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Abstract

This paper examines the Microfinance Institutions (MFIs) employees’
perceptions on the effect of regulatory compliance and transparency
practices on the institutional sustainability of Microfinance Institutions
(MFlIs) in Zambia. The research integrates institutional theory, risk
governance, and strategic management perspectives to understand how
formal and informal governance mechanisms shape long-term organizational
resilience. Using a mixed-method approach, quantitative data were obtained
from 114 employees of regulated MFIs and analyzed using multiple
regression models, while qualitative interviews with 30 stakeholders explored
perceptions of regulatory enforcement, transparency, and institutional
credibility. Quantitative results revealed a significant positive relationship
between regulatory compliance and institutional sustainability (f = 0.437, p
< 0.01). Transparency practices, particularly financial disclosure and client
protection reporting, also exhibited a strong positive association with
institutional reputation and stakeholder confidence (f = 0.391, p < 0.05).
Qualitative findings reinforced these results, showing that compliance-driven
institutions experience greater legitimacy, reduced operational risk, and
improved investor trust. However, excessive compliance costs and regulatory
rigidity were cited as barriers for smaller MFIs. The study concludes that
sustainable governance in the Zambian microfinance sector depends on
balanced regulatory enforcement, strong enough to ensure integrity but
flexible enough to support innovation and inclusion. Institutional
sustainability thrives where compliance is complemented by internal
transparency and leadership accountability. Policy recommendations include
integrating social performance metrics into regulatory frameworks,
establishing digital transparency systems, and enhancing collaborative
supervision between the Bank of Zambia and industry associations.
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1.0 INTRODUCTION

The sustainability of Microfinance Institutions (MFIs) hinges not only on financial performance
and outreach but also on institutional robustness which is the capacity to maintain operations,
reputation, and stakeholder trust in a dynamic regulatory environment. In Zambia, the
microfinance sector is governed by the Bank of Zambia (BoZ) under the Microfinance Act No. 6
of 2018 and subsequent guidelines issued in 2020-2023. These frameworks aim to promote
financial stability, client protection, and transparency within a rapidly expanding and competitive
sector. Globally, regulatory compliance is recognized as a foundation for institutional
sustainability. Compliance ensures adherence to prudential standards, risk management
procedures, and ethical norms (Hartarska & Nadolnyak, 2007). Similarly, transparency enhances
stakeholder confidence by facilitating accountability through information disclosure, audit reports,
and communication of institutional performance (Tricker, 2015; Klapper & Love, 2021).

However, the challenge lies in balancing regulation with innovation. Overregulation may constrain
flexibility and discourage outreach to marginal clients, while weak enforcement may lead to
governance failures and reputational crises (Beasley et al., 2018). In Zambia, some MFIs perceive
regulatory compliance as an administrative burden rather than a strategic tool for institutional
credibility, leading to inconsistent adherence and limited transparency culture.

This study investigates how regulatory compliance and transparency practices influence
institutional sustainability among MFIs in Zambia and explores the mechanisms through which
compliance fosters resilience, legitimacy, and stakeholder confidence. While Zambia’s
microfinance sector is well-regulated, institutional failures and reputational crises continue to
occur, reflecting weaknesses in compliance enforcement and transparency culture. Despite the
Bank of Zambia’s regular supervision, several MFIs struggle with compliance documentation,
delayed audits, and opaque financial reporting.

Quantitative results from this study indicate that regulatory compliance significantly predicts
institutional sustainability (B = 0.437, p < 0.01), yet qualitative insights reveal that compliance is
often reactive and rule-driven, rather than strategic or value-based. Smaller MFIs, in particular,
report that compliance costs strain their limited resources, reducing innovation capacity. This
paradox, where compliance improves stability but strains flexibility, raises a critical question: How
can regulatory compliance and transparency be optimized to enhance institutional sustainability
without stifling growth and outreach?

The specific objectives of this study are:
a) To evaluate the effect of regulatory compliance on the institutional sustainability of MFIs
in Zambia
b) To assess the influence of transparency practices on institutional sustainability,

particularly stakeholder trust and organizational legitimacy
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c) To examine the mediating role of leadership accountability in the relationship between
regulatory compliance, transparency, and institutional sustainability

d) To analyze the moderating effect of the regulatory environment on the relationship
between governance mechanisms and institutional sustainability

e) To investigate the challenges and trade-offs associated with regulatory compliance,
particularly for smaller MFIs

f) To develop and validate a strategic governance framework (SCTM) integrating
compliance, transparency, and sustainability

2.5 Significance of the Study

This research contributes to both theory and practice through theoretical Advancement by
Integrating institutional and strategic governance theories to explain compliance as a driver of
sustainability rather than a constraint, Empirical Contribution by providing evidence from
Zambia, an underexplored African context, on how regulatory regimes affect institutional
resilience, Practical Relevance by Guiding policymakers and MFIs toward a balanced
compliance approach that fosters both accountability and innovation and Policy Alignment and
supporting Zambia’s 8th National Development Plan (2022—-2026) and the Financial Sector
Development Policy (2023), which emphasize sustainable finance, transparency, and inclusive
economic participation.

2.6 Structure of the Paper

The remainder of the paper is organized as follows:
Section 3 reviews literature on regulatory compliance, transparency, and institutional
sustainability. Section 4 describes the mixed-method methodology. Section 5 presents results
integrating quantitative regression and qualitative thematic findings. Section 6 discusses
implications through institutional and strategic governance lenses, and Section 7 concludes with
policy recommendations.

3.0 LITERATURE REVIEW

This section critically examines existing literature on regulatory compliance, transparency, and
institutional sustainability in microfinance, with particular attention to areas of convergence,
divergence, and unresolved gaps that inform the development of the SCTM framework.

