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ABSTRACT 

Interest irate iis iessentially ithe iprice iof ideposits. iLike ithe iprice iof iproducts iand iservices iin ifree 

imarkets, iinterest irate ishould ibe idetermined iby ithe imarket. iThis icauses ithe ieconomy ito irun 

iefficiently. iHowever, ilike iin iother imarkets ipolitical iagitation ifor iinterest irate icontrol iis iever 

ipresent. iProponents iof iinterest irate icontrol iargue ithat iit iallows ithe ipublic ito iaccess iloans iand 

iborrowing iat iaffordable irates iand ithus iincreases iinvestments iand ieconomic igrowth. i iFree imarkets 

ieconomist iargue ithat iany iprice icontrol ileads ito iinefficient iallocation iof iresources. iFurther, isuch 

icontrols ithe ifinancial iinstitutions i(lenders), ithe iconsumers i(depositors), iand iultimately ithe ientire 

ieconomy. iBank iprofitability ifor iinstance imay isuffer, ias ithey iare iunable ito iattain iequilibrium i(equal 

imarginal irevenue ito imarginal icosts). iHowever, ithose iwho iargue ithat ithe iuse iof iinterest irate icontrol 

imaintain ithat ithe iborrowers iwould ibenefit iwhile ilimiting ithe ibanks’ iprofits. iThis istudy iwas iaimed 

iat iestablishing ithe inature iof ithe irelationship ibetween iinterest irates iregulation iand ithe ifinancial 

iperformance iof ibanks iin iKenya. iThe ipopulation iof ithe istudy iwas iall ithe ilisted icommercial ibanks 

iwith ithe iNairobi iSecurities iExchange. iA icensus isampling iapproach iwas iemployed ito icomprise iall 

ithe iten ilisted icommercial ibanks. iThe istudy iutilized ipurely idata ithat iwas isecondary iand iwas 

iobtained ifrom ithe idatabase iof ithe iCentral iBank iof iKenya, iNSE iand ithe iBanks’ ireports ifor ia 

ireporting iperiod iof ifive iyears i(2013 ito i2018). iThe iquantitative ianalysis iwas iperformed iusing iSPSS 

iversion i24. iThe istudy iused iboth ithe idescriptive istatistics iand ithe iinferential ianalysis ito ianalyze ithe 

idata. iEvent ianalysis iwas ialso iconducted ito iestablish iwhether ithe icommercial ibanks iperformance 

imeasures iwere istatistically idifferent ifrom ithose ibefore ithe iinterest irate iregulation. iThe itest ifor 

isignificance iwas iundertaken iusing ithe iAnalysis iof iVariance i(ANOVA) iat iboth ithe i5% isignificant 

ilevel iand i95% iconfidence ilevel. iFollowing iinterest irate icaps, ithe icommercial ibanks ihave ishifted 

itheir irevenue isources iin ifavor iof inon-interest iincome. iThe istudy irecommends ithat ithe icommercial 

ibanks icome iup iwith iinnovative iproducts iand iservices iso ias ito ilimit itheir idependence ion iinterest 

iincomes. iThis iis iessential iin iensuring ithat ithey iare ishielded iagainst ithe inegative iimpacts iof ithe 

iinterest irate iregulations ias iwell ias iassuring iof icontinued iprofitability iregardless iof ithe iregulations. 

iThe istudy ialso irecommended ithat ithe ibanks ishould ialso iexploit ioperational iefficiency iso ias ito 

iexpand itheir ifinancial iperformance iand iguard ithe ishareholders icapital.
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CHAPTER iONE 

INTRODUCTION 

1.1 iBackground iof ithe iStudy 

Banks ilike iall iother ibusiness ienterprises iseek ito imaximize ishareholder iwealth. iTherefore, ibanks 

imust iendeavor ito imake igood ifinancing, iinvesting iand ioperating idecisions ithat iassist itowards ithe 

iattainment iof ithis igoal. iBanks ihowever iare iunique, iand ithis imakes itheir ibalance isheets ior 

istatement iof ifinancial iposition isignificantly idifferent ifrom ithose iof inon i– ibank iinstitutions. iFor 

iinstance, ithe ibank’s iassets iconsist iof ichiefly iloans iand iadvances ito itheir icustomers. iSome iof ithese 

iloans iand iadvances iare ilong iterm iwhile iothers iare ishort iterm. iClassifying iloans iand iadvances iin 

iterms iof itime iframe iis icomplicated idue ito itheir iflows. iConsequently, ia ibank’s ibalance isheet idoes 

inot icontain ithe itraditional iclassification iof icurrent iand inon-current iassets i(Okoth, i2014). 

iSimilarly, ibanks ifinancing iwhile icomprising iof iliabilities iand iequity ilike iother ienterprises iis ialso 

imore icomplex. iBanks iliabilities imainly icomprise iof idepositor iclaims, iagain isome iof iwhich iare 

ishort iterm iwhile iothers iare ilong iterm. iIn ithe ibalance isheet ithere iis ino idistinction ithat iis imade 

ibetween icurrent iand inon-current iliabilities i(Tsuma i& iGichinga, i2016). 

A ibank’s ioperating iresults ilike ithose iof iother ienterprises iare ireported ion ithe istatement iof iincome 

icomprehensive iincome istatement. iSince ithe imain ibusiness iof ia ibank iis ilending ithen ithe ikey 

irevenue isource iis ithe iinterest iincome. iThe imain icost iof ithe ibank iis ino idoubt ithe icost iof ifunds 

i(deposits), iwhich ithe ibank iutilizes ito icreate iassets iin iform iof iloans iand iadvances i(Ndubuaku, 

i2017). iOn ithe iincome istatement, iinterest irevenue iand iinterest iexpense iare ireported itogether ito 

iyield inet iinterest iincome i(Ngugi, i2004). iThus, iinterest irate iregulation iis icrucial ideterminant iof 

icommercial ibanks ishareholders’ iwealth imaximization iobjective isince iit iaffects inet iinterest 



2 

 

iincome. iCorb i(2012) inoted ithat iinterest irates ihave ia isignificant ieffect ion ihow ithe ifinancial isector 

iperformed iin ia iparticular icountry. 

The iregulation iof iinterest irates ientails imechanisms iaimed iat iensuring ithat ifair iand ireasonable irates 

iof iinterest ias icharged iby ibanks ion ithe iloans iborrowed i(IFC, i2013). iIt iis ian iendeavor ithat iis iadopted 

iwidely iso ias ito iprotect ithe iwelfare iof ithe iconsumers. iIn iKenya, ithe ilaw iof iinterest icapping iwas 

iintroduced iand ibecame ioperational iin iSeptember, i2016. iThis iwas idue ito ithe iincreased iconcerns iby 

ithe igeneral ipublic ipertaining ito ihigh icredit icost iwhich iacted ias ia ilimiting ifactor itowards iaccess iof 

icredit. iApplication iof ithe icapping ilaw iwas ianticipated ito iboth iincrease ithe iaccess ito icredit iand ialso 

ilower ithe icost iof icredit i(CBK, i2016). iThough ithe iavailable itheoretical iframework iprovides ian 

ioutline ifor ienlightening ion ihow iinterest irates iare ibest icontrolled, ithe istudies iconducted ihave inot 

ibeen ifully iconclusive ihow iinterest irate iregulation iaffects iperformance iof ithe ifinancial ibodies 

i(Shuremo, i2016; iKibobo, i2017, iNdubuaku, i2017). 

The ibanking isector iin iKenya ihas iconstantly iwitnessed iincreased irivalry ias iwell ias iintensified 

icompetition ifrom ithe imicrofinance iinstitutions iand iother inon-banking ifinancial iinstitutions 

i(Tsuma, i& iGichinga, i2016). iThese icharacteristics imake iit ihard ifor ithe ibanks ito ieasily iachieve itheir 

iintended ishareholders’ ivalue icreation iobjective. iFurther, iwith ithe iintroduction iof iinterest 

iregulation imeasures isuch ias iinterest irate icapping imade ithrough ithe iBanking iAmendment iAct iin 

i2016, imost iof ithe icommercial ibanks ihave ibeen iseen ito iunderperform i(Central iBank iof iKenya, 

i2016). iThis iincreases ithe iconcern ias ito ithe iexact irelationship ithat iexist ion irates iof iinterest 

iregulations iand ithe ifinancial iperformance iof ifinancial iinstitutions. 

1.1.1 iInterest iRate iRegulation i 

Interest irate iregulation ihas ibeen iestablished iand iadopted iby icountries ifor ivarying ireasons i(World 

iBank, i2012). i iSpain iin i2009 iput iin iplace iinterest icaps iso ias ito iprevent ithe iexploitation iof iits 
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iconsumers iwhile ithe isame ireport iindicates ithat iin iEstonia, ithe ipurpose iof ithe iinterest irate icaps iwas 

ito icontrol iover-indebtedness iwhile ithe iNetherlands iaimed iat ireducing ithe itendencies iof irisk itaking 

iby ithe icredit iproviders. iOther ideveloped icountries ihave iadopted ia iform iof imaximum ilevel iof 

iinterest irates icap isuch ias iUSA, iGermany iand iFrance. iIn ithese icountries, iinterest irates icap 

idominated iafter ithe ifinancial icrisis iin i2008 itargeting ipredatory iloaning ipractices iand idevelopment 

iof ipayday icredit iorganizations i(Miller, i2013). 

