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ABSTRACT 

Agent banking took effect m K nyu in May 2010 after the publication of prudential 

guidelines by the Central Bunk f cnya. Agent banking has been practiced in a number of 

countries such a Bru1.1l, ' lumba Pakistan, South AfTica and Indonesia. Not all banks in 

Kenya have embn · d tg~:n · banking and the researcher was out to gather information as to 

the fhctors uiT · ·t1n ' ,, ' ·n · 1 anking in Kenyan commercial banks. 

A banking ag~:nt i · a retail or postal outlet contracted by a financial institution or a mobile 

net\ ork opcrat r to process clients' transactions. Prior to the 2010 Guidelines on Agent 

Banking, the Banking Act did not address the issue of banks using agents to deliver financial 

service o the CBK approved such arrangements on a case-by-case basis. Other relevant 

regulation which have enabled branchless banking are a 2008 regulation allowing 

microfinance deposit-taking institutions to use agents; a 2009 amendment to the Banking 

Act that allows banks to appoint agents to take deposits and perform other activities; and a 

2009 AMLICFT bill which applies to both bank and non-bank institutions. 

The population of this research consists of 44 banks which have been approved by CBK to 

carry out banking services in the country. As at June 2012, CBK had only authorized six 

banks to carry out agency banking with others that have applied for the same awaiting 

approval by the Central Bank of Kenya. The finding of the study reveals that the banking 

sector is eager to embrace agent banking a an alternative service delivery channel. Agent 

banking pre ents opportunity for rapid expansion at minimal co t by leveraging on the 

exi ting inve tment of the retail agents through information and communication technology. 

The tudy how that the main factor that propel agent banking adopti n am ng 

commercial bank · in Kenya arc the pro pcct of co t rcducti n and cu ·tomcr ·crv1cc 

nhanccmcnt. Under factor analy ·i programme co t rcduct10n till lead · a · th main factor 

for gent banking adoption 

v 
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CHAPTER! 

INTRODUCTION 

1.1 Background of th stud , 

It wus in pur ·u·mt nf' 'i 'I( n 20 0 that the financial services sector was identified as key in 

mobilizing t'umls t implement the visions 2030 flagship projects. According to 2009 

nutionul linancial accc · · ·urvey, 32% of Kenya's bankable populations are totally excluded 

from the financial services orbit (Njuguna, 201 0). 

Con idering the impediments which lie in the way of institutions in establishing their 

outreach or presence in all corners of the country, the government amended the Banking Act 

through the Finance Act, 2009, to permit institutions to contract third parties to provide 

certain banking services on their behalf in the manner prescribed by the central bank (Central 

Bank of Kenya, 2009). 

1.1.1 Agent banking concept 

A banking agent is a retail or postal outlet contracted by a financial institution or a mobile 

network operator to process clients' transactions. Rather than a branch teller, it is the owner 

or an employee of the retail outlet who conducts the transaction and let clients deposit, 

withdraw, and transfer funds, pay their bills, inquire about an account balance, or receive 

go,emmcnt benefits or a direct deposit from their employer. Banking agents can be 

pharmacie , supermarkets, convenience torcs, lottery outlet po t office , and many more 

( lac· en , 2006). 

Globally the e retailer and po t office arc incrca ·ingly utili1 d a imp rtant di tribution 

ch nn I for financial in titution . The p int of · rvic range fr m po t offices in the 

utb k of u tr lia where client from all bunk can conduct their tr m ctions, to ntr· l 

th b nk rcdit gri ol u c comer tore to provide lin m i.tl n •tcc to 

' uti t 1i nt n r i tl p 1 .. m:nt 

h ir unt 
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Banking agents are usually equipped ' ith a combination of point-of-sale (POS)card reader, 

mobi le phone, barcode cann r s nn bills for bill payment transactions, Personal 

Identification Number id ntifi 1ti n number (PIN) pads, and sometimes personal computers 

(P s) that connect with th l mk : s~r ~r u ing a personal dial-up or other data connection. 

Clients that tnm.·u ·t 11 th • ,1 ' nt u · · a mag-stripe bank card or their mobile phone to access 

their bank m:wunt or '·\\all t rc ·pcctively. Identification of customers is normally done 

through u PlN. but~ uld al·o mvolve biometrics. With regard to the transaction verification, 

uuthori:tation, and ·cttlcment platform, banking agents are similar to any other remote bank 

chunnd ( l vatur , _oo ). 

Local regulation \ ould determine if financial institutions are allowed to work through retail 

outlets. Regulators generally determine what kind of, if any, financial institutions are 

permitted to contract banking agents, what products can be offered at the retail outlets, how 

financial institutions have to handle cash transport, Know Your Customer requirements, 

consumer protection, and other operational areas. As banks strive to emerge from the global 

financial crisis, they are encountering a new era of banking. It is one marked by continuing 

regulatory uncertainty and economic instability, which is hindering banks' ability to move 

forward. These unprecedented conditions have begun to significantly alter the global banking 

landscape. The imperative of driving growth while managing compliance continues to 

compel how banks map their operational priorities to adapt successfully, yet important 

forward-looking decisions may be further hampered by bank executives grown aver e to 

even controlled and rea onable risks. (Sanjiv Shankaran & Anup Roy, 201 0). 

gent banking improve the bank' geographical coverage and competitivcne that 

cxi ting and p tcntial cu tomer can benefit from a greater le el of onvemcncc in accc ·mg 

banking sc icc . ·1 hi con cnicncc i offered through ag nt f th bank and " hen combined 

c. pand the bank' target beyond the traditional market . 1 he 

n mg 1 meant to pand to finunci, I cn·icc 

for b· nk to m 1int in pre em.: "in ' to th 

2 



smaller volumes. Banks tap in to the network of SACCOS and micro-finance institutions to 

access their front office services while guaranteeing customers' deposits. 

Although agent banking i fa t gr \ ing and gaining strong roots in Latin America, Asia and 

South Africa, it rem lin· unta11 d in most of Africa. To keep up with international trends 

regarding the u: lll' 1' nt banking to enhance financial inclusion, the Finance Act (201 0) 

umended the l mkin A t to facilitate usc of third parties by banks to provide banking 

·ervicc ·. The cntral Bank of Kenya amended the Banking Regulations and issued Agent 

Banking Regulation (20 1 0) to allow commercial banks contract third party retail agents to 

provide financial services on their behalf. This decision was also driven by Kenya's blue 

print for economic developments, Vision 2030, to extend access to financial services for all 

adult Kenyans by the year 2030 (Central Bank of Kenya, 201 0). 

In understanding agency, there are three parties to a transaction: the customer, the agent's 

employee who operates the POS device and the bank. Each should authenticate itself before 

initiating any transaction, preferably with two factors of security. Hence, the customer and 

the authorized employee of the agent each have a personal card (which could possibly be 

embedded into their mobile phones) plus a secret PIN. To avoid fraudulent POS terminals, a 

bank could also announce a unique secret key to each of its clients through which the bank 

identifies itself to its clients before each transaction. Customer cash transactions arc offset 

against the agent's bank account. All customer transactions are done against an account the 

agent has with the bank. This account may be funded with the agent's own money or from a 

pre-agreed (finite) credit line or overdraft facility granted by the bank. In the ca e of a ca h 

depo it by a cu tomer, the bank automatically withdraws the equivalent amount from the 

tore' bank account to fund the deposit, and the tore keep theca h in compen ation for the 

amount taken out of it· bank account. In the ca e of a ca h withdrawal, the opp ·it happ n : 

the tore provid~ ca h from the till, but 1 comp n ated by an equival nt incrca c in It bank 

unt. In thi ~ way the cu tomer alway bear the b nk' · not the ugent' · credit threat. Thi · 

d n in rc 1-time authorization o tran a tion . Before authorizing ca h tran action the 

n · n to h k th t th rc 1r~ nough fund in the ·~nt' ount in th~ 1 c.: of 



deposit) or the client's account (in the case of a withdrawal). This needs to be done in real 

time to eliminate credit risks (Kumar, ct al. 2006). 

1.1.2 Agency Technology 

Technology can enable b·ml..: and their customers to interact remotely in a trusted way 

through existing lo "ll r ·t,ul l uti ·t '. u ·tomcrs are issued bank cards with appropriate 

personal idcntilk 1ti HI mm1 ·r (PIN)-based or biometric security features, and the local store 

the "Bunking g nl" i equipped with a point-of-sale (POS) device controlled by and 

conncctl.!d t the bank u ing a phone line or wireless or satellite technology. Infrastructure 

requirement can be further reduced by using mobile phones both to hold "virtual cards" for 

cu tomer and as a POS device at the store (Kumar, et al. 2006). 

An agent network is fundamentally a technology play for a bank. It is similar to the millions 

of existing Visa, MasterCard and debit card merchants, except that in this case the card 

payments at retail stores would not only be for sale of goods but also for handing out and 

taking in cash on behalf of banks. With appropriate technology, the bank (and by extension 

bank supervisors) can afford to be a little bit more relaxed about how customer transactions 

are captured as they are with existing payment merchants. The costs of bank service 

distribution can be reduced, while still effectively controlling banking risks (Ignacio Mas and 

Hannah Siedek, May 2008). 

1.1.3 Agency Adoption 

Roger , (1962) defines an innovation as "an idea, practice, or object that is perceived a new 

by an individual or other unit of adoption ". He de cribe the technology adoption lifccycle 

model or acceptance of a new product or innovation, according to the demographic and 

P ychological characteri he of defined adopter group . The proce of adopti n o er time i 

typic lly illu trated a a cia ·teal normal di ·tribution r "bell curve." Tht , model mdicut" 

th t the fi t group of p ople to u a new pr duct i culled "inn ator ," follo\ ed b "carl 

pt " ' orne the rl , nd late majority nd the Ia t group to ·vcntuall adopt 1 

pr t "I ant ." 



Adopting an innovation requires a decision to be made and action to be taken. As discussed 

previously, this suggests that data mu t become information leading in the creation of 

knowledge. What happens in a ommunity is mirrored in an individual. The pioneering work 

of Bohlen and Bcal ( 19 7 id nti II 'd o five-step process that individuals progress through as 

they make a dcci ·ion t 1 I 1 t an innovation. Each of these steps requires a conversion of 

tacit or c pli ·it inllH"Ill Ill n as detailed in Tacit and Explicit Information. This information 

t:ithur t:om ·s lhnlu 1h '. t ·mal influences from outside the community or through influential 

members or the c mmunity. Individuals progress through these steps at different tempo often 

re ·ulting in their differentiation into separate groups defined by their rate of adoption. The 

adoption of Change in a community describes how these diverse paces of adoption affect the 

ability of an organization to make a decision and accept an adoption. The steps of accepting 

an adoption are; Firstly Awareness, the individual is simply aware the innovation exists. 

Details are lacking and it is a very passive stage. This awareness is usually driven by sources 

outside the community and tacit sources of information. Secondly, Interest; the individual 

wants more information. They begin to wonder if the innovation can help them. They may 

actively seek out new information, both explicit and tacit. Their quest is informed by sources 

both outside and inside the community. Next would be evaluation; the individual mentally 

examines the innovation using the information gathered, trying to determine whether it 

would really impact their work and how it would make their effort easier or better. This is a 

critical stage and the first one where the voices of the community (i.e. coworkers, friends or 

neighbors) are often the largest influence on an individual, rather than outside contacts. 

