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ABSTRACT

Commercial banks income structures over the yeawvs mainly been dominated by
interest income generated from loans and advaocasstomers followed distantly by
non-funded also known as non-interest income. Heweav recent years Banks have
increasingly been generating income from off-badasiceet business and fee income.
Technological advancements have greatly increasstlipt base in banks leading to
new revenue streams such as mobile banking, cageusnline banking and cashless
transactions through bank agents and merchantssility sought to establish the
effect of cashless transactions and financial ig@dncome on non-funded income in
commercial banks in Kenya. The research design @ragl in this study was
descriptive in nature. The target population irs gtudy was the 43 commercial banks
that were fully registered with CBK by December 20The data used in this study
was quantitative in nature. The secondary data fdive years (2009-2013) was
obtained from annual publications by central baskvell as financial statements of
commercial banks. This includes statement of firmaosition and directors reports.
Multiple linear regression Analysis was used tonexe the relationship between
cashless transactions income, financial tradingrme and non- funded income in
commercial banks in Kenya. From the regression mdte study found out that
there were factors influencing the non-funded ineahcommercial banks in Kenya,
which are cashless transactions income, finan@dirig income, banks interest rates,
inflation and size. They either influenced it posty or negatively. The study found
out that the intercept was 4.312 for all years. fitie independent variables that were
studied (cashless transactions income, finanaalinig income, banks interest rates,
inflation and size) explain a substantial 89.3%nohn-funded income in commercial
banks in Kenya as represented by adjuste(Di893). The study established that the
coefficient for cashless transactions income was3q. meaning that cashless
transactions income positively and significantlffluenced the non-funded income in
commercial banks in Kenya. The study also estaddisthat the coefficient for
financial trading income was 0.707, meaning thaaricial trading income positively
and significantly influenced the non-funded incomecommercial banks in Kenya.
The study concluded that cashless transactionsmniecnd financial trading income
have a positive effect on non- funded income in m@mtial banks in Kenya. The
study recommended that banks should conduct résearcother possible mobile
money services packages that are user friendlydmvelop them so as to enable
deposit/withdraw of money using mobile phone whial meet different customer
requirements and capture market niches that cotopethave not identified hence
expand on the market share leading to improvedfaonded income.



CHAPTER ONE: INTRODUCTION

1.1 Background of the Study

Commercial banks income structures over the yeawvs mainly been dominated by
interest income generated from loans and advaocasstomers followed distantly by
non-funded also known as non-interest income. Heweav recent years Banks have
increasingly been generating income from off-badasiceet business and fee income.
Uzhegova (2010) noted that the decline in interaatgins, has forced banks to
explore alternative sources of revenues, leadingditersification into trading
activities and non-traditional financial operation§he concept of revenue
diversifications follows the concept of portfolibeory which states that individuals
can reduce firm-specific risk by diversifying theportfolios. Olweny and Shipho
(2011) noted that because of activity diversifioatithe economies of scale and scope
caused through the joint production of financiatiaties leads to increase in the
efficiency of banking organizations. They furthegwed that product mix reduces
total risks because income from non-interest aetwiis not correlated or at least
perfectly correlated with income from fee basedvds and as such diversification

should stabilize operating income and give risa toore stable stream of profits.

Cashless transactions have been on the rise neteat years due to deregulation and
rapid technological advances in information floesmmunications infrastructure and
financial markets. Commercial banks in the aim efahgesting banking halls and
reaching to a large market base are investing heewcashless products eventually
leading to increased revenue streams. Addition&lymmercial banks in the aim of
increasing revenue and utilizing customer unusgubslés there is increased financial

trading especially in Bonds and foreign exchange gheceding being a risk free



investment and has an assured return is becomiitg gommon in Banks due to

increasing competition in the local banking sector.

However there is a long history of debates abow Henefits and costs of
diversification in banking. The proponents of aityivdiversification or product mix

argue that diversification provides a stable ars$ Ieolatile income, economies of
scope and scale, and the ability to leverage maishgdficiency across products;
while those against diversification prefer concatidn of products or services
offered. They argue that specialization in a spegifroduct or good increases
expertise and effectiveness however with increasmgpetition this may hinder an
entity from obtaining maximum profits that accruerh diversification, hinder an

entities growth and eventually expose the entitmésket specific risk.

1.1.1 Cashless Transactions

Cashless Transactions involve payment for goodssandces by use of credit cards,
debit cards, mobile devices and electronic funaissier instead of use of hard cash or
checks. Cashless transactions attract transaees) flebit and credit card application
charges and electronic transfers also attract elsadgpending on whether it's a local
or foreign transfer. The wide-ranging economic demments of the previous decade
such as the integration of world economies haveeradignificant impact towards
increasing the mobility of the working populace dhdir families. At the same time,
technological developments especially in the fafldelecommunication have made it
possible to offer innovative, location sensitivervéees on ubiquitous basis to

customers on the move (Tiwari et al., 2006).



1.1.2 Financial Trading Income

Financial Trading involves the sale and purchadeahcial instruments traded in the
stock markets, derivative markets and commodityketar They comprise stock
exchanges, derivative exchanges and the commodixehanges (International
Accounting Standard (IAS) 32.11). Financial instants can be categorized by form
depending on whether they are cash instrumentseroratives instruments .Cash
instruments are financial instruments whose vadugetermined. They can be divided
into securities, which are readily transferabled asther cash instruments such
as loans and deposits, where both borrower ancetelmave to agree on a transfer.
Derivative instruments are financial instrumentsicihderive their value from the
value and characteristics of one or more underlginiities such as an asset, index or
interest rate. They can be divided into exchangeed derivatives and over-the-
counter (OTC) derivatives .Alternatively, financiaktruments can be categorized by
asset class depending on whether they are equegdbaeflecting ownership of the
issuing entity or debt based, reflecting a loan itheestor has made to the issuing
entity. If it is debt, it can be further categodz@ato short term which is less than one
year or long term .Foreign Exchange instrumentsteargsactions are neither debt nor

equity based and belong in their own category.

1.1.3 Non- Funded Income

This income is derived by Banks primarily from fedsxamples of non-interest

income include deposit and transaction fees, igafft funds (NSF) fees, annual

fees, monthly account service charges, inactivegsf check and deposit slip fees.
Institutions charge fees that provide non-interiesbme as a way of generating
revenue and ensuring liquidity in the event of @ased default rates. In the face of

declining net interest margins, depository insimug have entered new product areas
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over the past two decades, moving from traditidealding to areas that generate
Non-fund based Income. The change is of importémcenancial stability. The more
unstable is a bank’s earnings stream, the morey rifle institution is. The
conventional wisdom in the banking industry is teatnings from fee-based products
are more stable than loan-based earnings and thedgased activities reduce bank

risk through diversifications (Marvaniya012).

The increasing presence of non-interest incomeimneercial banks has been widely
documented and discussed in the industry pressegudatory publications but only a
few academic studies have investigated the impagtooeased non-interest income
on the financial performance of commercial bankevé&opment of new financial

technologies such as cashless transactions andaimutods are associated with
higher levels of non-interest income in the banksygtem. We also find that
increases in non-interest income tend to be agsocvaith higher profitability, higher

variation in profits and a worsened risk-returrd@aff. Regulatory, technological, and

strategic plans are the major drivers of nonintdre®me (Young and Tara, 2003).

1.1.4 Cashless Transactions, Financial Trading Income and Non-Funded Income
Muia (2013) sought to establish whether income fislamic debit and credit cards
which is a form of cashless revenue source hasgh margin that contributes
positively to bank annual profitability and frometfindings he established that there
is a weaker linear relationship between return ssets (ROA) and Margins from the
Bank Cards. Ngugi (2001) concurs that mobile bagkias revolutionized the money
transfer business and has created further innowatizat have lowered the transaction

costs for both the banks and customers.



Securities have expanded due to the substantiainadation of holdings of
government or central bank securities. The marketrfinovative financial products
has continued to expand and banks have increasedoffishore positions over the
past decade. Still low interest rates have fudledgrowth of core deposits but the rise
is insufficient to fund the increase in banks assAt a result, banks relied more on

managed liabilities notably long-term borrowingifl®h and Gamra, 2013).

1.1.5 Commercial Banksin Kenya

Commercial Banks in Kenya are licensed and regilptesuant to the provisions of

the Banking Act and the Regulations and Pruder@aidelines issued thereunder.
Traditional Banking in Kenyan banks has been on deeline over the years.

Although the decline is not pronounced, it reflegtase in fee based activity in the
industry. This result is consistent with world tdsnwvhere banking systems are slowly

increasing fees and commission based revenue (BustKick, 2009).