In iKenya, iinterest irate iregulations ibegan ipost-independence iperiod iwhen ithe igovernment 

iintroduced iinterest irate icapping iregimes iand icredit icontrols iaimed iat iencouragement iof iinvestment 

iand ioverall ieconomic igrowth i(Sambiri, i2014). iBefore i1991 ilending iinterest irates ion ibank ilending 

iwere iset inot ihigher ithan i16%. iHowever, iwith ithe iinterest irate iliberalizations iin i1991, ithe 

idetermination iof iinterest irates iwas ileft ito imarket iforces iand irose isteadily ireaching iup ito i32% iin 

iApril i1994. iThis iperiod iwas icharacterized iby ihigh iimplicit icosts iof icredit i(CBK, i2018). iThe iperiod 

ibetween i1992 iand i2015 iwas ialso icharacterized iby imacroeconomic iand ifinancial iinstability. iIn 

iaddition, ithe icapital imarket iwas ialso ismall iand isuffered ifrom isluggish idevelopment. i 

Supporters iof iinterest irate iregulation iargue ithat iit iis iimportant iin ishielding ithe ieconomy ifrom ihigh 

iinflation iand idepreciation iof ilocal icurrency iwhile imaintaining ithe iinterest irates iat ia iconsiderable 

ilevel i(IFC, i2013). iIt iis ia imechanism ithat ihas ibeen iadopted iwidely iso ias ito iprotect ithe iwelfare iof ithe 

iconsumers iwith iover i40 icountries ideveloping iit i(Ndubuaku, i2017). iThe iargument iof iintroduction 

iof iinterest irate iregulation iwas ito icurb ithe iprevailing ihigh iinterest irates i(The iBanking iAmendment 

iAct, i2016) iand ithus istimulate ifinancial iand ireduce imonetary isystem irigidities ithat iprevents ithe irate 

iof iinterest ifrom imoving iwith imarket iforces. 
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1.1.2 iInterest iRate iCapping 

Interest icapping irefers ito ian iinterest iregulatory imeasure iaimed iat iensuring iuniform iand ifair iinterest 

irates ion iboth iloans iand ideposits i(IFC, i2013). iThis ihas iproven ito ibe ian iessential itool iin iwidely 

iprotecting ithe iwelfare iof icustomers ifrom iexploitation iby ifinancial iinstitutions. iCurrently, iover i40 

icountries iin iboth ideveloping iand ideveloped icountries ihave iput iin iplace iinterest icapping imeasures 

i(Miller, i2013). iSpain iin i2009 iput iin iplace iinterest icaps iso ias ito iprevent ithe iexploitation iof iits 

iconsumers iwhile iSlovak iRepublic, iUnited iKingdom, iBelgium iand iPoland ihoped ito iprotect ithe 

icitizens ifrom ivery ihigh irates i(World iBank, i2012). i i 

In iAfrica, icountries ihave ialso iput iin iplace iinterest icapping imeasures isuch ias iLibya iMorocco, 

iTunisia iand iEgypt iAlgeria iwho iput iin iplace iinterest irate icaps imainly iin ithe ismall ifinancial isector 

iwhere iceilings iwere iset itypically iaround i3-5% iper imonth i(World iBank, i2014). iIn iWest iAfrica, ithe 

ipart istates irecently ijoined ito ia iloan icost ifarthest ipoint iof i27% iper iannum ifor imicroloans. iSimilarly, 

iZambia's iin i2012 iacquainted ithe icaps ito icounter ithe iapparent irisks iof iover iobligation iand ithe 

isignificant iexpense iof icredit i(IFC, i2013). iThe imethod iof ireasoning ibehind ithe icontrol iof ithe 

iinterest irates idepended ion ithe ineed ito ihave ia icontrolled imonetary iexample ithat ihas iextraordinary 

iimpacts ito ithe igeneral ipublic. 

In iKenya, ithe iinterest irate icaps iwere iintroduced iby ithe igovernment iso ias ito icurb ithe iprevailing ihigh 

iinterest irates. iThis iwas ifirst iintroduced iin i2001 iand ilater ipassed iin i2016 i(The iBanking iAmendment 

iAct, i2016). iThe iapplication iof irate icapping irevived ian iold idiscussion iover ithe ifittingness iof ilegal 

iinput ito icontrol ibank iloaning irates ithat iare iregarded iby ipolicymakers, ito ibe iunnecessarily ihigh. 

iThe ilaw iwas iadopted iin iSeptember i2016 iwhich irestricted ibanks ifrom icharging ihigher ithan i4% 

ifrom ithe irate ifrom icentral ibank. 
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 iCapping iof iinterest irates iin iKenya iis iaimed ito istimulate ifinancial imarket itowards iequilibrium 

isince iit iis ithe icurrent ibanking iand imonetary isystem irigidities ithat iprevents ithe irate iof iinterest ifrom 

ifalling ias ifast ias iequilibrium irequires i(Mbua, i2017). 

1.1.3 iFinancial iPerformance i 

Wheelen iand iHunger i(2017) iterm ifinancial iperformance ito ibe ioutcomes ior iresults iof ia igiven 

iprocess ias imeasured iagainst igiven iobjectives iand igoals iof ithe iorganization. iThis ientails ithe 

iefficiency iin ioperational ivariables isuch ias iquality, iflexibility, idelivery iand ischeduling. iIt iis ia 

isubjective imeasure iof ihow ithe iorganization iutilizes iits iresources iin igeneration iof irevenue iand 

iaccomplishment iof ithe iobjectives iof ithe ifirm i(Irungu, i2013). iFinancial iperformance itherefore iacts 

ito iindicate ithe irelative iprofitability iof ian iorganization ito iits itotal iassets iwhich iacts ito imeasure iof 

ithe isuccess iof ithe ifirm ifinancially. 

Financial iperformance imeasurement iis iimportant iin ienabling ithe imanagers ito igauge ithe icurrent 

ifinancial iposition iof ithe iorganization i(Namisi, i2002). iThis iallows ithe imanagement ito ievaluate ithe 

ispecific iactions ithat iare irequired ito ibe iundertaken itowards ithe isurvival iof ithe ifirm iand ithe iability 

iof ifulfill ithe ifinancial iobligations. iMeasurement iof iperformance ican ibe idone iby ithe icreditors, 

iinvestors, ior imanagement i(Chenn, i2011). iProper ifinancial iperformance ianalysis ihelps iin 

iforecasting ithe igrowth iand iproductivity iof ithe iorganization. i 

The idetailed ifiscal isummaries ifor ibanks iare ifairly inot ithe isame ias imost iorganizations ithat ifinancial 

ispecialists ianalyze. iAs iindicated iby iSun, iMohamad iand iAriff i(2017, iNet iinterest ipay iis igenerally 

iinclusive iof ithe ispread ibetween ithe iinterest iaccrued ifrom iloans iand ithe iinterest ithat iis ipaid iout ito 

iinvestors. iSince ibanks iget iinterest ion itheir iloans, itheir ibenefits iare igotten ifrom ithe ispread ion ithe 

iratio ithey ipay ifor itheir ideposits iand ithe iratio ithey iprocure ior iget ifrom iborrowers. iThe istudy iused 

inet iinterest iincome ifor ithe imeasurement iof ifinancial iperformance iin ithe ibanks. 
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1.1.4 iInterest iRates iRegulation iand iFinancial iPerformance i 

Interest irates iregulations ihave ibeen iestablished ito ioffer iprotection ito iconsumers ifrom iover 

iexploitation iand iusury i(OFT, i2010). iThe iregulations ialso ihelp iprotect ithe iinterest iof ithe ipublic 

ithrough iensuring ithat ithey iaccess ito icredit ifrom ithe ifinancial iinstitutions iat ireasonable iinterests’ 

irates iwhile idiscouraging iand iprosecuting ithe ideceptive ilenders. iAccording ito iMiller i(2013) ithe 

iinterest iregulations iaim ito icreate itransparency iand iuniformity ion ihow ithe ibanking iinstitutions 

iconduct itheir ioperations iwith iother iparties. iInterest irates iregulations iare ithus iformulated iin 

iensuring ithe isafe iand isound ioperation iof ifinancial iinstitutions i(CBK, i2018). i i 

The iinterest irates iregulations imay ibe iused ifor ia irange iof ireasons isuch ias ieconomic iand ipolitical ibut 

imost iof ithem iintend ito ifacilitate ienhanced ifinancial iinclusion ito ithe ipublic ias iwell iprovide isupport 

ito ispecific isegments iof ithe ieconomy i(Corb, i2012).However, ithe istudies iconducted ihave ipointed 

iout ithat ithe iinfluence iof ithese iinterest irate iregulations ito ithe ifinancial iinstitution itends ito ivary. 

iProponents iof ithese iinterest iregulations ibase itheir iarguments ion iits irelevancy iin ithe ieconomy iand 

ithus icannot ifail inotion i(Sambiri, i2014). iThis iis ilargely ibecause ifailure iof ithe ibanks iwould iresult iin 

isevere ieconomic iconsequences. 

While isome ischolars ifound ia ipositive iand isignificant ieffect ion ithe iperformance iof ithe ifinacial 

iinstitutions, iothers iestablished ia inegative ito ino ieffect iat iall ibrought iabout iby ithe iinterest irates 

iregulations i(Miller, i2013; iOkoth, i2014; iKarine, i2014). iFurther, iaccording ito iKhan iand iSattar, 

i(2014) iover iimplementation iof ithese iregulations imay idiscourage isupply iof ifunds ito ithe ifinancial 

iinstitutions ithus iencouraging iinformal imechanisms. iThis iraises ithe ineed ito iestablish ia ibalance ithat 

iwill iensure ithat iinterest irate iregulation ido inot idistort ithe ifinancial imarket ior idiminish ithe 

iperformance. i 
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1.1.5 iListed iCommercial iBanks iin iKenya 

In iKenya, ibanks iare igoverned iby ithe iBanking iAct i(CAP i488) iand ithe iCompanies iAct i(CAP i486) 

ithat iregulates ihow ithe ibanks iconduct itheir ioperations iand isupported iwith ithe ispecified iprudential 

iguidelines i.As iat i31st
 iDecember i2017, ithe ioverall inumber iof ibanking iinstitutions iin iKenya iwas i43 

iout iof ithese, i24 iof ithe ibanks iwere iowned ilocally iof iwhich i6 ihad igovernment iparticipation. iWhile 

ifor ithe iforeign icompanies, i4 iare ibranches iof iforeign iowned ibanking ifirms iand i10 iare ilocally 

iincorporated isubsidiaries i(CBK, i2017). iHowever, ionly i10 iout iof ithe i42 ibanking iorganizations 

itrade iat ithe iNSE iup ito idate. 

With ithe icurrent iadvancement iin itechnology, ithese iservices iare inow imore idiversified iand ieasily 

iaccessed. iHowever, ias ia iresult iof ithe ivolatile idynamics iof ithe ibanking isector, iany islight ichange iin 

ithe imacro-economic ienvironment iis iprone ito iaffect ihow ithe ibanks iperform ito ia igreat iextent 

i(Okafor, i2011). iAs isuch, ithe iKenyan ibanking isystem ihas iexperienced imajor istructural iand 

iregulatory iturbulences iwhich ipose ia ithreat ito ithe isurvival iof imost iof ithe icommercial ibanks i(Idowu 

i& iOgundipe, i2012). iThis iwas ilargely iexperienced iin i2016 iwhen ithe iBanking iAmendment iAct iwas 

isigned iinto ilaw, iintroducing ian iera iof iinterest irate icapping iand icontrols i(CBK, i2017). iThe iinterest 

icap irequires ithat ithe ifinance irelated iorganizations ipay ileast iinterest irate iof i70% iof ithe iprincipal 

iCBK ibase irate iper ideposits iheld iaccounts iearning iinterests i(The iBanking iAmendment iAct, i2016). 

