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Abstract

The organisational performances of microfinance bankkenya remain pertinent for both
micro and macro-economic development in the countryvaé¥er, according to central bank of
Kenya, annual report and financial statements 2019 to 2020 and bankisiom annual report
2020, the microfinance banks recorded a combined loss betooé ik&h 1.0 billion in the year
ended June 2020, compared to a loss of KSh 0.7 billion in theopseyear ended June 20109.
The purpose of this study was to assess the moderatingrioflof external environment on the
link between transformational leadership and performancearbfimance banks in Kenya. The
study was anchored on transformational leadership theqrgn systems and stakeholder
theories. The study adopted positivism research philosophy@rleed cross-sectional survey
design. The study’s target population was the 14 microfinance banks as listed by the central bank

of Kenya as of 3% December 2020. The study applied stratified proportior@atéam sampling
and questionnaires were used to collect data from 366 respgenéeimary data was analysed
using inferentially analysis. The model results revealet there is a strong, positive and
statistically significant relationship (R = 0.734, p < 0.05Xween transformational leadership,
external environment and performance. The model furthevshosquared = 0.53%is means
that 53.9% of variation in performance can be explainea lbyit change in transformational
leadership and external environment. This study finding revethiad external environment
significantly moderates relationship between transformatiteadership and performance of
microfinance banks in Kenya. The study recommends that finanze banks adopt the use of
dedsion support systems to increase the manager’s effectiveness in decision making and that the
use of computerized information system makes the bankingces to the customers more
efficient and the use of computerized information systecreases the banking staff
effectiveness respectively.

Key words: External, EnvironmenfTransformationalLeadership, Performance, Microfinance,
Banks, Kenya
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1.0 Introduction

Trung and Ba (2021), found that transformational leadership laageaand significant influence
on organisational change capability and organisational pexfozenin Vietham. Considerably,
organisational change competence moderates the impatansformational leadership on
operational and financial performance. Further Hancotei§2014), established that the best
performing companies used a greater variety of transfaynatileadership style than poor
performing companies. This argument is supported by Mortazavi aridwP (2014) findings
that transformational leadership style has a positive sagmnificant influence on organisational
commitment, employee motivation and job satisfactiofran. Veiseh et al. (2015) also found
that the characteristics of transformational leadprstyle such as inspirational motivation,
hopeful influence, personal observations and intellctencouragement influence both
employee and performance. Malaysian authors Ismil.e2911) opined that, transformational
leadership on supporters' organisation performance was iyglinetuenced by empowerment
(Ismail, Mohamed, Suleiman, Mohamad & Yusuf, 2011). The ideahig relationship is
intriguing Nevertheless, little is thought about the wmgeing impact of empowerment in the
leadership show. The subsequent examines on the role ofwempent on transformative
leadership confirmed that it played a significant rate3organisational leadership and their
organisation performances (Mokhber, bin Wan Ismail &Valkitha2015). Leadership staff used
approaches and methods established by the partners, whidibweat immensely to their
organisation performance. The management had to shaireotkin creativity and innovation

keeping in mind the end goal to accomplish the target obgecti

In Kenya institutions have appreciated the direct ledders organisational performance
relationship in improving organisational performance whichtigbuted on leadership change.
Kenya is no exception, as the country continues to strugile corporate success. This is
largely due to the fact that most organisations, including afim@nce institutions, have
struggled with leadership, resulting in poor organisational opmdnce. The dismal
organisational performance and decline in organisational npesftce of microfinance banks
have been attributed to poor leadership and mismanagemenbriMa& Muturi, 2017).1n this

unpredictable environment, it is important for microfinabe@ks to understand the factors that
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encourage development and gth, safeguard their core mandate and enhance stakeholders’
value. Hence, the motivation of this study is to find wiether adoption of transformational
leadership style can resolve organisational challengesgyfagcrofinance banks in Kenya.

Most state corporations have embraced three out offdhe of transformational leader
dimensions that is inspirational motivation (though weakgative stimulation and personalized
consideration (Koech & Namusonge, 2012). The ability to aehiexcellent organisational
outcomes is dependent on both transformational leadersthipvarkforce engagement. In state
corporations in Kenya, three of the four leader behavjonisllectual stimulation, inspirational
motivation, and individualized attention of supervisors@sitively associated and relevant for
both employee engagement and organisational performanteh@avuor, 2015).The study will
adopt the four elements of transformative leadershig stylich are; inspirational motivation,
individualized consideration, Idealized influence, Intellectsimulation. When a leader
motivates their people to accomplish, this is knownirapirational motivation. For their
followers and their organisation, this leader sets high ecejpgable goals. They elicit dedication
and foster a common vision for their company. Wheradde performs as a powerful role model
for their organisation and leads by example, this is knasvidealized influence. These kinds of
leaders examine and prioritize the requirements of tokkdawers. In an instance where a leader
encourages their people to think for themselves, this is/kras intellectual stimulation. These

leaders are imaginative, resourceful, and open to new ideas.

