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competitiveness (Collerton, 2012). When the challenges associated with product 

innovation are minimized and mitigated, there is a continuous growth of an organization. 

In third world countries, specifically Kenya limited data support that product innovation 

can influence performance. Most studies which have been conducted emphasize on the 

relationship of innovation and performance in the manufacturing sector and little is done 

on the banking industry (Youtie& Roper, 2008). 

Commercial banks in Kenya heavily operate in a regulated business environment which 

needs a uniform degree when it comes to disclosing of confidential information with 

regard to their financial position. Commercial banks need to adapt competency to 

increase their performance and also for surviving in the market. This is due that there 

have been a continuous change, stiff competition, changing of customer needs and 

demographics which has made the operating business environment turbulent. Therefore, 

it is against this backdrop banks have come to agree that conformity to convectional 

strategies can produce convectional results. Thus, to compete in the market, listed banks 

have embraced product innovation for survival and sustenance. 

 

Several empirical researches have been done on innovation and firm performance. Wairi, 

(2013) studied factors influencing the adoption of agency banking innovation in the 

Kenyan commercial banks. The study revealed that the major factors were technology 

and resources which were used to influence agency banking.Bw aley, (2013) looked into 

the innovation strategies on the competitive advantage in the listed banks. The study 

revealed that innovation strategies impacted positively on competitive advantage among 

banks. Ngugi and Karina, (2013), did a study on the effect of innovation strategy on 

performance of Commercial banks in Kenya. The study revealed that the innovation 
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Additionally, Schumpeter (1928) felt that entrepreneurs, taking positions as nonpartisan 

innovators or research and development (Rand D) directors in big companies, presented 

opportunities for changed benefits with their transformations (Kaya, 2015; Laino, 2011). 

Consequently, these situations, in turn make imitators get drawn to outstanding benefits 

resulting in a surge of transaction likely to impair benefit periphery for the transformation 

(Schumpeter, 1928). However, He came up with a new notion specifying that a particular 

economy could experience transformation before attaining a situation of balance. 

Schumpeter (1928) referred to these kinds of situations as Kondratiev cycles for they 

became vicious cycles in business. 

Schumpeter’s theory is critical in this study as it gave direction on reasons behind Banks 

innovations. Further, it  provided an explanation on how findings relating to product 

innovation by commercial banks influence a given state of performance.  

2.2.2 Financial Intermediation Theory 

Financial intermediation theory dates back in the 1960s (Gurley & Shaw, 1960). Gurley 

and Shaw (1960) are known to have been the first to mention the term financial 

intermediation (Gurley & Shaw, 1960). The theory was further advanced in the 1970’s 

(Akerlof, 1970; Spence, 1973; Rothschild & Stiglitz, 1976). Olonje (2014) defines 

financial intermediation as the procedure of providing an environment such as a bank 

where money granters and borrowers meet to transact money issues. Chimkono (2016) 

explains that the theory largely builds on the economics of imperfect information. 
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The major concept identified in intermediation theory is resource allocation that depends 

on perfect and complete markets. Complete perfect markets originate from the basic 

assumptions of the neoclassical model. But, the assumptions in this model lack 

competitive advantages since information therein is open to all participants in the market. 

The assumptions are however, not achievable in true sense because of diversified market 

imperfections such as asymmetric information. This kind of information increases 

transaction costs resulting in some businesses having a competitive advantage over others 

(Olonje, 2014).   

The modern theory of financial intermediation plays several roles. These include 

influencing the economy and government policies targeting financial intermediaries 

(Mehra, et al., 2011). The theory demonstrates also the task of financial intermediaries in 

economy, the impact exercised by controls on monetary intercession, plus underscoring 

the work performed by the central bank in the control and management of monetary 

intercessions (Andries, 2009).  Financial intermediaries have the potential to reduce 

information and transaction costs. They can as well support efficient functioning of 

markets, resulting in compelling large-scale outcomes. 