3.1 Regulatory Compliance in Microfinance Institutions

3.1.1 Global Context

Globally, microfinance regulation has evolved from voluntary codes of conduct to comprehensive
statutory frameworks, reflecting increasing recognition of the sector’s systemic importance. In
Asia, Bangladesh’s Microcredit Regulatory Authority (MRA) and India’s RBI regulations have
formalized compliance through licensing, capital adequacy, and transparency standards. Empirical
studies (Cull, Demirgii¢-Kunt & Morduch, 2009; Ledgerwood, 2013) suggest that regulated MFIs
tend to exhibit higher sustainability and lower default rates, largely attributed to improved risk
governance structures.
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However, this positive relationship is not universally consistent. Armendariz and Morduch (2010)
argue that the effectiveness of regulation is contingent on institutional capacity, noting that
excessive regulatory pressure may constrain smaller MFIs, reduce outreach, and encourage market
concentration. This divergence highlights a key tension in the literature: while regulation enhances
stability, it may simultaneously undermine financial inclusion objectives. Moreover, much of the
global evidence is derived from relatively mature microfinance markets, raising questions about
its applicability to emerging regulatory environments such as Sub-Saharan Africa, where
institutional capacity and enforcement mechanisms differ significantly.

3.1.2 African Experience

In Sub-Saharan Africa, regulatory frameworks remain heterogeneous, resulting in mixed empirical
outcomes. Hartarska and Nadolnyak (2007) find that regulation improves financial sustainability
but does not necessarily translate into expanded outreach, suggesting a potential trade-off between
financial performance and social objectives. In contrast, Mori et al. (2020) argue that regulatory
effectiveness depends less on formal compliance requirements and more on the extent to which
frameworks emphasize transparency, governance quality, and social performance. This
perspective challenges earlier findings by suggesting that the content and enforcement of
regulation matter more than its existence.\

Further complexity is introduced by contextual factors. For example, Musah and Adomako (2023)
demonstrate that institutional quality moderates the compliance—performance relationship, with
stronger legal systems amplifying positive outcomes. Similarly, Mwansa and Chanda (2020) report
that compliance improves credit portfolio quality and public trust in Zambia. However, these
studies largely rely on direct-effect models, offering limited insight into the underlying
mechanisms through which compliance influences sustainability. Collectively, the African
literature reveals fragmentation and limited theoretical integration, with insufficient attention to
interaction effects and internal governance processes.

3.2 Transparency and Institutional Sustainability

Transparency is widely recognized as a central pillar of corporate governance, encompassing the
disclosure of financial, operational, and social information to stakeholders. Tricker (2015)
conceptualizes transparency as a mechanism for reinforcing accountability and trust. However,
this normative perspective often assumes a direct and uniform relationship between transparency
and performance. In the microfinance context, transparency is associated with client protection,
investor confidence, and regulatory legitimacy. Initiatives such as the Social Performance Task
Force (SPTF) and Microfinance Transparency Initiative (MFTI) promote standardized reporting
practices. While these frameworks establish best practices, their adoption and effectiveness vary
significantly across institutions and regions. Empirical evidence provides partial support for the
benefits of transparency. Adams and Ferreira (2009) find that disclosure enhances board oversight
and stakeholder engagement, while Klapper and Love (2021) link transparency to improved
investor confidence and long-term growth. Similarly, Hartarska (2005) shows that transparent
systems strengthen relationships with regulators and donors. However, these studies
predominantly treat transparency as a direct predictor, overlooking its potential indirect effects
through internal governance mechanisms. Additionally, variations in measurement and
methodological approaches limit comparability across studies.
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In Zambia, regulatory requirements mandate periodic disclosure (Bank of Zambia, 2023), yet
qualitative evidence suggests uneven implementation, particularly among smaller MFIs with
limited technical capacity. This inconsistency underscores a broader gap between formal
transparency requirements and actual practice.

3.3 Regulatory Compliance, Transparency, and Institutional Sustainability

Institutional sustainability extends beyond financial self-sufficiency to include legitimacy,
adaptability, and long-term strategic continuity. While studies such as Mersland and Strem (2010)
and Mori et al. (2020) acknowledge the importance of both internal governance (e.g., risk
management, leadership accountability) and external legitimacy (e.g., compliance and stakeholder
trust), most empirical work examines these dimensions in isolation. This fragmented approach
limits the ability to understand how governance mechanisms interact to influence sustainability
outcomes. In particular, there is limited integration of compliance and transparency within a
unified analytical framework, despite their conceptual interdependence.

To address this limitation, this study conceptualizes institutional sustainability as a
multidimensional construct comprising operational continuity, governance integrity, and
stakeholder legitimacy. This integrated perspective responds to calls in the literature for more
holistic and theory-driven models.

3.4 Challenges and Critiques

Despite the recognized benefits of regulation and transparency, several structural challenges
persist. Compliance costs remain a significant barrier, particularly for smaller MFIs, where
administrative and audit requirements can reduce operational flexibility (Ngoma & Tembo, 2021).
This supports earlier critiques that regulatory frameworks may disproportionately burden less-
resourced institutions. Regulatory rigidity further compounds this issue, as standardized
compliance requirements often fail to account for institutional diversity. This can disadvantage
community-based MFIs and limit innovation. Additionally, information asymmetry persists due
to limited technical expertise, constraining effective implementation of transparency practices.

A critical concern emerging from the literature is the prevalence of reactive compliance, where
institutions treat regulatory requirements as procedural obligations rather than embedded
governance practices. This suggests that compliance alone is insufficient to drive sustainability
unless supported by internal accountability mechanisms. These challenges highlight the need for
risk-based and proportional regulatory approaches, yet existing studies provide limited guidance
on how such frameworks can be operationalized in practice.

3.5 Research Gaps and Contribution

While prior studies establish a general link between regulation and performance, significant gaps
remain. First, there is limited research examining how regulatory compliance and transparency
jointly influence institutional sustainability, particularly within African contexts. Second, existing
studies largely rely on direct-effect models, with minimal exploration of mediating and moderating
mechanisms. Third, the literature lacks integrative frameworks that capture the dynamic
interaction between external regulation and internal governance processes. This limits both
theoretical advancement and practical applicability.
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This study addresses these gaps by firstly Providing empirical evidence from Zambia’s post-2018
regulatory environment. Secondly by Integrating quantitative and qualitative approaches to
capture both statistical relationships and stakeholder perspectives. Thirdly by Introducing the
Strategic Compliance and Transparency Model (SCTM), which conceptualizes compliance as a
dynamic and performance-enhancing strategy.