External environmental factors influence aspects thatoatside the company's control. The
external environment may be divided into two categoriegcroenvironment and macro
environment. Suppliers, consumers, rivals, and stakeholdees all examples of
microenvironment influences that impact a company's capazigetvice its consumers. The
microenvironment is influenced by macro environment surroundimgeh are bigger societal
factors. Macro environmental forces are uncontrolldijethe management of a firm and
therefore a firm has to adjust or adapt itself to thesternal forces. External macro-
environmental forces include; Macro-economic factors,itipallegal factors, Social and

cultural factors, technological factors, unions andgssibnalism.

WWw.ijrp.org



Linda Muthoni Nthiga / International Journal of Research Publications (IJRP.ORG) \., IJ RP. 'ORG
ISSN: 2708-3578 (Online)
4

Analysts opine that growth in the microfinance banki@ess hindered negatively from high
lending rates and low adoption of ICT which invariably ipogsible for low organisational
performance (Swaleh, & Wekesa, 2020). In this study macrpeeac and information

communication technology factors that have high impact @amssational performance of
microfinance banks in Kenya was considered to form extematonment variable which was
the moderating variable in the study. The Macro-econdaators for this study are; monetary
policy, inflation rate, lending rate, and national savinterest rate. In this study macro-
economic factors and information communication techgwldhat has high impact on
organisational performance of microfinance banks in Kenys ewmnsidered to form external
environment variable which was the moderating variable istiny.

Microfinance banks were created with the intention odvgling financial assistance to
underprivileged communities in order to enable people make léndiee, build better homes,
obtain basic education, and combat poverty. With such ra objective, the success of
microfinance initiatives was judged by their social impacthenwelfare of the target population.
(De&Morduch, 2010). Organisational performance metrics let asgdons better control their
resources, alter their operations, and reward and apptaseemployees. (Patrick, 2018).
Financial performance assessment in microfinance bhaaksbeen criticized since it tends to
focus solely on financial metrics, neglecting non-finahissues. Stakeholder theory indicators
of organisational performance and has been widely utilizedmeasure and improve

organisational performance (Joseph et al., 2018).

According to a recent World Bank report, the ovenalinber of people still struggling to satisfy
basic necessities was 3.4 billion in 2018, accounting for lna#éiof the world's population. This
highlights the enormity of the global poverty reductissue and the importance of efforts in this
area. (Meyer 2019). To solve this grave and critical probt&weral solutions and techniques
have been presented (Leventi, 2018).In Kenya, Micro Finano&B(MFBs) were pioneered by
Non-Governmental Organisations (NGOSs) in collaboration withgovernment. According to
Muturi and Wachira, (2017) the government aided the developofeMi-Bs by providing a
policy framework and platform for donor support. This explaiuty micro finance industry in

Kenya is one of the fastest growing sector of the etgno
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1.1Statement of the problem

The performances of microfinance banks in Kenya remaimnpet for both micro and macro-
economic development in the country. The Kenya vision 2G8ep financial inclusion as a key
pillar in its achievement making it mandatory for the govnent to lay strategies of improving
the financial institutions (Vision 2030). To this extent, glozernment has put various measures
recognizing the role of microfinance including developing negulations that anchor on the
Microfinance Act 2006. However, according to central bankKehya, annual report and
financial statements 2019/20 and bank supervision annual report 2020ictbénance banks
recorded a combined loss before tax of KSh 1.0 billion irytlae ended June 2020, compared to
a loss of KSh 0.7 billion in the previous year ended June 2012019 the MFBs sector
witnessed reduction in staff as the total number of staffined by 34, from 3,969 to 3,935
(Central Bank of Kenya, 2020).Microfinance banks have thenpateto contribute more
favorably to the Kenyan economy than is currently gmecHowever, in order to thrive in a fast
changing corporate environment, transformational leadgeishiequired. The general objective
of the current study is to determine the moderating effécexternal environment on the
relationship between transformational leadership andoqmeance of microfinance banks in
Kenya

Study Null Hypothesis:

Ho: There is no significant moderating effect of external environment on the relationship

between transformational leadership and performance of microfinance banks in Kenya

