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Abstract: Kenyan commercial banks have continued to use huge investments in innovations  and Training of 

manpower to handle  new  technologies. The fast-changing competitive environment, globalization, economic 

changes, regulation, privatization and the like demands that commercial banks are run efficiently and effectively 

by continuously engaging in  innovations. The relationship between the growing investment in bank innovations 

and bank financial performance in Kenya needs to be studied. If an organization is not capable of introducing 

innovations on an ongoing basis, it risks that it will lag behind and the initiative will be taken over by other 

entities. The main objective  of  the  study  was  to establish  the  effect  of  financial  innovations  on  financial 

performance of commercial banks  in  Kenya.  The specific objectives of the study were to; find out the impact of 

mobile technology on financial performance of commercial banks, to examine the effect of agent banking on 

financial performance of commercial banks, to find out the effect of internet banking on financial performance 

of commercial banks and to investigate the effects of banc assurance on financial performance of commercial 

banks in Kenya. Population of study comprised of 45 commercial banks employees from 9 banks that use mobile 

banking, agent banking, internet banking and banc assurance in Nakuru. These banks are Cooperative bank, 

Kenya Commercial bank, Equity bank, Family bank, Chase bank, National Bank of Kenya, NIC bank, 

consolidated bank and DTB. Primary data was obtained through questionnaires which was carried out in 

commercial banks in Nakuru town and was evaluated using explanatory research design while a questionnaire 

was used to gather primary data. Secondary data was obtained from Central Bank of Kenya and banking survey 

manuals. The research adopted census technique where every element in the population was included; hence the 

population was 45. The analysis of the quantitative data was done using statistical package of social science 

(SPSS) software version 21. Multiple regression analysis was used to test the relationship between bank 

innovations and financial performance among commercial banks in Kenya.  In  addition,  the  Pearson  Product  

Moment  Correlation  Coefficient  was  used  to  test  the direction  and  magnitude  of  the  relationship  

between  the  dependent  and  independent  variables. 
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I. Introduction 
Innovation  has  been an integral  component of  economic  activity  for  several millennia (Goetzmann, 

2009). The Kenyan financial sector has undergone tremendous changes in the last two decades. A lot of reforms 

have been  undertaken in the sector  that have  led  to  proliferation  of  financial  products,  activities  and 

organizational forms that have improved  and  increased  the  efficiency  of  the  financial  system.  Advances in 

technology and changing economic conditions have created impetus for this change.  All these developments 

coupled with changes in the international financial environment and the increasing integration of domestic and 

international financial markets have led to rapid financial innovation. The rising importance of the financial 

sector in modern economies,  as  well  as  the rapid  rate  of  innovation  in  that  sector,  has  generated  a  

research  interest in innovation. 

Different scholars have done studies on electronic and mobile banking in Kenya. Jonathan and 

Camillo, (2008) studied the impact of mobile banking and technology on transaction costs of microfinance 

institutions where he found out that by then, innovation had reduced transaction costs considerably though they 

were not directly felt by the banks because of the then small    customer base.  The current study differs from 

Jonathan and Camillo (2008), because the rate of innovation and the number of banks which have adopted 

innovation have increased.  

Aduda  and  Kingoo  (2012)  did  a  study  on  the  relationship  between  electronic banking  and  

financial  performance  of  commercial  banks  in  Kenya  where  he  paid  keen attention on  the  microfinance  

institutions  in  Nairobi.  He found out that there exists a strong positive relationship between electronic banking 

and bank performance in respect to return on assets.  However, Aduda and Kingoo (2012) looked at the wider 

electronic banking whereas this study will concentrate on innovation and not electronic banking.  
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Abishua, (2010) studied the application of mobile banking as a strategic response by Equity Bank 

Kenya limited to the challenge in the external environment.  He reviewed the  concept  of  mobile  banking  as  a  

strategic  response  where  its  effects  on  competitive advantages were not considered.   

In India, Pooja and Singh (2009) conclude that innovative banks were larger, more profitable, had 

higher competitive advantage, lower administrative expenses and were more efficient compared to the non-

innovative banks.  In Jordan, internet banking resulted to more satisfied customers and better long-term cost 

saving strategies hence increased competitive advantage (Siam, 2006). Closer home, Gardachew (2010) 

document that Ethiopian banks have not been able to achieve  efficiency  as  a  result  of  slow  adaptation  of  

technological  innovations. In  a  study  on  the  banking  sectors  of  11  Latin  American  countries,  Yildirim  

and Philippatos (2007) stipulate that rivalry between banks pushes the banks to engage in a differentiation  

processes  of  the  products  they  supply,  and  can  stimulate innovation.  