3.6 Theoretical Foundations

This study adopts a multi-theoretical approach to address the limitations of single-theory
explanations in microfinance research. By integrating institutional theory, risk governance theory,
and the strategic compliance approach, it responds to calls for more comprehensive frameworks
capable of capturing complex governance dynamics.

3.6.1 Strategic Compliance and Transparency Model (SCTM)
Building on the identified gaps in the literature and the integrated theoretical perspectives
discussed above, this study proposes the Strategic Compliance and Transparency Model (SCTM).
The model provides a structured framework for examining how regulatory compliance and
transparency practices interact to influence institutional sustainability in Microfinance Institutions
(MFIs). By incorporating leadership accountability as a mediating mechanism and the regulatory
environment as a moderating factor, the SCTM addresses limitations in prior studies that have
largely examined governance variables in isolation. The model therefore offers a more
comprehensive and testable framework for understanding governance—sustainability relationships
in emerging microfinance contexts. The SCTM comprises four core constructs:
1. Regulatory Compliance (Independent Variable)
Refers to the extent to which MFIs adhere to prudential regulations, licensing
requirements, and supervisory guidelines established by regulatory authorities.
2. Transparency Practices (Independent Variable)
Encompasses financial disclosure, client protection reporting, and information-sharing
mechanisms that enhance institutional openness and credibility.
3. Leadership Accountability (Mediating Variable)
Represents internal governance quality, including managerial responsibility, ethical
leadership, and oversight mechanisms that translate compliance and transparency into
effective organizational practices.
4. Institutional Sustainability (Dependent Variable)
Conceptualized as a multidimensional outcome incorporating financial stability, social
performance, and long-term organizational resilience.
Figure 3.1 Strategic Compliance and Transparency Model (SCTM)
[Regulatory Environment]

| (Moderates)
%
[Regulatory Compliance] ------------ \
\
>----> [Institutional Sustainability]
/
[Transparency Practices] ------------ /
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The SCTM posits that regulatory compliance and transparency practices exert direct positive
effects on institutional sustainability by enhancing legitimacy, reducing risk, and strengthening
stakeholder trust. Beyond these direct effects, the model introduces leadership accountability as a
mediating mechanism, through which governance practices are translated into effective
organizational outcomes. This reflects the view that internal leadership structures are critical in
operationalizing compliance and transparency.

Additionally, the model incorporates the regulatory environment as a moderating factor,
recognizing that the effectiveness of governance mechanisms depends on contextual regulatory
conditions. In more stringent environments, compliance may yield stronger legitimacy benefits,
while in flexible systems, transparency and innovation may play a greater role. Overall, the SCTM
represents a moderated mediation framework, aligning with contemporary empirical approaches
that model complex governance relationships using Structural Equation Modeling (SEM). The
model contributes by integrating multiple theoretical perspectives, explicitly specifying mediation
and moderation mechanisms, and offering a testable framework applicable to microfinance
institutions in emerging economies.

3.6.2 Risk Governance Theory

Risk Governance Theory shifts the focus from legitimacy to functionality, emphasizing structured
approaches to managing uncertainty. It highlights the role of compliance in strengthening internal
controls and mitigating operational risks. While studies (Mori et al., 2020) show that robust
governance systems enhance resilience, the literature tends to prioritize technical risk management
processes. This often neglecting the role of leadership and organizational culture in shaping
outcomes.

This limitation suggests the need to integrate risk governance with broader organizational
dynamics, particularly leadership accountability.

3.6.3 Strategic Compliance Approach

The Strategic Compliance Approach reconceptualizes compliance as a source of competitive
advantage rather than a regulatory burden. This perspective addresses key limitations in both
institutional and risk governance theories by emphasizing agency, strategy, and value creation.
Empirical evidence (Klapper & Love, 2021; Musah & Adomako, 2023) supports the argument that
proactive governance enhances performance and access to capital. However, existing studies often
examine compliance and transparency separately, limiting understanding of their combined
effects. In the context of Zambia, this perspective helps explain variations in MFI performance.
Institutions that internalize compliance as a strategic function outperform those adopting reactive
approaches.
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3.6.4 Institutional Theory

Institutional Theory explains organizational behavior in terms of legitimacy-seeking within
socially constructed systems of rules and norms. While it effectively accounts for why MFIs adopt
compliance practices, it has been criticized for overemphasizing conformity at the expense of
agency and strategic behavior. Empirical studies (Hartarska, 2005; Hartarska & Nadolnyak, 2007)
support the role of regulation in enhancing credibility and reducing information asymmetry.
However, these studies largely assume a direct relationship between compliance and outcomes,
offering limited insight into intervening mechanisms. Recent work (Musah & Adomako, 2023)
extends this perspective by demonstrating that institutional quality conditions governance
outcomes. This suggest that legitimacy is context-dependent rather than universally determined.

3.7 Conceptual Framework and Hypotheses Linkage
Research Hypotheses
Figure 3.0: Conceptual Framework

RN

CORPORATE \
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3.7.1 Regulatory Compliance and Institutional Sustainability

Regulatory compliance and institutional sustainability are closely interlinked constructs within the
governance of Microfinance Institutions (MFIs). Regulatory compliance (X) refers to the degree
to which MFIs adhere to prudential guidelines, reporting standards, and supervisory requirements
established by the Bank of Zambia, while institutional sustainability (Y) reflects the organization’s
ability to maintain operational continuity, stakeholder trust, and governance integrity over time.
The relationship between these variables is conceptualized as positive, where higher levels of
compliance are associated with greater sustainability outcomes.

Empirical evidence supports this relationship. Recent studies demonstrate that compliance
improves institutional outcomes across different contexts. For example, Nicholas Mori et al.
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(2020) found that governance and compliance systems significantly enhance performance and
resilience in MFIs across Africa. Similarly, Abdul Musah and Samuel Adomako (2023) show that
institutional quality strengthens the relationship between governance practices and firm
performance. In the Zambian context, Mwansa and Chanda (2020) provide evidence that
compliance improves credit discipline and public trust.

Hypothesis Hs,.:

Regulatory compliance has a positive and significant effect on the institutional sustainability of
Microfinance Institutions.