2.0 Literature Review

2.1 Theoretical literature review

2.1.1 Transformational leadership theory

The theory of transformational leadership was originaityoduced by James V. Downton, the
first to invent the term "Transformational leadershiptheory further enhanced by leadership
expert and presidential biographer James MacGregor Burns in {[Bidgs, 1978).
Transformational leadership can be demonstrated when tteaael followers support each
other progress to a greater level of morality and mbtimg according to Burns (Burns, 2004).
Burns spoke on envisioning leaders who can assist theitet@king on and achieving difficult

tasks. Later, in 1985, Bernard M. Bass expanded on Burnis/tbeeadership by incorporating
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a psychological concept into the equation. Through tlemgtin of their vision and personality,
transformational leaders are able to encourage folloiwerkange their expectations, views, and
drive to work towards common goals. Burns also defined tremsfional leaders as those who
can lead followers up Maslow's hierarchy while also motigathem to think beyond their own
interests (Bass, 1998). Contrasting the transactionabapipy it is not based on a "give and take"
relationship; however, it is based on the leader's palibp traits and capability to make a
difference through example, articulation of an eneéngizision and challenging goals. There are

four (4) constituents to transformational leadershim edéerred to as the 4 I's.

The transformational leadership theory is beneficiainduresearch when examining the effect
transformational leaders and the leadership styles adopterl dn employee retention and
performance. The idealized effect of leaders, inspnali motivation and the ability to inspire
confidence, intellectual stimulation and innovation, andtomized attention of group members
are some of the unique constructs of transformaticesddrship style (Mgeni&Nayak, 2016;
Northouse, 2013)f the transformational leadership style is successfuduilding relationships
with workers to promote employee retention and organizatigrerformance in Kenyan
microfinance institutions, it will be clear through an ewailbon of these particular components if
it is.

2.1.2 Open systems theory

After World War Il, open systems theory was developedesponse to earlier views of
organizations, such as Elton Mayo's vieftvhuman relations and Henri Fayol's administrative
theory, considers the organizatiasessentiallyanindependent unit. The open systems approach
was first applied by Katz and Kahn, who adapted general systeeory to organizatioha
behavior (Katz and Kahn, 1966). This approach defines organiahti@mavior by mapping
iterative cycles of input, output, output, and feedbadkvéen the organization and its external
environment. The environmeist made up of other organizations actowdifferent forces of an
economic, political or social nature. The environmesb ghrovides important resources that
support organizations and promote change and survival. Tharsysteives input in the form of
information or resources from the environment. Theesgstthen internally process the input
(called throughput) and release the outputs back int@nk&onment in an attempt to restore

environmental balance. The system then looks for feedlbaekaluate whether the output was
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successful in restoring balance. Open systems theory finagamentally changed our
understanding of microfinance banks as institutions and theu#gs placed on their leaders.
Treating microfinance banks independent of their environneam lead to widespread
misunderstanding of organizational change dynamics (Mic2@@4). Studying the movement
for empowerment, professionalizatiai staff and leadership are all powerful open systems
approachedo understanding environmental pressures and the appropriat@ndssk of in
banking policies and practices. Microfinance have bestefilndeed, researchers today are
rightly wary of work that does not take into accourg tich context in which microfinance
banks develop.

2.1.3 Stakeholder Theory

The principal idea of stakeholder theory is that busineskesld create value for all their
stakeholders those who can affect or be affected by the realization of an organisation’s purpose
(the wide definition) or those without whose support the org#ais would not exist (the narrow
definition). The composition of stakeholders may differ depending on a company’s industry and
business model, but the most typical representation taifelolders includes customers,
employees, financiers (such as shareholders, baoohelsol and banks), suppliers, and
communities. Stakeholder theory posits that businessas bea understood as a set of
relationships among stakeholders. Thus, executives whageabusinesses should pay close
attention to how stakeholder interactions are managddatiempt to avoid trade-offs among
stakeholders (Friedman & Miles, 2002). This theory is reieta the study as it measures the
performance of the organisation through addressing nonefedaand financial such as customer
and employee satisfaction and profitability aspectd®frganisation (Mitroff, 1983).Therefore,
this study will measure performance using three dimendibat is financial performance,

business performance and organisational effectiveness.

2.2 Empirical Literature Review

Transformational leadership, external environment and performance

Issah and Antwi (2017), investigated the impact of macroeunmndactors on company
organisational performance in the United Kingdom. The data amatyzed using multigl

regressions. They looked at 59 macroeconomic factors addpuseipal component analysis to
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reduce the number of variables. The adjusted R2 valu@édozamplete sample model was 0.91,
and the following factors were significant: lagged ROA, uatjd unemployment rate,
benchmarked unit labor costs, real GDP, and exchangdnatedition, five of the six industries

evaluated had substantial F-values.