In Uganda,  adoption  of  electronic  and  mobile  banking  has  increased  access  to  banking services 

leading to a wide customer base (Porteus, 2006). In Ghana  over  time,  technology  has  increased  in  

importance  in Ghanaian  banks  and  has  transformed  the  way  banks  would  serve  their  clients more 

conveniently  and  in  the  process  increase  profits  and  competitiveness  while  the  most revolutionary  

electronic  innovation  in  Ghana  and  the  world  over  has  been  the  ATM (Joshua, 2010). In Nigeria, internet 

banking has resulted to improved e-Commerce and e-Payment  services  with  overall  reduction  in  the  amount  

of  currency  in  circulation. From the above discussions, it is evident that not much research has been done on 

innovation and its effects on financial performance of commercial banks. This research therefore aims at 

bridging the gap. The  study  therefore  seeks  to  address  the  knowledge  gap  on  how  innovation   leads to  

financial performance of commercial  banks  in Kenya.  It will identify the connection between innovation and 

financial performance in the banking sector and its implications. 

Commercial banks are profit making financial institutions that play a significant role in the financial 

system. Commercial banks offer a wide range of corporate financial services that address the specific needs of 

private enterprise. They provide deposit, loan and  trading  facilities  but  will  not  service  investment  activities  

in  financial  markets (Magutu., 2009).  The CBK, which falls under the Minister for Finance‟s docket, is 

responsible for formulating and implementing monetary policy and fostering the liquidity, solvency and proper 

functioning of the financial system. The CBK publishes information on Kenya‟s commercial banks and non-

banking financial institutions, interest rates and other publications and guidelines. The banks have come 

together under the Kenya Bankers Association (KBA), which serves as a lobby for the banks‟ interests and 

addresses issues affecting its members (Kenya Bankers Association annual Report, 2008). 

Commercial  banks  in  Kenya  play  a  number  of  roles  in  the  financial stability and cash flow of the 

country‟s private sector. They process payments through a variety of means including telegraphic transfer, 

internet banking and electronic funds transfers. They  also  issue  bank  cheques  and  drafts,  as  well  as  accept  

money  on  term deposits. They act as moneylenders, by way of installment loans and overdrafts. Loan options 

include secured loans, unsecured loans and mortgage loans. Commercial banks in Kenya provide a number of 

import financial and trading documents such as banks is predominated by financial assets and liabilities hence 

giving rise to an emphasis on the net interest margin. Interest rate environment is one of the most important 

influences on asset/liability decisions of commercial banks. 

Previous studies like that of Pooja and Singh (2009), Franscesa and Claeys (2010), Batiz-Lazo and 

Woldesenbet (2006) and Mwania and Muganda(2011) have produced mixed results regarding the impact of 

financial innovations on bank performance. Pooja  and  Singh (2009), and  Franscesa  and  Claeys (2010)  ,  in  

their  studies  concluded  that  financial innovations had least impact on bank performance, while Batiz-Lazo 

and Woldesenbet (2006) concluded  that  financial  innovation  had significant contribution  to  bank  

performance.  It is at the center of such mixed conclusions that created and necessitated the need to carry out a 

study from a Kenyan context to establish the effect of bank innovations on commercial banks‟ performance. 

Impact on bank‟s financial performance remains lowly untested. 

Kenyan commercial  banks  have  continued  to  deploy  huge investments  in  technology  based  

innovations  and  training  of  manpower  to  handle  the  new technologies. Although studies have been carried 

out on the contribution of financial innovation  to  the  effectiveness  of  the  monetary  policy;  few  studies  

have  sought  to relate financial innovation to financial performance in the banking sector. Mwangi, focused on 

the effects of bank innovations on financial performance of commercial banks in Kenya. The  study  focused  on  

effects  of  bank  innovations  on  income  of  banks,  return  of  assets,  bank profitability and customer deposits.  

In addition, the study only focused on mobile phone banking, ATM banking and online banking but failed to 

look at agency banking and banc assurance which is a key component of the bank innovations today. 
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II. Literature Review 
Theoretical Review 

The study is based on the Task technology fit model (TTF). TTF was developed by Dishaw and Strong, 

(1999). This  theory  contends  that  it  is  more  likely  to  have  a  positive  impact  on  individual performance  

and  be  used  if  the  capabilities  of  Information  Communication  and Technology (ICT) matches the tasks 

that the user must perform.  Good hue and Thompson (1995) mention the factors that measure task-technology 

fit  as;  quality, authorization,  and  compatibility,  eases  of  use/training, production  timeliness,  systems  

reliability  and  relationship  with  users.  The model is useful  in  the  analysis  of  various  context  of  a  

diverse  range  of  information systems including electronic commerce systems and combined with  or used as 

an extension of other models related to information systems outcomes. According  to  the  theory  of  task-

technology  fit,  the  success  of  an  information  system should  be  related  to  the  fit  between  task  and  

technology,  whereby  success  has  been related  to  individual  performance and  to  group performance (Zigurs 