3.7.2 Transparency and Institutional Sustainability
Transparency practices (X) and institutional sustainability (Y) represent another critical
relationship within governance systems. Transparency refers to the extent to which MFIs disclose
financial, operational, and social performance information to stakeholders, while institutional
sustainability reflects long-term organizational resilience and legitimacy. The relationship is
expected to be positive, such that higher transparency leads to enhanced sustainability.

Leora Klapper and Inessa Love (2021) find that firms with strong disclosure practices experience
improved investor confidence and financial performance. Additionally, Adams and Ferreira (2009)
demonstrate that transparency enhances board effectiveness and stakeholder engagement, while
Mori et al. (2020) highlight the role of disclosure in strengthening governance outcomes in MFIs.
In the context of Zambia, the study’s findings further confirm that transparency significantly
improves stakeholder trust and institutional resilience, reinforcing its role as a key determinant of
sustainability.

3.7.3 Moderating Role of Regulatory Compliance

The interaction between regulatory compliance (X) and governance mechanisms in influencing
institutional sustainability (Y) introduces a moderating relationship. In this case, regulatory
compliance is posited to strengthen the effect of governance mechanisms, such as transparency
and leadership accountability, on institutional sustainability. Empirical evidence supports this
moderating role. Musah and Adomako (2023) demonstrate that institutional quality, closely linked
to regulatory enforcement, moderates the relationship between governance and firm performance.
Similarly, Mori et al. (2020) argue that governance mechanisms yield stronger outcomes in
environments with robust regulatory frameworks. However, the effectiveness of this moderating
relationship depends on the nature of the regulatory environment. As noted in the study, excessive
regulatory rigidity may weaken this relationship by imposing constraints on organizational
flexibility, particularly for smaller MFIs.

Hypothesis H3y:

Regulatory compliance positively moderates the relationship between governance mechanisms
and institutional sustainability of Microfinance Institutions.

4.0 Methodology

4.1 Research Design

This study employed a mixed-method convergent parallel design, integrating both quantitative and
qualitative approaches to provide a comprehensive understanding of the relationship between
regulatory compliance, transparency, and institutional sustainability in Zambia’s microfinance
sector.
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The quantitative component employs a cross-sectional survey design, enabling statistical
examination of relationships between regulatory compliance, transparency, and institutional
sustainability. However, consistent with existing literature, cross-sectional designs limit causal
inference and primarily support associational analysis rather than causality.

The qualitative component complements this by incorporating semi-structured interviews, which
provide deeper insights into regulatory enforcement, governance practices, and stakeholder
perceptions. This triangulation enhances the robustness and interpretability of findings,
particularly in contexts where objective institutional data are limited.

The integration of both strands enabled a holistic interpretation where quantitative results
established the strength and direction of relationships, while qualitative narratives explained the
how and why behind them (Creswell & Plano Clark, 2018).

4.2 Population and Sampling

4.2.1 Target Population

The study population comprised all licensed and regulated MFIs in Zambia as of 2024, classified
by the Bank of Zambia (BoZ) into Deposit-taking MFIs (Tier 1), Credit-only MFIs (Tier 2) and
Community-based MFIs (Tier 3)

4.2.2 Sampling Procedure

A purposive stratified purposive sampling method was applied to ensure representation across the
three categories. A total of 114 employees of Microfinance institutions were selected for the
quantitative survey. Within each MFI, respondents included Board Members (for governance
oversight), Compliance Officers (for regulatory management) and Senior Managers (for
institutional performance and transparency practices). This approach is consistent with governance
studies where respondents are selected based on knowledge relevance rather than randomness,
particularly when investigating internal organizational processes.

For the qualitative phase, 30 semi-structured interviews were conducted with 15 MFI executives,5
BoZ regulatory officers,5 Association of Microfinance Institutions of Zambia (AMIZ) officials
and 5 Client representatives. This multi-level sample enabled triangulation of perspectives from
both regulators and regulated entities.

4.2.3 Sample Size and Justification

The quantitative sample comprises 114 respondents, which is adequate for multiple regression
analysis based on established statistical guidelines (Hair et al., 2019). The sample size satisfies
minimum thresholds for detecting moderate effect sizes and ensures sufficient statistical power.
The qualitative component includes 30 stakeholders, selected to capture diverse perspectives
across regulators, practitioners, and industry participants. While the sample provides meaningful
insights, it may not fully represent all MFIs in Zambia. Therefore, findings should be interpreted
with caution, and generalizability is limited.

4.2.4 Unit of Analysis and Multi-Informant Design

The unit of analysis for this study is the Microfinance Institution (MFI). Data were collected using
a multi-informant approach, involving three distinct respondent categories within each institution:
board members, senior managers, and compliance officers. Each category was administered a role-
specific questionnaire designed to capture different dimensions of institutional characteristics,
including governance, operational performance, and regulatory compliance.
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Given the use of different instruments, responses were not directly aggregated across respondents.
Instead, variables were constructed at the institutional level by assigning each construct to the most
appropriate informant group, consistent with their domain expertise (Kumar et al., 1993; Van
Bruggen et al., 2002). For example, ownership structure variables were derived from board
members, while social sustainability measures were obtained from compliance officers.

This approach ensures conceptual alignment between measurement and respondent expertise while
maintaining the institution as the unit of analysis.

4.3 Data Collection Instruments

4.3.1 Quantitative Instrument

Quantitative data were collected using a structured questionnaire based on a five-point Likert scale
(1 = strongly disagree to 5 = strongly agree). The instrument was designed to capture perceptions
of regulatory compliance, transparency practices, leadership accountability, and institutional
sustainability.

