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ABSTRACT
Aims: To examine the relationship between directors' remuneration intensity and firm value, and to establish whether board independence moderates this relationship among companies listed in an emerging market.
Study design: Quantitative, longitudinal panel study using secondary data.
Place and Duration of Study: Companies listed on the Nairobi Securities Exchange, Kenya, over the period 2010–2021.
Methodology: A balanced panel of 492 firm-year observations from 41 listed companies was analysed. Firm value was measured by Tobin's Q, directors' remuneration intensity as directors' remuneration divided by sales, and board independence as the percentage of independent directors. Two-way (firm and year) fixed-effects regressions with firm-clustered standard errors were estimated, complemented by wild cluster bootstrap inference, marginal-effects analysis and robustness tests covering outliers, lagged regressors, additional governance controls, sector-by-year effects and sub-samples.
Results: Directors' remuneration intensity was not significantly associated with Tobin's Q (β = −0.014, P = .15), and neither was board independence (β = −0.002, P = .81). The interaction between the two was negative and of borderline significance (β = −0.0024, P = .06; wild bootstrap P = .03), so that the association between remuneration intensity and firm value became negative only where independent directors exceeded approximately 82% of the board. This pattern was concentrated in 2020–2021 and did not survive sector-by-year effects, the exclusion of financial firms or lagged regressors.
Conclusion: Sales-scaled director remuneration does not appear to convey value-relevant information to investors in this market, and high formal board independence does not convert director pay into shareholder value. Remuneration committees should link director fees more closely to performance, and regulators should prioritise remuneration transparency over higher numerical independence thresholds.
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1. INTRODUCTION
In recent years, the remuneration of company directors has become one of the most contested issues in corporate governance, shaping both investor perceptions of board accountability and regulatory debates on pay (Bebchuk & Fried, 2003; Fang & Huang, 2024). Because directors set or approve their own remuneration, the level and structure of that pay reveal whether boards act as faithful agents of shareholders or as beneficiaries of weak oversight. Agency theory regards remuneration as a contracting device that aligns directors' interests with those of owners, implying that well-designed pay should be associated with higher firm value (Jensen & Meckling, 1976; Jensen & Murphy, 1990). Managerial power theory, by contrast, views generous pay as a form of rent extraction that becomes feasible when boards are captured by insiders, implying a neutral or negative association with value (Bebchuk et al., 2002). Evidence from developed markets is consistent with both accounts. Excess compensation predicts weaker subsequent performance (Core et al., 1999), and mutually reinforcing excess pay for directors and chief executives has been interpreted as evidence of cronyism (Brick et al., 2006).
Recent evidence from emerging markets remains similarly divided. A rapidly expanding literature (Mumu et al., 2021) generally reports a positive association between director pay and performance. Examples include firm value in Malaysia (Liew et al., 2022), the director pay slice in Indonesia (Rahayu et al., 2022) and board remuneration in South Africa (Lemma et al., 2020). Conversely, remuneration at Johannesburg-listed firms rose during the COVID-19 pandemic without becoming more sensitive to performance, a pattern its authors interpret as consistent with managerial power (Lionjanga & Matemane, 2026). The effectiveness of director remuneration as a governance mechanism therefore appears to depend on the institutional and monitoring environment in which pay is determined.
Board independence is the governance mechanism most frequently expected to resolve this tension. Independent directors are presumed to monitor management and to discipline remuneration decisions more effectively than insiders (Fama & Jensen, 1983; Hermalin & Weisbach, 1998). Yet the empirical link between board independence and firm value is  weak. Large-sample studies find little or no association (Bhagat & Black, 2002), and a meta-analysis of 86 studies from 40 countries confirms that the direct relationship is modest and contingent on informal institutions (Solarino & Boyd, 2023). The effectiveness of outside directors further depends on the information environment (Duchin et al., 2010) and on prevailing economic conditions, being most pronounced when firms face adverse demand shocks (Hu et al., 2023). Board independence may therefore matter less as a direct driver of value than as a condition that shapes how other governance choices, such as director remuneration, translate into value. This conditional role has received considerably less empirical attention.
These questions are particularly salient in emerging markets, where concentrated ownership, less complete disclosure and weaker enforcement may prevent governance codes from operating as intended (Klapper & Love, 2004; Munisi & Randøy, 2013). African evidence on remuneration is mixed. In South Africa, compensation, governance and performance are jointly determined (Ntim et al., 2015), and the link between executive directors' pay and performance strengthened following the transition from King III to King IV (Scholtz et al., 2026). Pay changes following mergers across African markets are associated with weaker performance (Amewu & Alagidede, 2021), while board independence is negatively related to the financial stability of African banks (Asare et al., 2022). Kenyan studies have focused predominantly on board and ownership characteristics, their determinants and accounting performance (Ongore & K'Obonyo, 2011; Waweru, 2014). Few have related director remuneration to market-based firm value, and fewer still have examined whether independent boards condition this relationship.
Despite growing interest in director remuneration and board independence, three gaps remain. First, prior studies typically measure remuneration in absolute terms. This conflates pay with firm size and offers limited insight into the burden that director pay imposes on a firm's revenue base. Second, research on board independence as a moderator of the remuneration–value relationship is limited and seldom reports how the conditional effect varies across the observed distribution of independence. Third, evidence from Sub-Saharan African markets with principles-based governance codes remains scarce, and existing studies frequently rely on pooled estimators that do not distinguish within-firm from between-firm variation. This study addresses these gaps by investigating whether board independence moderates the relationship between directors' remuneration intensity and the firm value of Kenyan listed companies.
1.1 Research Objectives and Questions
Directors' remuneration intensity (DRI) is measured as directors' remuneration divided by sales, firm value as Tobin's Q, and board independence (BI) as the percentage of independent directors on the board. Accordingly, this study pursues three objectives: (1) to determine the relationship between DRI and firm value; (2) to examine the relationship between BI and firm value; and (3) to establish whether BI moderates the relationship between DRI and firm value. Given the ongoing debates on director remuneration and board independence, the study addresses the following research questions:
RQ1. Is directors' remuneration intensity associated with the firm value of Kenyan listed companies?
RQ2. Is board independence associated with the firm value of Kenyan listed companies?
RQ3. Does board independence moderate the relationship between directors' remuneration intensity and firm value?
1.2 Study Setting and Significance
To address these questions, the study uses a balanced panel of 492 firm-year observations from 41 companies listed on the Nairobi Securities Exchange (NSE) between 2010 and 2021. Kenya provides a relevant setting for three reasons. First, the Capital Markets Authority's (CMA) Code of Corporate Governance Practices for Issuers of Securities to the Public, 2015, replaced the earlier "comply or explain" regime with an "apply or explain" approach. The Code requires independent non-executive directors to constitute at least one-third of the board and requires board remuneration policies to be disclosed in the annual report (Capital Markets Authority, 2015). Second, the Companies Act, 2015, requires quoted companies to prepare and publish a directors' remuneration report, thereby increasing the visibility of director pay to investors during the study period. Third, board independence among Kenyan listed firms is high and relatively compressed (median 81.8%). This permits a test of whether further increases in formal independence alter the remuneration–value relationship.
This study offers several contributions to the literature. First, by measuring remuneration relative to sales, it provides a scale-free perspective on director pay that is directly comparable across firms of different sizes. Second, it extends prior work beyond a direct-effects framing by modelling and visualising the conditional association between remuneration intensity and firm value across the full observed range of board independence. Third, from a theoretical perspective, it juxtaposes agency, managerial power and resource dependence explanations of board remuneration. It shows that the valuation consequences of director pay depend on the conditions under which independent directors operate. Fourth, methodologically, it applies identification and inference practices that remain uncommon in African governance research, namely two-way fixed effects, small-cluster inference using the wild cluster bootstrap, and transparent sensitivity analysis. It reports where the evidence is fragile as well as where it is consistent.
1.3 Literature Review and Hypothesis Development
1.3.1 Directors' remuneration intensity and firm value
Agency theory conceptualises the firm as a nexus of contracts in which owners delegate decision rights to directors and managers whose interests may diverge from their own (Jensen & Meckling, 1976). Remuneration is one of the principal mechanisms for mitigating this divergence. When pay rewards effort and value creation, it attracts capable directors and motivates diligent monitoring, which should in turn enhance firm value (Jensen & Murphy, 1990). Directors are responsive to pay: meeting attendance improves when directors receive meeting fees (Adams & Ferreira, 2008), and equity-based compensation for outside directors has been associated with higher firm value (Fich & Shivdasani, 2005). From this optimal contracting perspective, higher remuneration relative to a firm's activity may reflect investment in board quality and should therefore be positively associated with Tobin's Q.
Managerial power theory offers a contrasting prediction. Because directors exert considerable influence over their own pay, remuneration may reflect the power of those who set it, not the value they create (Bebchuk et al., 2002; Bebchuk & Fried, 2003). Pay in excess of what economic determinants justify thus becomes a symptom of weak governance. Core et al. (1999) show that the component of chief executive pay explained by board and ownership structure predicts weaker subsequent operating and stock performance. Brick et al. (2006) document that excess director and chief executive compensation move together and are associated with firm underperformance, a pattern they interpret as mutual back-scratching. More recent evidence reinforces this concern. When a court ruling tightened the legal standard for director pay, affected firms reduced director compensation and experienced positive and persistent stock price reactions (Fang & Huang, 2024). Similarly, during the COVID-19 pandemic, total directors' emoluments at Johannesburg-listed firms were approximately 11% higher after controlling for performance, while pay–performance sensitivity remained unchanged (Lionjanga & Matemane, 2026).