& Buckland, 1998). For group support systems, a specific theory of  task-technology  fit  was  developed  and  

later  tested  by Zigurs, Buckland, Connolly and Wilson, (1999) and detailed the requirements of group support 

systems to fit group tasks. For mobile information systems, task-technology fit has  been  shown  to  be  

generally  relevant,  but  more  specific  questions  regarding  the applicability  of  task-technology  fit  to  

mobile  information  systems  remain  unanswered. 

This model is consistence with one proposed by, Delone and Mclelan. (1992) in that both utilization 

and users attitude about technology leads to individual performance impact. It goes beyond Delon and Mclean 

model in two important ways. First it highlights the importance of task technology fit in explaining how 

technology leads to performance impacts, second it is more explicit concerning the link between the construct 

providing stronger theoretical basis for thinking about a number of issues relating to the impact of Information 

technology and performance. 

The  theory  of  task-technology  fit  maintains  that  a  match  between  business  tasks  and 

information  technology  is  important  to  explain  and  predict  the  success  of  information. For various 

scenarios  of  task  and  technology,  statistical  significance  has  been  established  of  a positive  association  

between  task-technology  fit  and  information  system  success measures, such as use and impact on individual 

performance.  

The concept  of  task-technology  fit  promises  to  help  identify  aspects  that  are  critical  to support  

a  given  business  task,  and  can,  thus,  contribute  to  the  success  of  technology innovations (Junglas & 

Watson, 2006). One such innovation is represented by mobile technology to support an increasingly mobile 

workforce (Barnes, 2003). Upon  applying  the  theory  of  task-technology  fit  to  mobile  information  systems, 

however,  it  becomes  apparent  that  previous  studies  have  focused  mainly  on  the functionality  that  is  

provided  by  the  technology,  and  have  paid  less  attention  to  the context  in  which  the  technology  is  

being  used  at the same time, however, usability studies suggest that the use-context may  have  a  non-trivial  

impact  on  the  conditions  of  task-technology  fit  (Perry., 2001).  First,  it  can  be  observed  that  non-

functional  features,  such  as  weight  and  size, play  a  more  prominent  role  in  mobile  than  in  non-mobile  

use  contexts second, functional requirements may shift as business tasks are often performed differently in 

mobile versus non-mobile use contexts. 

This theory is relevant in the sense that as a result of the observable changes of business tasks and 

related technology requirements, it becomes necessary to assess the applicability of the theory of task-

technology fit to mobile technologies and mobile  use  contexts,  and  to  carefully  determine  the  needs  for  

theory  adjustments  and extensions. It analyses how mobile banking contributes to competitive advantage of 

commercial banks in Kenya. 

 

Mobile Banking and Financial Performance of  Commercial Banks . 

Encouraging customers to use innovation such as the mobile telephones for banking transactions can 

result in considerable operating costs savings (Sathye, 1999). Simpson, (2002) Suggests that m-banking is 

driven largely by the prospects of operating under minimum costs and operating increasing revenues 

maximization. A comparison of online banking in developed and emerging markets revealed that in developed 

markets lower costs and higher revenues are more noticeable (Ngumi, 2013). M-banking and internet banking 

are cost effective ways to provide banking services to the unbanked because there is no need to set up physical 

branches to facilitate customers it is called as it is „branchless banking‟. Its branchless bank model includes 

enhanced ability to carry out limited banking transactions via mobile phone. 

Connectivity for mobile device is not the part of banking service it is duly and part of business of 

telecommunication department and cellular service providers. Hence, banks should only lease the 

telecommunication lines provided by telecommunication department to provide access to the financial services. 

The terms m-banking, m-payments, m- transfers and m-finance refer collectively to a set of applications that 

enable people to use their mobile telephones to manipulate their bank accounts, store value in an account linked 
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to their handsets, transfer funds, m-banking or even access credit or insurance products. The first targets for 

these applications were consumers in the developed world. By complementing services offered by the banking 

system, such as check books, ATMs, voicemail/landline interfaces, smart cards, point of sale networks and 

internet resources, the mobile platform offers a convenient additional method for managing money without 

handling cash (Karjaluoto, 2002).  