Thamhain (2010) examined the influences of project environnmehteadership style on team
performance and examined in a field study of 74 technologsdbpsoject teams. The unit of
analysis used in this study is the project. The field stedpducted between 2005 and 2008,
yielded data from 74 project teams with a total sample ptpualaf 877 professionals. A
guestionnaire was developed to measure the (1) charactestihe work environment, (2)
team leadership, and (3) team performance. Key performamtieators (KPI) included
measures such as overall team performance, the ability ainglewith risk, effort, and
commitment toward agreed-on objectives. The findings provideghinsnto the business
processes, organizational conditions, and manager@énslaip styles most conducive to high
project performance in complex and technology-based tawvimonments. One of the most
striking findings is the large number of performance factagsociated with the human side.
Organizational conditions that satisfy personal and proieskneeds seem to have a strong
effect on cooperation, commitment, risk management, atichaiély drive overall team

performance.

According to Chinedu and Chinedu (2018), their study Macroecandiagtors, firm
characteristics, and financial organisational performana study of selected quoted
manufacturing firms in Nigeria, found that interest rabel @xchange rate have a significant
effect on ROA, but inflation rate and GDP growth rate hasgnificant effect. Secondly, the
firm characteristics displayed that firm size, leaga and liquidity were important. The goal of
this research is to look at how macroeconomic conditibosiness characteristics, and financial
organisational performance of listed manufacturing busiseissBligeria interact. Specifically,
the study looks at the effects of interest rates, ioflatexchange rates, and GDP growth rates,
whereas business characteristics include size, leveainddiquidity. Return on assets is used to
measure the dependent variable's financial organisationfairipance (ROA). Ex post facto

research was used in this study. Firms listed on the NBBisds of the end of 2017 make up
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the study's population. The study concentrated on firm&i@nconsumer goods sector of the
Nigeria Stock Exchange (NSE). The study employed secondayT®e study employed a non-
probability sampling methodology known as purposive sampling,hwhicluded all consumer
products companies in the sample. Multiple linear regrassias utilized to validate the
hypotheses in this investigation. The study's findings hapeaetical use for regulators and
policymakers when making policy decisions. Managers maygds@ better understanding of
the relationship between macroeconomic conditions, ficharacteristics, and business
profitability.

Mwangi and Wekesa (2017) investigated the impact of economidit@ns on Kenyan
company organisational performance. The study employeseidtive research approach, with
74 employees from Kenya Airways' Finance Department servinfpeasample. The study's
economic parameters were interest rates and taxatioereas the dependent variables were
efficiency and growth. The study relied on primary dataeyltested the ideas using the multiple
regression methodology. They discovered that econoomsiderations had a significant impact
on organisational performance.

2.3 Conceptual Framework

External Environment
» Information communication
technology
»Macro-Economic Factor:
e Monetary policy
e [nflation rate
e Lendingrate
¢ National saving interest rate

Transformational
Leadership:

e |dealized influence
¢ Inspirational motivation >
¢ Intellectual stimulation
¢ Individual consideration

Performance ofmicrofinance
banks in Kenya

Figure 1: Conceptual framework
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3.0 Methodology

A research philosophy is a set of beliefs about how to gathalyze, and apply evidence on a
phenomenon. It is the fundamental belief system thdeguesearch methods and involves three
important aspects: ontology, epistemology, and axiologyot{@wd, 2012). The research
philosophies of positivism, interpretism, realism, and pragmaare classified by Saunders et
al,, (2012). Knowledge, according to positivism, is founded matural phenomena, their
gualities, and relationships. It emphasizes scientijorrin its quest for knowledge and inquiry
(Cooper & Schindler, 2014).

Positivism, often known as scientific positivism, iséd on the idea that reality is stable and can
be observed and described objectively. It is thus conceivabidgluence reality by changing a
single independent variable in order to discover correlabehseen real-world elements. These
interrelationships can be used to make predictions (Sauetlats 2012). Frankfort-Nachmias,
and Nachmias (2008) posited that cross-sectional studies g¢hahlesearcher to establish the
significance and strength of relationships among variables.cross-sectional survey design is
adopted for this study because it will help to provide anstedtse research question of how and
to what extent transformation leadership influences oPednce of microfinance banks in
Kenya.
3.1Target Population
The target population for this study is the microfinancekbain Kenya as of 31December
2020.The unit of analysis of the study are the 14 licensedfimance banks in Kenya (CBK,
2020). According to the central bank of Kenya banks supervasional report 2020, page 32,
Table 12 on employment trends in the banking sector,ahkiy sector has four main cadre of
staff namely; management, supervisory, clerical and sealeta
3.2Sample Size
The sample size of the study was determined using Yamane {@®8itija, as follows;
— N

"1+ N(e)2 Where:

nis the sample siz&\ is the population size 3935; E is the margin errer5%.