i 

Implementation iof iinterest irate icapping iwas ifollowed iby inumerous ibanks ireporting ilosses iand idip 

iin ithe iinterest iincome iraising iconcerns ithat iinterest irate iregulation iwas ithe icause iof ithe idwindling 

icommercial ibanks ifinancial iperformance i(Kavwele iet ial, i2017). iThe ibanking iindustry iin iKenya 

ialso ihas istatutory iminimum iliquidity irequirement iwhich iis imaintained iat i20%. iThis iis imeant ito 

iguarantee ithat ibanks ican imeet ithe icash ineeds iof ithe idepositors iand ithus imaintaining icustomer 
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iconfidence ion ithe iorder iin ithe ifinancial isector i(CBK, i2018). iThe ibanking iindustry iregulations 

ifurther iextend ito icorporate igovernance iand itransparency iwhere ibanks iare irequired ito imake ipublic 

iquarterly ifinancial istatements i(CBK, i2018). i 

1.2 iResearch iproblem 

Interest iregulation iis iaimed iat iensuring irising iinterest irates iare icurbed ithus iprotecting ithe 

iconsumers ifrom iover iexploitation iby ithe ifinancial iinstitutions i(World iBank, i2012). iThis ihas iseen 

iinterest iregulations igain ipopularity iin ithe irecent ipast iby iboth ithe ideveloping iand ideveloped istates 

iwith iover i76 icountries iaround ithe iworld iadopting ivarious iinterest iregulation imeasures i(Helms i& 

iReille, i2014). iHowever, ithe iregulators iin ienacting iinterest iregulation ihave ihardly iconsidered ithe 

ineed ifor icommercial ibanks ito icreate iwealth ifor ishareholding iin ia ihighly iregulated iindustry. iIn 

iKenya, ithe iinterest irates iwere iseen inot ito ibe icompetitive iand imoving iwith imarket iforces i(Okoth, 

i2014). iThis iresulted iin ithe igovernment iof iKenya iand ithe iCBK ito iput iin iplace imeasures ito iaddress 

ithis imarket ivolatility iand iboost iconfidence iin ithe ifinancial imarket isector iand ieconomy iwith ithe 

iinterest irate iregulations ibeing ithe imain ione. iThough ithis iwas ihypothesized ito istabilize ithe iinterest 

irate ilevels iand iimprove ithe ieconomy iin ithe ilong irun, imost iof icommercial ibanks iperformance 

idwindled iafter iimplementation iof iinterest irate icontrols i(Kavwele, i2018). i 

Empirically, ithe istudies iconducted ihave inot ibeen iconclusive iin idescribing ithe iinfluence iof 

iregulations imade ito ithe iinterest irates iand ihow ithe ifinancial iinstitutions iperformed ifinancially. 

iLeaven i(2003) iestablished ithat iincorporation iof ifinancial iliberation imeasures isuch ias iremoval iof 

iinterest icaps ipositively iimpacted ion ithe iaccessibility ito ifinance iby ismall ienterprises. iHaye i(2013) 

ifurther ilinked iinterest irate icontrol ito ibe ione iof ithe imain ideterminants iof ihow ithe ibanks iperformed. 

iKathomi, iKimani, iand iKariuki i(2017) iestablished ithat iinterest irates ichanges iby ithe igovernment 

iaffected iin ia ipositive iway ithe isustainability iof ifinancial iinstitutions. iMbai i(2006) ialso iindicated 
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ithat iin iscenarios iwhereby ithe iinterest irates iare imanaged iprudently, ithere iis isignificant ireduction iin 

ithe iexposure ito irisk iwhich ienables iimprovement iin ithe inet iincome. iHowever, iNdubuaku iet ial 

i(2017) ifound iout ithat iinterest iregulations ihad ino isignificant iimpact ion ihow ithe ibanks iperformed. i 

This ishows ithat ithough ithe idirection iand inature iof irelationship ibetween ifinancial iperformance iand 

iinterest irate iregulation iis inot iwell iestablished iby ithe iavailable iliterature, ithe istudies ithat ihave ibeen 

idone iassert ithat istability iof ithe iinterest irates iinfluence icommercial ibanks’ ifinancial iperformance. 

iUnderstanding ithe irelationship ithat iexist iis iimportant iin ifostering iimproved iperformance iof ithis 

ifinancial isector ithat iplay ia imajor irole iin ithe ieconomy igrowth iin ithe icountry. iThus ithis istudy iaimed 

ito ifind iout iwhat iwas ithe irelationship iof icapping ithe iinterest irate ion ithe ifinancial iperformance iof 

ithe icommercial ibanks ithat itrade iwith ithe iNairobi iSecurities iExchange. 

1.3 iResearch iObjective 

The iobjective iof ithe istudy iwas ito idetermine ithe irelationship ibetween iinterest irate iregulation iand 

ifinancial iperformance iof ilisted icommercial ibanks iin iKenya. 

1.4 iValue iof ithe iStudy 

To ithe icommercial ibanks, ithe ifindings iof ithis istudy iprovide iinformation ito iguide itheir 

imanagement idecisions ifollowing iinterest irate icapping iin iKenya iso ias ito ienable ia istrong ibanking 

iindustry. iIt iwill iequip ithem iwith ithe inecessary iknowledge ifor itaking ithe iessential iaction ito iprotect 

ithe iperformance iof itheir iorganizations. 

To ithe ipolicymakers iand ithe igovernment iregulators, ithe ifindings iof ithe istudy iwill ienable ithem 

imake iinformed idecisions iconcern ithe irole iplayed iby iinterest irate iregulations ion ithe ioperations iof 

ifinancial iinstitutions. iThis iwill ienable ithem ito imake imore iinformed idecisions ion ithese iregulations 

iand ipolicies ithat iare iconducive ion ihow ithe ifinancial isector iperforms. i 
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The istudy iwill ialso ibe isignificant ito ithe iinvestors ias iit iwill igive iinsights iregarding iimpact iof 

iinterest irate icaps. iParticularly, iit iwill ienable ithem ito ibe iknowledgeable ionto ihow ithe iinterest irate 

iregulations iimpact ion ithe ireturns. iThis iwill ihelp ithem iin imaking ibetter iand iwell-informed 

idecisions. iThe istudy iwill ialso ibe iof igreat isignificance ito ithe iresearchers iand ischolars iwho iwould 

iwith ito iadd ito ithe iexisting iliterature ipertaining ito iinterest irate iregulations iand iperformance. i 
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CHAPTER iTWO 

LITERATURE iREVIEW 

2.1 iIntroduction 

This isection ireviews ithe itheoretical ireview iand ireview iof ithe iempirical iliterature ipertaining ito 

iinterest irate iregulations iand ifinancial iperformance iboth ifrom ithe ilocal iand iinternational 

iperspective. iIt iformed ia ibasis ion iwhich ithe ientire istudy iwas iconducted. i 

2.2 iTheoretical iReview 

The istudy iwas iinformed iby ithree itheories inamely iPrice iTheory, iLoanable iFunds iTheory iand 

iClassical iTheory iof iInterest. iThese itheories ihave ibeen iused ito iexplain ithe iexpected iassociation 

iamongst ithe ivariables iunder istudy. 

2.2.1 iPrice iTheory 

The itheory iis iassociated ito iAdam iSmith i(1776) iwho iobserved ithat iin iany iparticular icommodity 

ithere iexists ia irelationship ibetween isupply iand idemand. iTherefore, iaccording ito ithis itheory, ithe 

iprice ifor ia icertain iservice ior iproduct iis iinfluenced iby iits idemand isupply. iHence, ithe ioptimal 

imarket iprice iis iattained iwhen ithe ibenefit iaccrued iby ithe isellers’ icost iof imarginal ioperations imeets 

ithat iof ithe iconsumers iin idemand iof ithe iproduct/service. iThe itheory ithus isupports ithe iforces iof 

isupply iand idemand iin idetermining ithe iprice/value iof ia iproduct ior iservice i(Maigua i& iMouni, 

i2016). 

Thus, iaccording ito iprice itheory, iinterest icharged ion iloans iand ipaid ion ideposits irepresents ithe iprice 

ifor ithe icredit/deposit. iThus, ithe iprice icharged ion ithe iloan iand ipaid ion ideposits ishould ibe 

idetermined ithrough ithe imarket idynamics iof isupply iand idemand. iTherefore, iprice itheory, iinterest 

icontrols iare inot inecessary isince ithey iinterrupt ithe irules iof imarket iforces. iThe itheory imakes ithe 
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iassumption ithat iorganizations iwill ioperate iin iperfect imarkets iwhere ithe ionly ifactors iaffecting ithe 

iprice iof igoods iand iservices iis idemand iand isupply. iThis imay inot ihold iin ibanking isector iwhere 

ibanks imay icollude iin isetting ithe iinterest irates ito icharge ion iloans iand ipay ion ideposits iin isaving 

iaccounts. i 

2.2.2 iLoanable iFunds iTheory 

Loanable ifunds itheory iis icredited ito iRobertson iand iOhlin i(1930). iThe itheory irecognizes ithat ithe 

isupply iand idemand iof ifunds ithat iare iloanable iare ithe ideterminants iof iinterest irate. iThis itheory 

ipoints iout ithat iinvestment ispeculation iand idissaving iare ithe ifundamental ifactors ithat iaffect 

iloanable ifunds. iThere iis ineed itherefore ito iassess iand icompare ithe iexpected ireturns ito ithe irate iof 

iinvestment ibefore imaking ian iinvestment idecision. iThe idemand ifor iloanable ifunds iand ithe iprice iat 

iwhich ithe iinvestors iare iwilling ito ipay iwill ihave ian iinverse irelationship. 

According ito iRobertson iand iOhlin i(1930), ihoarding iaffects ithe idemand iof ifunds ithat iare ioffered 

ifor ilending iand ithus iout irightly idetermines iwhether ithe iinvestors iwill ihave iaccess ito iliquidity 

irequirements. i iThis itheory iis iessential isince iconstraints iimposed ion ithe imanagement iof iassets iof 

ibanks iwill iultimately iaffect itheir irevenue istreams iwhich iwill idirectly iimpact ion ithe ireturns ion 

iassets iand iequity. 

2.2.3 iClassical iTheory iof iInterest. 

The iClassical iTheory iwas ideveloped iby iKimberly i(1776). iThis itheory istates ithat iinterest irates iare 

imain ifactor iinfluencing ithe ilevel iof iinvestment iand ithe iwillingness ito isave iand ithus iensuring ithat 

ian iequilibrium iis isustained ibetween isavings iand ilevel iof iinvestment. iScholars i i ilike iCassel, iFlux 

iand iMarshal iwere igreat iproponents iof ithis itheory. iThey iemphasized ithat ithe iclassical itheory iof 
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iinterest ishould iassume ithe iinvestment ilevel ias ithe idemand iand ithe isavings ias ithe isupply iand ithe 

iinterest irate ias ithe iprice iof ithe iresources ibeing iinvested. i 

The iproposition iof ithe itheory ito ithe istudy iis ithat ia icountry’s iinterest irates iare iinfluenced iby 

iconsumer’ isupply iand idemand, ithus iinterest iregulations imay inot ibe inecessary. iIndeed ireduced 

idemand ifor imoney iby ithe imarket iwill itranslate ito ireduced iinterest irates iand ivice iversa. iAlso, ithe 

ihigher ithe irate iof iinterest, ithe ilower ithe iasset iprice iwith icertain iexpectations iand ithe iincreased 

idemand ifor imoney i(Heijdra i&Van ider iPloeg, i2002). iBased ion ithis itheory, ithe iCentral iBank isets 

ithe ispecific iinterest irates iso ias ito icontrol ithe iprice iof ifinancial iassets ithrough idemand iof imoney 

iwhich iin iturn iinfluences ithe irate iof itransactions imade iby ithe iconsumers. 