La t but not least is the trial stage. The individual actually tests the innovation to ee if reality 

matches expectation , usually with small-scale, experimental effort . Often at thi tage, any 

ource of mformation that is determined to be helpful will be u ·cd, although close 

community ties are till the mo t important. Individual arc looking for pecific help for their 

pc ific need. Fmally there i · Adoption· the individual like th innO\ atlon and adopts it 

who! heartcdly. It i applied to all urea of rel ant u c and the md1vidual often become· a 

ate for the innovation in the community. ommunity oi cs ur vcr unportant 

thi he pc d '' ith which each individual pa c thr u 1h the c vur · 

n th p rticul r inn v lion it ov r 1\l mpl it · n l 'u l h n 



disruptive it is to current workflows. The source of information also makes a difference. 

While inter conversion of both tacit and explicit information is important at each step, it is 

information from unbiased our that make the largest impact. For most people at most 

steps these sources consi ' t m 1inl r local voices in the community. It is sometimes hardest 

for salesmen to cngag · th st 1 11.: S f int ' rest and evaluation because of their perceived bias. 

People listen to communi! · I \ ld ·r: ( 1AP, 20 l 0) . 

1.1.4 Dcvt.'lopmcnt of banking ector in Kenya 

The Central Bunk. f en a ( BK) recognizes the financial inclusion challenges which the 

countr face '. The e include the cost of financial services and the distance to bank branches 

in remote area . Part of their approach to addressing these challenges is to promote 

innovation through mobile financial services and to address the delivery channel costs 

through increased use of agent banking (Central Bank of Kenya, 201 0). In contrast to the 

South American countries, Kenya has experience with both bank-based and nonbank-based 

agent banking models . With respect to the bank-based model, Parliament gave approval for 

banking legislation to be amended to enable the use of agents in June 2009, and the 

regulations for agent banking were published by the CBK in May 2010 (Guideline on Agent 

Banking CBK/PG/1 5, 201 0). 

Prior to the 2010 Guidelines on Agent Banking, the Banking Act did not address the issue of 

banks u ing agents to deliver financial services, so the CBK approved such arrangements on 

a case-by-case basis. Other relevant regulations which have enabled branchles banking are a 

200 regulation allowing microfinance deposit-taking institutions to u e agents; a 2009 

amendment to the Banking Act that allows banks to appoint agents to take depo it and 

P rfonn other activitic ; and a 2009 AML CFT bill which applie to both bank and n n-bank 

in titution ( GAP, 201 0). The draft regulation for the Provi ion of lectr nic Retail 

'l ran cr were launched by the CBK in February 20 \l.ln order to peed up the d · lopmcnt 

f th cnt banking regulatory fram \\'Ork, th BK mad u e of kn ' ledge c. change 

upport d by the lliancc or Hn ncial Inclu ion I· I . In ctob r 200 

BK Kcny 1 Banker 
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visited Brazil and Colombia, as these countries were identified as 'champions' of agent 

banking (CGAP, 2010). 

The Kenyan banking in lu tr ' h 1. b n expanding branch networking amid the introduction 

of branchless bankin • · sh.:m \J hi ch include the use of EFTs, ATM cards, SMS banking etc. 

BK (2009) ·I · 1rl ' tn It · 1t '.' that, branch network has been slowly expanding since 2002. 

By the ·nd ~)r Jun · 0 , Kenya had a total branch network of 930, as compared to 486 

brundu: · in th · 1 cri d ended June 2007. Further it is indicated that Nairobi province has a 

lurg~.: number f branch network while North Eastern province has never added any branch 

· im: ~.: the ear 2000. It has maintained 4 branches in the whole province. This indicates that 

many Ken an are left un-banked throughout the country counties, as banks have customer 

ba e concentrating in major cities. 

Fin Access Survey (2009), showed that 22.6 percent of the adult population had access to 

formal financial services through banks as compared with 18.9 percent in 2006. An 

additional 17.9 percent of adult Kenyans were served by other formal institutions, namely, 

micro finance institutions and SACCO societies compared with 7.5 per cent in 2006. The 

dynamism of the banking sector is expected to continue as banks seek new opportunities in 

the face of an anticipated subdued risk appetite. According to the CBK annual report 2009, 

banks are however expected to explore new opportunities locally and regionally to maintain 

growth momentum. Rapid rise of alternative channels of banking which include agent 

banking and electronic banking products through mobile phones and personal computer 

expected. 

Th 20 I 0 agent banking guideline allowed bank to start working in partner hip with 

nonbank-ba ed model . In March 20 10, afaricom and quity Bank launched a fu ll ·uving' 

ccount. 1hi i is ued by quity Bank but marketed a an 'M-P A ·qutt ace unt' called 

1-Kl.:. II . Like -P · A account . -KE H ac unt ha c no accc unt < p<:ntng f~.:~: '. 

minimum b, lance or monthly harg . But unlik 

P int r t do not h vc 1 limit on c unt b lane and 1rc linked to limill.: I 

iliti . nd unlike it r [J 1l tr ·quit • unt h ld~.: who Ill nl 
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transact at the bank's 140 branches, Equity's M-KESHO customers can transact at any of the 

28,000 retail outlets that accept M-PESA. M-KESHO is fully integrated into the M-PESA 

user interface on customer ' m bil phone, and is also accessible through Equity Bank's 

mobile phone banking cr i · . u t )111 'r' can deposit and withdraw money from their M

KESI 10 account by trun ·f rnn, \ alu' to/ from their M-PESA account, which they can in tum 

cash into or cash llllt fl\llll ,It an M-Pb A outlet. Deposits into M-KESHO are free but a 

small fcc is pu tll · li.H· '' 1thdra\J al ·. By the end of 2010, 600,000 M-KESHO accounts had 

bccnopencd(' '.\P.2010). 

A ·ur cy carried out by the World Bank in 2008, established that 80 percent of the Kenyan 

population did not operate a bank account, compared to 30 percent in South Africa, 60 

percent in Swaziland, 90 percent in Uganda and 92 percent in Malawi (World Bank, 2008). 

Another World Bank report of2009 revealed that on average only about 26 percent of people 

around the world had access to formal financial services. Out of these, only 20 percent of the 

population in Sub-Saharan Africa; 30 percent in Europe and Central Asia; 35 percent in Latin 

America; 32 percent in the Middle East and North Africa; and 25 percent in South Asia had 

accounts in formal financial institutions (World Bank, 2009). 

The limited access to financial services is attributed to three main challenges: limited scale 

(outreach), depth and the high cost of providing financial services. Essentially, the provision 

of financial services to many more people, especially in the depth of rural area , using 

traditional branch networks entails high costs (Helms, 2006). In an attempt to overcome these 

challenge , financial crvicc providers in a growing number of countric arc finding 

innovative ways of delivering financial erviees. The usc of I T i indeed providing a mean 

to incrca ing calc and depth, while reducing co t in the provi i n of financial ervicc . 

tudic uggc ·t that technology play a ignificant role in imprO\ ing financial ace · by 

taking financial ·crvtcc in a u tainable way to under- ervcd and un- crved area ( tcgmun 

lac ·en , 2006, and U DP, 2007). tudi a! or veal that tcchnolo 'tC · ·uch u · 

point -of- al (P ) d icc arc incn.: ingl ' bctn , u ed to 

rcdu or low-in orne client lv tur .. 0 ). 'I he c tcdmolo •h.: 

orth d lhcryo litun itl ni " . 
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1.2 Statement of the problem 

Pioneering banks, microfinance in titutions, and mobile operators started to experiment with 

banking agent networks in vari u countries around the world such as Brazil, Peru, 

Colombia, Kenya, Me i , P ki tun the Philippines, and South Africa. In Brazil, over 

170,000 agent point·, ·u ·h u · pharmacies, deliver a wide array of services on behalf of 

bunks, proccs:in, 11 pr{ 1m tt ·ly 2.5 billion transactions a year. Wal-Mart Bank in Mexico is 

using I ,000 W II- turt ·t rc (totaling 18,000 points of sale) as agents to offer its clients 

linunciul ·~..: rvil: ·-, including deposits and payments. These are not isolated examples, but 

ruther cvid~..:nce of hO\: transformational branchless banking is rapidly changing the access to 

finance land cape. Giving unbanked and under banked people the opportunity to access a full 

range of needed formal financial services could be a significant step toward more equitable 

and efficient financial markets (Lyman et al., 2006). 

This has been seen to gain root and interest in Kenya but has not received a lot of awareness 

from scholars with the emerging of technology. I have seen very little researches being done 

in this field to highlight the factors that influence agent banking adoption among commercial 

banks in Kenya. A good number of studies have been done on various aspects in the banking 

sector in Kenya. For instance, Ali (2008), determined the strategic issue management 

practiced by commercial banks in Kenya, whereas Otunya (2006), surveyed consumer 

adoption of mobile phone banking in Kenya, and Kisia (2006) determined factors affecting 

provision of services by commercial banks in Kenya to international business. Johnson 

(20 11 ), sampled on the factors influencing agency banking adoption by commercial banks in 

Kenya. For Johnson he carried out a survey on the four banks that have been currently 

licen ed to carry out agency banking. Given the novelty of agent banking in Kenya, there ha 

been no in-depth re earch tudy in thi topic, yet a at December 2010 entral Bank of 

Kenya had approved over eight thou and ( ,000) applicati n for retail agent· by ariou, 

commercial bank· ( cntral Bank of Kenya, 20 I 0). 

here r limited tudic that hav be n don out ide Kenya to highlight the factor, that 

influcn c tgcnt banking doption mong commcrci l bank . Kum r ct tL ) c:plt red 

p n lin bank outr h throu[l1 ret til p rtncr hip in BraziL imil trl • 0 ) 
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diffusion of innovation, he looks at how technology has only been adopted. Hernandez-Cess 

(2009), explored the impact of introducing banking agents in Mexico. Despite these studies 

having been conducted in developing untri , the findings may not be applicable in Kenya 

owing to certain cnvironm nt'll di ff r ' n c , (CBK, 20 l 0) . 

The Central Bank t) f K ·n ,, ( l ) recognizes the financial inclusion challenges which the 

country l tlc~:~. Th . .., · tn ·lud ' the cost of financial services and the distance to bank branches 

ll1 rcmot~: ur ·u ·. Purl f their approach to addressing these challenges is to promote 

innovation thr ugh mobile financial services and to address the delivery channel costs 

through increa ed u e of agent banking (Central Bank of Kenya, 201 0). Will agency banking 

be more ucce sful in other countries than mobile money has been? Mobile banking was very 

fast to be adopted by mobile companies and took root in the Kenyan economy like bush fire. 

So I set out to find out what is it that is making agent banking not being adopted by our 

commercial banks? 

The study will seek to answer the following questions 

a) What is the extent of adaptation of agent banking? 

b) What are the factors that influencing adoption of agent banking in commercial banks 

in Kenya? 

1.3 Research Objective 

The objective of the research is to determine the factors that influence the adoption of Agent 

Banking in commercial banks in Kenya. 