African evidence on the remuneration–performance relationship has expanded considerably but remains mixed. Ntim et al. (2015) model compensation, governance and performance as jointly determined in South Africa. Their single-equation estimates reveal a weak pay–performance sensitivity, whereas their simultaneous-equation estimates indicate a stronger one. Amewu and Alagidede (2021) report that pay changes following mergers across African listed firms are negatively associated with performance. More recent South African evidence is more favourable. Executive directors' remuneration is, on average, linked to performance, and this link strengthened after the transition from King III to King IV (Scholtz et al., 2026). Board remuneration is positively related to the financial performance of JSE-listed firms (Lemma et al., 2020). The variable share of directors' pay is weakly and positively related to Tobin's Q but negatively related to revenue (Naik et al., 2020). In mining companies, the pay–performance link is strongest for earnings-based measures (Siwendu et al., 2024). The pay–performance relationship following King III has also been examined (Padia & Callaghan, 2021). The structure of non-executive pay also matters: the removal of stock options from non-executive directors' packages is associated with higher executive performance pay (Nkwantabisa et al., 2023). In Kenya, governance research has concentrated on ownership, board characteristics and accounting returns. Ongore and K'Obonyo (2011), for instance, found boards to be of very little value to the performance of NSE-listed firms. The market valuation of director pay therefore remains largely unexplored.
Evidence from other emerging markets is predominantly positive. Liew et al. (2022) find that both executive and non-executive director remuneration are positively related to firm value in Malaysia, using a fixed-effects design comparable to that employed here. Rahayu et al. (2022) report that a higher director pay slice coincides with superior financial performance among Indonesian listed firms. In China, executive pay is positively associated with profitability (Rehman et al., 2021), and further work relates directors' performance and remuneration to corporate performance (Zhou & Bu, 2020). In India, the fixed component of director pay increased after the Companies Act, 2013, while variable components declined, and variable pay is the component most strongly linked to performance (Soni & Singh, 2020). Evidence from developed markets includes analyses of whether additional remuneration for German DAX chief executives drives performance (Costa et al., 2023) and of the determinants of directors' compensation (Acero & Alcalde, 2020).
Scaling remuneration by sales gives this debate a specific interpretation. Remuneration intensity captures the share of a firm's revenue absorbed by director pay. A high ratio may signal rent extraction, consistent with managerial power theory, or a premium paid for scarce governance expertise, consistent with optimal contracting. Because the two theories yield opposing predictions and the prior evidence is mixed, the first hypothesis is stated non-directionally:
H1. Directors' remuneration intensity has a statistically significant relationship with firm value.
1.3.2 Board independence and firm value
Board independence refers to the proportion of directors who have no material relationship with the firm or its management. Independent directors perform two complementary functions. Under agency theory, they monitor management on behalf of shareholders, and their reputational capital depends on being perceived as effective overseers (Fama, 1980; Fama & Jensen, 1983). Under resource dependence theory, they provide advice, expertise and external linkages that enhance strategic decision-making (Hillman & Dalziel, 2003). Both functions imply that independence should affect firm value directly, and that it should condition the value consequences of other board decisions, including the remuneration that directors award themselves.
Early evidence supported the monitoring role of independent directors. Boards dominated by outsiders are more likely to remove poorly performing chief executives (Weisbach, 1988), and the appointment of outside directors is associated with positive stock price reactions (Rosenstein & Wyatt, 1990). However, the link between independence and firm value has proved weak. Bhagat and Black (2002) find no relationship between board independence and long-term performance. Hermalin and Weisbach (2003) and Adams et al. (2010) argue that board composition is an endogenous outcome of bargaining and firm circumstances, so cross-sectional correlations between independence and value reveal little about causation. Duchin et al. (2010) show that outside directors improve performance only when information about the firm is inexpensive to acquire, and impair performance when it is costly. More recent evidence sharpens this picture. Solarino and Boyd's (2023) meta-regression of 86 studies across 40 countries finds no substantial direct link between independence and performance, but shows that the relationship strengthens where informal institutions are stronger. Hu et al. (2023) find that independent boards improve performance primarily when firms experience firm-specific demand shocks, consistent with monitoring in adverse conditions. Among listed Saudi banks, board independence is negatively related to performance unless independent directors hold equity (Habtoor et al., 2024).
In emerging markets, the value of independence may be further constrained by concentrated ownership and by the difficulty of identifying directors who are independent in substance as well as in form (Klapper & Love, 2004). Across Sub-Saharan Africa, Munisi and Randøy (2013) find that a governance index is positively associated with accounting performance but negatively associated with market valuation, indicating that governance practices which improve reported returns are not necessarily priced by investors. Waweru (2014) shows that governance quality in Kenya and South Africa is driven mainly by audit quality and firm performance, and that it differs between the two countries. Across 366 banks in 26 African countries, board independence is negatively related to financial stability and exhibits mixed relationships with performance (Asare et al., 2022). Kenya's governance code prescribes a minimum of one-third independent directors (Capital Markets Authority, 2015). Many listed firms exceed this threshold by a wide margin, which raises the question of whether variation in independence above the regulatory floor remains value-relevant. Accordingly, the second hypothesis is:
H2. Board independence has a statistically significant relationship with firm value.
1.3.3 Board independence as a moderator of the remuneration–value relationship
If independent directors monitor remuneration decisions more effectively than insiders, board independence should condition the relationship between remuneration intensity and firm value. Under the monitoring hypothesis of agency theory, independent boards ensure that higher pay is tied to the contribution of directors. A given level of remuneration intensity would therefore be more value-enhancing, or less value-destroying, in firms with more independent boards, implying a positive interaction. Managerial power theory suggests a different possibility. Independent directors are themselves recipients of board fees, and where independence is assessed formally, not substantively, a highly independent board may approve pay that is unrelated to performance (Bebchuk & Fried, 2003; Brick et al., 2006). Moreover, independent directors' fees typically take the form of fixed retainers and sitting allowances that do not decline when revenue falls. In firms with highly independent boards, increases in remuneration intensity may therefore largely reflect falling sales and deteriorating prospects, implying a negative interaction.
A related strand of research examines the governance of remuneration itself. It addresses the role of remuneration committees (Khan et al., 2022; Liew et al., 2021; Rahayu et al., 2022), the governance attributes associated with directors' pay (Omebere & Ebiaghan, 2022), the measurement and determinants of remuneration governance (Scholtz et al., 2022), and the deliberations of remuneration committees from insiders' perspectives (Van Zyl & Mans-Kemp, 2023). Ahmed et al. (2020) model board attributes as moderators of the relationship between directors' remuneration and the financial performance of listed Nigerian insurers, the closest antecedent to the present moderation design. Evidence from China suggests that board independence may weaken pay–performance sensitivity, not strengthen it, contrary to agency predictions (Rehman et al., 2021). A growing emerging-market literature also models board independence explicitly as a moderator. Independence reverses the negative effect of CEO duality on performance in India (Arora, 2024) and attenuates the adverse effect of debt on profitability in Vietnam (Pham & Nguyen, 2020). In turn, its own effect depends on whether independent directors hold equity (Habtoor et al., 2024). The effectiveness of outside directors is context-dependent (Duchin et al., 2010; Hu et al., 2023), and board composition and pay are jointly determined (Ntim et al., 2015). Whether independence similarly conditions the market valuation of director pay has, however, not been examined. Because the theoretical arguments admit either direction, the third hypothesis is stated non-directionally:
H3. Board independence significantly moderates the relationship between directors' remuneration intensity and firm value.
1.3.4 Theoretical framework
To address these gaps, the present study integrates three complementary theoretical perspectives. Agency theory explains why remuneration may align directors' interests with those of shareholders and why independent directors are expected to monitor pay. Managerial power theory explains how directors who influence their own remuneration may extract rents, and why formal independence need not prevent this. Resource dependence theory clarifies why independent directors may be rewarded for the expertise and linkages they provide, not solely for monitoring. Figure 1 presents the integrated research framework underpinning the study.
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Fig. 1. Research framework
1.4 Organisation of the Study
The remainder of this article is organised as follows. Section 1.3 reviews the relevant literature and develops the research hypotheses. Section 2 describes the data, the variables and the estimation strategy. Section 3 presents and discusses the empirical findings, and Section 4 concludes with recommendations, limitations and suggestions for future research.
2. METHODOLOGY
2.1 Research Design, Sample and Data
The study adopts a quantitative, longitudinal research design based on secondary panel data, which permits the separation of within-firm from between-firm variation in governance and firm value. The study is based on a sample of companies listed on the Nairobi Securities Exchange over the period 2010–2021. This period is selected because it spans two significant regulatory reforms. The first is the Companies Act, 2015, which introduced a directors' remuneration report for quoted companies. The second is the CMA's Code of Corporate Governance Practices for Issuers of Securities to the Public, 2015 (Gazette Notice No. 1420 of 15 December 2015). The period therefore captures governance and remuneration disclosure practices both before and after remuneration transparency was strengthened. Data on remuneration, board composition and financial variables were collected from audited annual reports.
The final sample comprises a balanced panel of 41 companies observed over 12 consecutive years, yielding 492 firm-year observations. Firms were retained if they were continuously listed and reported complete data for all study variables throughout the period. Because the panel is balanced, no observations are lost to missing data and corrections for sample selection are not required. However, the retention criterion implies that the findings pertain to continuously listed firms. Table 1 reports the sample selection and sectoral composition.
Table 1.	Sample Selection and Sectoral Composition
	Panel A: Sample selection
	Firms
	Firm-year observations