Though the M- banking idea was initially born out of the intention to reach the unbanked poor, 

(Porteous, 2006). It has stretched its tentacles far and wide to captivate the interest of unimagined client 

segments. Even the prudential banks have joined the fray and are now acting as agents and outlets of Mobile 

service provider banking services. This could have come as a realization on the part of the traditional banks of 

the maxim that “if you can‟t beat them; join them.” Cash transactions, account opening and other transactions 

can be conducted online. Ultimately transformational banking boosts access to formal finance particularly, in 

rural areas where many poor people live.  

Mobile phone operators have identified m-banking / m-payments systems as a potential service to offer 

customers, increasing loyalty while generating fees and messaging charges. There is no universal form of m-

banking, rather, purpose and structures vary from country to country. The systems offer a variety of financial 

functions, including micropayments to merchants, bill payments to utilities, transfers between individuals and 

long distance remittances. Currently, different institutional and business models deliver these systems. Some are 

offered entirely by banks, others entirely by telecommunications providers and still others involve a partnership 

between a bank and telecommunications provider (Porteuos, 2006). 

The new services offer a way to move money from place to place and present an alternative to the 

payment systems offered by bank, remittance firms and pawn shops. The uptake of m-banking / m-payments 

systems has been particularly strong in the Phillipines, where three million customers use systems offered by 

mobile operators Smart and Globe in South Africa, where 450,000 people use Wiz it (“the bank in your pocket”) 

(Ivatury & Pickens, 2006) or one of two other national systems (Porteous, 2007); and in Kenya, where nearly 

two million users registered with Safaricom M-Pesa system within a year of its nationwide rollout (Ivatury & 

Picken, 2006; Vaughan, 2007).  

 

Agent Banking and Financial Performance of Commercial Banks 

Banking through retail agents is a concept that is beginning to appeal to policy makers and regulators. 

It has the potential to extend financial services to unbanked and marginalized communities. Agent – assisted 

banking is a relatively new concept. What makes agent banking work are information and communication 

technologies which customers, retail agents and banks use to record and communicate transaction details 

quickly, reliably and cheaply over vast distances. For example even in rural areas many poor people have access 

to low cost mobile phones and prepaid airtime dealers. For banks agent banking is used to reduce the cost of 

delivering financial services, relieve crowds in bank branches and establish presence in new areas. (Kumar et al 

.2006). 

According  to  Chaia, (2011) agent banking  has  become  one  of  the  most  promising strategies for  

offering  financial  services  in  emerging  markets.  In this model, financial institutions work with networks of 

existing nonbank retail outlets such as convenience stores, gas stations, and post offices to deliver financial 

services.  This  approach  can  be  especially  powerful  when  serving  the  unbanked  poor  because  of  its 

ability to reduce banks costs and reach low income workers where they live. Agent banking benefits arrange of 

stakeholders.  The  poor  gain  convenient  access  to  financial  services  in  their  own  communities.  Financial 

institutions reach a vast new customer segment. Agents increase their sales volumes and have an opportunity to 

develop deeper relationships with the customer. However implementing correspondent strategies can be tough. 

It may be hard to build networks of partners that can fulfil the correspondent role. The economics are still 

uncertain for players that do not offer a range of services. And because the strategy is relatively new for 

financial service providers, it is difficult to know exactly what will work in each particular community. 

According to Veniard, Bill and Gates Foundation, (2010) how agent banking changes the economics of 

small accounts “ one of the primary impediments to providing financial services to the poor through branches 

and other bank based delivery channels is the high cost inherent in these traditional banking methods. The 

amount of money expended by financial service providers to serve a poor customer with a small balance and 

conducting small transactions is simply too great to make such accounts viable. In addition when financial 

service providers do  not  have  branches  that  are  close  to  the  customer,  the  customer  is  less  likely  to  use  

and  transact with  their services. Customer dissatisfaction with branch banking because of long queuing and 

poor customer service is an important reason for the rapid movement to electronic delivery (Karjaluoto, 2002). 

Internet offers a potential competitive advantage for banks and this advantage lies in the areas of cost reduction 

and more satisfaction of customer needs (Bradley, 2003) .The commitment of senior management is a driving 

force in the adoption and exploitation of technology (Shiels, 2003). 
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(Agboola, 2006) in his study on Information and Communication Technology (ICT) in Banking 

operations in Nigeria using the nature and degree of adoption of innovative technologies; degree of utilization of 

the identified technologies; and the impact of the adoption of ICT devices on banks, found out that technology 

was the main driving force of competition in the banking industry. During his study he witnessed increase in the 

adoption of agent banking. He indicates that adoption of ICT improves the banks‟ image and leads to a wider, 

faster and more efficient market. He asserts that it is imperative for bank management to intensify investment in 

ICT products to facilitate speed, convenience, and accurate services, or otherwise lose out to their competitors. 