1.4 Importance of the tudy 

"I hi tud \ ould, fir t and fo remo t, be able to a i t Kenyan commercial bank in 

idcnti ying factor · that that arc inhtbiting or influencing th adoption of agcnc banking to 

their network growth. ·r he e factor ~ can be m nitorcd and r gulatcd tf \ ithin the 

r niz ti n ability and I o tho ·c th t arc beyond their c ntrol to be anllctpatc l. 

0 



It would also be important in knowing the role of agent banking for commercial banks. The 

research could also help in assessing the development and growth of agent banking. Fourthly, 

the study would also assi t th banking industry in easy identification of agent set up points 

and their critical succ , fu tt r . ln addition it would help the business owners to know the 

challenges that b·mks tr !l1 ·ing in adopting agent banking and can come in to offer 

adoptable solutwn ·. 

Lust but not ka ·t, the rc 'earch would enable banks see how successful the same has been in 

other ~.: untric and hO\: they have overcome various challenges they had. This study could 

ul 'O contlibute to the body of knowledge and to adding information on the banking industry. 
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2.1 Introduction 

CHAPTER TWO 

LITERATURE REVIEW 

A major obstacle to lin lnL'hll in ·lusion i · cost, not only the cost incurred by banks in 

servicing low vulu · 1 · 'l tlllt · and c tending banking infrastructure to underserved, low

income urcus, hut 1l: th' co ·t mcurrcd by poor customers (in terms of time and expense) in 

rcuching lunk. bnmche . chic ing financial inclusion therefore requires innovative business 

model· that dramatically reduce costs for everyone and thus pave the way to profitable 

c ten ion of financial services to the world's poor. In this chapter it presents the concept of 

adoption of innovation, the global development of agent banking, agent banking in different 

countries and their success factors of agent banking adoption. 

2.2 Theoretical Framework 

2.2.1 Agency Theory 

Agency theory argues that in the modern corporation, in which share ownership is widely 

held, managerial actions depart from those required to maximize shareholder returns (Serle 

and Means 1932). Agency theory broadened this risk-sharing literature to include the agency 

problem that occurs when cooperating parties have different goals and division of labor 

(Jensen & Meckling, 1976, - Ross, 1973). Specifically, agency theory is directed at the 

ubiquitous agency relationship, in which one party (the principal) delegates Work to an-other 

(the agent) who performs that Work. 

Agency theory attempts to describe this relation- hip u ing the metaph r of ex contract 

(Jcn en · Meckhng, 1976). Agency theory re-establi he the importance of mccnti c and 

clf-intcrc t in organizational think ing (Pcrrm: , 19 6). Agenc theory remind u that much 

r' nizational life,\ hcthcr we like it or not i · ba cd on clf-mtcre t. gcn · the r also 

mph iz the imp rtancc of a common problem tructurc aero · r search topic . Barn' 

nd de ribcd it, org·miz llion rc carch h \ be orne in rca in'' • t pic rathct 

nt r . th r r mind u th 1t common pr blcm tru lute d l c. i t 
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across research domains. Therefore, results from one research area (e.g. , vertical integration) 

may be germane to others with ex common problem structure (e.g. compensation). 

The cornerstone of agen th ' )r is the a umption that the interests of principles and agents 

di verge. According t > ·1 theory, the principal can limit divergence from his/her 

interests by est 1bllshtn ' 'IJJ I'OJ riatc incenti ves for the agent, and by incurring monitoring 

costs designed ({ limit pportunistic action by the agent. Further, it may pay the agent to 

spcnd n:soun.: · · nding co ·ts) to guarantee that he/ she could not take certain actions that 

would hurm the pnnc1pal or to ensure that the principal would be appropri ately compensated 

if he/ ·he doe take such action. That is, the agent may incur ex-ante bonding Costs in order to 

win the right to manage the resources of the principal (Jensen and Meckling, 1976; Ross, 

1973). 

Agency theory also makes two specific contributions to organizational thinking. The first is 

the treatment of information. In agency theory, information is regarded as a commodity: It 

has a cost, and it can be purchased. This gives an important role to formal information 

systems, such as budgeting, MBO, and boards of directors, and informal ones, such as 

managerial supervision, which is unique in organizational research. The implication is that 

organizations can invest in information systems in order to control agent opportunism. A 

second contribution of agency theory is its risk implications. Organizations are assumed to 

have uncertain futures. The future may bri ng prosperity, bankruptcy, or orne intermediate 

outcome, and that future is only partly controlled by organization member . Environmental 

effect such as government regulation, emergence of new competitor , and technical 

mnovation can affect outcome . Agency theory extends organiLational thinking by pu hing 

the ramification · of outcome un ertainty to their implication for creating ri ·k . nccrtainty i · 

i wed in tenn · of n ktrc\ ard trade-off not ju t in term of inability to pr ' -plan. rh' 

implication is that outcome uncertainty coupled \ ith difference. in willingn~: ·s to ace pt ri ·k 

hould influence contract · bct\'.·ccn principal and agent. 



2.2.2 Theories of fmancial innovation 

Financial innovation is the act of creating and then popularizing new financial instruments, as 

well as new financial tcchn l gi . , in titutions, and markets. The innovations are sometimes 

divided into product or pr · '·s 1riants, with product innovations exemplified by new 

derivative contracts, n '" 'l) q )rat' sccuritic , or new forms of pooled investment products, 

and process im1 rm l'lll ·nt · l pt ficd by new means of distributing securities, processing 

lrunsuctions, r 1 n ·tng tran ·actions. In practice, even this innocuous differentiation is not 

ckur, n · prm:~.: · · and product innovations are often linked. Innovation includes the acts of 

invention and diffu ion, although in point of fact these two are related as most financial 

mnovation arc e olutionary adaptations of prior products (Josh Lerner and Peter Tufano, 

20 ll ). 

2.2.3 Merton theory of Innovation spiral 

Merton ( 1992) coined the term "innovation spiral" to describe the process whereby one 

financial innovation begets the next. Sometimes this spiral has one successful innovation 

providing the raw material, or building blocks, for another. For example, the innovation of a 

futures market in a particular commodity can allow financial engineers to build specialized 

and more complex over-the-counter (OTC) products using dynamic trading trategies . An 

Innovation need not be successful, however, to be part of the innovation spiral. The 

Innovation spiral is not unique to financial innovations; elsewhere one innovation can 

produce follow-on effect including lowering the barriers to subsequent innovation. For 

example, in electronics, semiconductor innovations have made po ible a ho t of product 

ranging from per onal computer to indu trial application to handheld devic . imilarly, 

the technology developed for un ucce · ful pioneering per ·onal digital a i ·tant , ·uch a · 

G Pen pcratmg } tern and Apple' ewton, ultimately led to the ucce · of the 

Bl B rry and iPhone. nee one acknowledge· the cxi tence of an inno at ton plrtll, one 

mu l re gnizc that ction that might di courage u certain inno ation could hu 

impli r th dcvcl pm nt of ub cquent inno at ion . 



2.2.4 Kane's Theory of Regulatory dialectic 

According to Kane (1 Q77 Inn) '\tors look for opportunities that exploit regulatory gaps, 

regulators impose n ''" r • ~ul.ltit ns, and each new regulation gives rise to new opportunities 

for mor~ innov·ltwn In tht · back and forth, the regulatory system can be at a disadvantage 

for n vurit.:t or r ·as n . Hr ·t, many regulatory bodies have mandates that are defined by 

product or l .' 111 ·tituti n rather than by function. For example, consider just a few of the 

product · that delt\ cr equity-index exposure: baskets of stocks, index funds, exchange-traded 

fund· (ETF ), futures contracts, index-linked annuities, indexed-linked certificates of deposit, 

and variou tructured notes. Suppose that one wanted to regulate equity exposures broadly. 

One \ ould ha e to coordinate activities between the Securities and Exchange Commission 

(SEC), Commodity Futures Trading Commission, banking regulators, and state insurance 

regulators for just a start. Without broad mandates or functional jurisdictions, opportunities 

for regulatory arbitrage through innovation could occur. Second, even a well-staffed, 

reasonably well paid, and highly talented regulatory agency is up against a world of potential 

entrepreneurs and innovators. Inevitably, regulation would tend to react to innovations, 

tYPically with a lag. From the perspective of systemic risk, this responsive approach may be 

appropriate, as innovations early in their S-curve adoptions are unlikely to pose economy

wide risks, and are probably bought and sold by the more sophisticated set of adopter . 

2.3 Agent Banking Critical Success Factors 

1 hi refer to tho e factor which are important to future competitive ucce of indu try 

member·. The e factor include product attribute , competitive capabilitie , re ourcc , 

competencie , market achic ement etc. It is very imp rtant for the tratcgi ·t · to under tand 

th land cape of indu try in order to identify the mo t important competiti\ c ·uccc ·. factor . 

Due to change in driving force and c mpetth e ndition , th k u ce · fa ·tor· of on 

indu try differ from other. Banking indu try i broadl divided mto two t pes of banks i.e. 

virtu 1 b nk and bri k nd mort r bank . BK 2 t 1tc that ther • ar m.m 

nd p ruti n tl 

b in pl 

in mplo in • 

nk m \ th tr 
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trusted way through existing local retail outlets. Agent banking requires a generally good 

infrastructure in terms of road n twork, communication and information technology. 

Considerations should be mad for ur a that arc hard to reach due to a poor fixed 

infrastructure and poor trun ·p rt ·t m (Ros ', 1973). 

2.3.1 Technology md Ul' t rnt '' 

Lutcst techno to • pia · a , cr 1mportant role in the banking industry. It helps in introducing 

innovutiv~ product · ace rding to the demand of consumers. Technology can be used to lower 

down the co ·t f tran action and improve the quality of products. For example when the 

bunk· realized that they can lower down their transaction cost by installing A TMs and debit 

card they did o. It saved the overhead cost and improved convenience for customer by 

providing 24 7 service. Online banking is increasing tremendously due to rapid 

technological change. Industry of Agent banking is attracted by low cost. Competition is 

uch high that to survive in industry low cost is very important. As agent banks have no 

physical existence of branches and ATM network so they have great advantage to offer the 

banks products at lower rates than brick and mortar banks. Due to low overhead cost, agent 

banks are charging lower transaction cost which gives them a plus point (Perrow, 1986). 

2.3.2 Product innovation and brand image (recognition) 

Product Innovation is one of the major success factors in the banking industry, since all the 

banks are offering similar products therefore differentiation is very important for the future 

urvival. Banks are trying to come with different innovative product in order to differentiate 

them elve from other banks. Brand image play an imp rtant role in electing the pr duct or 

bank. For example City group and Bank of America arc two major player in the indu try 

with huge r ource and they have major market hare a " ell. That' " hy mo ·t of th 

pc pic \ i h to be their u tomer . On the other hand, agent bank· arc not s much popular 

nd hav a low market ·hare. In thi wu . market hare and brand uwurcnc ' '!thin bunking 

indu t i a major concern for them (l 1ora yn ki. 2007). 
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2.3.3 Size of the company, location and convenience 

Size of the company i an imp rtunt key success factor. In banking industry size of bank 

refers to the total m rJ...ct ·hnr , t tal assets, total number of branches and ATM's, total 

number of custom ·rs ·t . Bri ·k und mortar banks have a good market share due to which 

they can competl' elf ·I (Ro ' ', 1973). lt is important to note that convenience attracts 

consumers. hH , un1 I · if a bank has wider network then it will be convenient for the 

customers t nm • tt an ·actions easily. In this case Agent banks have advantage over brick 

und mortar bank . Internet only banks can be accessed anywhere in the world through 

internet. fhe grov th of the internet in the last few years, has forced many brick-and-mortar 

bank to con ider and develop online banking (The State Bank of Pakistan, 2007). 