Perceptual measures were used due to limited access to objective institutional data, a common
constraint in microfinance research. However, steps were taken to align measurement items with
established theoretical and regulatory frameworks. A structured questionnaire was developed
based on validated governance and compliance indicators from Hartarska (2005), Mersland &
Strom (2010), and Mori et al. (2020). The instrument consisted of four sections,Regulatory
Compliance: Frequency of audits, timeliness of regulatory reports, adherence to BoZ prudential
standards, and internal compliance controls,Transparency Practices: Frequency of financial
disclosures, publication of client protection reports, and communication of social performance
outcomes,Institutional Sustainability: Indicators capturing institutional resilience, client trust,
operational continuity, and stakeholder legitimacy and Control Variables:

4.3.2 Qualitative Instrument

A semi-structured interview guide was used to explore Perceptions of regulatory compliance as a
strategic or administrative process, the role of transparency in sustaining institutional legitimacy
and Challenges faced by smaller MFIs in meeting regulatory and reporting requirements. These
interviews explored, Regulatory enforcement practices, Transparency challenges and Institutional
credibility and sustainability. This approach enabled triangulation, helping to validate and
contextualize quantitative findings. Interviews lasted 45-60 minutes each and some were audio-
recorded with participant consent.

4.3.3 Measurement of Variables

Independent Variables

Regulatory Compliance

Regulatory compliance was operationalized as a multidimensional construct reflecting both
procedural adherence and prudential risk management.The measurement includes, Procedural
indicators such as audit frequency, reporting timeliness, regulatory adherence and Prudential
dimensions such as capital adequacy, liquidity management, credit risk monitoring. Although
measured through perception-based items, these indicators were explicitly aligned with Bank of
Zambia prudential guidelines, enhancing construct validity.
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Transparency was measured through Financial disclosure practices,Client protection reporting and
Information accessibility. These dimensions reflect both governance transparency and stakeholder
engagement, consistent with global microfinance standards.

Mediating Variable

Leadership Accountability

Leadership accountability captures internal governance quality and was measured using
Managerial responsibility, Ethical leadership and Oversight and monitoring mechanisms

This construct serves as a mediating mechanism, linking governance practices to sustainability
outcomes.

Dependent Variable

Institutional Sustainability

Institutional sustainability was measured as a multidimensional construct, including Financial
stability,Operational continuity and Governance integrity. The study relies on perceptual
indicators, which may introduce subjectivity bias. However, this approach is justified given data
constraints and is supported by qualitative triangulation. Nevertheless, the potential for common
method bias arising from single-source data collection is acknowledged as a limitation.

Moderating Variable

Regulatory Environment

The regulatory environment captures the stringency and effectiveness of regulatory enforcement
and is modeled as a moderating variable influencing the relationship between governance practices
and sustainability.

Table 4.1 Operationalisation of Variables

‘ Variable H Definition H Indicators H Measurement H Type ‘
Regulatory Degree to which MFIs||Audit compliance, Composite
Compliance adhere to BoZ reporting timeliness, |index (mean Independent
(RO) prudential guidelines |[BoZ inspections score)
Extent of disclosure Fmgn(:lal reports, .
Transparency e social audits, client  ||Composite
and communication to . . Independent
(TP) protection index
stakeholders o
communication
Institutional Organ.lzatlonal. ‘ Oper'atlf)nal .
. o1 capacity to maintain |continuity, Composite
Sustainability i . Dependent
aIs) legitimacy and stakeholder trust, index
performance governance integrity
Leadership Ethical and strategic |Internal audit follow-
Accountability |responsibility of up, performance Control Variable
(LA) executives accountability
Regulator Strength,
st Y predictability, and Stakeholder feedback |[Moderating
Environment . . .
(RE) supportiveness of on regulatory quality |Variable
regulation
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Source: Researcher 2025

4.5 Data Analysis Procedures

4.5.1 Quantitative Analysis

Quantitative data was analyzed using SPSS v26 and AMOS (Analysis of Moment Structures)
v24 for Structural Equation Modeling (SEM). AMOS was used to, Perform Structural Equation
Modeling (SEM), Test relationships between variables, analyse latent constructs (e.g.,
governance, leadership, sustainability), Estimate direct, indirect (mediation), and interaction
(moderation) effects.

4.5.2 Qualitative Analysis
Qualitative data were analyzed using thematic analysis (Braun & Clarke, 2019). Transcripts were
coded in NVivo software to identify recurring concepts and relationships.

Emergent Themes:

The emergent themes were Compliance as Institutional Discipline: Regulatory adherence
improves internal control and reputation, Transparency as Trust-Building Mechanism: Open
reporting enhances client and investor confidence, Regulatory Costs and Capacity Constraints:
Smaller MFIs face high compliance expenses, Strategic vs. Reactive Compliance: Larger
institutions treat compliance as strategic; smaller ones view it as burdensome and Collaborative
Supervision: Stakeholders advocate for consultative regulation and capacity-building support from
BoZ. These themes explain how and why compliance and transparency foster sustainability by
shaping organizational behavior, ethics, and risk management.

4.6 Ethical Considerations

Ethical approval was obtained from the Copperbelt University Research Ethics Committee.
Participation was voluntary, and confidentiality was assured. Respondents were informed about
research objectives and their right to withdraw.

Data storage complied with Zambia’s Data Protection Act (2021) and ethical principles outlined
in the Helsinki Declaration (2013).

4.7 Reliability and Validity Assurance

e Reliability: Cronbach’s alpha > 0.80 for all constructs.

e Construct Validity: Measurement items adapted from peer-reviewed governance

instruments (Hartarska, 2005; Mori et al., 2020).

o Triangulation: Integration of quantitative and qualitative data enhanced internal validity.
4.8 Analytical Framework Summary
The analytical approach integrates institutional theory (legitimacy through compliance), risk
governance (discipline through internal controls), and strategic management (value creation
through transparency). The combination of statistical testing and thematic exploration provides a
multidimensional understanding of sustainability in Zambia’s MFI sector.
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5. Results and Analysis

5.1 Overview

This section integrates quantitative and qualitative findings to assess how regulatory compliance
(RC) and transparency (TP) affect the institutional sustainability (IS) of Microfinance Institutions
(MFIs) in Zambia. The analysis follows a mixed-method framework where quantitative regression
establishes statistical relationships, while qualitative insights explain organizational behaviors and
perceptions underlying these relationships. The tier distribution among sampled MFIs were: Tier
1 (10), Tier 2 (95) and tier 3 (9).

5.2 Quantitative Results

5.2.1 Descriptive Analysis

Descriptive statistics revealed high overall compliance levels among Zambian MFIs, though
variability existed by institutional size and ownership type.