	Companies listed on the NSE during 2010–2021
	64
	768

	Less: firms not continuously listed or with incomplete data
	23
	276

	Final sample
	41
	492

	Panel B: Sectoral distribution
	Firms
	Firm-year observations
	Tobin's Q
	DRI (%)
	BI (%)

	Banking
	10
	120
	0.96
	1.02
	81.50

	Commercial and services
	6
	72
	1.29
	1.94
	81.21

	Agricultural
	5
	60
	1.48
	0.73
	72.89

	Manufacturing and allied
	5
	60
	1.93
	1.28
	77.64

	Construction and allied
	4
	48
	1.05
	0.92
	72.59

	Energy and petroleum
	3
	36
	0.72
	0.11
	75.07

	Insurance
	3
	36
	0.90
	0.89
	87.39

	Automobiles and accessories
	2
	24
	0.83
	0.76
	81.50

	Investment
	2
	24
	0.64
	1.42
	79.33

	Telecommunication
	1
	12
	5.04
	0.20
	79.94

	Total
	41
	492
	1.25
	1.05
	78.88


Note. NSE = Nairobi Securities Exchange; DRI = directors' remuneration intensity; BI = board independence. Sector classification follows NSE market segments as assigned by the authors.
2.2 Variable Definitions and Measurement
2.2.1 Dependent variable: Firm value
Firm value is measured by Tobin's Q, defined as the ratio of the market value of the firm to the book value of its assets. Tobin's Q captures investors' forward-looking assessment of how effectively a firm's governance converts assets into value, and it is widely employed in governance research (Bhagat & Black, 2002; Klapper & Love, 2004; Liew et al., 2022). Values above unity indicate that the market values the firm above the book value of its assets.
2.2.2 Independent variable: Directors' remuneration intensity
The main independent variable is directors' remuneration intensity (DRI). It is defined as total directors' remuneration (fees, salaries, allowances and benefits disclosed in the annual report) divided by sales (turnover or gross revenue), multiplied by 100. Scaling by sales expresses director pay as a proportion of the revenue base. This renders it comparable across firms of different sizes and captures the burden that board pay imposes on the firm's operating activity. Because DRI is a ratio, it increases both when remuneration rises and when sales decline, a property that the empirical analysis addresses explicitly.
2.2.3 Moderator variable: Board independence
The study uses board independence (BI) as the moderator variable. It is measured as the number of independent non-executive directors divided by total board size, multiplied by 100, as disclosed in annual reports. Independence is classified as reported by each company under the CMA Code (Capital Markets Authority, 2015).
2.2.4 Control variables
Following prior research, the main models control for financial leverage (LEV), measured as total debt divided by total assets, multiplied by 100. Leverage is expected to affect firm value through the disciplining role of debt and through financial risk (Pham & Nguyen, 2020). Firm listing age, measured as the number of years since listing, increases by exactly one unit per year within each firm. It is therefore perfectly collinear with firm and year fixed effects, cannot be estimated separately, and is excluded from the fixed-effects models. Additional governance variables are introduced sequentially in the robustness tests: board size, board meetings, board gender diversity, and audit committee size, independence, gender diversity and meetings. Table 2 summarises the definitions and measurement of all variables.
Table 2.	Definitions and Measurement of the Variables
	Variable
	Code
	Definition and measurement