3935 _
ThUS, n—m— 366 (31)
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The final sample size will comprise of 366 respondents.

3.3Sampling Technique

Stratified proportionate random sampling technique was useastoesthat every cadre of staff
on each stratum of the target population equally repredentthe study. Using a sample size of
366 participants as calculated in equation (3.1), 91 respondastdrawn proportionately from
each stratum, that is sample size divide by 4 str&@6/4=91). This gives the proportionate
number of respondents to be drawn from each stratum. Bim@de sampling is considered
because it provides the researcher with a means ofvaahieven greater representativeness in
the sample of the population (Van-Dalen, 1979).

3.4 Pilot Study

Ravitch and Riggan (2012) posited that pilot testing buildghermguestionnaire to limit problems
in answering the questions by the respondents. Pilot testipg toespot flaws in the design and
instrumentation and offer proxy data for selection claaple. For high precision and due to
time, cost and practicality of the pilot study, 1% to 10Pthe sample will constitute the pilot
test size (Arain, et al.,, 2010). The researcher useavh will realize 25 participants of the
sample who was randomly selected from the sample si2é6@participants. These participants
in the pilot study will not be involved in the final studyawoid bias.

Reliability

Reliability testing is a measure of the internal comsisy of each variable (Cronbach, 1951).
According to Cooper and Schindler (2014), an instrument is eéeraliable if it yields
consistent results after repeatedly trials. This issmeal by use of Cronbach's alpha which has
the capability of assessing the correlation averageeofsitin a test or the internal consistency
measure. A coefficient of 0.6-0.7 is a widely recognizéd of thumb for indicating satisfactory
reliability (Castillo, 2009).This study adopted Cronbach's alpkeféficent of 0.7 and higher.
Validity

Validity is the degree upon which the processed informatiothe true representation of the
phenomenon of the study. The understanding of vala#y follows how a sample of items can
represent the constructs of interest (Polit & Beck, 2008ldity of the questionnaire was, at the
first stages, tested by reviewing it with the supervisodseirTviews were evaluated and

incorporated to enhance content validity of the questionn@his is in line with Cooper and
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Schindler (2014) proposition that researchers should confieg efforts to face, content,

construct and concurrent validities.

3.5 Hypotheses Testing

The model was relied upon to check whether the “prediction of a dependent variable, Y, from an
independent variable, X, differs across levels of a third variable, Z” (Hayes Andrew, 2013).
Moderating variable affects the strength and direatibtine relationship between predictors and
an outcome thus increasing, reducing, or affecting the irduesf the predictor variable.
Whisman and McClellard (2005) discuss moderation effectisirwthe context of interaction
between factors or variables, whose test involves detemgnwhether the coefficient for the
interaction term is statistically significant”. A single regression equation forms the basic

moderation model;

Where:
Y=B0tBaXe € e sneeseeennens (1)

Finally, model 2 was used to estimate and give the dweeind effect of the moderator oreth
independent variable and the total effect (of the moderatorthe dependent variable by

interacting the moderating variable and the independeiatol@r Thus,

Y=BotP1 X1tz X1¥ X3t€..ouiiiiiiiiiiiiii e (3)

Y = Performance

X1 = Transformation Leadership variable;*XXs= Transformation Leadership * External
environment; X% =External environment; fo = Constant; B1, B3 = Beta coefficient; € =

Error term

4.0 Data Analysis and Research Results

4.1 Response Rate

Respondents for this study were individual employees dramm fhe microfinance banks in
Kenya. The study particularly targeted four main cadre aff shamely; management,
supervisory, clerical and secretarial in the organisatiothis study, table 1 depicts the response

rate.
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Table 1: Response Rate

Response Rate Frequency Percent
Returned 288 78.69%
Unreturned 78 21.31%
Total 366 100%

A total of 366 questionnaires were administered out of which 28& wdequately filled,
collected and used in the study translating into 78.69 peresponse rate. In the perspective of
Mugenda and Mugenda (2013) a rate of response of 50% is enougrefsasch, while Babbie
(2004) opined that return rates of 50 percent are acceptablejs6@garded as good were as
above 70% is regarded as excellent. Thus, this responseasmnsidered excellent and ideal
for this study. Therefore the data from the 288 questioesaidequately filled and collected was

used for analysis in this study.