 

Internet Banking and Financial Performance of Commercial Banks 

Internet banking refers to the use of the internet as a delivery channel for banking services, which 

includes all traditional services such as balance enquiry, printing statement, fund transfer to other accounts, bills 

payment and new banking services such as electronic bill presentment and payment (Frust, Lang, & Nolle, 

2000) ,without visiting a bank (Mukherjee & Nath, 2003). The rapid growth and popularity of the internet has 

created great opportunities as well as threats to companies in various business sectors, to endorse and deliver 

their products and services using internet as a distribution channel (Chau & Lai, 2003). Beside opportunities of 

this channel, banks and financial institutions across the world face new challenges to the ways they operate, 

deliver services and compete with each other in the financial sector. Driven by these challenges, banks and 

financial institutions have implemented services delivery using internet banking (Chan & Lu, 2004). The 

objectives of launching internet banking include cost reduction, performance improvement, wider coverage, 

revenue growth, and customer convenience  

From the customer‟s perspective, internet banking facilitates a convenient and effective approach to 

manage personal finances, as it is accessible 24 hours a day and 365 days in a year without visiting the bank and 

from many locations. (Bradley & Stewart, 2002; Chau & Lai, 2003). Nyangosi, (2011) argue that financial 

institutions adopted different electronic distribution channels to meet the demands of customers thus improving 

customer satisfaction. In their study to examine the adoption of information technology in Kenyan banks 

focusing on services provided through internet banking, they found out that inclusion of information technology 

in banking business was necessary to achieve excellence goal of customer satisfaction. They also found out that 

customers use bank websites to know the products, use mobile banking to check balance, know after sale 

services and buy products, writing checks, paying bills, transferring funds, printing statements and checking 

account balances online using a computer (Acharya, 2009) an indication that mobile banking is gaining 

popularity and becoming vital in financial transaction events. Today, information and communication 

technology has become the heart of banking sector, while banking industry is the heart of every robust economy 

(Ngumi, 2013).  

 

Banc Assurance and Financial Performance of Commercial Banks 

Jongeneel (2011) did a paper on Banc assurance: APan-European country analysis. In his study, the 

researcher sought to identify the critical driver s in Banc assurance as a distribution channel for insurers. A 

global comparison of Banc assurance was given through  different  business  models  and  a  descriptive  design  

extended  by  an  analysis  of previous literature.  Subsequently, a quantitative country-level assessment was 

performed. The researcher used examined factors such as market concentration, internet usage, and size of 

insurance market, level of deregulation and bank‟s branch density to measure their impact on the proportional 

size of banc assurance. The empirical results indicated that all the five variables affected Banc assurance 

although the size of the insurable market only held for nonlife sample.  

Omondi, (2013)  did  a  study  on  the  determinants  of  adoption  of  banc assurance  by Commercial 

Banks in Kenya. The target population was drawn from the Forty- three licensed commercial banks comprising 

of six large banks, fifteen medium sized and twenty-two small banks. The results of the study showed that 

adoption of banc assurance by Commercial Banks was influenced by the need for new revenue stream, 

diversification and economies of scope. There was a significant positive relationship between need for new 

revenue stream, business diversification, economies of scope and adoption of banc assurance by Commercial 

Banks. 

Nyakundi, (2013)  did  a  study  on  Management  Perception  of  banc assurance  as  Risk Mitigation 

Strategy  at  Equity  Bank  Limited.  The purpose of the study was to establish if Equity Bank and Insurance 

Companies can mitigate some of the management problems such as high loan default leading to high credit 

risks, switching of customers due to dissatisfaction, declining  profits,  resistance  to  buy  new  insurance  

products  hence  minimum  growth.  
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III. Objective of the Study 
The specific objectives of the study included; 

i. To investigate the effects of mobile banking on financial performance of commercial banks in Kenya. 

ii. To establish the effects of agent banking on financial performance of commercial banks in Kenya. 

iii. To find out the effects of internet banking on financial performance of commercial banks in Kenya.  

iv. To investigate the effects of banc assurance on financial performance of commercial banks in Kenya. 

 

IV. Research Hypotheses 

This study sought to address the following pertinent research hypotheses; 

Ho1: Mobile banking has no significant influence on financial performance of commercial banks in Kenya. 

H11: Mobile banking has significant influence on financial performance of commercial banks in Kenya.  

Ho2: Agent banking has no significant influence on financial performance of commercial banks in Kenya. 

Hl2: Agent banking has significant influence on financial performance of commercial banks in Kenya.  

Ho3: Internet banking has no significant influence on financial performance of commercial banks in Kenya       

Hl3: Internet banking has significant influence on financial performance of commercial banks in Kenya.  