	Dependent variable
	
	

	Firm value
	Q
	Tobin's Q: market value of the firm divided by the book value of total assets

	Independent variable
	
	

	Directors' remuneration intensity
	DRI
	Total directors' remuneration divided by sales, × 100

	Moderator variable
	
	

	Board independence
	BI
	Independent non-executive directors divided by total board size, × 100

	Control variable
	
	

	Leverage
	LEV
	Total debt divided by total assets, × 100

	Variables used in robustness tests
	
	

	Board size
	BSIZE
	Number of directors on the board

	Board gender diversity
	BGD
	Female directors divided by board size, × 100

	Board meetings
	BMEET
	Number of board meetings during the year

	Audit committee size
	ACSIZE
	Number of audit committee members

	Audit committee independence
	ACIND
	Independent audit committee members divided by committee size, × 100

	Audit committee gender diversity
	ACGD
	Female audit committee members divided by committee size, × 100

	Audit committee meetings
	ACMEET
	Number of audit committee meetings during the year

	Firm listing age
	AGE
	Fiscal year minus year of listing (absorbed by fixed effects)

	COVID-19 period
	COVID
	Indicator equal to 1 for 2020–2021 and 0 otherwise

	Financial firm
	FIN
	Indicator equal to 1 for banking, insurance and investment firms and 0 otherwise


2.3 Model Specification and Estimation Strategy
To examine the relationship between remuneration intensity, board independence and firm value, with and without the moderator, we estimate the following two-way fixed-effects models. In these models, i denotes the firm, t the year, μᵢ firm fixed effects, λₜ year fixed effects and εᵢₜ the idiosyncratic error.
Model 1: Presents the effect of directors' remuneration intensity on firm value (H1).
	Qit = β0 + β1DRIit + β2LEVit + μi + λt + εit	(1)
Model 2: Presents the effect of board independence on firm value (H2).
	Qit = β0 + β1DRIit + β2BIit + β3LEVit + μi + λt + εit	(2)
Model 3: Presents the effect of directors' remuneration intensity on firm value in the presence of the moderator variable BI (H3).
	Qit = β0 + β1DRIcit + β2BIcit + β3(DRIcit × BIcit) + β4LEVit + μi + λt + εit	(3)
In Model 3, DRI and BI are mean-centred (DRIc = DRI − 1.051; BIc = BI − 78.885) before the interaction term is constructed. Centring renders β₁ the association between DRI and Q at the sample-mean level of independence, and β₂ the association between BI and Q at mean DRI. It leaves the interaction coefficient β₃ and the model fit unchanged. The interaction term DRIc × BIc captures the moderating role of board independence, and the marginal association of remuneration intensity with firm value is given by:
	∂Qit / ∂DRIit = β1 + β3BIcit	(4)
Firm fixed effects absorb time-invariant firm characteristics such as sector, ownership tradition and state participation. Year fixed effects absorb shocks common to all firms, including macroeconomic and electoral cycles and the COVID-19 pandemic. Standard errors are clustered by firm. Because the number of clusters is modest (G = 41), inference relies on the t(G − 1) distribution with the conventional small-sample correction, supplemented by the wild cluster restricted bootstrap with 9,999 replications (Cameron et al., 2008; MacKinnon et al., 2023; MacKinnon & Webb, 2017; Roodman et al., 2019). All hypotheses were tested two-sided at the 5% significance level.
3. RESULTS AND DISCUSSION
3.1 Descriptive Statistics
Table 3 presents the descriptive statistics for the study variables. Unlike studies that winsorise prior to estimation, the main analysis retains the continuous variables in their original form, so that extreme observations remain visible and their influence can be assessed directly; winsorised estimates are reported as a robustness check. The sample firms exhibit a mean Tobin's Q of 1.254 (median 0.930), indicating that the typical firm is valued at or slightly below the book value of its assets. Directors' remuneration averages 1.051% of sales, although the median is 0.575% and the distribution is highly right-skewed (skewness 10.34). Board independence averages 78.9% (median 81.8%), well above the one-third minimum prescribed by the CMA Code. Leverage averages 58.7% of total assets, and nine firm-years exceed 100%, reflecting negative book equity.
Table 3.	Descriptive Statistics for the Study Variables
	Variable
	Min
	Max
	M
	Mdn
	SD
	Within-firm SD

	Q
	0.05
	11.73
	1.25
	0.93
	1.26
	0.73

	DRI (%)
	0.00
	35.77
	1.05
	0.58
	2.16
	1.82

	BI (%)
	25.00
	100.00
	78.88
	81.82
	12.08
	7.52

	LEV (%)
	0.08
	180.65
	58.67
	58.44
	26.51
	12.72

	BSIZE
	3
	26
	9.61
	9.00
	3.13
	1.57

	BGD (%)
	0.00
	66.67
	16.11
	16.67
	12.77
	9.00

	BMEET
	2
	33
	6.09
	5.00
	3.66
	2.32

	ACSIZE
	2
	11
	4.10
	4.00
	1.31
	1.01

	ACIND (%)
	25.00
	100.00
	95.16
	100.00
	14.26
	11.39

	ACGD (%)
	0.00
	100.00
	21.37
	20.00
	20.96
	14.02

	ACMEET
	1
	15
	4.31
	4.00
	1.67
	1.11

	AGE (years)
	2
	72
	36.31
	41.00
	16.06
	—


Source: Authors’ own work
Because the models are estimated with firm fixed effects, identification derives from within-firm variation. Approximately 71% of the variance in DRI and 39% of the variance in BI arise within firms, indicating that both constructs vary sufficiently over time to be identified under fixed effects. By contrast, 66% of the variance in Tobin's Q is between firms.
3.2 Correlation Analysis
Table 4 presents the correlation matrix. In the pooled data, DRI is not linearly correlated with Tobin's Q (r = −.041), but its rank correlation is weakly positive (ρ = .131, P = .003), indicating that a small number of extreme values attenuate the linear association. BI is negatively correlated with Q (r = −.224, P < .001), a between firm pattern that the fixed-effects analysis examines further. Leverage is uncorrelated with Q in levels (r = .001) but positively rank-correlated (ρ = .272, P < .001). Among the governance variables, board and audit committee gender diversity are strongly correlated (r = .70). Multicollinearity is not a concern: the correlations among the main regressors are well below 0.80, the variance inflation factors for the main model variables do not exceed 1.13, and the largest across the full governance set is 2.22.
Table 4.	Correlation Matrix and Variance Inflation Factors
	Variable
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11