4.2 Reliability Test Results

Accordingly, the results for all the variables are\abthe 0.7 threshold, it is inferred that the
measurement items for each variable are internallyistems. The study adopted the lowest
alpha as 0.7 upwards. Table 2 presents values of the quesBoit@ms. The results of the
reliability tests are summarized in table 2.

Table 2: Reliability results

Variable Number of Items Cronbach Alpha
Transformational Leadership 12 0.824
External Environment 30 0.783
Performance 20 0.749

4.3 Validity Test Results

Adequacy of sample size was determined using the KaiseeiMeilkin (KMO) measure of
sampling adequacy. According to Yin (2014) KMO is a statistic tsexkamine and justify the
appropriateness of application of factor analysis, iremtiiords KMO is used to examine
whether the data collected is adequate and appropriateféoential statistical tests such as the
factor analysis, regression analysis and other stafisésts. The KMO statistic varies between 0
and 1. A value close to 1 indicates that patterns okladions are relatively compact and so

factor analysis should yield distinct and relative dast The study employed Kaiser- Meyer-
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Olkin (KMO) and Barlett’s Test of Sphericity for measurement of sampling adequacy. For a
data set to be regarded as adequate and appropriate forcatatistilysis, the value of KMO
should be greater than 0.5 (Field, 2000). Table 3 shows tiserkKé/leyer- Olkin (KMO) and
Barlett’s Test of Sphericity results.

Table 3 Summary of KMO and Bartlett’s Test

Variable KMO  Bartlett’s Test of Sphericity
Chi-Square (y) Df  Sig. Level
Transformational Leadership .894 2665.200 66 .000
External Environment .860 6251.232 435 .000
Performance .875 7156.968 190 .000

This result indicates a significant relationship amongatées. From the statistical analysis as
shown above, all the KMO scores were significant with aevgreater than 0.70 which implied
that all the items captured were valid for further statistanalysis such as the factor analysis,
regression analysis and other statistical tests.

4.4 Multi-Collinearity Test

Besley, Kuh and Roy (1980) cited by Keraro (2014) and Opiyo (2017¢lumted that
identification of multicollinearity in a model is imparit and is tested by examining the
tolerance and the variance inflation factor (VIF) diagfit factors. The variance inflation factor
(VIF) measures the impact of multi-collinearity among vaeiables in a regression model, this
means that VIF diagnostic is used to guarantee thatvahebles are not overlapping or
explaining the same variance in the dependent variable whichrn may inflate variance
explained or the R(squared). This means that the study conducted multicoitipgast to
assess whether high correlation existed between on@mr variables in the study with one or
more of the other independent variables. Variance inflafé@tor (VIF) measured correlation
levels between the predictor variables and estimatedintteted variances due to linear

dependence with other explanatory variables.

This study adopted tolerance value of less than 0.8 andallie vf less than 10 to mean there is
no issue of multicollinearity that arises when therarisapproximate linear relationship among
independent variables. The study tested the tolerance adMiRt@mong the study variables as
shown in table 4 for multicollinearity. The study concludéwt there was no case of

multicollinearity between the dependent and independeiatbles.
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Table 4: Multicollinearity Test (Tolerance and VIF)

Collinearity Statistics

Research Variables Tolerance VIF
Transformational leadership 403 2.479
External environment 439 2.278

Dependent Variable: Performance

4.5 Test of Homoscedasticity

According to Levene (1949), levene test of homogeneity/equalitgriance is a test of whether
the variances of two samples/groups are approximately egqueimogenous. The independent
samples t-test assumes that the variances of thplsaroups are approximately equal, or the
samples have homogeneity of variance (same nature/kivad)is variance of the groups is of the
same nature. Levene test is used to test whether tiameas of two samples are approximately
equal that is the test of homogeneity of variance. In levene’s test we want the variances to be the
same, we want the levene’s test to be non-significant, that is the assumption of independent
sample T-test, the group variances are the same, thus wiethe levene test to be non-
significant because we do not want the variances to fferafit. In SPSS a levene test is
conducted automatically anytime you do an independent samplgt. Tft&ig. is greater than
0.05, levene’s Test is non-significant so equal variances are assumed.