Ma and Siediek (2008) are of the view that a bank without a large network of branches faces 

a challenge of failure to bank with another bank due to associated charges. Ultimately, scale 

and ubiquity are best achieved by tapping into shared or interoperable networks of agents that 

serve multiple banks; much like a POS enabled store today can accept cards from Visa or 

MasterCard issued by any bank in their respective associations. lvatury and Mas (2008) 

describe a system whereby the agent has a contract with at least one bank but may service 

customers of other banks with which it does not have a direct contract as long as the agent 

transactions for these other issuing banks are governed by the contract between the agent and 

it own acquiring bank and a separate agreement between the issuing bank and acquiring 

banks. 

The ucce of agent banking is al o based on the ea e of banking by the agent. In Bra1il [! r 

example, the available technological network allO\ any agent to dep sit ca ·h rec ived in 

any bank to be tran ferred to hi own bank at no fee. It i therefore not ncce ·sary for an ag nt 

of one bank to travel long di ·tance to dcpo it ca h in hi · O'\i n bank branch. A utlubility of 

a ent channel i vital in en ·uring a wide reach by the bank thr ugh tt · retail agent , 

rbun rca have numcr u deli cry ch nn ·I for e. ampl • hops, 

up ·nnar t nd ph, nn 1 (Kum r ct.al 2 0 ). 
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2.4 Agent banking perception of failure 

As is common with other new rvi e , customer, provider, and regulator confidence in 

branchless channels i till frn li \ '. A high-profile failure could diminish the trust of 

consumers to adopt, th lJ f ·tit ' of industry to enter, and the openness of regulators to 

enable. Consum ·rs, 'Vl'll 1 ( r con ·umcrs, appear willing to make the transition to using bank 

agents und d cdnmi · ·hannd · a · long as they trust the provider. Trust in the brand of the 

ultimu t~.: provttk r ma be ·ufficicnt. Users of branchless banking may not even have to trust 

the ugcnt · ( lorac n ki 2007). 

A· a ide etTect of pervasive communications, news and rumors spread faster than ever. A 

21 t century bank run could happen in hours instead of days as customers learn of problems 

and move their money electronically. Recently, the Kenyan news reported the effects even of 

a short-term disruption of the M-PESA service: "A technical hitch in the M-PESA money 

transfer service caused anxious customers to crowd at service outlets to have their accounts 

updated. Customers had initially been barred from accessing the premises on safety fears 

after their demands for an up-to-date reflection of their accounts got boisterous. Several 

administration police officers were deployed to the centre to boost the efforts of private 

guards in calming the angry crowd" (Business Daily 4 August 2009). 

2.5 Empirical Review 

Agency banking requires commercial banks to rely to on the existing in fra tructure in term 

of upermarkets, credit unions, hotels and petrol station reach out to cu tomcr . Ba cd on 

the ongoing announcement of financial result by commercial bank , input of agency 

banking into the profit minimal though the financial in titution arc O\ ing to intcn ·ify 

rc ruitmcnt of more third partie to a ist in expanding then market ·hare. 

lndu try player argue that agency banking could ha a more po thvc impact in th, results 

b in, r lea cd if ntral B nk of Ken ·, ( BK) launched prudential guideline carl enough 

Th Pc plc [) ily l m n.: h, 2011). 
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Only about one-quarter of households in developing countries have any form of financial 

savings with formal banking institution : 10 percent in Kenya, 20 percent in Macedonia, 25 

percent in Mexico, 32 perc nt in Bangladesh. Yet access to financial services whether in the 

form of saving , paym nt • 'r ·lit or in UI·ance is a fundamental tool for managing a family's 

well-being and pn du It • ·upu ·ity: to smooth expenditure when inflows are erratic 

(occasional work s \1 · n,tht of crops), to be able to build up purchasing power when 

c pcnditurl: · ·tr · J:u 1 • and ·poradic (school fees, buying seeds), or to protect against 

l:llH.:rg ·n 'll:S (natural di ·a ·tcr ·,death in the family) (Ivatury, eta!. 2008). 

Agent banking i not new in the world. It has been used very well in Latin America and Asia. 

There are fe\ African countries that have taken up agency banking. The agency banking in 

Kenya guidelines were enacted in 2010. Banks must first apply to central bank of Kenya to 

get approval to conduct agency banking business. The board of directors of each banking 

institution interested in agency banking must make policies guidelines and procedures to be 

followed to ensure that. (http://bankinginkenya.com/233/agency-banking-kenya). Keen to 

take advantage of the cost-saving and accessibility brought about by the agency banking 

model, Kenyan financial institutions have over the last six months embarked on an 

aggressive entry into the segment. But many are finding that agents lack capacity to handle 

large transactions of cash and under-spend on security measures. 

So far, Equity Bank, Post bank, Co-Op Bank and Kenya Commercial Bank have launched 

foray into the segment, with some already claiming that identifying agencies that are able to 

provide ca h to customers is becoming an industry challenge. Recent data from the entral 

Bank of Kenya (CBK) reveal that the regulator ha licen ed over 10,000 e tabli ·hm nt to 

act a · agent bank , with Equity claiming to have out ourced orne of it operati n · t 5,000 

active out! t (CBK, 201 0). BK data ho\ 6,513 agency outlet \ ere opened in 2010, 

mo t of which arc bcmg operated by Equit and - pcrat1 c b nks. K B hoped to open 

bout 2 500 agency branche that car, while Po t bank hoped t open 00. But tdenttf mg 

~cnt •ho rc cup ble of hand lin 1 c h tran acti n cftictcntly ha be n challcn 1 li.H th 

r rep rting th t c l h i o ten lrce even ri in 1 r ar o t ccuri t 

m unt t th uti t . 
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Analysts say that the development may ari c from the fact that many of the available outlets 

have already been snagged b mobil phone companies, who have relied on their agents to 

fast-track uptake of mobile m n' ' )}ution uch as M-Pesa, YuCash, Orange Money and 

Airtel Money. Current!). t '~.:r . 0 000 outlets around the country are enrolled as mobile 

money transfi:r a' ·nts, I t\ in, h·tnk ' with a smaller pool of businesses from which they can 

pick th · cush ri ·h tlJ ·ratt n · they need to roll out agency banking model. Some banks, like 

Co-ol ~.:rutivc, h \\ · tn ·tcad opted to partner with cash-rich Sacco's in order to get around this 

is ·u~.:. Thl.! dl.!\ dopmcnt could force some banks to consider deeper partnerships with mobile 

linn', u ·elution that the governrnent has increasingly been advocating for. The CBK 

encourage banks to share infrastructure to gain economies of scale; and to reduce overheads 

through increa ed use of ICT, agency, and mobile banking. We will extend credit referencing 

to haring of positive information by banks, (CBK, 2009). 

The agency banking model which was rolled out in May 2010 has drawn interest from the 

financial institutions. As at June 30, 2011, the Central Bank of Kenya had granted approval 

to 6 commercial banks to roll out Agent Banking Network. Over the same period, 6,513 

agents had been granted approval. The introduction of agent banking is intended to enable 

institutions to provide banking services more cost effectively to customers. It is expected that 

this initiative would enhance financial access for those people who are currently unbanked or 

under banked (CBK, 2011 ). On agency banking no much research ha been done looking into 

the agency problem and adoption of the same. Table 1 below shows a review of individual 

who have attempted to look into the agency i sue and tho e who have come clo ·e in talking 

about the agent banking. 
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Table 1. Review of Previous researche carried out in relation to Agency banking 

Author (Year) Title Objective Method 

Gatwiri S .K (20 11) Extent of Detennine to what Descriptive analysis-
implcm nt ttion f extend commercial banks Sampling Technique 
ag n ·y bank in 1 in have adopted agency 

'l HtHtH: r ' t<ll banks banking -
David W.N ( .0 II ) .-\dn1 tt n of agent I low residence are Case study of 

ban 111 , ·crvicc ' adopting to introduction kawangware area 
am ng rc ·idcnts of of agent banking in the residents 

a~ angwarc area in area. 

Nairobi 
Nancy K. (- 0 II) Relationship between Determine the Use secondary data 

electronic banking & relationship between collection framework 

financial performance electronic banking and 

of commercial banks commercial banks 

f-- in Kenya performance 

Angara E.O (20 1 0) Strategic response Establish the strategic Use of A case study 

adopted by K.C.B in response adopted by K.C.B 

changes in K.C.B to address changes 
environment in the environment 

Beatrice W.K. Analysis of fi nancial Analyze the financial Census urvcy 
(20 1 0) innovation in the innovation in the banking 

Kenyan banking sector sector 

-
Nyangayo G.O. Factors influencing Determine the factors Census study 
(20 12) adoption of agency influencing agent 

.__ 
banking in Kenya banking adoption 

In many developing countries, consistent economic growth over the pa t decade ha brought 

new wealth and demand for financial ervices while liberalization ha led to increa ed 

competition in retail financial service m many place . A a re ult, the reach and co cragc of 

the formal financial ector has grown. Technology ha played a role tn th1 ' e pansion, though 

we hould not over ·tate it role to date. In fo m1ation technology ha · pnmanl helped to 

en ble c. pan ion through more conventional banking channels, uch u branch und I M 

I· r :ample in grm' ing from 0 to million dcpo it cu tamers in tiv )car 1c ic '·Banco 

zt u d a robu t el tr mi b nking t m to connc t ltr 'C network mini-branchc 
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in stores of its parent Elektra, a large seller of consumer durables, and other retail chains 

(Rhyne 2009). 

Branchless banking schcm · t \ t llr) ly have been built around payments and domestic 

remittance services. Mor · th 111 half or M-PESA customers use the service primarily for 

remote person to p ·rslm 1 ,\ m nts; payments to businesses make up three quarters of 

trunsuctions at 1 nvili,m · rr · ·p ndcnts. However, services beyond payments are already on 

olT~.:r und ur · u · ·d ) Jm: -income customers. In less than five years, Banco Azteca had 

op~.:ned '.1 milli n depo 1t accounts and 8.3 million loan accounts and has sold 11 million 

in ·uruncc policie , largely to lower income Mexicans (Rhyne 2009). 