Additionally CBK in the aim of controlling CommestiBanks’ reserves and inflation
as well as generation of income through governmsadurities; Open Market
Operations (OMO) which involves buying or sellinggovernment securities from or
to commercial banks by the Central Bank in ordeadhieve desired level of bank
reserve is carried out additionally Repurchase &wgment (Repo) which are
agreements between the CBK and commercial banlmitchase/sell Government
securities from/to commercial banks at agreed asterates (REPO rate) for a
specified period with an understanding that the memtial bank will

repurchase/resell the security from/to the CBK e &nd of the period is also

undertaken (CBK,2014).



1.2 Resear ch Problem

Technological advancements have greatly increasmtlipt base in banks leading to
new revenue streams such as mobile banking, cagkusnline banking and cashless
transactions through bank agents and merchantsciiBaisd Kick 2009). Financial
trading is also becoming a significant source alome in recent years. All these
developments have brought an increasing trend orfuraded income making it a
source of income that cannot be assumed by bards fiNided income as a form of
revenue diversification in commercial Banks in Kang important because banks

play a critical role in the stability of the glolfalancial system.

Banking in the emerging economies such as Kenya tnaditionally a highly
protected industry, living off good spreads achtkwe regulated deposit and lending
rates and pervasive restrictions on domestic amdigo entry. Global market,
technology developments and macroeconomic presswaes forced the banking
industry and the regulators to change the old wajoog business and to deregulate
the banking industry at the national level and oppnrfinancial markets to foreign
competition. As a result, borders between finanpiaducts, banks and non-bank
financial institutions and the geographical locasioof financial institutions have
started to break down. These changes have sigmifjcancreased competitive
pressures on banks in the emerging economies aredléd to deep changes in the

banking strategies.

Kiweu (2012) through his research study assessedetiel of diversification within
fees based activities and discovered Kenyan comahdranks tended to concentrate
in certain fee based activities. However, after 2QfBere has been a trend of

diversifying within trade fees, foreign exchangemeoission, dividend income and



other income. The research also established biggeks are more diversified than
small banks and tend to have higher non-fundedrrretuA positive correlation
between net interest and non- interest income ®Xidtere are two pillars in Bank
performance that are affected by increased nonefdindcome that is: profitability
(ROA) and capital adequacy then followed by streaged customer relationships
and reduced operational risk .Banks have beneftedtly due to diversification to
non-funded income. Some of these benefits areeésead customer base, increased
revenue streams, risk spreading, economies of,duiglle loyalty base of clients and

increased efficiency.

Based on literature findings most of the studiesehfocused on the impact of
diversification of bank products to the stabilitydavolatility of Bank earnings, some
of these studies are: Kiweu (2012) Income Diveratfon in the Banking Sector and
Earnings Volatility: Evidence from Kenyan Commelciganks. This study had a
general overview of income sources and did not giseh income source much
attention. Muia (2013) focused on the impact of Heolbanking on financial

performance of commercial banks in Kenya.

None of above studies reviewed has specializedherffect of cashless transactions
and financial trading income to non-funded inconiéherefore, there remain

considerable debate surrounding the effect of eashltransactions and financial
trading income to non- funded income in commerbehks in Kenya as there is no
major study that has been done. Therefore the stadght to answer the questions:
what is the effect of cashless transactions arah@ial trading income on non-funded

income in commercial banks in Kenya?



1.3 Resear ch Objectives
The study sought to establish the effect of cashiiesisactions and financial trading

income on non-funded income in commercial banksenya.

1.4 Value of the Study

This study will be of value to various players imetbanking industry such as:
Commercial banks will obtain insights on what impaeashless transactions and
financial trading income has to the banks income \@hat they can do to maximize
on these revenue streams in order to achieve grealige and will also be able to
make informed decisions on what is the most prefesource of non-funded income
depending on the banks clientele and financial sie€lde Central bank will be able to
increase its efficiency in its regulatory role. Timaling of this study will inform CBK
of necessary measures to adopt in monitoring havkdabtain non-interest income
in order to provide fair playing ground for largedasmall commercial banks.
Additionally, it will make informed decision on fding regulations in commercial
banks. Finally academicians and researchers willrgference materials for further
research on other related topics. The study wilo ahighlight other important

relationships that will require further research.



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter introduces the literature review addpby the researcher where it
captures the theoretical review and empirical mevik is guided by the past studies
derived by the topic under study where findings ldobe helpful while making
conclusions and summary in comparison of the rebeds finding and the literature

findings.

2.2 Theoretical Review

Numerous economists have explained the role ohiean the market with the help
of different finance theories. The concept of fioartheory involves studying the
various ways by which businesses and individuakermoney while considering the
risk factors associated with them. This study ttoeee intends to assess cashless
transactions income and financial trading incoméctviprovide a non-interest based

product mix and their potential to boost the parfance of Kenyan banks.

2.2.1 Portfolio Theory

Portfolio theory was introduced by Markowitz (1952 proposed that investors
focus on selecting portfolios based on those plaoHo overall risk reward
characteristic, instead of merely compiling poitiel from securities that each
individually have attractive risk reward charadgaos. The theory attempts to
maximize portfolio expected return for a given amouwof portfolio risk, or
equivalently minimize risk for a given level of eeqied return, by carefully choosing
the proportions of various assets .MPT is a mathieaigormulation of the concept
of diversification in investing, with the aim of leeting a collection of investment

assets that has collectively lower risk than amidlual asset.
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Elton and Gruber (1997) concurs with MPT statinig possible, intuitively speaking,
because different types of assets often changaluevn opposite ways for example,
to the extent prices in the stock market move wifidly from prices in the bond
market, a collection of both types of assets cath@ory face lower overall risk than
either individually. MPT models an assets’ retusnaanormally distributed function
and defines risk as the standard deviation of metand models a portfolio as a
weighted combination of assets, so that the retira portfolio is the weighted
combination of the assets' returns. By combinirffegint assets whose returns are
not perfectly positively correlated, MPT seeks #&mluce the total variance of the
portfolio return. MPT also assumes that investore rational and markets

are efficient (Elton and Gruber, 1997).

2.2.2 Capital Asset Pricing M odel

The Capital Asset Pricing Model was introduced bgyhor (1961), Sharpe (1964),
Lintner (1965) and Mossin (1966) independently,ldnog on the earlier work of
Markowitz (1952) on diversification and modern polio theory. This model
introduced the concepts of diversifiable and norediifiable risk. Synonyms for
diversifiable risk are idiosyncratic risk, unsysti risk, and security-specific risk.
Synonyms for non-diversifiable risk are systematsk, beta risk and market risk.
Non diversifiable risk is whereby an investmenéxposed both to index movements
and movements in the stock based on its underlyamgpany while diversifiable risk
can be reduced by diversifying among stocks. Kasgj¢1999) however there is also
the risk of over diversifying to the point that yoperformance will suffer and you
will end up paying mostly for fees. The Capital és®ricing Model argues that

investors should only be compensated for non-divaige risk. Other financial

10



models allow for multiple sources of non-diverdifia risk, but also insist that

diversifiable risk should not carry any extra expéaeturn (Korajczyk, 1999).

Korajczyk (1999) noted in corporate portfolio magediversification is thought of as
being vertical or horizontal. Horizontal diversditon is expanding a product line or
acquiring related companies. Vertical diversifioatis synonymous with integrating
the supply chain or amalgamating distributions cledésn Young and rice (2003) non-
incremental diversification is a strategy followdyy conglomerates, where the
individual business lines have little to do witheoanother, yet the company is
attaining diversification from exogenous risk fastoto stabilize and provide

opportunity for active management of diverse resesir

2.2.3 Adaptive Market Hypothesis

The adaptive market hypothesis, as proposed by2004) attempts to reconcile
economic theories based on the efficient marketothgsis which implies that
markets are efficient with behavioral economics dyplying the principles of
evolution to financial interactions such as contpetj adaptation and natural
selection. Under this approach, the traditional e®af modern financial economics
can coexist with behavioral models. Lo (2004) sstmedaptive market hypothesis
can be viewed as a new version of the efficientketahypothesis, derived from
evolutionary principles which say prices reflectragch information as dictated by
the combination of environmental conditions andribhenber and nature of "species”
in the economy. By species, he means distinct grafpmarket participants, each
behaving in a common manner such as pension fundgeas, retail
investors, market makers and hedge fund managemngnothers. If multiple

members of a single group are competing for ragbarce resources within a single

11



market, then that market is likely to be highlyi@ént on the other hand, if a small
number of species are competing for rather abun@aaturces, then that market will

be less efficient.