2.3 iEmpirical iLiterature iReview 

Various istudies ihave ibeen iundertaken iboth iin ideveloping iand ideveloped icountries itrying ito 

idetermine ithe iinfluence iof iregulations iof iinterest irates ion iperformance iof ibanks. iTo ibegin iwith, 

iNgetich iand iWanjau i(2011) iconducted ia istudy ito iestablish ithe ieffect ithat iinterest irates ihad ion inon-

performing iassets iof icommercial ibanks ioperating iin iKenya. iData iwas ianalyzed ithrough 

iquantitative istatistics. iThe istudy iestablished ithat iincrease iof irates iof ilending iand ilowering iof ithe 

ideposits iinterest irates iamong iinvestor iwas icaused ito ia igreat iextent iby iinterest irate ispreads. iThe 

istudy iwas ihowever inot iable ito iclearly idetermine iexistence iof iinterest iregulations iimposed ion ithe 

icommercial ibanks. 

Khan iand iSattar i(2014) ievaluated ithe ieffect iof icontrol iof iinterest irates ion ibanks’ iprofits. iThe istudy 

iused ia icase istudy iapproach ifocusing ion ifour isignificant ibusiness ibanks iin iPakistan. iConnection 

ibetween ithe ifactors iwas iresolved iutilizing ithe iPearson irelationship istrategy iand iinformation 

ideciphered iutilizing ienlightening iinsights. iThe iexamination idiscovered ithat ithe iinterest irates 

ichanges ibecause iof iinterest irate icontrols iextensively iinfluenced ithe ibanks' iinterest isalary. iThis 
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iimplies ithat ithe iinterest irate iadopted iby ithe ibanks iwas idependent ito ithe imonetary iregulation ipolicy 

iplaced. iThe istudy imade ithe irecommendation ithat icountries itake isignificant iroles iin iregulating ithe 

iinterest irate ispread. iThe istudy ihowever iwas inot iable ito idistinguish ithe idirection iof irelation 

ibetween ithe iinterest irate iregulations iand iperformance. i 

Udeh i(2015) istudy iused ia i“case istudy iapproach ifocusing ion iZenith iBank iand idata iobtained ifrom 

ithe ipublished ifinancial ireports ifor ia iperiod iof i2005 ito i2012. iT-test istatistics iand iPearson 

iCorrelations iwere iemployed iin idata ianalysis iand itesting iof ihypotheses iof ithe istudy. iThe istudy 

ifound ithat imost iof ithe imonetary ipolicies ihad iminimal iand iinsignificant iinfluence ion ithe iprofits iof 

ifinancial iinstitutions iin iNigeria”. iThe istudy iwas inot ispecific ias ito iwhether ithe imonetary ipolicy 

iinvestigated ialso iincluded ithe iinterest icontrol itools. iMndeme i(2015) iconducted ia istudy ion i‘the inet 

iinterest iincome ion ithe ibanking ireturns iof ibanks iin iTanzania. iThe istudy iset iup ithat inet iinterest 

isalary iaffected ifundamentally ion ithe iprofits iof ithe ibusiness ibanks. iHowever, imoderating ivariables 

isuch ias icompetition, iimproved itechnology iand iregulations ialso iplayed ia ibig irole ion ihow ithe 

icommercial ibanks iperformed”. iThe istudy ihowever iwas inot idistinct ion iexistence iof iinterest irate 

iregulations iimposed ion ithe ifinancial ibanks iin iTanzania. i 

Kibobo i(2017) iinvestigated iinterest irates icontrol iand iits ieffect ion iperformance iof ibanks iin iKenya, 

itaking ia icase istudy iof iEquity iBank. iThe iestablished ithat iinterest icontrol imeans isuch ias iplacement 

iof iinterest icaps iwas inot ian iefficient imethod iin ithe ilong iterm iand irecommends ithe iformulation iof 

ibetter ipolicies. iThe istudy ifocused ionly iat iEquity iBank iwithout itaking iinto iconsideration iother 

ibanks iin ithe icountry iand ialso iwas inot iable ito iestablish ithe iinterrelations ibetween ithe iresearch 

ivariables. iKathomi, iKimani, iand iKariuki i(2017) iresearched ithe iimpact iof irates iof iinterest 

iguideline ion ithe imanageability ion iinstitutions iof imicrofinance i(MFIs) iusing iNairobi iCounty. iAn 

ievaluation iwas iled ion iall ithe i49 imicrofinance iorganizations iin iNairobi iCounty. iBoth ioptional iand 
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iessential iinformation igathering imethods iwere iutilized iby ithe iinvestigation. iThe iinvestigation ibuilt 

iup ithat iadjustments iin iinterest irates iby ithe iadministration iinfluenced isupportability iof iMFIs. iThe 

iinvestigation iwas ihowever icentered iaround ithe imicrofinance ifoundations iand isubsequently ithe 

idiscoveries imay inot ibe isummed iup ito ithe ifinancial isegment. i 

Ng’ang’a iand iWanyoike i(2017) iexamined ithe iimpact ithat iinterest irate icontrol ihas ion iNSE ireturns. 

iThe iobjective ipopulace iof ithis iexamination icomprised iof iall ithe i61 iorganization istocks. iThe iNSE 

iAll iShare iIndex iwas ichosen ias iillustrative iof ithe igeneral istock icosts. iThe idiscoveries iwere ithat 

iinterest irate icontrol ihad ian iaffected iadversely ion ithe iNSE ireturns. iInterest irate icontrol iwas irelied 

iupon ito iimprove ifinancial iexchange iexecution ibecause iof idiminished iinterest irate ihowever ithis 

iwas inot ithe isituation. iThe iresults icould ibe ibecause iof idecreased iacknowledge iaccessibility ias 

ibusiness ibanks iadvance iless iloans ibecause iof ithe iapparent icredit irisk. iThe iexamination iin ithis iway 

isuggests ifor iexpulsion iof iinterest irate icap ito istay iaway ifrom ithe inegative ioutcomes iit ihas ion ithe 

ifinancial iexchange iperformance. i 

Matundura i(2018) istudy ievaluated ithe ieffects iof icapping iinterest irate ion ireturns iof iKCB. iThe 

iresearch iemployed idescriptive iresearch idesign. iThe iinformation iwas iexposed ito istationarity itest 

iand iessential ismoothening idone. iThe ivarious idirect irelapse iModel iwas iutilized. iThe irelapse iresults 

idemonstrated ithat iinterest irate iregulation iwas iadversely iand ifactually iidentified iwith ithe ibank's 

ibenefits iat i5% ilevel iof icentrality. iThe ipaper isubsequently iproposed ithat ithe ilegislature iand 

ibanking iestablishments ito iprepare iall ithe imore ilong ihaul iby ijoining ithe icasual isegment iinto ithe 

imoney irelated iframework. i 

2.4 iSummary iof iLiterature iReview 

Interest irate iregulation iis iimportant iin iany icountry ias ithe ifinancial iinstitutions icannot ibe iable ito 

iself-regulate ithemselves i(Miller, i2013). iThe iregulation imeasures imay iact ias ia iuseful imechanism 
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ifor istrategic ipositioning ithe ifinancial iinstitutions ias iwell ias isafe-guarding ithe iinterest iof ithe 

iconsumers. iThough ithe ireviewed itheories ihave iindicated ithe ineed ifor iinterest irate iregulation iand 

iprovided ia iframework ifor iintegration iin ithe ifinancial iinstitutions, ithe istudies iconducted ihave 

iobtained iinconsistent iresults. iThis ishows ithat ithere iis ino isimplicity iin iapplication iof ithese itheories 

iin ithe iorganization. iMost iof ithe istudies ihave imainly ifocused ion ithe iimpacts ibrought iabout iby 

iinterest irate ifluctuation ion ithe iorganizations’ iperformance iwithout ithe iconsideration iof ithe 

iregulations imeasures iput iin iplace. iAdditionally, i“there iis iscarcity iof irecent istudies iconducted 

ilocally iin iKenya iespecially ion ithe ilisted icommercial ibanks. iThis ipresents ia iknowledge igap iwhich 

ithis istudy iaimed ito ifind iout iby idetermining ithe irelationship iof icapping ithe iinterest irate ion ithe 

ifinancial iperformance iof ithe icommercial ibanks ithat itrade iwith ithe iNairobi iSecurities iExchange”. 

2.5 iConceptual iFramework 

The iconceptual iFramework ishows ia igraphical ipresentation iof ithe istudy’s ivariables. iThe 

iconceptual iframework iof ithe istudy iis ias iper iFigure i2.1. iThe iindependent istudy ivariable iwill ibe ithe 

iinterest irate iregulation imeasures ias idepicted iby ilending iinterest irate, iinterest ion isaving iaccounts, 

ibanking ideposits ilevels, irate ifrom ithe icentral ibank i(CBR) iand i91-day iTreasury ibill irate. 

Independent ivariable i     i i i i i i i i i i i i i Dependent iVariable i i i i i i i i i i i i i i i i i i i i i i i i i i i i i 

i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i 
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Source; iResearcher i2019 

Figure i2.1: iConceptual iFramework  

 

CHAPTER iTHREE 

RESEARCH iMETHODOLOGY 

3.1 iIntroduction 

This ichapter ioutlines ithe imethodology iapproach ithat iwas iadopted iby ithe istudy iin icollecting, 

ianalyzing iand iinterpretation iof idata. iThe isection ioutlines ithe iresearch idesign ito ibe iused, ithe istudy 

ipopulation, idata icollection imethods iand ithe ianalysis itechniques ito ibe iused. i 

3.2 iResearch iDesign 

This istudy iused ithe idescriptive iresearch idesign. iThis iresearch idesign iinvolves iexplaining ia 

ipopulation iin irelation ito iimportant ivariables iand ithe imain iemphasis iis ion ithe iestablishment iof ithe 

istudy ivariables. iThe ibenefits iof ithis iresearch idesign iare ithat iit iis isimple iand iunderstandable ias 

isuggested iby i(Kothari, i2004). iIt ialso ienables idetermination iof ia iparticular iphenomenon iat ia 

iparticular itime iwithout iminimal iinterferences ihence ithe imost iappropriate ifor ithe istudy. 

3.3 iPopulation i 

The istudy ipopulation iconsisted iof iall ithe icommercial ibanks ilisted iat ithe iNairobi iSecurities 

iExchange. iParticularly, ithere iare iten ibanks ithat itraded iin ithe iNSE iin iKenya ias iJanuary i2019 ias 

ishown iin iAppendix iI iand ithis iis ithe ipopulation ithat iwas itargeted. iDue ito ithe ipopulation ibeing 

ismall, ia icensus isampling iapproach iwas iemployed ito icomprise iall ithe iten ibanks. 