Ma and Siediek (2008) are of the view that a bank without a large network of branches faces 

a challenge of failure to bank with another bank due to associated charges. Ultimately, scale 

and ubiquity are best achieved by tapping into shared or interoperable networks of agents that 

serve multiple banks; much like a POS enabled store today can accept cards from Visa or 

MasterCard issued by any bank in their respective associations. lvatury and Mas (2008) 

describe a system whereby the agent has a contract with at least one bank but may service 

customers of other banks with which it does not have a direct contract as long as the agent 

transactions for these other issuing banks are governed by the contract between the agent and 

its own acquiring bank and a separate agreement between the issuing bank and acquiring 

banks. In comparison to the other countries, a relatively large proportion of the Brazilian 

population is 'banked' (43%).This can partly be attributed to the fact that Brazil ha the 

large ·t agent network in the world and is widely cited a a country where banking agents 

have been ucce fully u ed to expand financial acce . An extra 13 million unbanked people 

have been reached (A I, 2011) and more than 160,000 retail outlet · turned into 

corre pondcnt mce 1999. The e agent can be found in all mumcipalitie ' in Brazil. Mo ·t 

'Cnt arc commercial e tablt hment , uch a gro cry tore , po ·t office', not.mes and 

utlct . 1orc than 47 000 of the ·c outlet arc authoriz d to handle deposit · and O{ en 

c unt P, 2010). 
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In Peru, where, as at 2007, only 26% of the adult population has a bank account .The agent 

network in Peru is growing rapidly, there were 1,689 agents in 2006 and 9,204 agents by 

December 2010. The c agent or mainly pharmacies, grocery stores and other retail 

establishments. The e t nd t b' ·mull retail establishments, although there are some larger 

agents, such us Lu ur 1 ·a , ,, lur 1' retail chain. Roughly 8% of districts, accounting for 16% 

of the population. mm h,n · accc · · to bank services exclusively through agents. These agents 

l:HITil:d out up1 ro . million transactions per month ( 45 million transactions in the 

yt.:ur). llow •v ·r. tunc· thi · amount of transactions per month were performed at A TMs, and 

llu.: total vulu, through A TMs was at least 2 times larger than agent transactions. In 2010, less 

lhun 50° o of the total financial system transactions were conducted inside traditional bank 

branches and ATMs; POS terminals accounted for 36% of total transactions (SBS & CGAP, 

2010). 

But in Kenya, only 22.6% of the adult population has a bank account. There are, however, 

more than 45,500 agents offering financial services. In terms of branchless banking, Kenya is 

probably best known for nonbank-based models, specifically those launched by MNOs. M

PESA was the first and is the most famous of these models. This service was launched in 

2007 and by April 2011 had more than 14 million35 users and 27,988 agent outlets (CBK, 

20 l 0). A bank may seek to completely outsource client contact to retail agents, following a 

low-value, high-volume strategy. Such a bank is likely to target lower income customer who 

have little demand for more sophisticated financial products and for whom tran acting at a 

local store without the formality of a branch is more appealing. The bank would need to 

emphasize marketing and branding. It will need to de ign very simple product that arc ca y 

to under tand to minimize reliance on agent staff. Retail agent would have to dcpo ·it r 

withdra\ exec funds at other bank ' branchc , which may rc ult in ignificant interbank 

fcc for the bank. Lemon Bank, in orthea t Braztl, ha · 5,700 ag nts and not a ·mgl 

phy ical bank branch ha ecn to adopt tht tratcgy and cttmg up tt · agent . Lemon Bank 

u c about 16 network manager for it 5 5 0 point net\ ork. 

2 7 tudy ondu ted in Ken by novut cov rin' ( di trict in Ken · 1 hm • ~.: l th lt 

m 11 r l il; in m1 I utlct (kit 
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study showed that the ubiquitous shopkeepers found in every estate, village and even 

footpath are the most frequent our c of soft loans as well as goods on credit and that THE 

Majority of Kenyan turn to th m fr qucntly. This study revealed 74% of those that had 

loans obtained credit from th ir lo ·a! shopkeeper, whose Main strength is the proximity to 

the customer and th Ct ·t that th •y arc normally liquid. The study indicated that banks, 

though f'or long b ·It , · 1 t b • th • main source of credit to Kenyans, ranked third with saving 

and (.;fl:dit sot:i ·til' · ace '·) coming second. The realization made policy makers to 

brainstorm on h , to bring more inclusion in the prejudice that banking was a preserve of 

big bunk· with n place for customers wearing gumboots and carrying crumpled notes. 

Kamotho (-009) carried a study on mobile phone banking. The study covered the two main 

dominant mobile banking service providers- safaricom and zain. From inception the mobile 

phone subscribers have a total of 8000 outlets agents. This number tripled compared to 876 

branches and 1424 ATM for commercial banks (CBK, 2008). The survey was informed by a 

quantitative survey on m-banking services and demand. Data on usage and exploration 

Patterns were gathered through reliable cluster sampling techniques using comprehensive 

questioners. It was observed that competition triggers innovation and creativity. Continuous 

innovation not only yield new products but rather promotes efficiency in the performance of 

activities. Hence lowering the transaction cost. This finding is also confirmed by (Tufano, 

1989). Contrary to popular wisdom that mobile phone money services arc meant for transfer 

and remittance, his findings concluded that 96% of the respondents used the M-banking 

crvices as form of funds storage. It is from this that commercial bank management tapped to 

get the e deposits to boo t the banks liquidity in the e changing time of the economy. 

Agency banking is een to a ist cu tomer offload the extra fund that they have to agent at 

minimal fcc · and avoid ri k of money lo . 

2.6 onclu ion 

Thi tudy cck to determine the f ctor that influence agent bankin , l(loption among 

bank in Ken a. V riou untric h vc mbr 1 cd it \\ ith open hand like 

outh fri ' · ·r hi tud ' i 

m K ny t mbr th , ·nt b nkin ' t 

2 
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agents. The technology kicked of like rapid fire with the introduction of Safari com agents but 

slowed down when CBK appro ed the usc of agents by commercial banks in 2009. 

Agency should b i " t 1 , 1 pre ursor to a more robust framework designed to increase 

access to credit u · tlu 1s th · k ' that could unlock economic activities in the so called remote 

arcus. Ag ·n · , l an kin ·nhancc · the opening of bank accounts to the unbanked and increases 

the tinan ·1,11 Itt •rJ · ~ b aiding people to have a better appreciation of and consumption 

linmu.: ial ,·en 1 ·c ·. r hc commercial banks stand to benefit more on the embracement of agent 

bunk.ing a · 1t allm: s more roll out of much more granular distribution network without 

incrca ing the costs on setup and operational costs of large branches and ATM lobbies. For 

the client agency could reduce the cost of service delivery as they do not have to walk far in 

earch of an operational branch network to be able to access financial assistance. Fraud and 

money laundering still remain s the major enemy to agency banking, thus measures, 

guidelines and a stringent regulatory framework is necessary to counter this challenge. 

This study would assist in knowing what needs to changed, adopted or removed from current 

policies to ensure agent bank strives like in the aforementioned countries. 



3.1 Introduction 

CHAPTER THREE 

RESEARCH METHODOLOGY 

This chapter focus d m , ·rail m ·thodology that was used in the study. It involved the 

methods the res · tr ·h ·r u · ·d t collect the data for the study. These included research design, 

target populution. ·umplmg procedures, data collection and analysis procedures with the 

expected r • ·ult · u · u rcprc entation of the study. 

3.2 Re earch Design 

The tudy was be conducted by the use of the descriptive research design aimed at 

determining the factors affecting adoption of agent banking amongst commercial banks in 

Kenya. The choice of the study was favored by the small number of banks currently listed in 

the NSE and those already operating agency banking in Kenya. Also most of these if not all 

have their headquarters in Nairobi thus making it easy and cost effective to contact them. 

Descriptive study aims at finding out the what, where and how of a phenomenon. According 

to Serakan (2003) a descriptive study is taken in order to ascertain and be able to describe the 

characteristics of the variable of interest in a situation. This was be the best method as the 

tudy seeks to find out the factors influencing the adoption of agency banking by commercial 

banks in Kenya. 

3.3 tudy Population and sample 

The target study population compri ed of all the 44 commercial bank in Kenya a per the 

BK 20 10 annual report. Due to the mall ize of the target population a urvey of the 

Untv r ·c \ a done. 

3.4 Data oil ction 1 1 thod 

In thi cmpha ·i ,.,.. given to primur data. The primar d tu wa collected u in, 

qu tionn ire. 'I he t rgctcd rc pond nt w r top management nd middl man. , mcnt who 

impl mcnt ttion. h c qu ti nn ur rc p nd nt pet onall , 

tim tn i ubt th It the 



respondents might have regarding any questions. It would in essence help me introduce the 

topic motivating the respondent to give honest, reliable answers. According to Anderson and 

Pole (200 1 ), postulate that n data ha been collected, the researcher must be able to 

interpret it reliably al a I f-n imini tered questionnaire is the only way to elicit self-report 

on peopl 's opinion. ttlitu ks bdicf:· and values, however questioners were dropped to be 

collected later on n. r r •s1 ondcnt · who had no time to answer on the spot. 

3.5 Dutu unuly ·i · method 

De ·criptivc tati tic \J ere used to analyze the research data. Descriptive statistics describe 

the main feature of a collection of data quantitatively using frequency tables, percentages, 

arithmetic mean and standard deviation. I incorporated factor analysis in the data analysis. 

The arithmetic mean is a measure of central tendency which may be used to represent data in 

an entire population. Standard deviation is a widely used measure of variability in statistics 

and probability theory. It shows how much variation there is from the mean. A low standard 

deviation indicates that the data points tend to be very close to the mean, whereas high 

standard deviation indicates that the data are spread out over a large range of values. 

3.6 Reliability and Validity 

Reliability means dependability or consistency and validity means truthfulness. It refers to 

the bridge between the construct and the data (Neuman, 2000).True worthiness of the data 

collected can only be evaluated by the participants themselves. in this study given that 

questionnaires are used to collect data, the findings could be the opinion of respondent 

hence the findings may not repre ent the real practice of tho e commercial bank , their 

reliability and validity can only be deri ed from the tru t worthine of there pondent . 
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CHAPTER FOUR 

DATA 

4.1 Introduction 

This chapter pres ·nt · 1n ll ·i · and findings of the study based on the interpretation of the 

dutu coli ·ctcd. l'hl' r · · 'Jr ·hl!t received thirty (32) responses from a total of forty three (44) 

que ·tionnuin.:s dt ·tn ut d, v hich represents 73% response rate, thus enabling meaningful 

datu unul ·i ·. 

• Respondents 

• Non Rsponse 

Source (Author 2011) 

Chart on response rate received 

4.2 Respondents' Profiles 

This section shows the demographic details of the respondents. The respondent were asked 

to tndicate their position in the bank. There ults are hown in Table 4.1 . 

Table 4.1 Respondent level in the bank 

Percenta 
12 

15 
5 

32 

.I how th t % of the r~ p nd nt wcr in t >p m m 'cmcm p > it ion 7% in 

rnt dl m nt nd nl l Yo in I ' th t t ' nt b nkin ' in 

28 



most of the bank is still in the table been debated by top management and overlooked by 

middle management. Most of the agent banking activities has not yet been full 

operationalized. 

This section shows tht: 1 'rim! rc ·pondcnt has worked. The respondents were asked to 

indicate number of y ·tr · \ ( rkcd in the bank. The results are shown in Table 4.2. 

Tub! ' ·- Rc ·p ndcnt ' length of service in the bank 

Number of Year Frequency Percentage 

0-5 11 34% 

6-10 16 50% 

11-15 4 13% 

16 and above 1 3% 

TOTALS 32 100% 

Source (Author 2012) 

As shown in Table 4.2, 84% of respondents had served for up to 10 years in their respective 

banks, possibly implying new employment opportunities due to growth, high turnover and lor 

early retirement. The respondents were asked in a follow up interview for how long they 

have served in their current role. All the respondents had served in their current positions for 

less than 5 years, which may imply job rotation, upward career mobility, and the creation of 

posts arising from the introduction of agent banking. 