Market efficiency cannot be evaluated in a vacuhbuat,is highly context-dependent
and dynamic. The degree of market efficiency istesl to environmental factors
characterizing market ecology such as the numbeowofpetitors in the market, the
magnitude of profit opportunities available, ande tladaptability of the market
participants. The adaptive market hypothesis haserak implications that

differentiate it from efficient market hypothesigch as : relation between risk and
reward exists and is unlikely to be stable overetirthere are opportunities for
arbitrage, investment strategies including: quatiiély, fundamentally and

technically based methods will perform well in e@mt environments and poorly in
others, the primary objective is survival and fraftility maximization is secondary

,the key to survival is innovation: as the risk/egd/ relation varies, the better way of
achieving a consistent level of expected return®isadapt to changing market

conditions (L0,2004) .

2.2.4 Financial Intermediation Theory

The theory regarding financial intermediation waveloped by Gurley and Shaw
(1960). The financial intermediation theory is mhsm the theory of informational
asymmetry and the agency theory. A banks core igctiy to act as a financial
intermediary. It pays interest to depositors, whilereceives income from the
borrowers. The interest income received from boemws higher than that paid to
depositors, since the bank has to be remuneratestifoices rendered but also for the
risk it takes in order to lend money to third pasti The fact that banks have usually

large numbers of customers means that they hawntatbuyers of other bank and

12



or non —bank related services like insurance ,basgurance ,stock brokerage

factoring ,asset management and other servicatoK2009).

Over the years and according to different needs cndlitions, several types of
banking institutions have evolved such as: Commkrbanks which offer core

banking activities, which are financial intermetbat and offering of liquidity.

However some banks offer nearly any service orfittacial spectrum; they can be
categorized as corporate or retail depending oentdle. Finally, Merchant banks
which originally charged a fee to guarantee clidilis of exchange. This way they
provided their clients with liquidity in time. Thesbanks have evolved and are

considered as investment banks.

If a banking group is big enough in order to beeatol render a wider spectrum of
financial services it can be considered to be anfal conglomerate, these
institutions benefit from economies of scale andpscas well as high number of
customers which they can sell a lot of differentvies (Karlos, 2009). Diamond
(1984) argues that diversification within the fic&l intermediary is the main reason

financial intermediaries exist.

2.3 Deter minants of Non-Funded Incomein Commercial Banks

In modern economies commercial banks offer a waage of financial services, but
have also let other financial institutions offervsees close to core banking services.
Also the increase of existing level of informatidras led people to invest and to offer
funds in money markets (Karlos, 2009). Technoldgjmagress has allowed the
banks develop new products and services for whigy ttan charge fee income.
Deregulation has also widened the field of servites banks can provide hence

leading to extra income beyond interest income I6ar2009). Young and rice

13



(2003) state that deregulation has fostered comgretoetween banks, nonbanks and
financial markets where none existed before. Ipaase to these competitive threats
and opportunities, many banks have embraced the teetwnologies that have
drastically altered production and distributioratgies and resulted in large increases
in non-interest income. Banks can extract fee iredmm customers willing to pay a
convenience premium for doing their banking at ATéover the Internet. Banking
industry deregulation has removed a whole hostesfrictions that had stunted the
evolution of the banking industry, constrained #féciency of financial product
markets and extended the lives of thousands oflypoon and suboptimal-sized
commercial banks (Young and Rice, 2003). Additipn&icholars also contend that
other major external factors that influence nomiest income are interest rate and

inflation.

2.3.1Interest Rate

Interest rate is the price a borrower pays forube of money they borrow from a
lender/financial institution or fee paid on borravassets (Crowley, 2007). Interest
can be thought of as "rent of money". Interestgaee fundamental to a capitalist
society and are normally expressed as a percerdégever one year. Interest rate as
a price of money indicates market information conicegy probable change in the
purchasing power of money or future inflation (Ngup01). Financial institutions
facilitate mobilization of savings, diversificatiopooling of risks and allocation of
resources (Collins and Wanjau, 2011). However,esthe receipts for deposits and
loans are not harmonized, intermediaries like bamésr certain costs (Ngugi, 2001).
They charge a price for the intermediation servafésred under uncertainty and set
the interest rate levels for deposits and loanginBH(2002) disparity between the

gross costs of borrowing and the net return onitendefines the intermediary costs
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which include information costs, transaction cost$ministration, default costs and

operational costs

2.3.2Inflation

This is the rise in the general level of pricestgdadn units of money. The magnitude
of inflation or the inflation rate is usually reped as the annualized percentage
growth of some broad index of money prices (WH@08). Inflation is significantly
negatively related with the performances of commétzanks. This is probably due
to the fact that inflation could affect the valwe fnoney, purchasing power of people

and the real interest rate that banks charge amivie

2.3.3Size

Company size positively affects performance meakhbyeROA, which proves to be a
direct link with another indicator of financial j@emance, net profit margin. The size
of the company can have a positive effect on firneerformance because larger
firms can use this advantage to get some finartmealefits in business relations
(Mathur and Kenyon, 1997). Large companies haveeeasccess to the most
important factors of production, including humasaerces. Also, large organizations

often get cheaper funding.

In the classical theory, capital structure is ewant for measuring company
performance, considering that in a perfectly coitiget world performance is

influenced only by real factors. Recent studiestrealict this theory, arguing that
capital structure play an important role in deterimg corporate performance
(Kakani, Biswatosh and Reddy, 2001). Barton andd@or(1988) suggest that entities
with higher profit rates will remain low leveragéécause of their ability to finance

their own sources. On the other hand, a high degfréeverage increases the risk of
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bankruptcy of companies. Total assets are conslderepositively influence the
company’s financial performance, assets greatemimgdess risk (Beaver, Ketller
and Scholes, 2000). Large firms tend to be morerdified and fail less often,
enabling the firms to use more debt, toleratindhtdgbt ratios. The certainty of easier
access to debt and better borrowing conditionsaeslthe transaction costs and tax

rates making large firms more easily to attracelatd

2.4 Empirical Studies

Several related studies have been carried outheue tis no specific study that has
been carried out to establish the effect of cashiemsactions and financial trading
income to non-funded income in commercial banksgéhdi (2002) analyzes the
vital role Microfinance institutions play in the @wmic development of many
developing countries through the provision of aewenge of financial products and
services to the poor, low-income households andarand small enterprises. This
study investigated the factors that influence foiahinnovation in MFI's and its

impact on financial performance in micro financstitutions in Kenya.

Tarazi et al. (2007) investigated the relationshgiween bank risk and product
diversification in the changing structure of the@ean banking industry. Based on a
broad set of European banks for the period 199@- 2@tk study first shows that
banks expanding into non-interest income activipessent higher risk and higher
insolvency risk than banks which mainly supply Ieaklowever, considering size
effects and splitting non-interest activities itath trading activities and commission
and fee activities they showed that the positim& livith risk is mostly accurate for

small banks and essentially driven by commissiahfae activities. A higher share of
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trading activities is never associated with highsk and for small banks it implies, in

some cases, lower asset and default risks.

Macharia (2009) aimed at determining how commelgezalks perceive the influence
of mobile phones on growth of commercial bankingibess in Kenya. The study was
modeled on a descriptive design. The populatiomtefest in this study consisted of
forty-five commercial banks. Based on the findingsyas concluded that majority of

the commercial banks do offer services throughctisomers’ mobile phones. It can
also be concluded that commercial banks use meeéilgces for purposes of accounts
request and the maintenance of high quality sengcextremely important for the

commercial banks in the Kenyan banking industrym@wercial banks management
should change their perception on cost leaderstmiarket share leadership and
technology leadership in order to take advantagéeimobile banking technology in

the growth of the banking industry.

Chen (2009) in his study used bank level dataudysthe efficiency of banks in Sub-
Saharan African middle-income countries and proydssible explanations for the
difference in the efficiency levels of banks. ItssMaund that banks, on average, could
save 20-30 percent of their total costs if theyeawveperating efficiently, and that
foreign banks are more efficient than public bam@k&l domestic private banks.
Among the factors that could affect the efficiemeyels are macroeconomic stability,
depth of financial development, the degree of mackenpetition, strong legal rights
and contract laws, and better governance, includoligical stability and government
effectiveness. Our findings point to the importarafepolicies that aim to build

stronger institutions, promote more competitiorg anprove governance.
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Busch and Kick (2009) analyzed the determinantai-interest income and its
impact on financial performance and the risk peof German banks between 1995
and 2007. They found out that empirical evidenaedib German universal banks
risk-adjusted returns on equity and total assetspasitively affected by higher fee
income activities. Additionally, for commercial den they show that a strong
engagement in fee-generating activities goes aleitg higher risk. In order to

analyze possible cross-subsidization effects betweterest and fee business they
also examined how banks’ expansion in fee-basedcssrhas affected their interest
margin. For savings and commercial banks they fahad institutions with a strong

focus on fee business charge lower interest mawgnen credit risk is controlled.