Ho4: Banc assurance has no significant influence on financial performance of commercial banks in Kenya. 

Hl4: Banc assurance has significant influence on financial performance of commercial banks in Kenya.  

 

V. Methodology 

Research design is the structuring of investigation aimed at identifying variables and their relationship 

to one another. The researcher will use explanatory research design. This is concerned with determining the 

causal link between variables that pertain to the research (Churchill, 1991). Population in statistics is the specific 

population about which information is desired. According to Ngechu (2004), a population is a well-defined or 

set of people, services, elements, events, group of things or households that are being investigated. An element 

is the subject on which the measurement is being taken and is the unit of the study. This was a study of five 

employees from nine commercial banks in Nakuru town that uniformly employ mobile banking, agent banking, 

internet banking and banc assurance. This formed a population of 45 employees. The respondents included the 

overall manager, bank officer responsible for mobile banking, officer responsible for agent banking, officer 

responsible for internet banking and bank officer responsible for banc assurance; hence the five employees from 

each of the nine commercial banks induced a sample size of 45. The study employed census sampling technique. 

A census sample is the study of every unit in a population, and it occurs if the entire population is very small or 

it‟s reasonable to include the entire population. The size of 45 bank employees is relatively small and therefore 

deemed appropriate to collect data from Central Business District in Nakuru hence easily accessible. Out of 45 

distributed questionnaires, 41 were answered well and returned. This was equivalent to 91.1%.  

 

VI. Findings and Discussions 
Mobile Banking  

Table 1: Response by employees as to whether mobile banking influences financial performance 
Statements  
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Mobile banking help us focus on customer loyalty 
program 

0 12.5 0 46.3 41.5 1.83 0.95 

Mobile banking enables us to employ up selling 

strategies for lifetime value customer 

0 9.8 2.4 48.5 39 1.83 0.89 

Mobile banking is able to offer a variety of services 2.4 4.9 0 41.5 51.6 1.66 0.91 

Mobile banking is effective in developing long term 

customer relationship 

Collected data from mobile  banking is used in 

planning new customer acquisition strategies 

2.4 
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9.8 

 

17.1 

0 
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39 

29.3 

 

24.4    

2.07 

 

2.44 

1.0 

 

1.24 

 

From the results depicted in Table 1, majority of the respondents agreed that Mobile banking is 

effective in developing long term customer relationship, as shown by a mean score of 2.07, collected data from 

mobile banking is used in planning new customer acquisition strategy the best as shown by a mean score of 

2.44, Mobile banking enables us to employ up selling strategies for lifetime value customer as shown by a mean 

score of 1.83, Mobile banking help us focus on customer loyalty program as shown by a mean score of 1.83 and 

Mobile banking is able to offer a variety of services as shown by a mean score of 1.66. 
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Agent Banking  
Table 2: Response of the Employees on Agent Banking 

Statement 
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Agent banking increases number of bank transactions 2.4 12.2 2.4 19.5 63.4 1.71 1.15 

Agent banking has minimised fraud cases 0 36.6 9.8 19.5 34.1 2.49 1.31 

Agent banking has led to banks geographical expansion 12.4 0 7.3 31.7 58.5 1.96 0.84 

Agent banking has led to decongestion of branches 

Agent banking has minimised banks operational costs 

4.9 

0 

14.6 

0 

7.3 

19.8 

51.2 

26.8 

22 

53.7 

2.29 

1.85 

1.12 

1.15 

 

Table 2 shows the percentage of respondents and their views on how Agent banking influence financial 

performance among Kenyan commercial banks. Agent banking increases number of bank transactions as agreed 

by 63.4 % of the respondents. Agent banking has led to banks geographical expansion as greed by 58.5%. 34.1 

% of the respondents strongly agreed that   agent banking has minimised fraud cases, 51.2% agree that agent 

banking has led to decongestion of branches, and 53.7% agree that agent banking has minimised operation costs. 

The mean score  for  the  responses  was  2.1  indicating  more agreement that  mobile  banking  influences 

financial performance  mobilization  among commercial banks in Kenya. 