3.4 iData iCollection 

This istudy iutilized ipurely isecondary idata. iThe idata iwas iobtained ifrom ithe iCBK idatabase, iNSE iand 

ithe iBanks’ ireports. iThis irelates ito idata ion iinterest irate icontrol imeasures iand ithe iperformance iof ithe 
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ilisted ibanks. iData ion ithe ifinancial iperformance iwas i“obtained ifrom ithe ipublished iannual ireports 

iand icompany isources ias iwell ias iCBK’s ibanking isupervision ireports ifor iyears i2013 ito i2018”. iThe 

inet iinterest iincome iwas iused ias ithe imeasure ifor ifinancial iperformance iof ithe ilisted icommercial 

ibanks. 

3.5 iData iAnalysis 

Quantitative ianalysis iwas iused ito iobtain iinformation ion ithe ivariables iof ithe istudy. iSPSS iwas iused 

ito ianalyze idata iquantitatively. i“SPSS itool iwas ichosen ibecause iof iits iclarity, ipreciseness, iease iof 

iunderstanding iand iinterpretation. iQuantitatively, iinformation iwas ipresented iin itables”. iThe istudy 

iused idescriptive istatistics iand iinferential ianalysis ito idescribe ithe idata. iEvent ianalysis iwas ialso 

iconducted ito iestablish iwhether ithe icommercial ibanks iperformance imeasures iwere istatistically 

idifferent ifrom ithose ibefore ithe iinterest irate iregulation. i 

3.5.1 iAnalytical iModel 

To ithe iestablish ithe iregression iassociation ithat iexists ibetween ithe istudy’s ivariables, ia iregression 

imodel iwas iused ias ifollows; 

Y= iα+β1X1+ iβ2X2+ iβ3X3 i+ iβ4X4 i+ iε      

Where; 

Y= iInterest iIncome 

X1 i= iLending iInterest iRate 

X2 i= iInterest ion iSaving iAccounts 

X3 i=91-Day iTbill 

X4 i= iCentral iBank iRate 



19 

 

βj iCoefficients ifor ithe ivarious iindependent ivariables 

α- iConstant i 

ε iError iterm 

3.5.2 iSignificance iTesting 

The itest ifor isignificance iwas iundertaken iusing iANOVA. iANOVA iis ipreferred ias iit ienables 

icomparison iof imeans iif igroups iand iestimates iof ithe ivariances. iThis ienabled ithe idetermination iof 

ithe isufficiency iof ithe imodel iin imeasurement iof ithe iassociation iin ithe istudy ivariables. iThe ilevel iof 

isignificance ivalue iobtained iwas itested iat iboth ithe i5% isignificant ilevel. 
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CHAPTER iFOUR 

DATA iANALYSIS, iFINDINGS iAND iDISCUSSION 

4.1 iIntroduction 

This ichapter irepresents ithe ianalyis, ifindings iobtained iand iinterpretations iof ithe istudy. iInterest irate 

iregulation icommenced iin iSeptember i2016 iafter iparliament ipassed ifinance ibill iregulating ilending 

iand isaving irates. 

4.2 iDescriptive iStatistics 

The isection ipresented ithe itrend ianalysis ifor ithe istudy ivariables iwhich iincluded inet iincome ifrom 

iinterests, itotal iexpense ifrom iinterest iand ithe iinterest iincome ifor ithe ibanks. 

4.2.1 iTrend ifor iCommercial iBanks iTotal iInterest iIncome 

The isection ipresents ithe itrends ion itotal iinterest iincome ifor ibanks icategorized iin iTier iI iand i2 ibanks. 

iTier i1 ibanks iincluded iKCB ibank, iCo-op ibank, iBarclays ibank, iEquity ibank iand iStandard ichartered 

ibank iof iKenya ifor ithe iyear i2013 ito i2018. iThe itrends iare ipresented iin iFigure i4.1 iand iFigure i4.2. 
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Figure i4.1: iTier i1 iCommercial iBanks iTrend ifor iTotal iInterest iIncome i 
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As ishown iin iFigure i4.1, ithe itotal iinterest iincome itrend ifor iKCB ibank ipresents ia isteep irise ifrom ithe 

iyear i2013 ito iyear i2016 iwhen ithe iinterest icapping iwas ieffected. iHowever, ithere iwas ia isteady 

iincrease ifrom ithe iyear i2016 ito i2018. iCooperative ibank itrend irose ifrom iin i2013 ito i2015 iwhere 

ithere iwas ia isteep irise iuntil ithe iyear i2016. iThe itrend idropped isignificantly ifrom i2016 ito i2017 ibut 

islightly irose iin i2018. iBarclays ibank ihad ia isteep irise ifrom ithe iyear i2013 iuntil i2016 iwhere iit 

idropped. iEquity ibank ihad ia isharp irise ifrom ithe iyear i2013 ito ithe iyear i2016 iwhere iit irecorded ia 

isteep idrop ibut islightly irose iin i2018. iStandard iChartered ibank ihad irising ipattern ifrom ithe iyear i2013 

ito ithe iyear i2016 iwhere iit istagnated itowards i2018. iOverall, ithe icommercial ibanks iunder itier i1 

irecorded ia igeneral iincrease ifrom ithe iyear i2013 iuntil i2016. iThe idecreasing itrend iwas iobserved 

ifrom ithe iyear i2016 ito i2018. 
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Figure i4.2: iTier i2 iCommercial iBanks iTrend ifor iTotal iInterest iIncome i 
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As ishown iin iFigure i4.2, ithe itotal iinterest iincome itrend ifor iNIC ibank ipresents ia isteep irise ifrom ithe 

iyear i2013 ito iyear i2016. iDTB ibank iincreased iin i2013 ito i2015 iwhere ithere iwas ia isteep irise iuntil ithe 

iyear i2016. iI i&M ibank ihad ia isteep irise ifrom ithe iyear i2013 iuntil i2016 iwhere iit idropped. iStanbic 

iBank ihad ia isharp irise ifrom ithe iyear i2013 ito ithe iyear i2016 iwhere iit idropped. iNational ibank ihad ian 

iincreasing itrend ifrom ithe iyear i2013 iand i2015 ibut islightly idropped iin i201 ito ithe iyear i2016 iwhere iit 

irecorded ia isteep idrop. iOverall, ithe icommercial ibanks iunder itier i2 irecorded ia igeneral iincrease iin 

itotal iinterest iincome ifrom ithe iyear i2013 iuntil i2016 iwhere iinterest irate icapping iwas iapplied. iThe 

idecreasing itrend iwas iobserved ifrom ithe iyear i2016 ito i2018. 

4.2.2 iTrend ifor iCommercial iBanks iTotal iInterest iExpense 

The isection ipresents ithe itrends ion iTotal iInterest iexpense ifor ilisted icommercial ibanks iTier i1 ibanks 

ifor ithe iyear i2013 ito i2018. iThe itrends iare ipresented iin ifigure i4.3 iand iFigure i4.4. 
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Figure i4.3: iTier i1 iCommercial iBanks iTrend ifor iTotal iInterest iExpense i 
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As ishown iin iFigure i4.3, ithe itotal iinterest iexpense itrend ifor iKCB ibank ipresents ia isteep irise ifrom ithe 

iyear i2013 ito iyear i2015 iwhen iit idecreased isharply iuntil iyear i2017 iand islightly irose iin i2018. 

iCooperative ibank itrend irose iin i2013 ito i2015 iwhere ithere iwas ia isteep irise iuntil ithe iyear i2015. iThe 

itrend idropped islightly ifrom i2016 itowards i2018. iBarclays ibank ihad ia isteep irise ifrom ithe iyear i2013 

iuntil i2016 iwhere iit idropped. iEquity ibank ihad ia isharp irise ifrom ithe iyear i2013 ito ithe iyear i2016 

iwhere iit irecorded ia isteep idrop ibut irose itowards i2018. iStandard iChartered ibank ihad ia idecreasing 

itrend ifrom i2013 ito i2014 iand iit iincreased ifrom ithe iyear i2015 ito ithe iyear i2017 ibut idropped iin i2018. 
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Figure i4.4: iTier i2 iCommercial iBanks iTrend ifor iTotal iInterest iExpense i 
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As ishown iin iFigure i4.4, ithe itotal iinterest iexpense itrend ifor iNIC ibank ipresented ia isteep irise ifrom 

ithe iyear i2013 ito iyear i2015 iwhen iit idecreased isteadily iuntil iyear i2017. iCFC ihad ia islight idrop ifrom 

ibetween i2013 iand i2014 iand ithen ia isharp irise ifrom ithe iyear i2014 ito ithe iyear i2016 ithen ia islight idrop 

ito iyear i2017 iand irose iin i2018. iI i& iM ihad ia isteep irise ifrom ithe iyear i2013 iuntil i2015 iwhere iit 

irecorded ia isteady idrop. iNational ibank ihad ian iincreasing itrend ifrom i2013 ito i2015 iand iit iincreased 

ifrom ithe iyear i2015 ito ithe iyear i2018. i 

4.2.3 iTrend ifor iNet iInterest iIncome 

The isection ipresents ithe itrends ion inet iinterest iincome ifor ilisted ibanks ithat iwere icategorized itiers. 

iThe itrends iare ipresented iin ifigure i4.5 iand iFigure i4.6. 
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Figure i4.5: iTier i1 iCommercial iBanks iTrend iin ifor iNet iInterest iIncome i 
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As ishown iin iFigure i4.5, ithe iinterest iincome itrend ifor iKCB ibank ipresents ia isteep irise ifrom ithe iyear 

i2013 ito iyear i2016 iwhen ithe iinterest icapping iwas ieffected. iHowever, ithere iwas ia istagnation ifrom 

ithe iyear i2016 ito i2018. iCooperative ibank irose iin i2013 ito i2015 iwhere ithere iwas ia isteep irise iuntil ithe 

iyear i2016. iThe itrend idropped isignificantly ifrom i2016 ito i2017 ibut irose iin i2018. iBarclays ibank ihad 

ia isteep irise ifrom ithe iyear i2013 iuntil i2016 iwhere iit idropped iand islightly irose iin i2018. iEquity ibank 

ihad ia isharp irise ifrom ithe iyear i2013 ito ithe iyear i2016 iwhere iit irecorded ia isteep idrop iand islightly 

irose iin i2018. iStandard iChartered ibank irose iin i2013 ito ithe iyear i2016 iwhere iit irecorded ia isteep idrop. 

iThe icommercial ibanks iunder itier i1 irecorded ia igeneral iincrease iin i2013 iuntil i2016. iThe idecreasing 

itrend iwas iobserved ifrom ithe iyear i2016 ito i2018. 
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Figure i4.6: iTier i2 iCommercial iBanks iTrend ifor iNet iInterest iIncome i 
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As ishown iin iFigure i4.6, ithe inet iinterest iincome itrend ifor iNIC ibank ipresented ia isteep irise ifrom ithe 

iyear i2013 ito iyear i2016. iThe itrend istagnated ifrom i2016 ito i2017. iI i&M ibank ihad ia isteep irise ifrom 

ithe iyear i2013 iuntil i2016 iwhere iit idropped iuntil i2018. iCFC ihad ia isharp irise ifrom ithe iyear i2013 ito 

ithe iyear i2016 iwhere iit irecorded ia idecreasing itrend ibut irose iin i2018. iNational ibank ihad ian iup iand 

idown itrend ifrom ithe iyear i2013 ito i2018. iThe icommercial ibanks iunder itier i2 irecorded ia igeneral irise 

ifrom i2013 iuntil i2016. iThe idecreasing itrend iwas iobserved ifrom ithe iyear i2016 ito i2018. 