Williams and Rajaguru (2010) studied the time seredationship between bank non-
interest income and bank net interest margins istralia using panel vector auto
regressions. It is found that increases in bankintarest income are being used to
supplement decreases in net interest marginshhtithe magnitude of the increase in
non-interest income is smaller than the decreaseetninterest margins. It is also
found that increases in non-interest income pre-daiEclines in margin income,
suggesting that Australian banks were pro-activth@éprocess of disintermediation.
The agency risks of increased bank non-interesbniec are explored from the
perspectives of regulators, consumers, bank shiaiexisp borrowers and bank

management

Kiweu (2012) examined the extent of income divératfon by Kenyan banks away
from traditional banking activities. The concentvatgrowth indicates that focus on
traditional activity for Kenyan banks has been lo& decline over the years. Although

the decline is not pronounced, it reflects a risdele based activity in the industry.

18



This study also assesses the level of diversiboatrithin fees based activities; before
2005 banks tended to concentrate in certain feedbastivities. However, after 2005
there has been a trend of diversifying within tréeks, foreign exchange commission,
dividend income and other income sources. The salsty used a measure of asset
diversity, loan to asset ratio to assess the extemthich the Kenyan banking sector
has been diversifying to fee based revenues. Tuees indicate that there have been
attempts on diversification by the sector. A dowrdvizend is clear to 2003 showing

a shift to fee based activities until a rise in thgo kicked off to 2006.

Kaberia (2012) analyzed different sources of incooiecommercial banks that
operated in Kenya during the period of 2007-201y1.uBing Regression Model, the
researcher identified the various sources of incarhieh significantly influence the
bank’s financial performance to be interest incofiees and commissions on loans
and advances, other fees and commissions, foreighaage, trading income and
other non-interest income. From the regression wcted specifically as revealed by
the coefficient correlation (R), it was establisliedt the independent variables have a
positive strong impact on the dependent variable tiils basis of analysis, it can be
concluded that increased diversification of incomeurces leads to increased

profitability of commercial banks.

Hugo (2013) in the research paper attempts to éintlthe effect of diversifying
income sources of Commercial Banks in Kenya duthreg financial period 2007 —
2011 on financial performance. The findings of tetady reveal that commercial
banks in Kenya are diversified in income sourceegating activities. If banks
diversify their income generating activities, theofdem of profitability and stiff

competition in the industry will ease, hence impngvfinancial performance. The
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regression analysis conducted established thatirtiependent variables have a
positive strong correlation with the dependent afalg. Each of the independent
variables: interest income, fees and commissiontoans and advances, other fees
and commissions, foreign exchange trading inconte ather non- interest income

contribute positively to financial performance @nemercial banks. It is also evident
from the study that without the diversification wicome sources by commercial
banks in Kenya most of them would have struggledh wheir objectives of

maximizing shareholders wealth or eventually catp

2.5 Summary of Literature Review

Several scholars have studied the effect of cashitaasactions and financial trading
income to non-funded income in commercial banksadieet al. (2007) investigated
the relationship between bank risk and product rdifieation in the changing
structure of the European banking industry. Maeh@?i009) aimed at determining
how commercial banks perceive the influence of meolphones on growth of
commercial banking business in Kenya. Busch andk Ki2009) analyzed the
determinants of non-interest income and its impactinancial performance and the

risk profile of German banks between 1995 and 2007.

The impact of cashless transactions and financading income on non-funded
income has not been filly analyzed by researcheven theories do not seem to
conclusively answer the relationship. Diversificatiof income sources is said to
comparatively yield to advantages since it can cedthe shocks to net interest
margins (idiosyncratic risk) arising from adverdeages in lending rates. Bank
expansion into fee-based services leads to low ingnaates, observing that

diversification impacts on loan pricing and intéreste margins effectively curbs
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volatility in bank earnings. This finding ties inelW with the fact that it has been
established lending to specific loan activitiesing cause of banking crises in the last
5 years. Examples are Argentinean financial co$i2001 and 2002 and Australian

bank crisis over the years 1997-2003.

Empirically, the reviewed studies have been cheramdd by vagueness and have
made generalized conclusion with absolute disreg#irdhe effect of cashless
transactions and financial trading income on namdéd income on commercial

banks. This study therefore seeks to fill this aeske gap.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

This chapter describes the procedures and stratdua were used during the study.
The study design and locations of the study, stpdpulation, sample size and
sampling procedures are described in this chapiée chapter explains the
instruments used for collecting data. The sectmmcludes with the overview of data

analysis procedures and data presentation metiagleyed in the study.

3.2 Resear ch Design

The research design employed in this study wasrigése in nature. Descriptive
studies describe characteristics related with tigest population. Saunders et al.
(2003) asserts that a descriptive research portaaysccurate profile of persons,
events or situations. The method involves range fitee survey which describe status
quo, the correlation studies which investigate tr@hships between variables, to

developmental studies which seek to determine awager time (Key, 2007).

3.3 Population
According to Cooper and Schindler (2000), a poputais the total collection of
elements about which we wish to make inferences.t@ilget population in this study

was the 43 commercial banks that were fully regestevith CBK by December 2013.
A census survey was carried out on all commer@akb therefore there was no need

for sampling.

3.4 Data Collection

The data used in this study was quantitative imneatThe secondary data for five

years (2009-2013) was obtained from annual puldicatby central bank as well as

22



financial statements of commercial banks. This udek statement of financial
position and directors reports. Secondary data f@BK was used to supplement data
issued by Kenya National Bureau of Statistics (KNBBe researcher organized,

tabulated, summarized and carried out the neceasaitysis

3.5 Data Analysis

Data analysis generally involves reducing accuredladata to a controllable size,
developing summaries, looking for patterns, andlyapg statistical techniques
Cooper and Schindler (2000). Multiple linear regres Analysis was used to
examine the relationship between cashless transacincome, financial trading
income and non- funded income in commercial banksanya. In Linear regressions
two or more independent variables are applied da@x or predict the dependent
variable. The purpose it to make the model moréstea control other variables and

explain more of variance in the dependent variables

The relationship of the equation was a multipledinequation as shown below;

Y =a + B1X1 + PaXo + PaXat BaXyg + PsXst €

Where;

Y is the Non-Funded Income (Income from fees andhrogsions) (Non-Funded
Income to Total Income);

a is the Constant term

B1— B4 are beta coefficients (intercepts for independeantbles)

X, = Cashless Transactions Income (debit and crediiscincome) (Cashless
transactions income to Net Profit)

X2 = Financial Trading Income (government securitied #oreign exchange gains)

(Financial trading income to Total Assets)
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X3 X4 andXs = Control variables were Banks interest Ratesatioh and Size (These
are other independent variables likely to affechNaterest income)

X3 = Banks interest Rates

X4, = Inflation

Xs = Size, defined as the natural log (Ln) of Totaleds

¢ = error term of the model (significance level loé tmodel).

The Pearson’s product moment coefficient (r) wadu3his was used to estimate the
association between variables based on the samplatg. A coefficient of
determinations (R2) was performed to determine Inowch of dependent variable
comes about as a result of the independent variabieg tested. The data was
analyzed using statistical package for social ®8€(SPSS). Non funded income in
this research was measured as a ratio of fees @mehissions to total income in
Commercial Banks. Cashless transactions were speédid ATM application and
withdrawal fees. Financial trading income was meagwsing bonds trading income
and foreign exchange gains. Bank size in termsssief\base is also a great factor in

determining non- funded income.
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CHAPTER FOUR: DATA ANALYSIS, RESULTSAND
DISCUSSION

4.1 Introduction

This chapter presents the information processeah fitee data collected during the
study on the effect of cashless transactions amandial trading income on non-
funded income in commercial banks in Kenya. The mancomposed of 43

commercial banks that were fully registered withkay December 2013.

4.2 Descriptive Statistics

Table4. 1. Summary of the Study Variablesfor the Study Period

Min. | Max. Std.
2009 | 2010 | 2011 | 2012 | 2013 Mean | Dev.
1950 2710
3209| 2471
Cashless 2,45| 2,71
Transacti| 2,701,| 1,950| 2,073| 8,71| 0,24 99 90| 2.378| 352,6
ons 607,67\ ,320,| ,175,| 7,98| 7,19 ,813,| 50,50
Income 2 999| 496 9 0 869| 2.84
18061 | 2958 | 3159 | 5125|5846 | 1806 3779 | 1661
6.51 73.48 | 53.92 | 98.8 | 17.6 32.08 | 04.19
8 4 16.5| 5846
Financial 1! 17.64
Trading
Income
Banks 0.48| 0.85
interest
Rates 0.8 0.85| 0.59| 0.57| 0.48 0.67| 0.17
41| 10.9
Inflation 10.5 4.1 9.4| 10.9| 105 9.1 2.8
6.98| 7.33
Size 6.98 7.08 7.12| 7.26| 7.33 7.15| 0.14

Table 4.1 shows the trend of the various varialfléhe study for the study period.
The findings depict that cashless transactionsnmeconproved over the years with a

mean score of 2,378,813,869. It was also cleartttefinancial trading income was
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almost improving over the study period although hinghest value was recorded in
2013 (584617.641). This is not the case for barn&raést rates which were on a
downward trend over the period of study with a meaore of 0.6672. Inflation

posted mixed results with the highest values bestgrded in 2009 at 10.5. The size

of the commercial banks in Kenya improved steadilyy a mean of 7.1567.