	1. Q
	—
	.13***
	−.12***
	.27***
	.12**
	.07
	−.02
	.04
	−.07
	.12***
	−.10**

	2. DRI
	−.04
	—
	−.04
	.04
	−.20***
	−.07
	−.13***
	−.09**
	.00
	.04
	−.22***

	3. BI
	−.22***
	−.01
	—
	.17***
	.27***
	.04
	.07
	.18***
	.24***
	−.06
	.13***

	4. LEV
	.00
	.08*
	.16***
	—
	.27***
	.17***
	.24***
	.14***
	.09**
	.19***
	.22***

	5. BSIZE
	.05
	−.16***
	.31***
	.23***
	—
	.37***
	.39***
	.39***
	.10**
	.20***
	.25***

	6. BGD
	.16***
	.07
	−.03
	.12***
	.29***
	—
	.30***
	.38***
	−.01
	.71***
	.15***

	7. BMEET
	−.05
	−.10**
	.05
	.14***
	.25***
	.21***
	—
	.39***
	−.03
	.25***
	.51***

	8. ACSIZE
	.09*
	−.03
	.09*
	.10**
	.32***
	.32***
	.22***
	—
	−.26***
	.26***
	.23***

	9. ACIND
	−.16***
	.01
	.36***
	.06
	.10**
	−.07
	.02
	−.37***
	—
	−.01
	.00

	10. ACGD
	.14***
	.10**
	−.05
	.15***
	.14***
	.70***
	.16***
	.23***
	−.05
	—
	.09**

	11. ACMEET
	−.12***
	−.08*
	.17***
	.18***
	.24***
	.17***
	.48***
	.20***
	.05
	.14***
	—

	VIF
	—
	1.13
	1.03
	1.03
	1.43
	2.22
	1.37
	1.53
	1.46
	2.03
	1.38


Note. The significance levels refer to *P < .10. **P < .05. ***P < .01.
Source: Authors’ own work
3.3 Diagnostic Tests and Estimator Selection
Three models are estimated to assess the relationships among remuneration intensity, board independence and firm value: a baseline model of DRI and firm value, a second model that adds BI, and a third model that includes the DRI × BI interaction. F-tests reject the pooled specification in favour of firm effects in all three models (F(40, 436–438) between 23.16 and 25.01, P < .001), and a cluster-robust Wald test confirms the joint significance of year effects (χ²(11) = 78.17, P < .001). The Hausman test does not reject random effects at the 5% level (Model 1: χ²(2) = 5.36, P = .07; Model 2: χ²(3) = 7.78, P = .05; Model 3: χ²(4) = 7.63, P = .11), nor does its cluster-robust Mundlak (1978) counterpart (P = .07–.12). However, specification tests have limited power with 41 firms. Fixed effects remain consistent irrespective of whether unobserved firm characteristics are correlated with remuneration and board policy, whereas random effects do not. Consistent with the view that this choice should rest on the research question and the plausibility of the identifying assumptions, not on the Hausman test alone (Bell et al., 2019), fixed effects are adopted as the main estimator, and random-effects estimates are reported for comparison. Table 5 presents the residual diagnostics.
Table 5.	Tests for Heteroskedasticity, Serial Correlation and Cross-Sectional Dependence
	Model
	Modified Wald χ²(41)
	P
	Wooldridge F(1, 40)
	P
	Pesaran CD
	P

	1
	339,738
	< .001
	120.70
	< .001
	15.39
	< .001

	2
	364,017
	< .001
	103.49
	< .001
	15.61
	< .001

	3
	333,204
	< .001
	105.23
	< .001
	15.28
	< .001


Source: Authors’ own work.
Table 5 indicates that heteroskedasticity across firms and first-order serial correlation within firms are present in all models (P < .001), as confirmed by the modified Wald and Wooldridge tests. Accordingly, all fixed-effects models are estimated with standard errors clustered by firm, which are robust to both (Petersen, 2009). Inference uses the t(40) distribution, supplemented by the wild cluster restricted bootstrap, because 41 clusters are too few for asymptotic cluster-robust inference to be fully reliable (Cameron & Miller, 2015; MacKinnon et al., 2023; MacKinnon & Webb, 2017). Residual cross-sectional dependence persists after year effects are included (Pesaran, 2015), so Driscoll and Kraay (1998) and two-way (firm and year) clustered standard errors are also reported as sensitivity checks. Variance inflation factors in the centred, within-transformed design do not exceed 1.22.
3.4 Regression Results
3.4.1 Model 1: Directors' remuneration intensity and firm value
Table 6 reports the model results. The FE estimates indicate that DRI has a negative but statistically insignificant association with Tobin's Q (β = −0.0137, SE = 0.0093, P = .15; 95% CI (−0.0326, 0.0052), and the wild bootstrap P value is .12. H1 is therefore not supported. The confidence interval nonetheless bounds the economic magnitude of the association. A one-standard-deviation within-firm increase in DRI (1.82 percentage points) is associated with a change in Q of between −0.059 and +0.010, corresponding to at most approximately 4.7% of mean Q. The RE estimate is virtually identical (β = −0.0138, P = .14). Leverage is positively associated with Q (β = 0.0168, P = .02). The model explains 11.1% of the within-firm variation in Q, inclusive of year effects.
3.4.2 Model 2: Board independence and firm value
When BI is introduced, its FE coefficient is close to zero and statistically insignificant (β = −0.0021, SE = 0.0089, P = .81; 95% CI (−0.0200, 0.0158); wild bootstrap P = .92). H2 is therefore not supported. A ten-percentage-point increase in independence is compatible with effects ranging from a 0.20 decrease to a 0.16 increase in Q, so the estimate reflects imprecision, not evidence of a null effect. The RE estimate is similarly insignificant (β = −0.0042, P = .67). The negative pooled correlation between BI and Q (Table 4) therefore reflects persistent differences between firms, not within-firm changes in independence. The DRI coefficient remains essentially unchanged (β = −0.0134, P = .16).
3.4.3 Model 3: The moderating role of board independence
Table 6 also reports the results for Model 3. The FE estimate of the interaction between centred DRI and centred BI is negative (β = −0.00243, SE = 0.00124, t = −1.96, P = .06; 95% CI (−0.00494, 0.00008). It falls marginally short of significance at the 5% level under conventional cluster-robust inference, so H3 is not supported by the pre-specified test. The wild cluster bootstrap yields a P value of .03 (Rademacher weights; 0.032 with Webb weights) and a 95% confidence interval of (−0.00429, −0.00038), which excludes zero. The evidence on moderation is therefore borderline, not absent. The RE estimate has the same sign and is marginally significant (β = −0.00215, P = .09). The inclusion of the interaction raises the within R² by only .0015 (from .1114 to .1129). At mean BI, the DRI coefficient is −0.0062 (P = .27), and at mean DRI, the BI coefficient is −0.0024 (P = .79).
Table 6.	Random- and Fixed-Effects Estimates of Remuneration Intensity, Board Independence and Firm Value
	Variable
	Model 1 RE
	Model 1 FE
	Model 2 RE
	Model 2 FE
	Model 3 RE
	Model 3 FE