4.3 Bank' Profile 

The re pondents were asked to mdicate how many year the bank have been in operation. 

'I h rc ult are hown tn Table 4.3. 
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Table 4.3 Years the bank has been operational 

Years in operation Frequency Percentage 
I--

0-5 8 25% 
I--

6-] 0 13 41% 

11 -15 7 22% 
-
16 and above 4 12% 

'I 'O'l 'A. I .S 32 100% 

' ourcc (Author 0 12) 

A' 'hown in Table 4.3, 25% of the banks have been in operation for less than 5 years with 

41 °'o been operational for between 6-1 0 years. This shows than many new banks are coming 

up to take up the market that is yet to meet the countries requirements for diverse banking. 

Only 34% of the banks have been operational for above 10 years but compared to the number 

of years employees have worked its only 16% of the employees have been able to be 

maintained for years above 10. Only 12% of the banks have survived beyond 16 years 

showing that our country is still young in terms of banking services. 

The respondents were asked to indicate the number branches their respective banks have in 

Kenya. The results are shown in Table 4.4. 

Table 4.4 Branch Network 

Source (Author 2012) 

-
]"umber of branches Frequency Percentage 

~- 1 0 8 40 

~-30 13 37 1-

l_l-50 5 10 

l_1-I 00 3 3 

~ cr 101 3 10 . 
T 32 I 100 .......:...,otal 

30 



14 

12 

10 

8 

6 

4 

2 

0 

ourcc ( uthor 20 12) 

Frequency 

Figure 4.4 Branch network Bar graph 

0 '1·10 

··11-30 

031-50 

051-100 

•over 100 

A hewn in Table 4.4, 77% of the respondent banks had a total of 30 or less branches, while 

only 13% had a branch network of more than 50 branches. This shows that only a few market 

players own the majority of banking outlets which may imply that the costs of setting up a 

branch are prohibitive. 

The respondents were asked to indicate the number of employees in their respective banks. 

The results are shown in Table 4.5 . 

Table 4.5 Number of employees 

Number of employees Frequency Percentage 

U_p to 200 6 19% 

20 1-500 6 19% 

501 1000 10 3 1 °/o 

~0! 2000 
4 12% - ~ 

bo e 2001 6 19°/o 

otal 30 -
100 °/o -

ourc rAuthor 2012 ( ) 

shO\ n in 'I able 4.5 3 % of the rc p ndcnt bank had lcs. than s 0 cmpl ·cc .. whil, 

1% had over 1 000 employee · nly 1 % of the b· nk h. d ovcr 2 0 0 cmplo ee . ·1 hi 

r fl t th m rk t I minan Y t fi ' 



4.4 Banks' Likelihood of Agent Banking Adoption 

Table 4.6 Banks' likelihood of agent banking adoption 
r--

1- Score Respondents 

Not applicable I 4 

To a limited extent - _Q_ 

To a moderate e tent 6 

To a great extent 4 15 

To a very grcut • l 'Ill 5 ~ 7 
32 

' Source ( uthor 20 L. 

MEAN Std Deviation 

3.65 1.56 

The Iikert cale ga e 5 levels. "Not applicable" is the first level and it represents banks which 

are not considering having retail agents. The next level is "to a limited extent" representing 

banks which are considering having only very few agents. The third level is "to a moderate 

extent" and represents banks that are considering having a good number of retail agents. The 

fourth level "to a great extent" represents banks that are considering recruiting a large 

number of agents. The fifth level "to a very great extent" represents banks which are 

considering having a very wide coverage of retail agents and have already embarked on 

recruitment of agents. 

As shown in Table 4.6, the mean score of 3.65 and the standard deviation of 1.56 indicate a 

high inclination towards the adoption of agent banking by most respondent banks. 

4.5 Level of agency rating in relation to the market 

Table 4.7 Agency rating in the market 
r--

f.-
Frequency 

~arket leader 

~arket Challenger 

"-Market fo llowers 
M rket Nichcr 

'-
._!OTALS 
Sour (Author 2012) 

2 

Percentile 
9 2 °/o 
6 19°/o 
7 22°'o 

10 1% 
32 100% 



As indicated in table 4. 7, 3I% of the banks believe they have a market niche in their area of 

operation i.e. they have netted cu tomcr according to either their class of income or level of 

borrowing and ability to apprcciut rvicc at a higher cost. While 28% of the banks, feel that 

they arc the market lead rs wh 'r ·b they come up with innovative ideas on banking like 

Agency banking th ·n th ' r :t f )l\m: ·uit in adopting the same. 

4.6 F net or · ffcctin , .\ , nt Banking Adoption 

The re ·pond ·nt · \vcr · a ·ked to indicate the factors that affect the adoption of agent banking. 

The factor · ur, gr upcd as "general" and "specific" factors. The results of the general factors 

arc gi en in Table 4. . 

Table 4.8 General factors affecting agent banking adoption 

Factors I 2 3 4 5 Mean Ranking 

Cost reduction 0 0 3 I 28 4.78 1 

Enhancement of customer 0 2 4 6 20 3 

service 4.41 

Market outreach I 1 3 4 23 4.56 2 

Technology 0 0 7 8 16 4.16 6 

Competition 0 0 8 6 18 4.31 4 

Infrastructure 0 I 6 IO I5 4.22 5 

Source (Author 2012) 

As shown in Table 4.8, among all the factors cited as influencing the adoption of agent 

banking by the respondents, the drive to reduce costs reduction ranked highest with a mean 

of 4.78. As agent banking does not require the traditional brick and mortar branches, it would 

save banks the cost of putting up branches. The opportunity to expand market outreach 

ranked second. Agent banking would expand the market outreach by bank through the 

pre ence of banking agents in place that could otherwi e not be acce ed by bank , thu 

reachmg new customer . Pur uit of cu tomer ervic enhan ement ranked third . Agent 

banking create . com emence for cu tomer · through a ai lab!ltty of agent outlet , flcring 

banking crvice . Availabthty of appropnate I T infra ·tructurc i vt tal for the ueces . of 

provi ion of banking crvicc · by agent and ranked fifth ' ith a mean of 4.22. omp ·tttton 

ranked ourth among the fu tor ci t d influ n ing agent b nking adoption with a m an 01 

. 1. 



The respondents were asked to indicate the extent to which they agree with each of the 

factors listed as influencing adoption of agent banking. The results are shown in Table 4.9. 

Table 4.9: Specific Factor uf~ ·nt Banking 
,-

Factors I 2 3 4 5 Mean Rank 8 
1-

Enhunce ucce ·s >fth ·l tn"-': · ·r ic ·s 0 0 0 12 20 4.63 1 0.49 

by both c i ·tin , md n '\\ ·u ·t mer · ---
Managing cr ·dit n '"-· o ·rat1 nul 0 0 4 10 18 4.43 6 0.72 

ri ·k, littuidit ri '"- and r •putation risk 
Avuilubilit of appropriate agency 0 0 0 13 19 4.60 2 0.49 

~anne! 
The level of de elopment of ICT 
infrastructure and the road network 

0 0 4 9 19 4.47 4 0.71 

Compatible Agent services with the 

__Eank's existing service offerings. 
0 3 3 15 11 4.06 11 0.91 

_Competition 0 2 4 8 18 4.31 10 0.93 

Proximity and accessibility to a bank 

~ranch by the retail agents 

2 5 10 8 7 2.75 17 1.18 

Existence of regulatory guidelines on 1 0 0 13 18 4.47 5 0.80 

agency banking positively supports 

~-~ency banking adoption 
Education level of agents and 3 4 7 15 3 3.43 14 1.12 

~ustomers 

Agency banking is easy to understand 0 8 12 10 2 3.19 16 0.80 

._and use 
!--Availability of physical security 0 0 4 13 15 4.34 9 0.70 

Agency banking should initially be 0 0 3 10 19 4.5 3 0.67 

~-.experimented on a limited basis 

! Collaboration with other banks on 2 9 4 9 8 3.38 15 --
1.31 

,~arious aspects 
Increase in revenue 0 0 5 8 19 

- -
--- -

4.43 7 0.76 

lncrea ~d . avings in customers side 0 0 4 1 1 17 - - -4.4 0.71 

_The o ulation of an area 0 0 9 12 1 1 4.06 
- --

12 0.80 
--..... - 2 2 8 12 -

Lack of proper upport from 4 13 1.20 

management 
Source ( uthor 2012) 

ho\\ n in abl 4. ., the rc ·pon c were n.:d on ·cal of 1 - with 1 rcpr. cnting th, 

trong di grccmcnt and -

nt b mkin b) both 
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availability of appropriate agency channel with a mean score of 4.6, followed by agency 

banking should initially be experimental with a mean of 4.5 

Out of the 17 factors, 13 had a tandard deviation of less than 1, indicating a general 

consensus by respond nt ' on th 1'1 ~ t )r influencing adoption of agent banking. Three factors 

namely, colluborution w1 th th r bunks, simplicity of agent banking and level of information 

technology inli·us tru ·tu r '. h.tl a ·tundard deviation greater than 1 indicating varied opinions 

on their inllu ·n ~: ·on 1 l ·nt banking adoption. 

4. 7 Bcnc11t · derived from Agency banking operation 

Table 4.10 Benefit derived from Agency banking operation 

factors 1 2 3 4 5 MEAN RANK 0 

Increase in accounts 0 0 3 4 25 4.69 1 0.64 

opened 

Add new branches 6 15 8 0 3 2.34 8 1.09 

Increase in revenue 0 0 2 18 12 4.31 2 0.59 

Increase in No. of 5 5 9 8 5 3.09 5 1.31 

transactions 
Reduced staff numbers 6 5 13 8 0 2.72 7 1.05 

Population density 1 8 11 9 3 3.16 4 1.01 

Enlightened 0 10 10 12 0 3.06 6 0.84 

clients/customers 

Decrease in human traffic 2 5 9 12 4 3.34 3 1.10 

in the banking halls 

Source (Author 2012) 

From table 4. 10 we see a summary of the benefi ts anticipated wi th the adoption of agent 

banking. All agree that they would be able to increase the number of accounts opened with a 

mean of 4.69. Increa c in revenue fo llov with decrca c in traffic in the banking hall 

commg third in the benefit derived from agent bankmg. Ther wa · a high divergence in 

r pon e on in rca c of number of tran action a a re ult f agent banking; thi . i c plaincd 

by the high t·mdard de iation on the comp nent of 1.3. 
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4.8 Factors affecting the adoption/continued operation of agent banking 

As shown in table 4.11 below, the major factor that would entice adoption of agent banking 

was to reach more unbankcd populati n ' hi h arried a mean of 4.25. The second factor top 

on consideration would be co t ff· ti 'n in it operations as a result of opening less cost 

consuming agent bunking · ntr ·' · in place of branches. The least factor to be considered 

was keeping up with tr ·nd 111 th market. This was seen as none consequential as all banks 

fight ((.)r cu ·tomcr l u · · 111 ull ' a · possible. This was followed by increased opening of new 

branchc · und n:du ·cd c ·t f operation respectively. The cost of running the existing branch 

would ·till b~;: thcr irre pective of opening new branches. 