4.3 Correlation Analysis

The data presented before on cashless transaatiom®e, financial trading income,
banks interest rates, inflation and size were cdatpinto single variables per factor
by obtaining the averages of each factor. Pearsoorselations analysis was then

conducted at 95% confidence interval and 5% confiddevel 2-tailed.

Table4. 2: Correlations Matrix

@ o
o | S |3 8
= 5 @ IS
O & = ad
c c
= 3 [
g |k g
S | BoSe £ S
T |5/ &§ =x =8
c 'é 3l €8 = = Q
S |OETE o £ @
Non-Funded Pearson Correlation 1
Income
Cashless Pearson Correlation 592 1
Transactions
Income
Financial Pearson Correlation .653| .597 1
Trading Income
Banks intereq Pearson Correlation .521| 544 .738 1
Rates
Inflation Pearson Correlation -.382| -.133| -.308| -.267 1
Size Pearson Correlation .685| .464| .684| .489| .558 1

The table above indicates the correlation matritwben the factors (cashless
transactions income, financial trading income, Isaimterest rates, inflation and size)

and non-funded income. According to the table, éhiex a positive relationship
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between non-funded income and cashless transacimmwne, financial trading

income, banks interest rates, inflation and sizenafnitude 0.592, 0.653, 0.521, -
0.382 and 0.685 respectively. The positive relagm indicates that there is a
correlation between the factors and the non-fundeaime while the negative value in
inflation indicates there is a negative relatiopshetween inflation and non-funded
income. This infers that size has the highest eftet non-funded income while

inflation has a negative effect on nun-funded ineom

4.4 Regression Results

The study conducted a multiple linear regressios@vreral cashless transactions and
financial trading income variables over the peraD9 - 2013 and of non-funded
income. Coefficient of determination explains thdeat to which changes in the
dependent variable can be explained by the chantieiindependent variables or the
percentage of variation in the dependent varialblen{funded income) that is
explained by all the five independent variablessligess transactions income,

financial trading income, banks interest ratedatidn and size).

Table4.3: Model Summary

Model R R Square | Adjusted R Squard Std. Error of the
Estimate
1 0.962 0.925 0.893 0.637

Source: Author (2014)

The five independent variables that were studieglagn 89.3% of the non-funded
income in commercial banks in Kenya as represebiedhe adjusted R This

therefore means the five variables contribute taB3®P of non-funded income in
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commercial banks in Kenya, while other factors mbudied in this research
contributes 10.7% of non-funded income in commétaganks in Kenya. Therefore,
further research should be conducted to investighte other (10.7%) factors

influencing non-funded income in commercial banmk&enya.

Table4.4: ANOVA

Model Sum of df Mean Squarg F Sig.
Squares
Regression 7.184 5 1.637 4,771 .013
1 Residual 9.11 37 .345
Total 16.294 42

Source: Author (2014)

From the ANOVA statistics in table 4.3, the pro@skdata, which are the population
parameters, had a significance level of 0. 013 wklwows that the data was ideal for
making a conclusion on the population’s paramétbe F calculated at 5% Level of
significance was 4.771. Since F calculated is graaan the F critical (value = 2.47),
this shows that the overall model was significagt there is a significant relationship

between cashless transactions and financial tradeame and non-funded income.
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Table 4.5: Regression coefficients of the Relationship between Non-Funded

Income and the Five Predictive Variables

Unstandardized [Standardize

Coefficients Coefficientd
Model B Std. Error Beta t Sig.
1 Constant 4.312 0.974 4.427 .00815
Cashless 0.537 0.24 0.006 2.234 .0314
transactions
income
Financial tradinf 0.707 0.368 0.066 1.921 .0424
income

Banks interey 0.395 0.172 0.092 2.291 .0274

rates (%)

Inflation (%) -0.214 0.411 -0.107 -0.521 .0106

Size 0.792 0.341 0.166 2.323 .0258

Dependent variable: non-funded income

Source: Author (2014)

The coefficient of regression in table 4.4 above wsed in coming up with the model

below:

NFI =4.312+ 0.537CTI+0.707FTI + 0.395BIR-0.214[#92S

Where NFI is non-funded income, CTI is cashlessismations income, FTI is

financial trading income, BIR is banks interesegatl is inflation and S is size. From
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the model, taking all factors (cashless transastionome, financial trading income,
banks interest rates, inflation and size) constnizero, non-funded income in
commercial banks in Kenya was 4.312. The data rigglianalyzed also shows that
taking all other independent variables at zeroniaincrease in cashless transactions
income will lead to a 0.537 increase in non-fundezbme in commercial banks in
Kenya; unit increase in financial trading incomél Y@ad to a 0.707 increase in non-
funded income in commercial banks in Kenya; a urgtease in bank interest rates
will lead to a 0.395 increase in non-funded incameommercial banks in Kenya, a
unit increase in inflation will lead to a 0.214 dease in non-funded income in
commercial banks in Kenya while a unit increassize will lead to a 0.792 increase

in non-funded income in commercial banks in Kenya.

According to the model, all the variables were gigant as their significance value
was less than 0.05. However, inflation was negbtiverrelated with non-funded
income of commercial banks in Kenya while cashtesssactions income, financial
trading income, banks interest rates and size \pesttively correlated with non-

funded income of commercial banks in Kenya.

4.5 Discussion of Resear ch Findings

From the above regression model, the study found tloat there were factors
influencing the non-funded income of commercialksaim Kenya, which are cashless
transactions income, financial trading income, Isaimkerest rates, inflation and size.
They either influenced it positively or negativelyhe study found out that the

intercept was 4.312 for all years.

The five independent variables that were studieast{ess transactions income,

financial trading income, banks interest ratedatidn and size) explain a substantial
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89.3% of non-funded income in commercial banks ien¥a as represented by
adjusted R (0.893). This therefore means that the five indepen variables
contributes 89.3% of the non-funded income in conecrak banks in Kenya while
other factors and random variations not studiethis research contributes a measly

10.7% of non-funded income in commercial banks é@mya.

The study established that the coefficient for tzshtransactions income was 0.537,
meaning that cashless transactions income positared significantly influenced the
non-funded income in commercial banks in KenyasTdarrelates with Muia (2013)
who sought to establish whether income from Islageicit and credit cards which is a
form of cashless revenue source has a high mangtncontributes positively to bank
annual profitability and from the findings he edistied that there is a weaker linear
relationship between return on assets (ROA) andgMarfrom the Bank Cards.
Ngugi (2001) concurs that mobile banking has revmhized the money transfer
business and has created further innovations @ lowered the transaction costs

for both the banks and customers.

The study established that the coefficient for riicial trading income was 0.707,
meaning that financial trading income positivelylangnificantly influenced the non-
funded income in commercial banks in Kenya. Thignidine with Olweny and

Shipho (2011) who posit that commercial banks & dm of decongesting banking
halls and reaching to a large market base are tingekeavily in cashless products
eventually leading to increased revenue streamditiddally Commercial banks in

the aim of increasing revenue and utilizing custornaused deposits there is
increased financial trading especially in Bonds &méign exchange the preceding
being a risk free investment and has an assuradiret becoming quite common in

Banks due to increasing competition in the localkoag sector. Thereby there is an
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expected positive relationship between financiaditng income and non-funded

income in commercial banks.

Busch and Kick (2009) argue that financial tradsigecoming a significant source of
income in recent years. All these developments lawaght an increasing trend on
non-funded income making it a source of income taanot be assumed by banks.
Non funded income as a form of revenue diversifbicain commercial Banks in
Kenya is important because banks play a criticed mo the stability of the global

financial system.

The study further revealed that the coefficient banks interest rates was 0.395,
meaning that banks interest rates positively amggifstantly influenced the non-
funded income in commercial banks in Kenya althotlgh effect is moderate. This
concur with Rhyne (2002) who argues that commeluzalks charge a price for the
intermediation services offered under uncertaintgt aet the interest rate levels for
deposits and loans. The interest earned is a fommfunded cash and thereby there

is a positive relationship between non-funded ine@nd bank interest rates.