Table 5: Tests for Homogeneity of Variances

Variable Levene's dfl df2 Sig.
Statistic Comment
Transformational Leadershij 1.383 27 257 .104 p>0.05 hence eque
variance
External Environment 917 38 244 .612 p>0.05 hence eque
variance

Dependent Variable: Performance

The results on table 5, shows the homogeneity reshéssignificant pvalues for the Levene’s
test were 0.104 for transformational leadership and 0.612 fernax environment. Since the
Levene’s statistics were less than 5, then the research datbbwad to conform to assumptions
of homogeneity of variances. Homoscedasticity is aasin in which the variance of the

dependent variable does not vary across the data (Ghasgafiefliasal, 2012).
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4.6 Hypotheses Test Results

This study that sought to determine the moderating effeaxtérnal environment on the
relationship between transformational leadership andomeance of microfinance banks in
Kenya. This was achieved by testing of the null hypothesislas/fo

Ho: There is no significant moderating effect of external environment on the relationship
between transformational leadership and performance of microfinance banks in Kenya

To test this null hypothesis, a hierarchical multiplgression analysis was conducted. The test
for moderation was checked and tested using the regular fieg@ssion menu item in SPSS.

Given the level of refinement and ease of use of ROCESS macro developed by Hayes

(20134, 2013b), as well as the frequency with which it is useegdsarchers whose work has

been published in the highest-ranking journals, it is resended using this tool when testing

for conditional indirect effects.

Stepl: At this step, the researcher ran the model with theamtered interaction to get the
amount of variance accounted for by the predictor (Toangftional Leadership) with and
without the interaction (external environment). At tétiep, the researcher was only interested in
if the models are significant and if the amount of vardaaccounted for in Model 2 (with the
interaction) is significantly more than Model 1 (withdbé interaction). The results of this test
were presented in table 6.

Table 6 :Regression Tests of the effect of Transformational Leadership and External
environment on performance

Model Summary

Model R R  Adjusted Std. Error R Square F dfl df2 Sig. F

Squar R Square of the Change Change Change
e Estimate
1 685"  .469 467 46757 469 25259 1 286 .000
2 734 539 534 43734 070 21.447 2 284 .000

a. Predictors: (Constant), transformational leadership
b. Predictors: (Constant), transformational leaderskigreal environment, Interaction
term
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The results in table 6 under ANOVA shows that model lgisificant without the interaction
term (external environment) and it is a good fit and extsre F (55.222,0.219) = 252.593, p
< 0.001. The results further shows that model 2 is algoifiant with the interaction term
(external environment) it is a good fit and exists whe(21F142, 0.191) = 110.535, p < 0.001.
In table 7 results show that, Model 2 with the interacti@tween external environment and
transformational leadership accounted for significantlyremgariance than just external
environment and transformational leadership by themselvesh&ge = 0.070, p = 0.000,
indicating that there is potentially significant modematibetween external environment and
transformational Leadership on organisation performanise.rodel results on table 7 revealed
that there is a strong, positive and statistically sigaift relationship (R = 0.734, p < 0.05),
between transformational leadership, external environ@eshtperformance. The model further
shows R-squared = 0.539, which means that the model explains 68 @¥at organisational
performance is comprised of in this dataset as a rektitte interaction with transformational
leadership and external environment. This means that 53.9%iation in performance can be
explained by a unit change in transformational leadershigsiednal environment.

Step 2: Since there is a potentially significant moderation atffehe researcher ran the
regression on the study variables that is transformaltiadership, external environment and
performance to examine the moderation effect. This wats dmse using an add-on process
application in SPSS developed by Andrew Hayes(Hayes, 2013).Durngutiming of the

process, the bootstrapping is used to calculate standamd emd confidence intervals, the

output of the process is as shown in table 7.

Table 7: Moderation effect of External environment on Transformational leadersdip a
Organisation Performance

OUTCOME VARIABLE: Performance
Model Summary
R R-sq MSE F dfl df2 p
.7339 .5387 1913 110.5349 3.0000 284.0000 .0000
Model

coeff se t p LLCI ULCI
constant  3.8991 .0267  146.122D00 3.8466  3.9517
TL 4411 .0555 7.9527  .0000 .3319503.
EXEn .5849 .0522 11.2007.0000  .4821 .6876
Int_1 -.1274 .0522 -2.4390 .0153 -2303  -.0246
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Product terms key:
Int_1(Interaction_term): TL(transformational leadep3hEXEn(External Environment)

Test(s) of highest order unconditional interaction(s):
Focal predict: TL (X)
Mod var: ExEn(W)
DATA LIST FREE/
TL EXEn Performance
BEGIN DATA.
-.6415 -6165 3.3032
-.0235 -.6165 3.5300
.6249 -6165 3.7678
-.6415 .0110 3.7215
-.0235 .0110 3.8988
.6249  .0110 4.0849
-.6415 5954 41111
-.0235 5954 4.2424
.6249  .5954 4.3801
END DATA.
GRAPH/SCATTERPLOT=
Transformational Leadership WITH Performance BY End€Environment

The first part of the output in table 7 lists the ahkes in the analysis, indicating performance as
a dependent variable (Y), transformational leadership dependent variable (X) and external
environment as a moderator (W). The results from a segne model are displayed which
includes the interaction effect between the independentblar(transformational leadership)

and the moderator (external environment).