Table 4.11 Factors affecting the adoption/continued operation of agent banking 

FACTORS Strongly Disagree Not Agree Strongly MEAN rank 
Disagree sure Agree 

Cost effectiveness of 4 6 0 8 14 2 

its operation 3.69 

Reach more 0 6 0 6 20 1 

unbanked population 
~ 

4.25 

Keep up with trend 14 5 8 3 2 2.19 9 

Enhance customer 2 8 0 12 10 3 

satisfaction 3.63 

Increased opening of 12 10 2 4 4 8 

new branches 2.31 

Divert customers 2 4 5 15 6 4 

J rom banking halls 3.59 

Improved financial I 1 5 2 10 3 7 

literacy to customers 2.56 ---

8 

1.51 

1.16 

1.28 

1.33 

1.42 

1.13 

1.49 

Reduce cost of 10 8 0 8 6 ----6 

operation 2.75 
5 6 8 10 3 

__:_ f--. 

lncrca e in cu tomer 5 

ba c 3.00 

ourcc (Author 2012) ( 

4.9 en ral ~ cdback 

here p ndent identified the mo t ofth r p ndent ay that with the introdu tion of agent 

b nking it would be , ble to boo t their u tomcr ba c and thu mcrca the cu tl mer 

numb r . 1t 1 0 id ntificd rc hin th unb mkcd in the n: 1 m tjor ·h m, that 

h n in flu 11 d by 1 nt b, nkin . ·1 h •h h vc not implcm nt 1 1 , nt h nkin , hut 

1.59 

1.24 



have intentions of the same say that their income levels would increase greatly and thus 

favorable branch network in the country. 

The respondents suggc t l th t w n cd government intervention; this covers the strict 

regulations that ar • !tid I "n in s ·tting up agencies. It was also identified there was lack of 

knowledge by th · l!ld ·nt I p ·r:on ' for usc of agents in transacting with the bank. Some 

per ·ons would w tiJ... f(.u th ·tancc' in search of a branch leaving an agent just a block away 

from their rc ·idcntml h me . This calls for the financial institutions to educate and sensitize 

the public on the u e of agents as alternative to the banking halls. 

4.10 Factor nalysis 

This part sets out to correlate the findings analyzed manually with the findings as per the 

factor analysis schedule used 

4.11 Specific factors affecting Agent banking adoption 

Table 4.12: Reduce cost of operation influences agent adoption 

Frequency Percent Valid Percent 

Strongly 
~ 10 31.3 31.3 

disagree 

Disagree 8 25.0 25.0 

!Valid 
Agree 8 25.0 25.0 

Strongly agree 6 18.8 18.8 

Total 32 100.0 100.0 

ource ( uthor 2012) 

Cumulative 

Percent 

31.3 

56.3 

8 1.3 

100.0 

As hown in table 4.12 there was a high percentage in agreement that adoption of agent 

banking i influenced by the notion of reduction in co t of operation . 25o/
0 

of the 

re ·pondent agree that agency banking i introduced a a way of r du ing the total operation 

co t. Thi i equally matched with tho who di ·agr \ ith the am notion gtving an 

indi fer nt on co t reduction amoung half of the r pondcnt . 31. % of th, rc p mdcnts 

trongly di agree with the introduction of agent banking a a ' ay of rcdu ·ing tot 
1
1 ost or 

p r ti n. hi j p rt of the perc nt 'C th t h ·t1 o not intn duccd n 'cnt hunkin , in th it 
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operations. Accordingly 18.8% representing six of the respondent banks think and agree that 

reduction of cost of operation greatly influ nces the adoption of agency baking. 

Table 4.13 : Increase in customer >usc m ucnces agent a option b · n d 

hcqucncy Percent Valid Percent Cumulative Percent 

trongly 5 15.6 15 .6 15 .6 
disagree 

1 ·ugn.: • 6 18.8 18.8 34.4 

Valid Ncutrul 8 25.0 25 .0 59.4 

Agree 10 31.3 31.3 90.6 

trongl agree 3 9.4 9.4 100.0 

Total 32 100.0 100.0 

Source (Author 2012) 

In table 4.13 , 34% of the respondents disagree that increase in customer base would influence 

the adoption of agent banking. But 41% of the respondents say that the customer base is a 

factor to consider in operation of an agent point. This is ranked fifth in factors affecting the 

adoption of agent banking from the manual computation of the same. 

Table 4.14: Lack ofproper support fr om management 

Frequency Percent Valid Percent Cumulative Percent 

Strongly disagree 2 6.3 6.3 6.3 

Disagree 2 6.3 6.3 12.5 

Neutral 8 25.0 25.0 37.5 
Valid 8 25.0 25.0 Agree 62.5 

Strongly agree 12 37.5 37.5 100.0 

Total 32 100.0 100.0 

ource ( uthor 2012) 

Managcm nt j a key factor in the uccc · · of an opcrati n. A hown in table 4.14, o/0 f 

thc rc pondcnt grcc that lack of proper upp rt fr m the manag mcnt inhtbtt · the adoption 

ol agent bunking in the variou commercial bank · nly 12.6% of the r spondcnt thmk that 

nothin, to do ith th op ration o •cnt b nkin ' · 



Table 4.15: Correlation o fF actors a ffl ectmg agen thank mg 
Enhance Cost Enhance Reach more Increase in 
ac ess of effec tiveness customer unbanked revenue 
th bank's of its satisfaction people 
services <?E_eration 

Pc:lrs n l .878" .858" .845" -.4 7 ! '' 
1rd ltl n 

Enhance access of the b 111!...' :. 1,111 ·d) .000 .000 .000 .007 
services 

32 32 32 32 32 

Pcar~on .878" I .961" .889" 
orrelat10n 

-.320 

Cost cffi:t:tivcm:ss r it · 1g. (2-tailcd) .000 .000 .000 .074 
operation 

32 32 32 32 32 

Pearson .858" .961" 1 .849" 
Correlation -.254 

Enhance cu tomer atisfaction Sig. (2-tailed) .000 .000 .000 .160 

N 32 32 32 32 32 

Pearson .845" .889" .849" I 
Correlation -.211 

Reach more unbanked Sig. (2-tailed) .000 .000 .000 .247 
population 

N 32 32 32 32 32 

Pearson -.471" -. 320 -.254 
Correlation -.2 11 1 

Benefit oflncrease in revenue Sig. (2-tailed) .007 .074 .160 .247 

N 32 32 32 32 32 

**.CorrelatiOn ts stgmficant at the 0.01 level (2-tatled). 

Source (Author 2012) 

From the above table 4.15, we are able to see that there is a high correlation between Enhancement 

of cu to mer satisfaction and effective co t of operation with a Pear on correlation factor 0 f 0. 961 at 

a significance level of 0.0 l. Thi may be as are ult of ati fied cu to mer complain le and thu lc 

ca ,e handling leading to reduced co tor even lack of tran port co ·t to meet cu t mer who arc far 

from th branchc . There 1 a low correlatiOn or none at all b twc n incrca cd r nue and the other 

factor in flu ncing adoptiOn f agent banking. Thi may mean th rc enu i not a primary 

on id ration in gen y implementation. 

In urnrn ppcndi Ill h w th full o all the actor aftl:ctin • .t •cnt bankin ,, 

d i t r u ti n vith m n of .72 td. dc\i ttion o 0. 1 . 'l hi t: tor ,11 l 
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happens to be the major factor when the data is analyzed manually. Secondly we have the 

benefit of increased accounts opened ' ith a mean of 4.68 and a std. deviation of 0.64 this is 

followed by enhanced acces of the bank' s rvices by both existing and new customers. 

Least important factors arc to k p up ' ith the trend which has a mean of 2.18 and also 

increase in opening up new br m 'h ' S. 

4.12 Limitntion of the 'tudy 

1 h ' co t of carrying out the research was another limitation since it 

wa , self 'pon 'orcd. Financial expenses of travelling form library to another to obtain the 

right materials \ rite up and binding were a problem. Finally some respondents were 

uncooperative a ome of them were busy during the working hours and could not get time 

for my questions. 

0 



CHAPTER FIVE 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

5.1 Introduction 
This chapter presents 1 ·ummur of the findings, conclusions and recommendations of the 

study. lt nlso pr ·s ·nt· th • 1 rop ·cd future studies that would widen the knowledge base of 

Agency Bunking in Ken a 

5.2 Summar 

The finding indicated that the general factors influencing the adoption of agent banking 

were co t reduction in provision of banking services, followed by market outreach, 

enhancement of customer service, competition and technology. Infrastructure affects the 

same but comes in last in the general factors. Chief among the specific factors were Enhance 

access of the bank's services to both existing and new clients, availability of appropriate 

retail channels, they also agree with agency banking should be initially experimented on a 

limited basis before growing it exponentially. 

There were significantly divergent views as regards the impact of collaboration with other 

banks in provision of various agent banking services for example receiving agents deposits 

on behalf of other banks. Sharp differences were also noted as to whether proximity and 

accessibility to a bank branch by the agent would make them more successful of not. There 

was a clear indication that the banking sector is enthusiastic about agent banking, particularly 

given the mobile money transfer success in Kenya and the opportunity to reach the un

banked and under-banked population in othenvise remote area . There were harp difference 

on the benefit the bank think they v ould generate from agency banking. Dccrea in 

human traffic in the banking hall wa leadmg with a mean of 1.1 then follov cd y reduc , 

tuff numb r a· mo ·t thought it \ ou1d not affect the tafT number in any\ a . 

r na1 i brin , in the correlation f di fer nt f tor 

ecm th lt there i hi 'h correlation bet\ ·ccn th~: -. riou 

influ n in cnt b nkin n. It i hi 'h bet\\ n u tom r tti t tim m l o t 

1 



reduction and also in relation to reaching more of the unbanked population. Increase in 

revenue as per the study is a secondary consideration as it has no major correlation with the 

other factors analyzed. 

There was a clear indication th \t th' 'n ' rol public needs to be educated in the use of agents 

as an alternative to vi ·it ph. st ' II t ranch!.! ' to tran act their financial needs. More banks need 

to embrace ugcncy b mkin !.!. l tap to the more than 50% who are still unbanked due to 

proximity or ph ·kul un mg hall '. 

5.3 Conclusion 

The findings of the study reveal that the banking sector is eager to embrace agent banking as 

an alternati e service delivery channel. Agent banking presents opportunity for rapid 

expansion at minimal cost by leveraging on the existing investment of the retail agents 

through information and communication technology. The study shows that the main factors 

that influence agent banking adoption among commercial banks in Kenya are the prospects 

of cost reduction, and customer service enhancement. 

5.3 Recommendations 

This study found that the introduction of third party retail agents presents several risk factors 

with regard to effective regulation and supervision of banks, which include operational risks , 

money laundering, credit risk and reputational risk. It is therefore recommended that, the 

regulator closely monitors the banking sector and strictly enforces compliance with the agent 

banking guidelines, while the banks continuously ensure careful vetting of agents. 