	DRI
	−0.0138 (0.0092)
	−0.0137 (0.0093)
	−0.0132 (0.0093)
	−0.0134 (0.0094)
	−0.0070 (0.0060)a
	−0.0062 (0.0055)a

	BI
	—
	—
	−0.0042 (0.0100)
	−0.0021 (0.0089)
	−0.0044 (0.0099)a
	−0.0024 (0.0089)a

	DRI × BI
	—
	—
	—
	—
	−0.00215* (0.00124)
	−0.00243* (0.00124)

	LEV
	0.0148** (0.0059)
	0.0168** (0.0067)
	0.0147** (0.0057)
	0.0168** (0.0065)
	0.0148** (0.0058)
	0.0169** (0.0066)

	Constant
	0.464 (0.347)
	—
	0.810 (0.539)
	—
	0.452 (0.333)
	—

	Year fixed effects
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Firm fixed effects
	No
	Yes
	No
	Yes
	No
	Yes

	Within R²
	.110
	.111
	.110
	.111
	.111
	.113

	F (slopes)
	—
	3.85
	—
	6.77
	—
	8.32

	P (F)
	—
	.03
	—
	< .001
	—
	< .001

	Wild bootstrap P, key termb
	—
	.12
	—
	.92
	—
	.03

	Hausman test P
	.07
	
	.05
	
	.11
	

	Observations
	492
	492
	492
	492
	492
	492

	Firms
	41
	41
	41
	41
	41
	41


Note. aMean-centred variable. bThe key term is DRI in Model 1, BI in Model 2 and DRI × BI in Model 3; wild cluster restricted bootstrap with Rademacher weights and 9,999 replications.
*P < .10. **P < .05. ***P < .01.
Source: Authors’ own work.
Figure 2 illustrates how board independence moderates the relationship between DRI and firm value by plotting the marginal association of DRI with Q (Equation 4) across the observed range of independence. The association is close to zero and statistically insignificant over the lower and middle segments of the BI distribution. It crosses zero at approximately 76% independence and becomes negative and pointwise significant above approximately 82%, a region that contains 239 of the 492 firm-years. At the 75th percentile of BI (87.5%), a one-percentage-point increase in DRI is associated with a 0.027 lower Q (95% CI (−0.052, −0.003). At no observed level of independence is the association significantly positive. Estimates below approximately 55% independence rest on only 25 firm-years and are therefore not interpreted.
[image: ]
Fig. 2. Marginal association of directors' remuneration intensity with Tobin's Q across observed board independence (Model 3, 95% confidence interval; the grey histogram shows the distribution of BI)
Figure 3 presents the same interaction in simple-slopes form by comparing the slopes at low and high independence. At low independence (25th percentile, 72.7%), a move from low to high DRI (25th to 75th percentile, 0.26% to 1.24%) is associated with a slightly higher predicted Q. At high independence (75th percentile, 87.5%), the same move is associated with a lower predicted Q. The magnitudes are economically modest as the change along the high-independence slope is approximately 0.03 in Q, or about 2% of mean Q.
[image: ]
Fig. 3. Moderating effect of board independence (simple slopes; predicted Q expressed as deviations from firm and year means)
3.5 Robustness Analysis
3.5.1 Alternative inference
To ensure the robustness of the results, the models are re-estimated under alternative variance estimators. The conclusions for H1 and H2 are invariant to the inference method: DRI and BI remain insignificant under every standard-error estimator considered. The interaction term, by contrast, is sensitive. Its P value is .06 with firm-clustered standard errors, 0.030 with the wild cluster bootstrap, 0.202 with two-way (firm and year) clustering, and 0.473 with Driscoll–Kraay standard errors. The latter two estimators accommodate the cross-sectional dependence detected in Table 5. However, with only 12 years they rely on few time clusters and are themselves imprecise, so they are best interpreted as a stress test. Taken together, the evidence for moderation is not sufficiently strong to survive reasonable alternative treatments of residual dependence.
3.5.2 Addressing the endogeneity issue
This study accounts for potential endogeneity, a common concern in governance research. Endogeneity may arise from reverse causality, because firm value may influence pay setting and board composition, and from omitted variables that affect both. Firm fixed effects remove time-invariant confounders and year effects remove common shocks, but neither addresses time-varying confounding. System GMM is a common response in governance research. In the present setting, however, the cross-section is small (N = 41) relative to the time dimension (T = 12), and the instrument count grows quadratically with T. The resulting instrument proliferation weakens the Hansen test and can bias GMM estimates towards OLS (Roodman, 2009). In the absence of a credible external instrument, GMM estimates are not reported, and all coefficients are interpreted as conditional associations. As a partial check on simultaneity, the models are re-estimated with DRI and BI lagged by one year (N = 451). The lagged interaction is close to zero and positive (β = 0.00073, P = .79; with lagged leverage, β = 0.00052, P =.87). The lagged DRI coefficient at mean BI is −0.020 (P = .24) with contemporaneous leverage and +0.023 (P =.03) with lagged leverage. The contemporaneous moderation pattern therefore does not persist as a lead–lag relationship. This is consistent with simultaneity or with the mechanical co-movement of a sales-scaled ratio and market value, and with evidence that board structure and performance are dynamically and jointly determined (Wintoki et al., 2012).
3.5.3 The effect of COVID-19
Since the study period includes the COVID-19 pandemic (2020–2021), which depressed revenues and valuations, we examine its effect on the relationships of interest. Because DRI is scaled by sales, the pandemic may have raised remuneration intensity mechanically while lowering Q. Prior studies indicate that the pandemic also altered governance relationships. Among Iranian listed firms, the positive association between board independence and performance reversed during COVID-19 (Tarighi et al., 2023). At Johannesburg-listed firms, directors' pay rose during the pandemic without becoming more sensitive to performance (Lionjanga & Matemane, 2026). To assess whether the relationships differ across the pandemic, the models are re-estimated on the pre-pandemic period (2010–2019). In addition, each key term is interacted with a COVID-19 indicator (equal to 1 for 2020–2021) in the full sample. Table 7 reports the results.
Table 7.	Pre-COVID-19 and COVID-19 Interaction Estimates (Two-Way Fixed Effects)
	Variable
	Pre-COVID Model 1
	Pre-COVID Model 2
	Pre-COVID Model 3
	Full sample Model 1
	Full sample Model 2
	Full sample Model 3

	DRI
	−0.0064 (0.0049)
	−0.0041 (0.0048)
	−0.0030 (0.0059)a
	−0.0051 (0.0055)
	−0.0144 (0.0109)
	−0.0054 (0.0061)a

	BI
	—
	−0.0118 (0.0093)
	−0.0119 (0.0092)a
	—
	−0.0052 (0.0080)
	−0.0058 (0.0083)a

	DRI × BI
	—
	—
	−0.00066 (0.00313)
	—
	—
	−0.00014 (0.00215)

	DRI × COVID
	—
	—
	—
	−0.0391 (0.0378)
	—
	0.0305 (0.0497)

	BI × COVID
	—
	—
	—
	—
	0.0167 (0.0122)
	0.0219 (0.0143)

	DRI × BI × COVID
	—
	—
	—
	—
	—
	−0.00849 (0.00552)

	LEV
	0.0181* (0.0100)
	0.0176* (0.0093)
	0.0176* (0.0093)
	0.0169** (0.0067)
	0.0157** (0.0066)
	0.0157** (0.0067)