4.3 iDiagnostic iTests 

The istudy iconducted iout idifferent itests ito imake isure ithat ithe ipostulations iof iClassical iLinear 

iRegression iModel i(CLRM) iare inot icontravened iand ito iselect ithe iappropriate imodels ifor 

iinvestigation iin ithe ievent ithat ithe iCLRM ipostulations iare iviolated. iThe ipre-estimation itests 

iconducted iin ithis icase iare ithe inormality itest, imulticollinearity iand inormality itests. iEach iof ithem iis 

idiscussed iin ithe isubsequent isections. 

4.3.1 iMulticolinearity iTest 

Multicollinearity itests iwas iwas idone iusing iVariance iInflation iFactor i(VIF). i iAccording ito iField 

i(2009) ivalues imore ithan i0.2 ifor iTolerance iand ivalues iless ithan i10 ifor iVIF imeans ithat ithere iis ino 

imulticollinearity. iThe ifindings iobtained iare ipresented iby iTable i4.1. 

Table i4.1: iMulticolinearity iResults 

  i i i i i i i i i i i i iColinearity iStatistics 

 Tolerance V.I.F 

(Constant)   

Lending iInterest iRate 0.769 1.300 

Interest ion iSaving iAccounts 0.928 1.078 

91-Day iTbill 0.730 1.371 

Central iBank iRate 0.890 1.123 

Source: iResearch. iData, i2019 
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As ishown iin iTable i4.1, ithe iresults iof iLending iInterest iRate ihad ia itolerance ivalue iof i0.769 iand iVIF 

iof i1.300, iInterest ion iSaving iAccounts ihad ia itolerance ivalue iof i0.928 iand ia iVIF ivalue iof i1.078, i91-

Day iTbill ihad ia itolerance ivalue iof i0.730 iand ia iVIF ivalue iof i1.371. iLastly, iCentral iBank iRate ihad ia 

itolerance ivalue iof i0.890 iand ia iVIF ivalue iof i1.123 iand ithus irevealed ithat ithere iwas ino 

imulticollinearity isince iall ithe ivalues ifor itolerance iwere iabove i0.2 iand iVIF iwere iless ithan i10. i 

4.3.2 iNormality iTest 

Normality itest iwas idone ias iis ias ishown iby iTable i4.2. i 

Table i4.2: iNormality iTest 

 i Skewness Kurtosis 

Net iInterest iIncome 1.025 0.243 

Lending iInterest iRate 0.429 -0.997 

Interest ion iSaving iAccounts 0.197 -0.573 

91-Day iTbill 1.565 1.039 

Central iBank iRate 0.500 -1.018 

Source: iResearch. iData, i2019 

The iresults iobtained ishow ithat inet iinterest iincome ihad ia i“Skewness iof i1.025 iand iKurtosis iof i0.243, 

iLending iInterest iRate ihad ia iSkewness iof i0.429 iand iKurtosis iof i-0.997, iInterest ion iSaving 

iAccounts ihad ia iSkewness ivalue iof i-0.254 iand iKurtosis ivalue iof i-1.626, iLending iInterest iRate ihad 

ia iSkewness ivalue iof i0.197 iand iKurtosis ivalue iof i-0.573, i91-Day iTbill ihad ia iSkewness ivalue iof 

i1.563 iand iKurtosis ivalue iof i1.039 iwhile iCentral iBank iRate ihad ia iSkewness ivalue iof i0.500 iand 

iKurtosis ivalue iof i-1.018”. iThus ithe idata iwas inormal. 

4.4 iCorrelation iAnalysis 

Correlation ianalysis iwas iconducted iand ithe ifindings iare iportrayed iin iTable i4.3 
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Table i4.3: iCorrelation iOutput 

 i 

Net iInterest 

iIncome 

Lending 

iInterest iRate 

Interest ion iSaving 

iAccounts 

91-Day 

iTbill 

Central 

iBank iRate 

Net iInterest 

iIncome 1.000     

      
Lending iInterest 

iRate .592** 1.000    

 0.000     
Interest ion iSaving 

iAccounts .316* 0.099 1.000   

 0.014 0.452    
91-Day iTbill .439** .457** 0.253 1.000  

 0.000 0.000 0.051   
Central iBank iRate -.476** -.267* -0.153 -.278* 1.000 

 0.000 0.039 0.244 0.032  

The iresults iin ishow ithat ilending iinterest irate i(r=0.592, ip= i0.000) i“had ia ipositive iand isignificance 

irelationship iwith iNet iInterest iIncome. iInterest ion iSaving iAccounts i(r=0.316, ip=0.014) ihad ia 

ipositive iand isignificance irelationship iwith iNet iInterest iIncome. i91-Day iTbill i(r=0.439, ip=0.000) 

ihad ia ipositive iand isignificance irelationship iwith iNet iInterest iIncome. iLastly, iCentral iBank iRate 

i(r= i-0.476, ip=0.000) ihad ia inegative iand isignificance irelationship iwith iNet iInterest iIncome”. 

4.5 iRegression iAnalysis 

Regression iwas iundertaken iso ias ito i“determine ithe irelationship ithat iexisted ibetween iinterest irate 

iregulation iand ithe ifinancial iperformance iof ilisted icommercial ibanks iin iKenya”. iLending iinterest 

irate, iinterest ion isaving iaccounts, i91-Day iTbill iand icentral ibank irate iwere ifound ito ibe isuitable 

ivariables iin ianalyzing ifinancial iperformance. iThe iR isquare iwas i0.514. iThis imeans ithat ilending 

iinterest irate, iinterest ion isaving iaccounts, i91-Day iTbill iand iCentral iBank iRate iexplain i51.4% iof ithe 

ivariations iin ithe idependent ivariable. i i 
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Table i4.4: iModel iFitness 

Model R R2 Adjusted iR2 Std. iErr i 

1 .717a 0.514 0.479 8479.4622 

a iPredictors: i(Constant), iCentral iBank iRate, iInterest ion iSaving iAccounts, iLending iInterest iRate, 

i91-Day iTbill 

Source: iResearch iData, i2019 

The iresults iin iTable i4.5 igives ithe ioutcomes ion ithe iexamination iof ithe ivariations i(ANOVA). iThe 

iresults iindicated ithat ithe imodel iwas isignificant iat i0.000. 

Table i4.5: iANOVA 

 i Squares iSum d.f Square iMean F Sign. 

Regression 4180836698 4 1045209174 14.537 0.000 

Residual 3954570347 55 71901279.04   

Total 8135407045 59    
Source: iResearch iData, i2019 

Regression icoefficient imeasure iof ithe iaverage ifunctional irelationship ibetween itwo ior imore 

ivariables. iThe iregression iof icoefficients iresults iare ishown iin iTable i4.6. 

Table i4.6: iRegression iof iCoefficients 

 
 i B Std. iError Beta. t Sign. 

(Constant.) 17400 13158.507  1.322 0.192 

Lending iInterest iRate 1853 445.225 0.446 4.164 0.000 

Interest ion iSaving iAccounts 1413 687.71 0.201 2.056 0.045 

91-Day iTbill 352 381.545 0.102 0.923 0.360 

Central iBank iRate -3168 1059.805 -0.298 -2.990 0.004 

Source: iResearch iData, i2019 

The ifitted imodel iwas: 

Y= i17400 i+1853X1+ i1413X2+ i352X3 i-3168X4  
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Regression iresults iin iTable i4.6 ishows ithat ilending iinterest irate iwas ipositively irelated iwith iβ iof 

i1,853 iand ip-value iof i0.000 ito inet iinterest iincome. iInterest ion isaving iaccounts irate ihad ia iβ iof i1,413 

iand ip-value iof i0.045 ito inet iinterest iincome. i91-Day iTbill ihad ia iβ iof i352 iand ia ip-value iof i0.360 ito 

inet iinterest iincome. iLastly, iCentral iBank iRate ihad ia iβ ivalue iof i-3168, iand ia ip-value i0.045 ito inet 

iinterest iincome. iThis iimplies ithat i“an iincrease ilending iinterest irate, iinterest ion isaving iaccounts, 

i91-Day iTbill iled ito ian iincrease ion ithe inet iinterest iincome iwhile ian iincrease iin icentral ibank irate 

ilend ito ia idecrease iin inet iinterest iincome”. 

4.6 iEvent iAnalysis 

Event ianalysis iwas iused ito iestablish iwhether iinterest irate iregulation ihad isignificant ieffect ion ibanks 

iperformance iin iKenya. iFinancial iperformance, icentral ibank irate, ilending irate, i91-day iT-bill iand 

isavings irate iprevailing iin i2014 iand i2015 iwas icompared ito ithose iprevailing iin i2017 iand i2018; itwo 

iyears iafter iand ibefore iintroduction iof iinterest irate iregulation. iThe ievent iyear, i2016 iwas iexcluded 

iin ievent ianalysis ias ipresented iin iTable i4.7. 
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Table i4.7: iEvent iAnalysis 

 i  i Sum iof iSquares df 

Mean 

iSquare F Sig. 

Net iInterest iIncome Between iGroup 184562682.1 3 61520894.03 0.422 0.738 

 With iin iGroup 5245815171 36 145717088.1   

 Total 5430377853 39    

Lending iInterest iRate Between iGroup 0.005 3 0.002 6.013 0.002 

 With iin iGroup 0.009 36 0   

 Total 0.014 39    

91DayTbill Between iGroup 4.929 3 1.643 0.827 0.488 

 With iin iGroup 71.559 36 1.988   

 Total 76.488 39    

Central iBank iRate Between iGroup 0.269 3 0.09 0.071 0.975 

 With iin iGroup 45.675 36 1.269   

 i Total 45.944 39    
Source: iResearch iData, i2019 

The ifindings ias ishown iin iTable i4.7 iindicated ithat ionly ilending iinterest irate i(p=0.002<0.05) iwas 

isignificantly idifferent iafter iinterest irate iregulation. iFinancial iperformance i(p=0.738>0.05) ihad ino 

isignificant idifference iafter iinterest irate iregulation. iThis imeant ithat ifinancial iperformance iof ilisted 

icommercial ibanks iprior ito iintroduction iof iinterest irate iregulation iwas inot isignificantly idifferent 

iwith ithe ibanks ifinancial iperformance iafter iintroduction iof iinterest irate iregulation. iFurther, 

i91DayTbill i(p=0.488>0.05) ihad ino isignificant idifference iafter iinterest irate iregulation. iLastly, ithe 

icentral ibank irate ihad ino isignificant idifference iafter iinterest irate iregulation. iFinancial iperformance 

iwas itherefore ithe isame iafter iintroduction iof iinterest irate iregulation. iThus, i“interest irate iregulation 

idid inot ihave ia isignificant ieffect ion ifinancial iperformance iof ilisted icommercial ibanks iin iKenya”. 