 

Internet Banking and Financial Performance 

Table 3: Response of the Employees on Internet Banking 
Statement 
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Internet banking has low maintenance costs 2.4 17.1 9.8 34.1 36.6 2.15 1.17 

Internet banking has attracted more retail depositors 0 9.8 19.5 39 31.7 2.07 0.96 

Internet banking has attracted cooperate depositors 4.9 19.5 17.1 29.3 29.3 2.41 1.25 

Internet banking has attracted more deposits thus 

improving financial performance 
Use of internet has led to more bank innovations 

0 

 
0 

22 
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12.2 
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34.1 

 
24.4 

31.7 

 
56.1 

2.24 

 
1.78 

1.13 
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Table 3 provided presentation showing majority of the respondents agreed that internet banking has 

low maintenance cost shown by mean scores of 2.15, internet banking has attracted more retail depositors as 

shown by mean scores of 2.07 and internet banking has attracted cooperate depositors as shown by mean scores 

of 2.41, while they also agreed that internet banking has attracted more deposits thus improving financial 

performance the as shown by mean scores of 2.24 and that use of internet banking has led to more bank 

innovation shown by mean scores of 1.78. 

 

Banc Assurance 

Table 4: Response of the Employees in Regards to Banc Assurance 
Statement 
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Banc assurance has led to the sale of whole 

range of financial services 

0 4.9 7.3 51.2 36.6 1.8 0.78 

Banc assurance works towards the provision of 

integrated financial service 

0 7.3 9.8 56.1 26.8 1.98 0.82 

Banc assurance enables bank to tap into a huge 

customer base 

Banc assurance has made banks to obtain 
additional capital 

0 
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Banc assurance has enabled customers to carry 

out many transactions under one roof 

0 22 2.4 26.8 48.8 1.98 1.19 

 

Table 4 provided presentation showing majority of the respondents agreed that banc assurance has led 

to the sale of whole range of financial services shown by mean scores of 1.8, banc assurance works towards 

provision of integrated financial system as shown by mean scores of 1.98 and banc assurance has enabled banks 
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to tap into a huge customer base as shown by mean scores of 2.0, while they also agreed that banc assurance has 

made banks to obtain additional capital as shown by mean scores of 1.73 and that use of banc assurance has 

enabled customers to carry out many transactions under one roof shown by mean scores of 1.98. 

 

Financial Performance 

Table 5: Response of the Employees in Regards to Financial Performance 
Statement 
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Product innovation has greatly improved 

banks financial performance 

0 2.4 4.9 58.5 34.1 1.76 0.66 

Banks should investigate ways of reducing 
innovation challenges 

0 9.8 9.8 36.6 43.9 1.85 0.96 

Technological factors greatly influence 

commercial banks financial performance 
Innovation has improved effectiveness in 

banks hence financial performance 

Innovation has led to cost reduction 
enriching financial performance 

Employees knowledge on innovation 

influence financial performance of your 
bank 
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2.2 

 

2.07 

1.01 

 
 

0.92 

 
0.56 

 

1.12 

Innovation has led to increase in turnover 2.4 12.2 14.6 31.7 39 2.07 1.13 

 

Table 5 provided presentation showing majority of the respondents agreed that product innovation has 

greatly improved banks financial performance shown by mean scores of 1.8, banks should investigate ways of 

reducing challenges facing innovation as shown by mean scores of 1.85 and Technological factors greatly 

influence commercial banks financial performance as shown by mean scores of 1.93, while they also agreed that 

Innovation has improved effectiveness in banks hence financial performance as shown by mean scores of 1.63 

and that Innovation has led to cost reduction enriching financial performance shown by mean scores of 2.2. 

Majority of the respondents also agree that Employees knowledge on innovation influence financial 

performance banks as shown by a mean score of 2.07 and they agree that Innovation has led to increase in 

turnover as depicted by a mean score of 2.07. 

 

Inferential Analysis 

Inferential analysis is utilized in this study to assess the effects of innovation on financial performance 

of commercial banks in Nakuru town, Kenya. The inferential statistics analysis aimed to reach conclusions that 

extend beyond the immediate data alone between the independent variables in this study. The study conducted 

inferential analysis to establish the relationship between the independent variables and the dependent variable of 

which involved a coefficient of determination and a multiple regression analysis. The independent variables in 

this study included mobile banking, agent banking, internet banking and banc assurance, while the dependent 

variable was financial performance of commercial banks. The study utilized weighted averages to determine the 

financial performance.  

 

Table 6: Model Summary 
Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .83 .692 .60 .04 

 

a. Predictors: (Constant), mobile banking, agent banking, internet banking and banc assurance. 

Coefficient of determination explains the extent to which changes in the dependent variable can be explained by 

the change in the independent variables or the percentage of variation in the dependent variable (commercial 

banks financial performance) that is explained by all the four independent variables. The four independent 

variables that were studied, explain 69.2% of the financial performance as represented by the R
2
. This therefore 

means the four independent variables contribute about 69.2% to the financial performance while other factors 

not studied in this research contribute 30.8%. 

 

Multiple linear regression  
Table 7: Linear Regression 

Variables Unstandardized Coefficients Standardized 

Coefficients (β) 

T Sig. 