	Firm and year fixed effects
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Within R²
	.126
	.141
	.141
	.113
	.121
	.129

	Observations
	410
	410
	410
	492
	492
	492


Note. .aMean-centred within the estimation sample. The significance levels refer to *P < .10. **P < .05. ***P < .01.
Source: Authors’ own work.
As shown in Table 7, the moderation pattern is concentrated in the pandemic years. In the pre-COVID sample, the interaction is small and insignificant (β = −0.00066, P = .84). In the full sample with COVID-19 interactions, the 2010–2019 interaction is essentially zero (β = −0.00014, P = .95). The incremental 2020–2021 interaction is larger and negative but imprecisely estimated (β = −0.00849, P = .13). DRI and BI remain insignificant across all specifications, and leverage remains positive. These results reinforce the interpretation that the negative interaction in Model 3 reflects a period in which revenue contraction raised remuneration ratios while valuations declined, more than a stable governance mechanism.
3.5.4 Additional robustness tests
To further ensure the robustness of the original results, Table 8 reports a series of additional sensitivity analyses. These address outlier treatment, additional governance controls, sector-specific shocks, the exclusion of financial firms (whose leverage and valuation are not comparable with those of non-financial firms), the exclusion of observations flagged during the data audit, influential observations, and alternative functional forms.
Table 8.	Additional Robustness Tests (Two-Way Fixed Effects)
	Specification
	DRI, Model 1: b (P)
	BI, Model 2: b (P)
	DRI × BI, Model 3: b (SE)
	P
	N

	Baseline
	−0.0137 (.15)
	−0.0021 (.81)
	−0.00243 (0.00124)
	.06
	492

	Winsorised at 1%/99% (Q, DRI, BI, LEV)
	−0.0240 (.28)
	−0.0005 (.94)
	−0.00406 (0.00224)
	.08
	492

	Winsorised at 2.5%/97.5%
	—
	—
	−0.00518 (0.00324)
	.12
	492

	+ Board size
	—
	—
	−0.00232 (0.00131)
	.08
	492

	+ Board size, board meetings
	—
	—
	−0.00232 (0.00131)
	.08
	492

	+ Board gender diversity
	—
	—
	−0.00261 (0.00151)
	.09
	492

	+ Audit committee size, independence, gender diversity, meetings
	—
	—
	−0.00301 (0.00188)
	.12
	492

	Sector × year fixed effects
	−0.0189 (.20)
	−0.0054 (.62)
	0.00164 (0.00234)
	.49
	492

	Non-financial firms only (26 firms)
	−0.0122 (.10)
	−0.0012 (.92)
	−0.00227 (0.00264)
	.40
	312

	Excluding Stanbic Holdings 2020a
	−0.0142 (.14)
	−0.0023 (.80)
	−0.00242 (0.00124)
	.06
	491

	Excluding DRI = 0 firm-years
	−0.0153 (.25)
	−0.0020 (.82)
	−0.00253 (0.00126)
	.05
	487

	Excluding Express Kenya
	−0.0318 (.18)
	−0.0023 (.80)
	−0.00242 (0.00112)
	.04
	480

	Excluding Cook's D > 4/n
	−0.0057 (.20)
	−0.0003 (.92)
	−0.00118 (0.00108)
	.28
	462

	ln(1 + DRI)b
	−0.0798 (.34)
	−0.0022 (.81)
	−0.00908 (0.00447)
	.049
	492

	ln(Q) as dependent variableb
	—
	—
	−0.00339 (0.00109)
	.003
	492

	+ DRI² (quadratic)
	—
	—
	−0.00237 (0.00104)
	.03
	492

	Leave-one-firm-out (41 samples), range
	−0.0318 to −0.0076 (.11–.21)
	−0.0049 to 0.0071 (.15–.93)
	−0.00349 to −0.00168
	.02–.35
	480