4.7 iDiscussion iof iResearch iFindings i 

The istudy isought ito idetermine ithe irelationship ibetween iinterest irates iregulation iand ithe ifinancial 

iperformance iof ibanks. iCorrelation iresults ishowed ithat i“lending iinterest irate, iinterest ion isaving 
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iaccounts, inet iinterest iincome iand i91-Day iTbill ihad ia ipositive iand isignificance ieffect iwith inet 

iinterest iincome. iOnly icentral ibank irate ishowed ia inegative iand isignificance ieffect iwith iNet iInterest 

iIncome”. i 

Lending iinterest irate, iinterest ion isaving iaccounts, i91-Day iTbill iand iCentral iBank iRate iwere ifound 

ito ibe i“satisfactory ivariables iin iexplaining ibanks ifinancial iperformance. iANOVA iresults iindicated 

ithat ithe ioutcomes iof ithe igeneral imodel iwas istatistically isignificant. iRegression iof icoefficients 

iresults irevealed ithat ilending iinterest irate i(β=1,853, ip=0.000) ihad ia ipositive iand isignificant ieffect 

iwith inet iinterest iincome. iInterest ion isaving iaccounts irate i(β=1,413, ip=0.045) ihad ia ipositive iand 

isignificant ieffect iwith inet iinterest iincome. i91-Day iTbill i(β=352, ip=0.360) ihad ia ipositive iand ibut 

iinsignificant ieffect iwith inet iinterest iincome. iLastly, iCentral iBank iRate i(β= i-3168, ip=0.045) ihad ia 

inegative iand isignificant ieffect iwith inet iinterest iincome. iThis iimplies ithat ian iincrease ilending 

iinterest irate, iinterest ion isaving iaccounts, i91-Day iTbill iled ito ian iincrease ion ithe inet iinterest iincome 

iwhile ian iincrease iin icentral ibank irate ilend ito ia idecrease iin inet iinterest iincome”. 

Event ianalysis iwas iconducted ito icompare ithe iinfluence iof ithe iinterest irate icapping iin i2016. 

iFinancial iperformance, icentral ibank irate, ilending irate, i91-day iT-bill iand isavings irate iprevailing iin 

i2014 iand i2015 iwas icompared ito ithose iprevailing iin i2017 iand i2018; itwo iyears iafter iand ibefore 

iintroduction iof iinterest irate iregulation. iThe ievent iyear, i2016 iwas iexcluded iin ievent ianalysis. iThe 

iresults irevealed ithat ionly ilending iinterest irate i(p=0.002<0.05) iwas isignificantly idifferent iafter 

iinterest irate iregulation. iFinancial iperformance ias imeasured iby inet iinterest iincome i(p=0.738>0.05) 

ihad ino isignificant idifference iafter iinterest irate iregulation. iThis imeant ithat iperformance iof ibanks 

iprior ito iintroduction iof iinterest irate iregulation iwas inot isignificantly idifferent iwith ithe iperformance 

iof ibanks iafter iintroduction iof iinterest irate iregulation. iFurther, i91DayTbill i(p=0.488>0.05) ihad ino 

isignificant idifference iafter iinterest irate iregulation. iLastly, ithe icentral ibank irate ihad ino isignificant 
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idifference iafter iinterest irate iregulation. iFinancial iperformance iwas itherefore ithe isame iafter 

iintroduction iof iinterest irate iregulation. iThus, i“interest irate iregulation idid inot ihave ia isignificant 

ieffect ion ifinancial iperformance iof ilisted icommercial ibanks iin iKenya”. iThis icompares iwith iKibobo 

i(2017) iwho ialso istudied i“the iinterest irates icontrol iand iperformance iof icommercial ibanks iin 

iKenya, itaking ia icase istudy iof iEquity iBank iand iestablished ithat iinterest icontrol imeasures isuch ias 

iplacement iof iinterest icaps iwas inot ian iefficient imethod iin ithe ilong iterm iand irecommends ithe 

iformulation iof ibetter ipolicies”. iWhile iMatundura i(2018) istudied ithe ieffects iof icapping iinterest irate 

ion ireturns iof iKCB iand iindicated ithat i“interest irate icapping iwas iadversely iand inot idetectably 

iidentified iwith ithe ibank's ibenefits iat i5% ilevel iof icentrality”. 

Various istudies iconducted ihave ialso iestablished isimilar inegative iand iinsignificant ieffect ibrought 

iabout iby iinterest iregulation ion ithe iperformance iof ibanks. iThis iis iin iline iwith iKhan iand iSattar, 

i(2014) iwho iinvestigated ieffects iof iinterest irate iregulations iand iestablished ithat iimplementation iof 

ithese iregulations imay idiscourage isupply iof ifunds ithe ifinancial iinstitution itherefore iencouraging 

iinformal imechanisms. iThis iconcurs iwith iShuremo i(2016) iwho ion ia istudy ion ideterminants iof 

ibanks' iproductivity iproof ifrom ibanks iin iEthiopia iand idiscovered ithat ias iinterest irate iwas 

inegatively icorrelated ito ithe ifinancial iperformance iof ithe ibanks. iWhile iNdubuaku iet ial i(2017) 

ifound iout ithat iinterest iregulations ihad ino isignificant iimpact ion ihow ithe ibanks iperformed. 

Ngetich iand iWanjau i(2011) ion ia istudy ion ithe i“impact ithat iinterest irates ihad ion inon-performing 

iassets iof icommercial ibanks ioperating iin iKenya iand iestablished ithat iincrease iof ilending iinterest 

irates iand ilowering iof ithe ideposits iinterest irates iamong iinvestor iwas icaused ito ia igreat iextent iby 

iinterest irate ispreads”. iKhan iand iSattar i(2014) ion ithe i“influence iof icontrol iof iinterest irates ion 

ibanks’ iprofits iand ifound iout ithat ithe iinterest irates ichanges idue ito iinterest irate icontrols 

iconsiderably iaffected ithe ibanks’ iinterest iincome”. iThis iimplied ithat ithe iinterest irate iadopted iby 
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ithe ibanks iwas idependent ito ithe imonetary iregulation ipolicy iplaced. iUdeh i(2015) i“on ia istudy ion ithe 

ieffect iof imonetary ipolicies ion ithe iperformance ibanks ioperating iin iNigeria iand iestablished ithat 

imost iof ithe imonetary ipolicies ihad iminimal iand iinsignificant iinfluence ion ithe iprofits iof ibanks iin 

iNigeria”. iKibobo i(2017) iinvestigated iinterest irates icontrol iand iperformance ibanks, itaking ia icase 

istudy iof iEquity iBank iand ifound iout ithat iinterest icontrol imeasures isuch ias iplacement iof iinterest 

icaps iwas inot ian iefficient imethod iin ithe ilong iterm iand irecommends ithe iformulation iof ibetter 

ipolicies. i 

Ng’ang’a iand iWanyoike i(2017) istudied ithe iimpact ithat iinterest irate icontrol ihas ion iNSE ireturns iand 

ifound ithat iinterest irate icontrol ihad iimpacted inegatively ion ithe iNSE ireturns. i“Interest irate icontrol 

iwas irelied iupon ito iimprove isecurities iexchange iexecution ibecause iof idiminished iinterest irate 

ihowever ithis iwas inot ithe isituation. iThis iwas irelated iwith ithe idiminished iacknowledge iaccessibility 

ias ibusiness ibanks iadvance iless iloans ion ithe igrounds ithat iof ithe iapparent icredit ihazard. iMatundura 

i(2018) ion ithe iimpacts iof icapping iinterest irate ion ireturns iof iKCB iand idiscovered ithat idemonstrated 

ithat iinterest irate icapping iwas icontrarily iand ifactually iidentified iwith ithe ibank's ibenefits iat i5% 

ilevel iof isignificance”. 

However, ion ithe icontrary, iMiller i(2013) ifinds ithat ithe iinterest iregulations iaim ito icreate 

itransparency iand iuniformity ion ihow ithe ibanking iinstitutions iconduct itheir ioperations iwith iother 

iparties ihence ia isignificant ipositive ieffect. i“Khan iand iSattar i(2014) iinvestigated ithe iinfluence iof 

icontrol iof iinterest irates ion ibanks’ iprofits iand iestablished ithat iinterest irates ichanges idue ito iinterest 

irate icontrols iconsiderably iaffected ithe ibanks’ iinterest iincome. iSimilarly, iMndeme i(2015) idid ia 

istudy ion ithe inet iinterest iincome ion ithe ibanking ireturns iof icommercial ibanks iin iTanzania iand 

ifound ithat inet iinterest iincome iregulation iimpacted isignificantly ion ithe ibank iperformance”. 
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CHAPTER iFIVE 

SUMMARY, iCONCLUSION iAND iRECOMMENDATION 

5.1 iIntroduction 

This ichapter ipresents isummary iof ithe istudy ifindings iguided iby ithe iobjective iof ithe istudy iwhich 

iwas ito idetermine ithe irelationship ibetween iinterest irates iregulation iand ithe ifinancial iperformance 

iof ilisted icommercial ibanks. iConclusions iand irecommendations iare ialso igiven ifor ifuture iaction iand 

iresearch idirection iare ialso imade. i 

5.2 iSummary iof ifindings 

This istudy iutilized ipurely isecondary idata ito iestablish iwhether ithe iregulation iof iinterest ihad ian 

iimpact ion ithe ibanks iperformance iin iKenya. i“The idata iwas iobtained ifrom ithe iCBK idatabase, iNSE 

iand ithe iBanks’ ireports ifor ia iperiod iof ifive iyears i(2013 ito i2018). iThe istudy iused iquantitative 

ianalysis itechniques ito iobtain iinformation ion ithe istudy ivariables iusing iSPSS. iEvent ianalysis iwas 

ialso iconducted ito iestablish iwhether ithe icommercial ibanks iperformance imeasures iwere 

istatistically idifferent ifrom ithose ibefore ithe iinterest irate iregulation”. iThe itest ifor isignificance iwas 

iundertaken iusing ithe iAnalysis iof iVariance i(ANOVA) iat iboth ithe i5% isignificant ilevel iand i95% 

iconfidence ilevel. 