Table 5.1: Descriptive statistics

‘ Variable HMeanH SD H Interpretation
‘Regulatory Compliance (RC) H4 12 HO.56HHigh adherence to BoZ standards

‘Institutional Sustainability (IS) H4.05 HO.48HStr0ng institutional resilience
‘Leadership Accountability (LA)H3.92 H0.53HModerate to high accountability culture
Source: Researcher 2025

|
|
‘Transparency (TP) H3.78 HO.64HModerate financial/social disclosure ‘
}

Most MFIs reported consistent regulatory reporting and annual audits. However, smaller
institutions cited difficulty meeting complex documentation requirements.

Table 5.2 Key Quantitative Results (from dataset):

‘ Predictor HCoefﬁcient ® p-valueH Interpretation ‘
‘Regulatory Compliance (RC) H0.437 H0.000 HStrong positive effect ‘
‘Transparency (TP) H0.391 H0.024 HPositive and significant ‘
‘Leadership Accountability (LA) H0.268 H0.038 HPositive mediating effect ‘
‘Regulatory Environment (RE x RC)HO.I 12 H0.062 HMarginal moderation effect‘

Source: Researcher 2025

Interpretation:

Regulatory compliance has a strong and statistically significant positive impact on institutional
sustainability, while transparency also significantly enhances stakeholder trust and institutional
resilience. The moderating role of the regulatory environment was weak but directionally
positive.

Table 5.3 Regression Results for Regulatory Compliance and Institutional Sustainability

Predictor B t-value Sig. Interpretation

Regulatory Adherence 0.387 ||4.205 0.000 |[Significant positive effect
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Predictor B t-value Sig. Interpretation
Transparency Practices 0.292 |3.184 0.002 |Significant positive effect
Constant 1.312 |2.037 0.045 |—

Adjusted R? 0.437

F (2,111) 19.84 |p <0.001 Model significant

Source:Researcher 2025

Interpretation:

Compliance and transparency contribute significantly to institutional sustainability. MFIs adhering
strictly to BoZ guidelines demonstrate improved longevity, audit quality, and reputational trust.
These results align with Institutional Theory, which posits that legitimacy through compliance
enhances organizational stability.

Table 5.4: Hypothesis 3: Regulatory environment moderates governance Financial Sustainability

H3.: RCT—IS 114 0.333 ]0.309 0.0

H3y: (BCIXRES)—FS moderation 114 0.073 | 0.021 0.2223

RCT= Regulatory compliance and transparency

IS =Institutional Sustainability Index

RES = Regulatory Environment Strength

BCI= Board Composition and Independence

FS=Financial Sustainability

H3. (Regulatory compliance and transparency — Institutional sustainability): Regulatory
compliance and transparency significantly explained a meaningful share of Institutional
Sustainability Index (R? = 0.33).

Interpretation: compliance and transparency practices are strongly associated with broader
institutional sustainability in Zambia’s MFI context.

H3, (Regulatory environment moderates governance Financial Sustainability): The interaction
term (Board Composition and Independence x Regulatory Environment Strength) was included.
The moderation model improved fit modestly relative to simple governance-only models.
Interpretation: governance effects on FS appear contingent on perceived regulatory environment
strength, consistent with institutional theory.

5.2.2 Correlation Analysis
Table 5.5 Pearson correlation analysis established preliminary relationships between variables.

| Variables | RC | T | 1S |LA]
‘Regulatory Compliance (RC) Hl H H H ‘
‘Transparency (TP) H0.582** Hl H H ‘
[Institutional Sustainability (IS) 0.659** Jo.601%* |1 | ]
ILeadership Accountability (LA) 0.4727%% Jl0.454*% Jo.516%% |1 |
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Source: Researcher 2025

Note: p < 0.01 for all correlations.

The strong positive correlations indicate that compliance and transparency are key predictors of
sustainability, and leadership accountability supports both.

5.2.3 Regression Analysis

A multiple regression model tested the predictive influence of RC and TP on IS, controlling for
LA and moderating by RE (Regulatory Environment).
Table 5.6 Multiple Regression Analysis

Predictor Coeiil;l)c ient Eiti} Vatl-ue V;)l:le Interpretation
Constant 1.182 0.423  [2.79 Jo0.007 |— |
gg‘)ﬂatow Compliance 5 43, 0.089  [4.91 [0.000 |[Significant positive effect
[Transparency (TP) 0.391 0.113  |[3.45 [0.024 |Significant positive effect |
(Lfi‘)ie“hip Accountability |, , co 0.096 [2.80 [0.038 |[Partial mediation effect
RE x RC (Moderation)  [0.112 0.060 [1.87 [0.062 ng{;ﬁgﬁ)ﬁ“iﬁve

Source:Researcher 2025
Model Summary:

R*=0.642; Adjusted R>=0.615; F(4, 109) =25.21, p < 0.001

Interpretation:

The model explains approximately 64% of the variation in institutional sustainability, indicating a
strong predictive fit. Regulatory compliance ( = 0.437) exerts the strongest influence, suggesting
that adherence to BoZ guidelines significantly enhances sustainability. Transparency (f = 0.391)
contributes positively by reinforcing stakeholder trust. Leadership accountability strengthens
internal governance, indirectly improving sustainability. The regulatory environment plays a weak
but positive moderating role, implying that consistent enforcement improves outcomes.

Table 5.7 Hypotheses Testing Summary

HypothesisH Statement H Statistical Result H Decision
Adherence to regulatory and transparency

Hs, standards positively influences institutional (S)%%Iiorted (b= 7 Accepted
sustainability :
Regulatory compliance moderates Partially _ O Marginally

Hsp L. : . supported (p =
governance—sustainability relationship 0.062) Accepted

Source: Researcher 2025
5.3 Qualitative Findings
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Qualitative interviews with executives, regulators, and stakeholders revealed five dominant
themes, offering rich insights into the dynamics behind compliance, transparency, and
sustainability.

Theme 1: Compliance as Institutional Discipline

Respondents emphasized that regulatory compliance instills discipline and risk management
culture.A Compliance Officer from Tier 1 MFI said, “Compliance isn’t just paperwork; it ensures
we run the institution ethically and consistently. It’s a form of self-checking.”