The moderator test results in table 7 shows that thenaktenvironment has p-value = 0.000
where (p < 0.05) which means that external environment asderating variable is a predictor
of organisational performance of microfinance banks inyiée In the case of transformational
leadership as the independent variable, the results shathe variable had a p-value = 0.0000
(p < 0.05), which means that transformational leadershipse alpredictor of organisational
performance of microfinance in Kenya. Table 7 furtherwghohe interaction effect between
transformational leadership style, external environmedtparformance was significant where
p-value = 0.0153 (p < 0.05). The bootstrapping results on talsleoWws that the index for
moderation is significant, since the Zero (0) was outsiddawer and upper confidence interval
(LLCI: -.2303, ULCI: -.0246) and thus moderation is significant. Timeans that there is
interaction effect between external environment and foamational leadership style on
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performance of microfinance banks in Kenya. This further megnas the effect of
transformational leadership style on organisational pegoom of microfinance banks in Kenya
is contingent upon the external environment. Therefased on the results presented, the study
hypothesis that states that there is no moderatingtetié external environment on the
relationship between transformational leadership andomeance of microfinance banks in
Kenya was nullified and the alternative hypothesis suppofteel model explaining the results
enumerated in Table & given by:

(iii)eeeen...... Performance = 3.8991 + 0.4411 (transformational leadership)+0.5849(external
environment) — 0.124 (Interaction(transformational leadership*external environment))

Step 3: The researcher went further to plot the interactiomfgoin table 7 to interpret the
interaction between transformational leadership seiernal environment and performance.
The interaction is as shown in figure 2. Figure 2 visealithe effect the moderator variable
(external environment) has on the independent variables{tnanational leadership) and
dependent variable (performance) at three(3) differargldeof external environment at -.62
(Low level(-1SD)), .01 (Medium level) and .60 (High level).

The figure 2 shows that when external environment andsftranational leadership level
interaction level is low (-.62) at negative 1 Standard Dewia(+1SD), the organisational
performance of microfinance banks in Kenya was low and ditganisation performance
increases as the interaction between external envirdniuash transformational leadership
increase. Further figure 2 shows that when the interatt@ween external environment and
transformational leadership is medium (50%), the perfocamari microfinance banks in Kenya
also is at medium level though higher than when therewsitberaction between external

environment and transformational leadership.
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Figure 2: Effect of external environment on transformational leadership and perfermanc
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Finally figure 2 above shows that when the interaction betwexternal environment and
transformational leadership is higher at positive 1 &iesh Deviation (+1SD), the performance
of microfinance banks in Kenya is also higher and thu$ wibre interaction of external

environment and increase in transformational leadership tkem®rresponding increase in
performance of microfinance banks in Kenya. Results itglithat when the interaction of
transformational leadership and external environment wasdinted to the relationship between
transformational leadership as well as external environraedt performance, the effect of
transformational leadership is increased and thus inagasganisation performance as well.
This implies that through interaction with the externatvimnment, the effect of

transformational leadership improves performance
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5.0 SUMMARY AND CONCLUSION

This study finding revealed that external environment sigafiy moderates relationship
between transformational leadership and performance ofofimance banks in Kenya. The
study recommends that microfinance banks adopt the useisioaesupport systems to increase
the manager’s effectiveness in decision making and that the use of computerized information
system makes the banking services to the customersefimient and the use of computerized
information system increases the banking staff effeogss respectively. Since monetary policy
works mainly through interest rates and government minisiopitors closely all key rise in
central bank rate and the rise in interest ratestlireonstrains the ability of banks to make new
loans, making credit less available to borrowers who dependhicrofinance bank financing.
This means that profitability can be affected by bank amkcan persist overtime thus the study
recommends adoption of low interest rate to enable ttadl simd micro enterprises which are
served by the microfinance banks able to access emdliin the process the microfinance banks
are profitable through loan repayments by small and micrergniges. Further the study found
that low national savings interest rates shy away cliemb taking loans and affects savings of
investment and the customers’ investment is affected by interest rates on savings. The study
recommends the central bank of Kenya and other banking sector stakeholders’ participatory
involvement in setting up interest rates which is benefimadll, since lowering the policy
interest rate will stimulate consumption and investmemte discouraging people from saving,
but low interest rates may also prompt people to inerdasr saving to compensate for the low
rate of return. Finally, the study commends that througfieraction with the external
environment, there is an effect of transformationadérship that improves performance in

microfinance banks in Kenya.
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