0 

Overall = 0.7889                                         max = 26 

Wald chi2 (6)       = 751.05 

corr(u_i, X)   = 0 (assumed)                    Prob > chi2        = 0.0000 

____________________________________________________________________ 

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

_____________________________________________________________________ 

FundAge    0.0051608   0.000579      8.91    0.000      0.004026 0.0062957 

FundSize     114.9791    10.8969     10.55    0.000     93.62156 136.3366 

BDSize      0.0192945   0.0071474      2.70    0.007     0.0052859 0.033303 

WoSize    0.0006797    0.0002958      2.30    0.022       0.0001 0.0012595 

FinExp     0.0981211    0.0351541      2.79    0.005    0.0292203 .1670218 

DivRatio   0.0358929    0.0169773      2.11    0.035     0.0026181 0.0691677 

_cons    0.8376808    0.0123881     67.62   0.000     0.8134005 0.8619611 

_____________________________________________________________________

__ 

sigma_u           0 

sigma_e   .05592313 

rho           0   (fraction of variance due to u_i) 
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Appendix 17:  Test of Hypothesis H08a results 

_____________________________________________________________________ 

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

Structural      

DivRatio <-   

_____________________________________________________________________ 

BDSize     -.5261352    .0465443    -11.30   0.000    -.6173603   -.4349101 

_cons      -4.092529    .5605291     -7.30    0.000    -5.191146   -2.993913 

-------------+---------------------------------------------------------------- 

ROA <-        

DivRatio    .0324635     .0509772      0.64   0.524      -.06745    .1323769 

BDSize    .7970489     .0342464     23.27   0.000     .7299272    .8641706 

_cons         3.332868         .4691569      7.10      0.000     2.413338    4.252399 

var(e.DivRatio)   .7231818    .0489772                       .6332865    .8258377 

var(e.ROA)   .3908867    .0352994                          .3274782    .4665728 

_____________________________________________________________________ 

LR test of model vs. saturated: chi2(0)   =      0.00, Prob > chi2 =     
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Appendix 18: Test of Hypothesis H08b results 

_____________________________________________________________________

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

Structural      

_____________________________________________________________________ 

DivRatio <-   

WoSize    -.2661196   .0632761    -4.21    0.000    -.3901385   -.1421007 

_cons    -6.985039   .4557651   -15.33    0.000    -7.878322   -6.091756 

-------------+---------------------------------------------------------------- 

ROA <-        

DivRatio    -.2983609     .059913    -4.98    0.000    -.4157882   -.1809337 

WoSize     .3326739    .0577104     5.76    0.000     .2195636    .4457842 

_cons     5.352668    .6451874     8.30    0.000     4.088124    6.617212 

var(e.DivRatio)   .9291803    .033678                        .8654626    .9975891 

var(e.ROA)   .7474804    .0505802                        .6546378    .8534902 

_____________________________________________________________________ 

LR test of model vs. saturated: chi2(0)   =      0.00, Prob > chi2 =   
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Appendix 19: Test of Hypothesis H08c results 

_____________________________________________________________________ 

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

_____________________________________________________________________ 

Structural      

DivRatio <-   

FinExp    -.2259664    .0649518     -3.48    0.001    -.3532695   -.0986633 

_cons     -6.99443    .4727285    -14.80   0.000    -7.920961   -6.067899 

-------------+---------------------------------------------------------------- 

ROA <-        

DivRatio    -.2925295    .0570007     -5.13   0.000    -.4042488   -.1808101 

FinExp     .4175954    .0521302      8.01    0.000      .315422    .5197687 

_cons     4.950738    .6220714      7.96    0.000       3.7315    6.169975 

var(e.DivRatio)   .9489392    .0293538                          .8931161    1.008251 

var(e.ROA)     .684833    .0509479                              .5919156    .7923363 

_____________________________________________________________________ 

LR test of model vs. saturated: chi2 (0)   =      0.00, Prob > chi2 = 
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