Interpretation:
Regulatory compliance acts as a governance mechanism that reinforces institutional credibility,
aligning with institutional theory (North, 1990).

Theme 2: Transparency as a Trust-Building Mechanism

Transparency emerged as a key driver of stakeholder confidence, particularly among clients and
investors. A CEO of NGO-based MFI said, “Our transparency through publishing of audited
reports and client impact data has increased investor confidence and helped us attract funding.”
In addition, a Client of Tier 1 MFI stated, “There is Somehow transparency even though some
information like interest rates are kept confidential.”

Interpretation:
Transparency reduces information asymmetry, promoting legitimacy and stakeholder trust which
is consistent with Tricker (2015) and Klapper & Love (2021).

Theme 3: Compliance Burden for Smaller MFIs

Smaller institutions reported that compliance costs, documentation complexity, and frequent
inspections are resource-intensive.A Director ofTier 3 Community MFI said, “The BoZ
requirements are heavy for small MFIs. We need capacity building and digital systems to ease
reporting.”

Interpretation:

While compliance enhances legitimacy, excessive regulatory costs threaten operational
sustainability. This supports Armendariz & Morduch (2010) and Mori et al. (2020), who argue
for proportional regulation.

Theme 4: Strategic vs. Reactive Compliance

A behavioral distinction emerged between proactive (strategic) and reactive compliance. A
Regulatory Officer from BOZ said, “Some MFIs comply to avoid penalties; others see it as a
strategic investment in reputation.”

Furthermore, a manager from MFI tier 2 said, “We comply with BOZ requirements to avoid
huge penalties for any delay or noncompliance. This makes it difficult for Small MFIs to
survive.”’

Interpretation:

Strategic compliance, where rules are internalized as governance principles, leads to long-term
sustainability. Reactive compliance offers short-term legitimacy but lacks strategic value.
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Theme 5: Collaborative Regulation and Institutional Learning

Respondents advocated for consultative supervision between regulators and MFIs. A Board
Chairperson from AMIZ Member MFI said, “We need a learning-based relationship with the
regulator, not just inspection. Collaboration will strengthen compliance culture.”

Interpretation:

Collaborative supervision fosters mutual trust and capacity building, enhancing both compliance
quality and institutional learning.

5.4 Integration of Quantitative and Qualitative Results
Both data strands converge on the conclusion that regulatory compliance and transparency are
key enablers of institutional sustainability.

Table 5.8 Integrated results

. . Quantitative Qualitative .
Dimension Evidence Confirmation Integrated Interpretation
Regulatory B=0.437,p< dcizzrilp llilirel(zlznhances Compliance builds institutional
Compliance 0.01 leoi p resilience through risk control
egitimacy
B=0391,p< Transparency fosters Transpgrqncy is a reputational
Transparency . asset driving stakeholder
0.05 trust and funding access
confidence
Leadership B=0.268,p < Accoun.tablhty . Leadership ethics mediate
A o internalizes compliance . e
ccountability  (|0.05 culture compliance—sustainability link
Regulatory Weak moderation |[Regulators need Balanced supervision sustains
Environment (p=0.062) participatory approaches |[long-term institutional viability

Source: Researcher 2025

Synthesis:

Quantitative results validate that compliance and transparency significantly predict sustainability,
while qualitative evidence explains the behavioral mechanisms of trust-building, institutional
discipline, and strategic alignment, that underlie these effects.

5.5

Summary of Findings

In summary the findings show that Regulatory compliance strongly enhances institutional
sustainability, confirming Hs., Transparency complements compliance by strengthening
stakeholder trust and reputation, Leadership accountability mediates these effects, creating a
culture of integrity and continuous improvement. The findings further show that the regulatory
environment partially moderates these relationships, with cooperative regulation yielding better
outcomes than punitive supervision and that Smaller MFIs need support to meet compliance
requirements without compromising flexibility or innovation.

6. Discussion of Findings

6.1 Overview
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The findings clearly demonstrate that regulatory compliance and transparency have significant and
positive effects on the institutional sustainability of Microfinance Institutions (MFIs) in Zambia.
Quantitatively, compliance exhibited the strongest influence (f = 0.437, p < 0.01), followed by
transparency (B = 0.391, p < 0.05). Qualitative data confirmed that compliant and transparent
institutions enjoy enhanced stakeholder trust, operational continuity, and reputational legitimacy.
However, the data also revealed contextual complexities: smaller MFIs face high compliance
costs, and some treat compliance as a box-ticking obligation rather than a strategic governance
function. This duality aligns with the institutional, risk governance, and strategic compliance
theories underpinning the study.

6.2 Regulatory Compliance and Institutional Sustainability

The study found that MFIs demonstrating strong compliance with Bank of Zambia (BoZ)
prudential and reporting requirements show higher levels of institutional sustainability—
manifested through improved risk control, legitimacy, and investor confidence.

These findings corroborate the institutional theory proposition that compliance fosters legitimacy
and organizational endurance (North, 1990; DiMaggio & Powell, 1991). Compliance acts as a
stabilizing mechanism in volatile financial environments, where reputation and trust are critical
assets.

6.2.1 Supporting Empirical Evidence

The findings agree with that for Hartarska & Nadolnyak (2007) found that regulated MFIs in
Eastern Europe achieved greater stability and credibility than unregulated ones, Mori et al. (2020)
noted that African MFIs with structured compliance systems show better governance effectiveness
and operational resilience and Mwansa & Chanda (2020) observed that compliance in Zambia
reduced delinquency rates and strengthened financial discipline. However, this study extends these
findings by demonstrating that compliance has a strategic function beyond legal conformity. The
study demonstrates that compliance acts as an internal control system promoting ethical conduct
and risk mitigation.

6.2.2 Theoretical Interpretation

From the risk governance perspective, compliance enforces systematic identification and
mitigation of risks (Beasley et al., 2018). MFIs adhering to compliance frameworks benefit from
improved credit risk assessment, liquidity management, and fraud prevention mechanisms.
However, the qualitative findings revealed concerns about compliance burden among smaller
MFIs. Excessive documentation, audit costs, and frequent inspections strain limited resources,
supporting Armendariz & Morduch’s (2010) warning that overregulation can suppress innovation
and outreach.