 ( β) Std. Error 
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(Constant) 1.02 0.36  0.92 0.007 

Mobile banking  0.09 0.14 0.15 1.08 0.019 

Agent banking 0.12 0.11 0.02 1.97 0.014 

Internet banking  0.42 0.12 0.16 1.92 0.015 

Banc assurance  0.36 0.05 0.05 1.96 0.017 

 

The data used for this logistic regression analysis was collected from employees of commercial banks 

in Nakuru town. The explanatory variables that were used in this study were mobile banking, agent banking, 

internet banking and banc assurance. Table 7 shows the coefficients on the influence of the individual 

independent variables on the dependent variable. The Beta coefficients indicate the extent to which financial 

performance changes due to a unit change in the independent variable. The positive Beta coefficients indicate 

that a unit change in the independent variable leads to a positive change in financial performance. The 

researcher conducted a multiple regression analysis so as to determine the relationship between the commercial 

banks financial performance and the four variables. Regression model is used here to describe how the mean of 

the dependent variable changes with changing conditions. The regression equation is shown below: 

 (Y = β0 + β1X1 + β2X2 + β3X3 + β4X4+ β) will be: Y = 1.02+ 0.09 X1 + 0.12 X2 + 0.42 X3 + 0.36 

X4  
According to the regression equation established, taking all factors (mobile banking, agent banking, 

internet banking and banc assurance) constant at zero, the commercial banks financial performance will be 1.02. 

These results infer that mobile banking contributes more to commercial banks financial performance, followed 

by agent banking, then internet banking, while banc assurance contributes the least to commercial banks 

financial performance.  

 

Hypothesis Testing  

Table 7 illustrates that P-Value for the four financial innovations.  For mobile banking the P value is 

0.019. This being less than 0.05 suggests that there is enough evidence to support the alternative hypothesis (β1 

≠0) that mobile banking has an effect on financial performance at 5% level of significance. The p value for 

agent banking is 0.014 at 5 % level of significance therefore we reject the null hypothesis and conclude that 

agent banking has a significant effect on performance of commercial banks. With regard to internet banking the 

p value was 0.015 at 5% level of significance; since it is less than 0.05 we reject the null hypothesis and 

conclude that internet banking has a significant effect on performance of commercial banks. The p value for 

banc assurance is 0.017, this is less than 0.05 therefore we accept the alternative hypothesis and conclude that 

banc assurance significantly influences performance of commercial banks.   

 

VII. Recommendations 

Based on the findings of the study, it can be concluded that bank innovations influence financial 

performance of commercial banks in Kenya positively. The adoption of innovations  by  commercial  banks  has  

a  high  potential  of  improving  financial performance and hence better returns  to the shareholders. The 

versatility of innovations has made their adoption rate to be high among both the banks and their customers.  It 

could  have  been  challenging  if  the  adoption  was  only  with  either  the  banks  or  the customers. Banks in 

Kenya have continued to perform well even when other sectors of the economy show lagged performance. This 

can be explained by the use of innovations which  have  enabled  banks  to  start  making  income  away  from  

traditional  sources  like interest,  trade  and  asset  financing.  Banks have  been  able  to  make  more  

commission income  from  transactions  done  on  innovation  channels  like;  mobile  phones,  agents, internet 

and banc assurance. 

Since technological innovation is aggressively and continuously adopted in Kenya, the government  

should  provide  incentives  for  research  and  development  to  research scientists  who would continue to 

invest their time and skills in discovering more bank innovations. It is recommended that the government also 

pursues a strategy to provide incentives for technology transfer from more developed economies in order to 

promote the adoption of world class innovations. The ICT regulator should regulate partnerships between the 

banks and technology operators to ensure that there is fair play. The bank should not exploit the technology 

users buy overcharging. Information and communication technology (ICT) professionals should invest their 

time, effort and resources towards innovations.  This will mean more income for the professionals if the 

innovations become successful.  In Kenya there are some citizens who are still unbanked due to poor access to 

financial services. ICT professionals should explore ways of providing innovative solutions for reaching the 

unbanked. 

The study having concentrated all efforts in Nakuru town in Kenya did not focus on other areas like 

Eldoret, Kisumu, and Mombasa among others which command a big chunk of the Kenyan economy. The study 

therefore should be conducted in those areas so as to provide a good comparative base and also bring out the 

right conclusions. Furthermore, related topics to this study like mobile technology safety, role of innovation in 
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fighting money laundering, effects of banks technology in growth of the economy and how innovation systems 

have led to expansion of businesses in Kenya should be studied further. A more detailed study can be conducted 

to establish whether the adoption of financial innovations contributed to financial deepening in Kenya.   
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