Note. Values are unstandardised coefficients (b) from two-way fixed-effects models with firm-clustered standard errors; inference uses t(40). aProbable data-entry anomaly identified in the data audit. bCoefficients are on a different scale from the baseline specification.
Source: Authors’ own work.
Table 8 shows that the null findings for H1 and H2 are robust. DRI is negative in every specification and never significant at the 5% level, and BI remains consistently close to zero. The interaction is negative in every contemporaneous specification except that with sector × year effects, but it attains 5% significance in only a minority of them. It disappears when sector-specific shocks are absorbed, when financial firms are excluded and when influential observations are removed. The exclusion of Safaricom alone halves the coefficient (β = −0.00168, P = .13). The interaction strengthens when the dependent variable is log-transformed (P = .003), indicating that it is not driven by raw-scale outliers in Q. The squared DRI term is insignificant (β = 0.00036, P = .70 without moderation), and the implied turning point (32.7% of sales) lies above 99.8% of observations, so there is no evidence of nonlinearity. The leverage coefficient is positive in every specification and significant at the 5% level in all except the pre-COVID and lagged-leverage specifications (P = .06–.08).
3.6 Discussion of Findings
This study finds no statistically significant within-firm association between directors' remuneration intensity and the firm value of Kenyan listed companies. The point estimate is negative, but its confidence interval excludes economically large effects in either direction. This result neither confirms the optimal contracting prediction that higher pay elicits value-creating board effort (Adams & Ferreira, 2008; Jensen & Murphy, 1990) nor provides firm support for the managerial power prediction of value-destroying rent extraction (Bebchuk & Fried, 2003). The consistently negative sign across specifications leans towards the managerial power view. It echoes evidence that excess pay is followed by weaker performance (Core et al., 1999) and that post-merger pay increases in African markets coincide with weaker performance (Amewu & Alagidede, 2021). The finding contrasts with the positive association between director remuneration and firm value reported for Malaysia (Liew et al., 2022), with the strengthened pay–performance link observed in South Africa following King IV (Scholtz et al., 2026), and with the positive pay–performance associations documented for South Africa (Lemma et al., 2020), Indonesia (Rahayu et al., 2022) and China (Rehman et al., 2021). Two features may account for this divergence. First, these studies predominantly examine absolute pay or accounting performance, not pay relative to sales and market value. Second, King IV mandates more extensive remuneration disclosure and shareholder voting than prevailed in Kenya during most of the study period. A further explanation lies in the structure of director pay. Where non-executive directors are remunerated mainly through fixed fees and sitting allowances, not performance-contingent instruments, as the CMA Code's emphasis on peer-aligned board fees suggests is common, pay provides limited incentive alignment and limited scope for extraction. Changes in its ratio to sales may then convey little information about governance quality that investors would price. Verifying this explanation requires data on the composition of director pay.
The study also finds no within-firm association between board independence and firm value. This result is consistent with international evidence that board independence is not reliably related to firm value (Bhagat & Black, 2002; Hermalin & Weisbach, 2003). It also agrees with Kenyan evidence that boards contribute little to firm performance (Ongore & K'Obonyo, 2011) and with Sub-Saharan evidence that governance practices are not necessarily rewarded by market valuation (Munisi & Randøy, 2013). It further corresponds with meta-analytic evidence that independence has no substantial direct link to performance across countries (Solarino & Boyd, 2023), and with recent findings that independence is unrelated or even negatively related to outcomes in African and Gulf banks (Asare et al., 2022; Habtoor et al., 2024). The contrast between the negative pooled correlation and the null fixed-effects estimate is informative. Firms with more independent boards are valued lower on average, but within-firm increases in independence are not followed by changes in value. This suggests that independence levels reflect persistent firm characteristics, such as sector, ownership structure and state participation, not causal determinants of value. The compressed distribution of independence offers a further explanation. Most Kenyan boards already exceed the CMA Code's one-third minimum by a wide margin, so marginal changes above this threshold may not alter monitoring intensity in substance. Moreover, the effectiveness of outside directors depends on the cost of acquiring firm-specific information (Duchin et al., 2010), which is likely to be high in a market with thinner analyst coverage and less complete disclosure. From a resource dependence perspective, the advisory value of independent directors may also be largely captured by firm fixed effects, because the expertise and linkages that boards provide change only slowly over time (Hillman & Dalziel, 2003).
The moderation results constitute the most nuanced finding of the study. The interaction between remuneration intensity and board independence is negative, indicating that the association between remuneration intensity and value becomes more negative as independence rises and is significantly negative only on the most independent boards. This contradicts the monitoring hypothesis, which predicts that independent boards render pay more value-enhancing. Taken at face value, the pattern is more consistent with a managerial power interpretation, in which independent directors who are themselves fee recipients approve fixed pay that does not adjust to the firm's circumstances (Brick et al., 2006; Lionjanga & Matemane, 2026). It also echoes Chinese evidence that board independence weakens pay–performance sensitivity (Rehman et al., 2021), and Indian evidence that the fixed share of director pay has increased (Soni & Singh, 2020). However, the robustness analysis points to a more mechanical explanation. The interaction is concentrated in 2020–2021, vanishes before the pandemic and does not persist with lagged regressors, all of which suggests that it reflects revenue contraction. When sales fall while fixed board fees do not, DRI rises at the same time as market value declines. Firms with highly independent boards, which have proportionately more fee-earning non-executive directors, would exhibit this pattern most strongly. This interpretation is consistent with evidence that directors' pay at Johannesburg-listed firms rose during the pandemic without becoming more sensitive to performance (Lionjanga & Matemane, 2026), and that the positive association between board independence and performance reversed during COVID-19 in Iran (Tarighi et al., 2023). It contrasts with Hu et al. (2023), who find that independent boards are most beneficial when firms face idiosyncratic demand shocks. A plausible reconciliation is that a systemic shock, unlike a firm-specific one, leaves independent directors limited scope for corrective action. The weak and fragile moderation should therefore be interpreted as a signal of the rigidity of director pay during downturns, not as evidence that independent directors destroy value.
The study also reveals that leverage plays an important role in shaping firm value. The positive within-firm association between leverage and Tobin's Q holds in every specification and is consistent with the disciplining role of debt in mitigating free cash flow problems. It differs from evidence for Vietnamese listed firms that debt reduces accounting profitability, an effect that board independence attenuates (Pham & Nguyen, 2020). This difference may reflect the market-based outcome measure employed here. Part of the association may also reflect the construction of Tobin's Q, in which the book value of debt enters the numerator.
Accordingly, the key contribution of this study is to examine the triangular relationship among directors' remuneration intensity, board independence and firm value, which, to the authors' knowledge, has not previously been examined in a Sub-Saharan African market. This is achieved by combining three complementary theoretical perspectives: agency theory, managerial power theory and resource dependence theory. First, the study extends the agency–managerial power debate to a scale-free measure of director pay and shows that, net of firm and year effects, remuneration intensity is not a priced signal of governance quality. Second, by modelling and plotting the conditional relationship across the full range of independence, it demonstrates that moderation claims based on a single interaction coefficient can be misleading. The relevant evidence concerns where in the distribution the conditional effect differs from zero, and whether that pattern survives alternative inference procedures and sample periods. Third, the study underscores the importance of small-cluster inference and transparent robustness reporting in emerging-market governance research, where cross-sections are small and a few firms can dominate the results.
4. CONCLUSION
This study provides comprehensive evidence on the relationship between directors' remuneration intensity and firm value, emphasising the moderating role of board independence. Using a balanced panel of 492 firm-year observations from 41 companies listed on the Nairobi Securities Exchange over the 2010–2021 period, the study yields several important findings. First, remuneration intensity exhibits no statistically significant within-firm association with Tobin's Q. The estimate is negative, and its confidence interval rules out economically large effects. Second, board independence has no detectable within-firm association with firm value, even though it is negatively correlated with value across firms. Third, the interaction between remuneration intensity and board independence is negative but of borderline significance (P = .06; wild bootstrap P = .03). The pattern it describes, a negative association between pay intensity and value on highly independent boards, is not robust: it is concentrated in the COVID-19 years and disappears under sector-specific shocks, among non-financial firms and with lagged regressors. Accordingly, H1, H2 and H3 are not supported at the 5% level under the pre-specified test. These findings reinforce the view that director remuneration, in a setting where board pay appears to be predominantly fixed, is neither a reliable mechanism for value creation nor a transparent signal of governance quality.
4.1 Recommendations and Implications
The findings have important implications for remuneration committees, investors and policymakers. For remuneration committees, the absence of any positive association between remuneration intensity and value indicates that increases in director pay cannot be justified by appeal to valuation gains. Pay that remains fixed when revenue declines is the pattern most consistent with the moderation estimates. Remuneration policies should therefore link at least part of director fees to performance and explain how fees respond to adverse conditions. Committees can operationalise this by embedding performance-contingent elements in fee structures and by disclosing the rationale for fee adjustments in the directors' remuneration report. For investors, high formal board independence is not by itself a reliable signal of value in this market. Sales-scaled remuneration ratios should also be interpreted alongside revenue trends, because a rising ratio may reflect a declining denominator, not more generous pay. For policymakers, most issuers comply with the CMA Code's one-third independence threshold by a wide margin, and the results do not support raising numerical independence thresholds as a value-enhancing measure. Instead, they support richer remuneration disclosure under the Companies Act, 2015, that distinguishes fixed fees, sitting allowances and variable pay. They also support guidance on assessing independence in substance as well as in form.
4.2 Limitations and Suggestions for Future Research
This study is subject to several limitations that open avenues for future research. First, remuneration intensity is a ratio whose components (remuneration and sales) were not modelled separately. Future studies could model remuneration levels and firm scale separately, employ per-director or asset-scaled measures of pay, and decompose remuneration into fixed and variable elements. Second, with 41 firms the study has modest statistical power, and inference is sensitive to the treatment of residual dependence; larger multi-country African panels would permit sharper tests. Third, fixed effects do not resolve time-varying endogeneity or reverse causality. Future research could exploit regulatory changes, such as the 2015 Code's "apply or explain" regime and the directors' remuneration report requirement, as quasi-experimental shocks, or employ credible instruments. Fourth, the balanced panel comprises continuously listed firms only, which may introduce survivorship bias. Fifth, independence is measured formally, as reported by firms. Future studies could incorporate director tenure, interlocks and ownership links to capture independence in substance. Finally, the concentration of the moderation pattern in 2020–2021 suggests that the rigidity of director pay during economic downturns merits direct investigation.
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