The study also deduced that the coefficient folatrdn was -0. 214, meaning that
inflation negatively but significantly influenceddd non-funded income in commercial
banks in Kenya. This correlates with White (20@8)aition is significantly negatively
related with the performances of commercial baiikss is probably due to the fact
that inflation could affect the value for money rghasing power of people and the
real interest rate that banks charge and receise éonsequence there is an expected
negative relationship between non-funded incommmmercial banks and inflation.
The study further established that the coeffictentsize was 0.792, this implies that

size positively and significantly influence the nmmmded income in commercial
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banks in Kenya. This is in line with Mathur and Ken (1997) who posits that
company size positively affects performance meashyeROA, which proves to be a
direct link with another indicator of financial j@emance, net profit margin. The size
of the company can have a positive effect on firdneerformance because larger
firms can use this advantage to get some finabeiaéfits in business relations. Large
companies have easier access to the most impdaetors of production, including

human resources. Also, large organizations ofteancheaper positive relationship
funding. This therefore means that there is a betwibe size of a commercial bank

and the non-funded income with the larger the giegehigher the expected no-funded

income.
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CHAPTER FIVE: SUMMARY, CONCLUSION AND
RECOMMENDATIONS

5.1 Introduction
This chapter provides a summary, conclusion andmetendations of the main
findings on the effect of cashless transactions farahcial trading income on non-

funded income in commercial banks in Kenya.

5.2 Summary of Findings

Commercial banks income structures over the yeawve mainly been dominated by
interest income generated from loans and advaocasstomers followed distantly by
non-funded also known as non-interest income. Heweav recent years Banks have
increasingly been generating income from off-badasiceet business and fee income.
Technological advancements have greatly increasmtlipt base in banks leading to
new revenue streams such as mobile banking, cagkusnline banking and cashless

transactions through bank agents and merchants.

The study sought to establish the effect of cashiessactions and financial trading
income on non-funded income in commercial bank&enya. The research design
employed in this study was descriptive in naturee Target population in this study
was the 43 commercial banks that were fully regestevith CBK by December 2013.
The data used in this study was quantitative imneatThe secondary data for five
years (2009-2013) was obtained from annual pulbdicatby central bank as well as
financial statements of commercial banks. This udek statement of financial
position and directors reports. Multiple linear neggion Analysis was used to
examine the relationship between cashless transacincome, financial trading

income and non- funded income in commercial banksanya. From the regression
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model, the study found out that there were faatdigencing the non-funded income
of commercial banks in Kenya, which are cashleaastictions income, financial
trading income, banks interest rates, inflation a&mk. They either influenced it
positively or negatively. The study found out thia intercept was 4.312 for all years.
The five independent variables that were studieasl{less transactions income,
financial trading income, banks interest ratedatidn and size) explain a substantial
89.3% of non-funded income in commercial banks ien¥a as represented by
adjusted R(0.893). The study therefore concludes that cashtesisactions income
and financial trading income have a positive effeat non- funded income in

commercial banks in Kenya.

5.3 Conclusion

This study examined the relationship between cashlansactions income, financial
trading income and non- funded income in commerbaiks in Kenya. The five

independent variables that were studied (cashlemssdctions income, financial

trading income, banks interest rates, inflation aizé) explain a substantial 89.3% of
non-funded income in commercial banks in Kenya gwasented by adjusted® R

(0.893). This therefore means that the five indepahvariables contributes 89.3% of
the non-funded income in commercial banks in Kenlde other factors and random
variations not studied in this research contribdemeasly 10.7% of non-funded

income in commercial banks in Kenya.

From the findings the study concludes that cashiesssactions income positively
and significantly influences the non-funded incomecommercial banks in Kenya.
This correlates with Muia (2013) who sought to bksh whether income from

Islamic debit and credit cards which is a form a$ldess revenue source has a high
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margin that contributes positively to bank annuaifipability and from the findings
he established that there is a weaker linear oglshiip between return on assets
(ROA) and Margins from the Bank Cards. Ngugi (200d)curs that mobile banking
has revolutionized the money transfer businesshasdcreated further innovations

that have lowered the transaction costs for battbdmks and customers.

The study also concludes that financial tradingpme positively and significantly
influences the non-funded income in commercial BankKenya. This is in line with
Olweny and Shipho (2011) who posit that commerdahks in the aim of
decongesting banking halls and reaching to a largeket base are investing heavily
in cashless products eventually leading to incetaseenue streams. Additionally
Commercial banks in the aim of increasing revenue watilizing customer unused
deposits there is increased financial trading eapigén Bonds and foreign exchange
the preceding being a risk free investment andahaassured return is becoming quite
common in Banks due to increasing competition anltical banking sector. Thereby
there is an expected positive relationship betwieencial trading income and non-

funded income in commercial banks.

Busch and Kick (2009) argue that financial tradsigecoming a significant source of
income in recent years. All these developments lmwaght an increasing trend on
non-funded income making it a source of income taanot be assumed by banks.
Non funded income as a form of revenue diversifoicain commercial Banks in
Kenya is important because banks play a criticed mo the stability of the global

financial system.
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5.4 Recommendations

This study has important policy implications. Thaetf that net non-funded income
margin is positive implies that the financial secbould capitalize more on ways to
aid them reap more benefits. Improved managemeodminercial banks operations
is essential as opposed to increment in the faectstes, so as to release more

positive non-interest margins.

The banking institutions need to have proper measur place in order to deal with
inflation effects on non-funded income. There sbdoé more cooperation with the
use of systems that help derive non-funded incoike the clearing house for
cheques. This could be achieved by identifying mea effective ways to handling
cross bank activities and payments so that custaatention is maintained in the

industry.

Commercial banks appreciate the e-commerce asrmadeby its wide adoption.

Although most commercial banks have introducedrarnerce services and products
it is not yet very popular with most of their custers. This could be because the
majority of the customers who the banks serve, kEmiugh access to information
technology infrastructure, knowledge and skillseTdanks should popularize the use
of e-commerce by educating their customers abait ttse and the advantages that

come with it.

Effective regulatory measures should be continyousplemented at the domestic
and international level. In other words, legal, ulatpry and economic policy

frameworks should evolve to cope with these nevileas banking products.

Further, the study recommends that banks shouldumtrresearch on other possible

mobile money services packages that are user fyieamtd develop them so as to
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enable deposit/withdraw of money using mobile pherech will meet different
customer requirements and capture market nichésdhnapetitors have not identified

hence expand on the market share leading to imgnoea-funded income.

5.5 Suggestionsfor Further Studies

Since the study focused on the effect of cashlessactions and financial trading
income on non-funded income in commercial bankKenya, further studies should
be done on companies in micro finance institutimnBnd out whether the study will

yield the same information.

This study was confined to commercial banks in Kenihere is therefore need to
study the effect of cashless transactions and ¢iahirading income on non-funded
income in commercial banks in a wider perspectiMee study recommends that a

similar study can be conducted on all the countndbe East Africa region.

5.6 Limitations of the Study

There were challenges which were encountered dtinegtudy. Some officers who
are concerned with safe custody of commercial bank&enya files containing
statement of financial position and directors répavere initially reluctant to release

them. That reluctance delayed the completion ad datiection.

There was also limited availability of local littmee with respect to the relationship
between cashless transactions income, financidinggaincome and non- funded
income in commercial banks in Kenya which was owere by consultation of

foreign literatures and reference to other releVacdlly published materials.
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Further, the data was tedious to collect and coepstit was in its very raw form.
Due to lack of standardization of financial stataetsdrom various commercial banks

in Kenya, data computation was made even harder.

In addition, time and resources allocated to thislys could not allow the study to be
conducted as deeply as possible in terms of othedigior variables for operational

efficiency of commercial banks in Kenya.
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APPENDIX |: DATA

APPENDICES

I nflation
2009 2010 2011 2012 2013
January 12.1 9.1 4.7 18.9 13.5
February 11.9 5.9 4.1 18.3 12.3
March 10.5 53 3.6 16.7 11.1
April 7.8 4.1 4.2 15.6 10.2
May 9.9 2.7 3.9 13.1 8.7
June 6.2 3.2 4.7 12.2 8.0
July 12.8 4.3 4.5 10.1 9.1
August 12.1 3.3 14.49 7.7 11.1
September 10.5 2.6 16.9 6.1 9.8
October 9.9 3.1 15.5 54 10.Q
November 12.4 2.9 17.3 4.14 11.0
December 9.9 2.7 19.7 3.3 11.1
Banksinterest Rates
2009 2010 2011 2012 2013
January 14.78 14.98 14.08 19.54 18.87
February 14.67 14.98 13.92 17.87 18.42
March 14.87 14.80 13.92 17.92 18.46
April 14.71 14.58 13.92 17.96 18.51
May 14.85 14.46 13.88 21.01 20.5b6
June 15.09 14.39 13.91 18.05 18.60
July 14.79 14.29 14.14 18.10 18.64
August 14.76 14.18 14.37 18.14 18.69
September 14.74 13.98 14.79 18.19 1973
October 14.78 13.85 15.21 18.23 18.78
November 14.85 13.95 18.51 18.28 21.82
December 14.76 13.87 20.04 20.33 18.87
Size
2009 2010 2011 2012 2013

gzgi’a Commercial 55172 | 82373 82565  8.2749 8.5096
Equity Bank 8.2259 | 8.3484| 8.4438 8.5220 8.3769
Barclays Bank 8.0931 | 8.1550; 8.2091 8.2573 8.3596
Cooperative Bank of 8.0035 | 8.1267] 8.2226 8.3011 8.3435
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Kenya