Thus, sustainability is optimized when regulation is proportional and risk-based, ensuring
fairness across institutional sizes.

6.3 Transparency and Institutional Legitimacy

The study found transparency to be a significant positive predictor of institutional sustainability (3
=0.391, p < 0.05). Transparent institutions tend to report performance openly, maintain stronger
client relationships, and attract external investment.
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Qualitative evidence highlighted that transparent MFIs gain social legitimacy through regular
publication of audited reports, adherence to client protection standards, and disclosure of interest
rates and social impacts.

6.3.1 Supporting Global Evidence

The findings of this study are supported by the findings of many researchers such as those for
Tricker (2015) who argued that transparency is the cornerstone of corporate governance,
reinforcing accountability and stakeholder trust, Klapper & Love (2021) who demonstrated that
firms with robust disclosure systems enjoy better investor relations and credit access and Adams
& Ferreira (2009) who linked transparency to improved oversight, as informed stakeholders
enhance monitoring efficiency among others. In the microfinance context, Hartarska (2005) found
that transparent institutions attract donor support and improve governance. This study affirms that
transparency not only sustains external legitimacy but also cultivates an internal culture of
accountability.

6.4 Leadership Accountability as a Mediating Mechanism

The regression model revealed that leadership accountability (f = 0.268, p < 0.05) mediates the
relationship between compliance, transparency, and sustainability. Leadership accountability
operationalizes compliance by embedding it into decision-making and strategic planning. This
aligns with the Integrative Strategic Governance (ISG) model where leadership acts as the conduit
through which structural governance mechanisms translate into performance outcomes.
Qualitative interviews supported this finding. Leaders who viewed compliance as a “strategic
investment” fostered stronger institutional discipline than those treating it as a regulatory burden.
This confirms stewardship theory’s premise (Davis, Schoorman, & Donaldson, 1997) that
responsible leadership converts governance obligations into strategic opportunities.

6.5 Regulatory Environment as a Moderating Factor

While the moderating effect of the regulatory environment (B = 0.112, p = 0.062) was marginally
significant, its direction was positive. This implies that a predictable and collaborative regulatory
context enhances the impact of compliance on sustainability.Respondents emphasized that
consultative regulation, where the BoZ engages MFIs in dialogue and capacity-building,
encourages voluntary compliance and innovation. Conversely, punitive enforcement fosters
minimal, reactive compliance.

This finding supports institutional theory’s argument that legitimacy depends on mutual alignment
between regulators and institutions, not mere enforcement (Scott, 2004). It also aligns with Musah
& Adomako (2023), who found that institutional quality moderates governance-performance links
in African contexts.

Table 6.1 Comparison with Previous Studies

Author(s) Region/Year Key Findings Relevance to Current
Study
Hartarska & Eastern Regulation enhances Supports compliance—
Nadolnyak (2007) |[Europe sustainability but not outreach ||sustainability link
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Author(s) Region/Y ear Key Findings Relevance to Current

Study
Cull et al. (2009)  |Global Qverregulatlon constrains Ech0e§ Zambia s
innovation compliance-cost issue

Mori et al. (2020) | Africa Balanced compliance enhances ||Aligns with proportional

performance regulation need
Mwansa & Chanda Zambia Compliance improves credit  ||Confirms national
(2020) quality and trust empirical consistency
Klapper & Love Global Disclosure enhances financial |Validates transparency’s
(2021) credibility reputational role

Source Researcher 2025
This study contributes by integrating these perspectives into a holistic governance framework
contextualized for Zambia’s regulatory ecosystem.

6.6 Policy and Strategic Governance Implications

The study has a number of implications for MFIs, BOZ, Policy makers and investors.

MFIs should Treat compliance as a strategic tool, not a bureaucratic task and should
Institutionalize transparent reporting and stakeholder communication as part of corporate culture.
Regulators (BoZ) should adopt a risk-based supervisory model differentiating compliance
intensity by institutional size and capacity and should introduce a “Regulatory Support Program”
providing training and digital compliance platforms for small MFIs. Policymakers should Integrate
social performance metrics into national regulatory frameworks to balance profitability with
inclusion. Donors and Investors should support MFIs with grants and technical aid for building
transparency infrastructure (digital reporting, audit systems).

6.7 Discussion Summary

This study confirms that compliance and transparency are not mere regulatory obligations but
strategic assets for institutional sustainability. Regulatory compliance enforces operational
discipline and legitimacy; transparency builds stakeholder confidence; and accountable leadership
operationalizes both. Institutional sustainability thus emerges as a governance ecosystem which is
sustained through the synergy of regulation, transparency, leadership, and strategic intent. These
findings contribute to global microfinance governance discourse by proposing an African-
contextualized model of strategic compliance, where regulation, when properly aligned with
innovation and inclusion, becomes an enabler of institutional resilience rather than a constraint.

6.7.1 Theoretical Contributions

6.7.2 Strengthening Institutional Theory

This study validates institutional theory’s assertion that compliance fosters legitimacy. MFIs
adhering to BoZ standards gain reputational capital, reinforcing their social license to operate.
Compliance thus acts as both a stabilizing mechanism and a legitimacy-building strategy.

6.7.3 Extending Risk Governance Theory

By linking compliance to internal risk controls, the findings extend risk governance theory
(Beasley et al., 2018), showing that compliant institutions manage operational risks more
effectively, leading to sustainable performance and continuity.
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7.0 CONCLUSION

This study concludes that regulatory compliance and transparency are foundational pillars of
institutional sustainability for MFIs in Zambia. Compliance strengthens organizational discipline
and risk governance, while transparency enhances stakeholder trust and legitimacy. Together,
these factors create a resilient governance ecosystem that supports long-term institutional survival
and inclusive finance objectives.

However, the research also highlights the importance of regulatory proportionality, ensuring that
compliance demands are equitable and adaptable across different institutional sizes. True
sustainability emerges when compliance is viewed not as an external imposition but as an
internalized strategic value.

The findings call for a collaborative governance approach, where regulators, MFIs, and
development partners co-create frameworks that balance stability, innovation, and inclusion,
anchoring Zambia’s microfinance industry within the broader agenda of sustainable economic
development.
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