5.4 Limitation of the tudy 

·1 he tudy like other re earch tudie had limitation in that the not all re pondent " ere able 

to give fe dback " tth orne delegating to jumor taff to fi ll ou t the que tionnairc . The co t 

of carr •ing out the rc -earch wa another limitation ince it , a 

c. pen c of travclhng fonn library to another to obtain the right matcnill wntl.! up and 

binding • ·r 1 problem. Hn 11ly omc rc P ndcnt were uncoop rati c a om· of th m wcr. 

u durin , th rking hour n l uld not get time tor m , que tion 

2 



5.5 Suggestions for Further Research 

This study determined the factors that influence agent banking adoption among commercial 

banks in Kenya. However, it did not tabli h the impact of agent banking with regard to 

financial access by the un-bun~ i population. Therefore, future research studies could be 

conducted to gauge the t nt t)f linan ·ial inclusion through agent banking in Kenya. Also 

research needs to t • ion n r ' 'ldl!nt ' of the country of a sample of a town have embraced 

agent bunking us m all ·rnatl · banking channel. 
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APPENDICES 

Appendix 1: List of Commercial Banks in Kenya 

1) Bank of Africa (K) Ltd . 30) Equity Bank Ltd. 

2) Bank of India 

3) Citibank N.A. Kenya 

4) Bank of Baroda (K) 1 td . 

5) Burcluy. Bunk or ·n I 1 ld . 

6) onsolidutcd Bunk f ·n a Ltd . 

7) City fintm c Btu1k Ltd. 

8) ommerciul Bank of Africa Ltd. 

9) Co-operative Bank of Kenya Ltd. 

l 0) Credit Bank Ltd. 

11) Charterhouse Bank Ltd. 

12) Chase Bank (K) Ltd. 

13) Diamond Trust Bank Kenya Ltd. 

14) Development Bank of Kenya Ltd. 

15) Ecobank Ltd 

16) First Community Bank 

17) K-Rep Bank Ltd. 

18) Standard Chartered Bank (K) Ltd. 

19) Gulf Africa Bank (K) Ltd 

20) Prime Bank Ltd. 

21) Habib Bank A. G. Zurich 

22) Habib Bank Ltd . 

23) Kenya Commercial Bank Ltd . 

24) atwnal Bank of Kenya Ltd. 

25) J mii Bora Bank Ltd. 

26) tanbic B nk Ltd. 

27) Afric n B mking orporation td. 

2 nk K ny Ltd 

2 qu t ri I mmcrci I B nk Ltd. 

3 I) Family Bank Ltd. 

32) Fidelity Commercial Bank Ltd. 

33) Fina Bank Ltd. 

34) Giro Commercial Bank Ltd. 

35) Guardian Bank Ltd. 

36) Imperial Bank Ltd. 

37) Middle East Bank (K) Ltd. 

38) NIC Bank Ltd. 

39) Oriental Commercial Bank Ltd. 

40) Paramount Universal Bank Ltd. 

41) UBA Kenya Bank Ltd. 

42) Trans-National Bank Ltd . 

43) Victoria Commercial Bank Ltd. 

44) Housing finance ltd (Mortgage financial 

institution) 

Source: Central Bank ofKenya (2011) 
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Appendix II: QUESTIONNAIRES 

Part One: 

1. Name of your Bank .................. .... ........ ... .... .. ....... ...................... .. 

Agent name used by your Bank ............ .. ........ ................................ .. 

2. Position held in the bank 

'J'op n1unugetnent ...................................... .. .. . .......... . 

Middle munugem ·nt. ........................ ... . ..... .... . . . ........ .. 

Lower mnnugenu:nt. ....................... . . ..... . ...... .... . .. ..... . 

3. llow long ha c ou worked in the bank 
-
Number of Year 

0-5 

6-10 

11-15 

16 and above 

4. How long has the bank been in operation as a commercial bank? 

Number of Years 

0-5 

6-10 

11-15 

16 and above 

5. How many branches does the bank have in operation? 
- -

umber of branches 
-

1- 10 

11 -20 

2 1-40 

41-60 

61-80 

81 nd b vc 
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6. How many employees does the bank ha e? 

Number of employees 

Up to 200 

201-500 

507-1000 

I 001 -2000 

2001 nnd 1 v' 

Part two 

1. In a scale of l-5, to what extent is your bank considering agent banking adoption? 

Factors Tick as applicable 

Not applicable 

To a limited extent 

To a moderate extent 

To a great extent 

To a very great extent 

2. In relation to the market and competition, where would you rate the level of agency for 

your bank? 

i) Market leaders 

ii) Market Challengers 

iii) Market Follower 

iv) Market nicher 

9 



3. Indicate in a scale of 1-5 which factors are affecting agent banking adoption 

3 .1 General factors 

Factors 1 2 3 4 

Cost reduction 

Enhancement of customer · ·rvi ·' 

Market outrcm;h 

Techno logy 

ompctition 

Infrastructure 

3.2 Specific factors affecting agent banking 

Factors 

Enhance access to the bank's services by both existing and new customers 

Managing credit risk, operational risk, liquidity risk and reputation risk 

greatly influences Agency Banking adoption. 

A vail ability of appropriate agency channels influences agency banking 

adoption 

The level of development of ICT infrastructure and the road network 

significantly impacts agency banking adoption. 

Agency banking services are compatible with the bank's existing service 

offerin gs. 

Competition influences the adoption of agency banking 

Proximity and acce sibili ty to a bank branch by the retail agent impacts 

ag ncy bank ing ucce s 

·xi tence of regu latory guideline on agency banking po itively upp rt 

agency banking adoption 

Educ, tion level of agent and cu tomer ha a d1r t 1mpact on agency 

b nkin, uc c 

A: n b nking i ca y t under t nd and u c 

so 

5 

1 2 3 4 5 



Availability of physical security has an impact on provision of agency 

banking services. 

Agency banking should initi all b perimented on a limited basis before 

extending it further 

Collaboration with oth r t mk ' on various aspects e.g. receiving agents 

deposit s on bch d f or th ·r bank ' , has an impact on provision of agent 

bunking · ·rvi ·c · 

ln~rcus~ in rcvcnu · 

ln~rcu 'Cd ' U\ ing ' in cu tomers side 

- The population of an area 

Lack of proper support from the owners of the business (management) 

4. What are the benefits derived or expected from agency banking operation? 

factors 1 2 3 4 5 

Increase 111 accounts 

opened 

Add new branches 

Increase in revenue 

Increase 111 No. of 

transaction 

Reduced staff numbers 

Population den ity 

Enlightened 

client f u tomcr 

Decrca c in human traffic 

in the banking hall 

'Sl 



5. Indicate Agree/ Disagree with the following factors would influence your 

adoption/continued operation of agent banking. 

FACTORS Str ngl Disagree Not sure Agree Strongly 

Di ·n ,r ~ Agree 

- - -
Cost cffccti veness of its 

operation 
-

Reach mor · un unkcd 

population 

Keep up with trend 

Enhance customer satisfaction 

Increased opening of new 

branches 

Divert customers from 

banking halls 

Improved financial literacy to 

customers 

Reduce cost of operation 

Increase in customer base 

Part Three 

1. In your own opinion, in what ways has the bank changed/will change from its manner 

of operation and serving customers due to agency banking introduced? 

•••••••••••••••••••••••••••••••••••••••••••••••••••••••••• •••••• •••••••••••••••••••••••••••••••••••• 0 •••••••••• 

············· ······· .......................................................................................... . 
••••••••••••••••••••••••• ••••••• •••••••• 0 ••••••••••••••••• 0 •••••••••••••••••••••••••••••••••••••••••••• •••••• •• 

................................ ········ ... 
2. What other challenge arc bemg faced in th implementation of agent banking'? 

............................................................................................................... 

................................................................................................................. 

................................................................................................................ 

.................................................................................. 
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Appendix III: Factors affecting agent banking analysis table 

Table showin factors affectin a cnt bankin 

To what extent docs c ·t r du 'lion affect 

agent bunking adoption 

To what c tent l{l ·s Fnhanccmcnt of 

customer ser kc tiT ct agent banking 

adoption 

To what e, tc.:nt d e ' Market Outreach 

afTcct agent banking adoption 

To what extent does Technology affect 

agent banking adoption 

To what extent does competition affect 

agent banking adoption 

To what extent does infrastructure affect 

agent banking adoption 

Enhance access of the bank's services by 

both existing and new customers 

Managing credit risk, operational risk, 

liquidity risk and reputation risk 

Availability of appropriate agency channels 

The level of development of ICT 

infrastructure and the road network 

Compatible Agent services with the bank's 

existing service offerings. 

Competition 

Proximity and acce ibility to a bank 

branch b) the retail agents 

Ex1 ten c of regulatory guidelines on 

agency banking po ·iti ely upports agency 

banking doption 

L:ducation level of agent · and cu to mer 

to under tand and 

ccurity 

N 

53 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

Mean 

4.7188 

4.0313 

4.1563 

3.9688 

3.8125 

3.6563 

4.6250 

4.4375 

4.5938 

4.4688 

4.0625 

4.3125 

3.4063 

Std. Std. 

Deviation Mean 

.81258 

1.35562 

1.41671 

1.23090 

1.49056 

1.53685 

.49187 

.71561 

.49899 

.71772 

.91361 

.93109 

1.1 755 

. 0259 

Error 

.14364 

.23964 

.25044 

.2 1759 

.26350 

.27168 

.08695 

.12650 

.08821 

.12688 

.16150 

.16460 

.20993 



Agency banking should initially be 

experimented on a limited basis 

Collaboration with other bank on urious 

aspects 

Increase in revenue 

Increased savings in cu ·tom 'rs :i i ' 

The population or un nr' 1 

Lack of pro pur Sll(( ort lh m management 

Benefit of lw.:n.:us ·in ace unt ·opened 

Leads to addition r ne\ branches 

Bendit of lncrt!u ·e in re enue 

Benefit of lncrea e in o. of transactions 

Benefit of Reduced taff numbers 

Increase in customer population density 

Leads to Enlightened clients/customers 

Decrease in human traffic in the banking 

halls 

Cost effectiveness of its operation 

influences agent adoption 

Reach more unbanked population 

influences agent adoption 

Keep up with trend influences agent 

adoption 

Enhance customer satisfaction influences 

agent adoption 

Increased opening of new branches 

influences agent adoption 

Divert cu tomers from banking halls 

influence agent adoption 

Improved financial literacy to customers 

influence agent adoption 

Reduce co t of operation influence agent 

adoption 

Incrca e in cu tomer ba e influence agent 

adoption 
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32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

4.5000 

3.3750 

4.4375 

4.4063 

4.0625 

3.8125 

4.6875 

2.3438 

4.3125 

3.0938 

2.7188 

3.1563 

3.0625 

3.3438 

3.6875 

4.2500 

2.1875 

3.6250 

2.3125 

3.5938 

2.6875 

2.7500 

3.0000 

.67202 

1.31370 

.75935 

.71208 

.80071 

1.20315 

.64446 

1.09572 

.59229 

1.30407 

1.05446 

1.01947 

.84003 

1.09572 

1.51205 

1.16398 

1.28107 

1.33803 

1.42416 

1.13192 

1.49056 

1.5 623 

1.24434 

.11880 

.23223 

.13424 

.12588 

.14155 

.21269 

.11392 

.19370 

.1 0470 

.23053 

.18640 

.18022 

.14850 

.19370 

.26729 

.20576 

.22646 

.23653 

.25176 

.20010 

.26350 

.2 041 

.2 1 97 