S;an”kdard Chartered g 5435 | g1875| 82954  8.3818 8.3160
CFC Stanbic Bank 7.6735 | 7.7929 7.8864  7.9634 8.2323
Citibank N.A 77110 | 7.8034 7.879%  7.9443 8.0965
Diamond Trust Bank 7.6499 7.7679 7.8607 7.9371 8.0574
NIC Bank 7.2620 | 7.7783 8.0076  8.1569 8.0528
National Bank of Kenya| 6.7101 | 7.7386 8.0188  8.1877 8.0426
Bank of Baroda 7.9883 | 7.7962 7.443%  6.8462 7.9661
Prime Bank 7.3747 | 8.0299 82801  8.4378 7.8841
Chase Bank 7.7606 | 7.4673 6.0100  7.4358 7.8527
Imperial Bank 6.5641 | 6.7935 6.9428  7.0537 7.7217
Bank of India 6.8388 | 75111 7.7634  7.9219 7.7162
Fina bank 7.1863 | 6.6561 6.7992  7.2337 7.6943
consolidated Bank of 58311 | 7.0203 7.1517  7.2524 7.6385
Kenya

Africa bank Corporation 6.5269 | 7.2878/ 7.5494 7.7115 7.6335
Gulf African Bank 6.6524 6.9048, 7.0634 7.1793 7.5671
Giro Commercial Bank | 7.6435 | 6.6778] 75376  7.8677 7.4874
Egﬁﬁ‘to”a' commercial 7 3412 | 75006 7.6307  7.7252 7.4089
Efnei:'ty commercial ;5695 | 71496 6.9953  6.7539 7.2931
KRep bank 6.7403 | 6.9143 7.0382  7.1344 7.2248
Development Bank of 5 ¢q1 | 62363 64706  6.6220 7.2056
Kenya

Transnational Bank 6.8398 | 7.0100] 7.1320  7.2272 7.1926
Habib Bank A.G Zurich| 7.2284 | 7.4265] 7.5620  7.6652 7.1921
Guardian Bank 7.1240 | 7.3051 7.432%  7.5309 7.1349
?)’;Crfﬁ”a Commercial ¢ 9090 | 7.0273 7.1202  7.1967 7.1343
Habib Bank 71129 | 7.3396 7.4878  7.5981 7.1205
ggﬁ;‘ta' Commercial » 1914 | 6.6454 67580  6.8487 7.1084
Credit Bank 7.1874 | 72938 7.379%  7.4506 7.1065
gzgimoum Universdl 2 21607 | 7.0170 7.4854  7.8546 7.0533
Middle East Bank 6.6495 | 7.0149 7.2105  7.3449 7.0418
Dubai Bank Kenya 6.9529 | 6.6588 51615  6.6303 6.9849
Efc‘l”k of Africa Kenya ¢ sar6 | 7.4206 7.7053  7.8726 6.9073
City Finance Bank Ltd | 7.1446 | 6.9099 6.3626  6.5462 6.9047
Commercial Bank Of ¢ gscs | 66041 5.8436  6.4189 6.8638

Africa Ltd
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Eco Bank Limited 6.4971 | 6.8848 7.0863  7.2234 6.8457
Southern Credit Banking ¢ goac | 7344 65699  6.3019 6.8455
Corporation Ltd
United Bank of Afical o goas | 6708 59502  6.5676 6.7609
Kenya Bank Limited
Family Bank Ltd 6.2031 | 6.9820] 7.2453  7.4081 6.5693
Et':ft Community Bank ¢ se95 | 6.8048 6.6999  6.5614 6.4664
Investment & Mortgages 7 an43 | 74578 7.5709  7.6606 7.7250
Bank Ltd
Cashless Transactions Income
2009 2010 2011 2012 2013
Kenya Commercial 35,217,435 37,921,08| 43,018,27| 47,684,7 | 56,916,063
Bank 1900 0,340 1,750 | 68,700 420
4,263,476, 5,157,618 5,446,618, 6,044.85| 6,954,215,
Equity Bank 940 080 320 3,770 490
8,973,434, 9,841,686, 10,884,07| 11,246,3| 11,482,826
Barclays Bank 070 240 8,460 93,920 ,650
Cooperative Bank 1,886,067, | 2,381,754, 2,690,811, 3,859,92| 4,624,589,
of Kenya 510 770 240 2,620 990
Standard Chartered593,092,46 724,768.1| 824,035,0| 835,045, | 1,079,060,
Bank 0 50 30 250 000
504,641,02| 536,054,2| 546,260,8| 303.871, | 598,097,789
CFC Stanbic Bank 0 40 60 220 0
318,075,30| 286,680,7| 334,449,7| 405,161, | 150,782,24
Citibank N.A 0 50 50 740 0
Diamond  Trusi 3,070,315,| 3,114,856, 3,180,366, 918,640, | 3,825,265,
Bank 400 550 000 310 490
722,379,95 813.429,8| 837,796.5| 4,309,38| 1,059,518,
NIC Bank 0 90 00 3,590 550
National Bank of 2,764.423,| 2,857,288, 3,762,611, 4,695,58| 4,895 244,
Kenya 300 310 520 2,420 170
172,728,4] 259,490,5| 266,215, | 305,471,09
Bank of Baroda 15,925870 70 90 310 0
200,322,46| 215,707,0| 236,176,9| 248,830, | 262,931,17
Prime Bank 0 80 40 610 0
354,814,561 537,301,2| 644,547,7| 915,291, | 1,199,408,
Chase Bank 0 20 00 560 780
1,455537,| 1,717,327, 2,071,165, 1,705,87| 2,390,992,
Imperial Bank 770 960 270 2,750 830
806,320,40] 915,867,4| 1,057,579, 1,165,40| 1,410,265,
Bank of India 0 50 830 3,520 320
629,711,14 686,579,8| 723,017,5| 754,843, | 400,580,98
Fina bank 0 30 90 720 0
Consolidated Bank 1,128,052, 1,241,080, 1,316,382, 1,381,07| 1,958,215,
of Kenya 450 950 170 8,670 050
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Africa bank| 1,260,218,| 1,444,065, 1,607,199, 1,782,99| 1,970,766,
Corporation 400 550 810 6,240 660
497,210,12| 562,628,7| 141,914,9| 694,803,| 778,379,76
Gulf African Bank 0 30 60 640 0
Giro Commercial 1,377,788,| 1,494,124, 1,545,787, 1,668,15| 1,712,045,
Bank 280 970 420 1,620 620
Equatorial 133,898,67| 154,920,0| 168,125,2| 186,299, | 222,180,47
Commercial Bank 0 20 70 220 0
Fidelity commercial 392,602,97| 443,106,6| 538,416,4| 680,828, | 807,414,24
bank 0 90 30 590 0
432,573,16| 508,640,9| 611,210,3| 690,400, | 730,793,96
KRep bank 0 70 90 510 0
Development Bank 88,988,87| 98,407,06| 111,051, | 128,480,36
of Kenya 74,984,17( 0 0 740 0
211,622,00| 238,936,2| 263,039,7| 306,441, | 342,896,44
Transnational Bank| 0 20 00 570 0
Habib Bank A.G| 472,979,93| 497,636,5| 513,428,7| 534,077, | 545,477,811
Zurich 0 30 50 770 0
454,374,92| 568,859,8| 701,818,8| 744,391,| 792,694,42
Guardian Bank 0 40 90 820 0
Victoria 260,243,21| 372,378,7| 466,054,1| 489,129, | 529,633,87
Commercial bank 0 70 60 770 0
182,670,82| 211,234,2| 252,091,4| 266,850, | 286,712,09
Habib Bank 0 10 10 140 0
Oriental 142,018,39| 157,665,7| 181,000,6| 218,163, | 270,002,52
Commercial Bank 0 60 20 030 0
161,995,70| 222,405,9| 244,051,4| 311,849, | 355,189,99
Credit Bank 0 90 00 890 0
Paramount 89,696,72| 98,240,28| 113,224,| 118,020,47
Universal Bank 89,889,890 0 0 840 0
95,764,92| 151,781,6| 150,810, | 302,030,50
Middle East Bank 87,290,360 0 70 600 0
91,647,07| 105,698,1| 161,741, | 227,760,98
Dubai Bank Kenya| 67,614,620 0 50 780 0
Bank of Africa| 28,375,896| 2,750,968, 456,100,9| 212,495, | 400,498,40
Kenya Ltd ,950 640 00 670 0
City Finance Bank 3,823,942,| 130,546,3| 1,264,559, 148,727, | 138,398,40
Ltd 210 40 110 360 0
Commercial Bank 8,347,926,| 188,470,2| 107,419,3| 126,639, | 2,738,647,
of Africa Ltd 730 70 70 080 570
1,676,532, 247,794,0| 330,036,9| 121,409, | 572,186,58
Eco Bank Limited 840 40 80 280 0
Southern Credit
Banking 468,989,15| 790,818,5| 377,472,0| 84,634,1| 1,982,395,
Corporation Ltd 0 20 00 90 050
United Bank of
Africa Kenya Bank 487,563,47| 738,548,3| 62,207,49| 80,453,2
Limited 0 50 0 50 12,550,56(
Family Bank Ltd 190,688,10 579,554|1 161,999,2 48467155,057,33
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D