The istudy ivariables ithat iwere ilending iinterest irate, iinterest ion isaving iaccounts, i91-Day iTbill iand 

iCentral iBank iRate iwere i“found ito ibe isatisfactory ivariables iin iexplaining ifinancial iperformance iof 

ilisted icommercial ibanks iin iKenya iRsquare iof i0.514%”. iRegression iresults ishowed ithat i“lending 

iinterest ihad ia ipositive iand isignificant ieffect iwith inet iinterest iincome. iInterest ion isaving iaccounts 

irate ihad ia ipositive iand isignificant ieffect iwith inet iinterest iincome. i91-Day iTbill ihad ia ipositive iand 
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ibut iinsignificant ieffect iwith inet iinterest iincome. iLastly, icentral ibank irate ihad ia inegative iand 

isignificant ieffect iwith inet iinterest iincome. iThis iimplies ithat ian iincrease iLending iinterest irate, 

iinterest ion isaving iaccounts, i91-Day iTbill iled ito ian iincrease ion ithe inet iinterest iincome iwhile ian 

iincrease iin icentral ibank irate ilend ito ia idecrease iin inet iinterest iincome”. 

On ithe iinfluence iof iinterest irate icapping ion ifinancial iperformance iof ithe ilisted ibanks, iEvent 

ianalysis ishowed ithat ifinancial iperformance, icentral ibank irate, ilending irate, i91-day iT-bill iand 

isavings irate iprevailing iin i2014 iand i2015 iwas icompared ito ithose iprevailing iin i2017 iand i2018; itwo 

iyears iafter iand ibefore iintroduction iof iinterest irate iregulation. iThe ievent iyear, i2016 iwas iexcluded 

iin ievent ianalysis iand iresults irevealed ithat ionly ilending iinterest irate iwas isignificantly idifferent iafter 

iinterest irate iregulation. iFinancial iperformance ihad ino isignificant idifference iafter iinterest irate 

iregulation. iThis imeant ithat iperformance iof iprior ito iintroduction iof iinterest irate iregulation iwas inot 

isignificantly idifferent iwith ithe iperformance iof icommercial ibanks iafter iintroduction iof iinterest irate 

iregulation. iFurther, i91DayTbill ihad ino isignificant idifference iafter iinterest irate iregulation. iIn 

iaddition, ithe icentral ibank irate ihad ino isignificant idifference iafter iinterest irate iregulation. 

5.3 iConclusions 

The iregression ianalysis ishowed iweak irelationship ibetween iinterest irate iregulation iand ifinancial 

iperformance ias imeasured iby ithe inet iinterest iincome. iEven ithough ithe iintroduction iof iinterest irate 

iregulation, ibanks ifinancial iperformance idid inot isignificantly ichange. iThe iinterest irate icap 

iexpedited isome inegative iimpacts ithe igeneral ieconomy, iwith ithe iimpacts imore iextreme iin i2017 

ithan iin i2018. iThe istudy ifinds ithat ithe icapping ierodes ithe ibanks’ iability ito ibuild icapital ibuffers 

ithrough iretained iearnings, ihence ivulnerable ito ishocks. iFollowing iinterest irate icaps, ithe iincome iof 

ithe icommercial ibanks ihave ishifted itheir irevenue isources iin ifavor iof inon-interest iincome. 

iHowever, isome irecuperation ihas ibeen iseen iin i2018 iwith iincrements iin idevelopment iof icredit ito 



43 

 

ithe igeneral ifinancial idevelopment. iWhat's imore, imarket ipower icontrol iin ithe ifinancial ipart iis 

iprobably igoing ito iimpact iinterest irate ispreads, iwith ithe icouple iof ienormous ibanks iprone ito ihave 

ithe iadvantage. iAll ithings iconsidered, ithe ilaw ihas ifor ithe imost ipart iprevailing iwith iregards ito 

icutting idown iinterest irate ispreads. 

5.4 iRecommendations i 

5.4.1 iRecommendation ito iPractice 

The istudy irecommends ithat ithe icommercial ibanks ito icome iup iwith iappropriate istrategies iin 

iminimizing ithe inegative ieffects iof ithe iinterest irate iregulations ion iperformance imaximizing 

inoninterest irevenues iand imanaging itheir icosts. iFurther ithe ibanks ican ishift itheir irevenue isources iin 

ifavor iof inon-interest iincome isuch ias ifees iand irevenues iand iforeign iexchange. iThe istudy ialso 

irecommends ithat ithe icommercial ibanks ito icome iup iwith iinnovation iproducts iand iservices iso ias ito 

ireduce ithe idependence itowards iinterest irate iincomes. iThis iis iessential iin iensuring ithat ithey iare 

ishielded iagainst ithe inegative iimpacts iof ithe iinterest irate iregulations ias iwell ias iassuring iof 

icontinued iprofitability iregardless iof ithe iregulations. i 

Lastly, ibanks ishould ialso iexploit iadditional iways iof iimproving ithe iefficiency iof ioperations iso ias ito 

iimprove itheir ifinancial iperformance iand iprotect ithe ishareholders icapital. iCommercial ibanks 

imanagement iare irecommended ito ieducate ithe iinvestors ion ihow ithey iare imanaging ipost iinterest 

iregulation iprofitability. iThis iwill iboost iinvestor iconfidence iand ireduce ithe inegative ieffect iof 

iinterest irate iregulation ion imarket iperformance iof ilisted icommercial ibanks ias iindicated iby ithe 

ishare iprices. 
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5.4.2 iRecommendation ito iPolicy 

The istudy ifound ithat ithe iinterest irate iregulation iresult iin inegative ibut inot isignificant ieffect ion ithe 

ifinancial iperformance iof ithe icommercial ibanks. iThe istudy itherefore irecommends ithat ithe ipolicy 

imakers, imainly ithe iCBK ito iconduct ian ievaluation ion ithe iefficiency iand ibenefits iof ithese iinterest 

irate iregulation. iThis iwill ienable ithe idetermination iof iwhether ithe iinterest irate iregulations iand 

icapping ihave iachieved ithe iintended ioutcomes ias iregards ito ithe iperformance iof ithe ibanks. iIt iis ialso 

irecommended ithat ithe iGovernment iof iKenya iand iCBK ito irevise ithe iset ipolicies ion iinterest irate 

iregulation ito iensure ithat ineither ithe ibanks inor ithe icustomers iare inegatively iaffected. i 

The istudy ifurther irecommends ithe igovernment iand iother iregulatory ibodies isuch ias ithe iCBK ito 

icome iup iwith ifavourable ipolicies iwhich iwill ipromote ifinancial iliberalization iapart ifrom iinterest 

irate iregulation. iThis iis iimportant iso ias ito iboost ithe iperformance iof icommercial ibanks iin iKenya 

iwhich iwill iin iturn ipromote iincreased ifinancial iinclusion iand iinvestments. iThe ieconomy iof ithe 

icountry iwill ialso ibe iimproved ithrough ithis ias ithe isector icontributes isignificantly ito ithe iGDP 

iannually. i 

5.5 iLimitations ito iStudy 

The istudy iwas ilimited iby ithe iresearch idesign iemployed iwhereby iit ionly ifocused ito ithe ilisted 

icommercial ibanks iin iKenya. iThis iis idespite itheir ibeing iother icommercial ibanks inot ilisted iand 

ifinancial iinstitutions isuch ias iMicrofinance iBanks iand iSACCOs iwhich iare ialso iaffected iby iinterest 

irate iregulations. iThe ifindings ithus iobtained imay inot ibe ian iactual irepresentation iof ithe iexact 

iphenomenon iin ithese iother iinstitutions idue ito ithe idifferences iin iorganizational iand ifinancial 

istructures iin ithe ifirms. i 
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The istudy iwas ialso ilimited ito ionly ifour ivariables iof iinterest iregulation inamely; iLending iInterest 

iRate, iInterest ion iSaving iAccounts, i91-Day iT-bill iand iCentral iBank iRate iwhich iis inot ian 

iexhaustive ilist iof iall ithe iavailable iinterest iregulation imeasures iput iin iplace iby ithe iCentral iBank iof 

iKenya ion icommercial ibanks iin iKenya. iThe istudy iwas ialso ilimited iby ithe idata icollection imethods 

iemployed iwhereby ionly isecondary idata iwas iutilized. iIn ithis iregard, ithe iaccuracy iand irelevancy iof 

ithe isecondary idata imay inot ibe ifully iguaranteed. i 

The istudy ialso iused i“net iincome iinterest ias imeasures iof ithe ifinancial iperformance iof ithe 

icommercial ibanks idespite ithe iexistence iof iother imeasures iof ifinancial iperformance isuch ias iprice 

ito iearnings iratio iwhich ican ibe iused iin iaccessing ithe ilevel iof iperformance iin ithe ibanks. 

iAdditionally, ithe istudy ifocused ionly ion iinterest irate iregulation ias ia imain ideterminant iof ithe 

ifinancial iperformance iof ithe ibanks. iThis iis ia ilimitation iowing ito ithe ifact ithat ithere iare iother 

ideterminants iof ifinancial iperformance iof ithe icommercial ibanks isuch ias iexchange irates, iGDP 

igrowth iand imarket icapitalization iwhich iwere inot iconsidered iin ithe istudy ivariables”. i 

5.6 iSuggestions ifor iFurther iResearch 

The istudy ithus imakes iseveral isuggestions ifor ifurther iresearcher ion iareas iwhich iemerged iduring ithe 

istudy iand irequire ifurther iresearch. iThe istudy iwas ialso ilimited ionly ito ifour ivariables iof iinterest irate 

iregulations iby iCBK inamely ilending iinterest irate, iinterest ion isaving iaccounts, i91-Day iT-bill iand 

icentral ibank irate, iit iis itherefore isuggested ithat ifurther istudies ibe iconducted iwhile itaking 

iconsideration iother iinterest irate icontrol imeasures inot icovered iby ithe istudy. iThis iwill ienable 

i“comprehensive idetermination iof ithe irelationship ithat iexists ibetween ithe iresearch ivariables. iThe 

istudy ialso isuggests ithat ifuture istudies ito ibe iconducted iusing iother idata icollection imethods iother 

isecondary idata isuch ias ithrough iuse iof iquestionnaires iand iinterviews ito ifacilitate iobjectivity iof ithe 

iresearch ifindings”. i 
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The istudy ialso isuggest istudies ito ibe iconducted iusing idifferent imeasures iof ifinancial iperformance 

iother ithan inet iinterest iincome iused iby ithe istudy ito ienable icomparison iof ithe istudy ifindings. i iThe 

ifuture istudies ishould ialso iconsider iother ideterminants iof ibudgetary iexecution iof ithe ibanks iother 

ithan iinterest irates isuch ias ichanges iin ithe imacro-economic ienvironment, iGDP igrowth, iforeign 

iremittances iand imarket icapitalization ito ifoster ifull ideterminant iof ithe ifinancial iperformance 

ideterminants. iAlso, ifurther istudies ito ibe iconducted iat ia idifferent itime iframe ito iestablish iwhether 

ithe isame iphenomenon iwill ibe iprevailing ior ichanged. i 
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APPENDICES 

Appendix iI: iCommercial iBanks i 

1. KCB 

2. Diamond iTrust iBank 

3. Equity iBank 

4. CFC iStanbic iHoldings 

5. NIC iBank 

6. Barclays iBank 

7. Stanchart iBank 

8. NBK 

9. I i&M iHoldings i 

10. Co-op iBank iof iKenya 

Source: iNSE i(2019) 

 

 

 

 