0 40 90 70 0
First Community 2,970,644,| 1,011,819, 432,995,8| 7,656,71| 180,272,78
Bank Ltd 020 680 20 1,170 0
Investment &
Mortgages Bank 622,944,35| 1,060,770, 431,829,4| 1,392,96| 726,613,32
Ltd 0 860 70 3,520 0
Financial Trading Income
2009 2010 2011 2012 2013
Kenya Commercial 2354468.51| 5752818.0, 6556025.| 9941424| 12277158.6
Bank 84 58 491 312 5
285035.579| 782436.52| 830069.8| 1260244| 1500068.72
Equity Bank 0 77 074 .264 8
599920.677| 1493033.1| 1658743.| 2344672
Barclays Bank 9 58 899 .67 2476919.1
Cooperative Bank 126093.409| 361324.14 410082.1| 804725.| 997553.618
of Kenya 8 29 898 0647 4
Standard Chartered 109950.96) 125583.7| 174092.| 232760.138
Bank 39651.3116 3 216 0503 7
81322.116 83250.67| 63351.7| 129013.513
CFC Stanbic Bank 33737.8734 47 412 3299 8
43490.907| 50970.45| 84469.0| 32524.6928
Citibank N.A 21264.9860 45 97 0094 7
Diamond Trust 205266.532| 472539.35| 484690.8| 191520.| 825134.214
Bank 5 93 004 1302 9
123401.39 127680.9| 898429.
NIC Bank 48294.8519 36 827 6655 228544.923
National Bank of 184816.056| 433464.96| 573425.5| 978945.| 1055935.45
Kenya 7 57 709 2377 5
26203.775 39546.61| 55501.1| 65892.0664
Bank of Baroda 1064.7271 12 248 4695 9
32723.845| 35993.59| 51876.7 | 56715.9338
Prime Bank 13392.5970 79 007 4688 6
81511.289 98229.68| 190821.| 258720.139
Chase Bank 23721.1930 59 193 9756 7
260527.26| 315647.5| 355644.| 515752.435
Imperial Bank 97310.2604 38 552 0619 2
138941.68 161176.1| 242965.| 304203.243
Bank of India 53906.7070 52 71 8611 1
104157.60 110188.5| 157371.| 86407.8776
Fina bank 42099.4606 33 677 4608 5
Consolidated Bank 188278.20 200617.8| 287930.
of Kenya 75416.1657 4 935 2855 422399.502
Africa bank 219071.98 244938.7| 371722.| 425106.964
Corporation 84252.1459 58 782 9348 5
85353.599 21627.97| 144854.| 167901.489
Gulf African Bank 33241.0792 87 475 1743 2
Giro Commercial 226666.25 235579.4| 347779.| 369299.182
Bank 92112.3031 08 716 8786 6
Equatorial 8951.8216] 23502.143 25622/45 38840.0 4797Z8.
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Commercial Bank 94 09 6666 2
Fidelity commercial 67221.507| 82055.17| 141940.| 174164.412
bank 26247.5478§ 01 554 6255 1
77163.385 93149.04| 143936.
KRep bank 28919.7626 94 421 2002 157636.92§
Development Bank 13500.057| 14997.32| 23152.3| 27714.0348
of Kenya 5013.0813 85 945 0834 2
36247.822| 40087.50| 63887.6| 73964.9536
Transnational Bank] 14148.0299 82 022 0515 9
Habib Bank A.G 75493.957| 78247.02| 111345.
Zurich 31621.1651 2 936 6953 117663.05
86298.890 106957.8| 155192.| 170989.252
Guardian Bank 30377.3236 51 657 426 8
Victoria 56491.726| 71027.09| 101974.| 114245.410
Commercial bank 17398.6104 85 683 8385 8
32045.288| 38418.97| 55633.4
Habib Bank 12212.4932 98 042 9769 61845.6303
Oriental 23918.686 27584.66| 45483.1| 58241.2692
Commercial Bank 9494.6671 47 648 0309 5
33740.104| 37193.66| 65015.1
Credit Bank 10830.2540 03 526 4346 76616.751
Paramount 13607.442 14971.91| 23605.3| 25457.7696
Universal Bank 6009.6061 24 202 6095 9
14528.018 23131.67| 31441.3| 65149.9092
Middle East Bank 5835.814( 62 073 2196 4
13903.320 16108.49| 33720.2| 49129.4990
Dubai Bank Kenya 4520.3886 12 849 7815 9
Bank of Africa| 1897076.10] 417335.73| 69510.21| 44301.5| 86390.0646
Kenya Ltd 29 85 055 5954 2
City Finance Bank 255650.399| 19804.534 192720.0| 31007.0| 29853.4194
Ltd 3 46 1 0355 4
Commercial Bank 558102.263| 28591.885| 16370.81| 26401.9| 590743.784
of Africa Ltd 2 12 406 9089 6
112084.928| 37591.598 50297.94| 25311.6| 123424.302
Eco Bank Limited 7 53 935 7081 4
Southern Credit
Banking 119971.13 57527.09| 17644.7| 427615.282
Corporation Ltd 31354.3607 54 148 2004 5
United Bank of
Africa Kenya Bank 112041.48 9480.480| 16773.0| 2707.23600
Limited 32596.1505 84 586 6858 7
87921.269 24688.84| 10104.6| 33446.8571
Family Bank Ltd 12748.4900 45 573 2443 1
First  Community, 198602.983| 153498.11] 65988.97| 1596287| 38885.9908
Bank Ltd 0 96 44 .801 4
Investment &
Mortgages Bank 160924.25 65811.22| 290408.| 156735.137
Ltd 41647.0655 91 155 0649 2
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APPENDIX II: LIST OF COMMERCIAL BANKSIN KENYA

African Banking Corporation Ltd.
Bank of Africa Kenya Ltd.

Bank of Baroda (K) Ltd.

Bank of India

Barclays Bank of Kenya Ltd.
CFC Stanbic Bank Ltd.
Charterhouse Bank Ltd - UNDER - STATUTORY MANAGEMEN
Chase Bank (K) Ltd.

Citibank N.A Kenya
10.Commercial Bank of Africa Ltd.
11.Consolidated Bank of Kenya Ltd.

© © N o g s~ wDdPE

12.Co-operative Bank of Kenya Ltd.
13.Credit Bank Ltd.
14.Development Bank of Kenya Ltd.
15.Diamond Trust Bank (K) Ltd.
16.Dubai Bank Kenya Ltd.
17.Ecobank Kenya Ltd

18. Equatorial Commercial Bank Ltd.
19. Equity Bank Ltd.

20.Family Bank Ltd

21.Fidelity Commercial Bank Ltd
22.Fina Bank Ltd

23.First community Bank Limited
24.Giro Commercial Bank Ltd.
25.Guardian Bank Ltd

26.Gulf African Bank Limited
27.Habib Bank A.G Zurich
28.Habib Bank Ltd.

29.Imperial Bank Ltd

30.1 & M Bank Ltd

31.Jamii Bora Bank Ltd.

32.Kenya Commercial Bank Ltd
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33.K-Rep Bank Ltd

34.Middle East Bank (K) Ltd
35.National Bank of Kenya Ltd
36.NIC Bank Ltd

37.0riental Commercial Bank Ltd
38.Paramount Universal Bank Ltd
39.Prime Bank Ltd

40. Standard Chartered Bank (K) Ltd
41.Trans-National Bank Ltd
42.Victoria Commercial Bank Ltd
43.UBA Kenya Bank Ltd.

44.Housing Finance: Mortgage Finance Company

Source: Central Bank of Kenya Report, 2013.
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