This theory is critical in this study as it forms the basis for banks performance and the 

kind of model used to conduct the banking business. The theory was used to 

contextualize certain extent of performance in commercial banks. The theory helped in 

explaining where innovation intersects with banking and how it affects the business of 

financial intermediation.  
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2.2.3 Innovation Diffusion Theory 

E.M Rodgers founded innovation diffusion theory in 1962. Zhang (2015) defines 

diffusion as the procedure through which updates regarding new discoveries stream 

among individuals in a certain period in a given social context. Rogers (1995) identified 

five user-perceived characteristics that regularly demonstrated to be factors contributing 

to the success of an IT innovation. These included relative advantage, compatibility, 

complexity, triability and observability. 

 

The theory identifies five categories of innovation adopters. They include ‘innovators’ 

themselves – individuals who immerse themselves in the innovation and stand out of the 

crowd. They take the risk of attempting a unique innovation immediately they get to learn 

about it. They are never influenced otherwise since they believe in exploring new ways of 

doing things. The second group of innovators are known as ‘early adopters. This category 

of people is known to have great interest in an innovation. They believe in change and 

have a mind set to embrace transformations without persuasion. 

 

The third group is referred to as ‘early majority’. Commonly known for taking a long 

time to adopt an innovation. This group of individuals/organizations will always want to 

witness results of an innovation before adoption. They are not creative and require 

persuasion in order to join a band of innovators.  As for the fourth group, known as ‘late 

majority’, (Rogers, 1995; 2003) approach an innovation with lots of question marks. 

Individuals or organizations in ‘late majority’ feel uncertain about transformation and 

wait to observe numerous trials done on an innovation. The ‘late majority’ do not believe 

in change and can only embrace an innovation after it has been tried by the majority. 

Consequently, strategies that are likely to appeal to the ‘late majority group’ include 







14 

 

commercial banks to be at par and not lag behind in competition. This has resulted in 

banks being performance driven (Alam, Raza, &  Akram, 2011).  Indeed, numerous 

reviews have focused attention to financial performance as an indication of a bank’s 

performance. However, Aduda, Kiragu and  Ndwiga (2016) specifies financial and 

bank’s performance are different. The three authors explain that financial performance is 

just part of the many bank performance indicators (Kiragu & Ndwiga, 2016). Equity 

Bank Group (2016) mentions four major  major indicators of its overall group 

performance. These include Customer Base, Loan Book, Profitability and Deposits. This 

study takes these variables as a  measure of bank performance (Equity Bank Group, 

2016).  

2.5 Self Service Accounts Opening on Firm Performance 

Brett and  Marshall (2012) refer to self accounts opening as remote account opening or 

rather automated remote account opening process (Brett & Marshall, 2012). According to  

Adhiambo (2014), the day to day activities of the banking world are continously evolving 

and financial inclusion is getting roots. AIB Capital (2017) notes that the bank customer 

needs are continously evolving just as the world is, resulting in new ways of doing 

business that ought to be adopted.  

 

Cytonn Investment (2017) notes that it is only Equity Bank in Kenya and among a few in 

the Sub-saharan Africa that has adopted this remote account opening product. The trend 

is also observed the world over. DBR Media (2015) notes that although majority of the 

banks have adopted online account operation, less than 20% have initiated the use of 

mobiles in account opening procedures. Equity Bank Group (2016) explains that this 
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approach was taken to reach the ever changing needs of the customer. According to the 

Equity Bank Group, banking is not a mere place to be visited but a process to be involved 

in.  

2.6 Savings Innovations Products on Firm Performance 

Mazer, Ravichandar and  Dyer (2017) conducted a research study in Tanzania. The study 

involved using reciprocative short message service (sms) to  develop capacity of ‘M-

Pawa’ customers on how to save and borrow responsibly. Mazer, Ravichandar and  Dyer 

(2017) concluded that savings needed to be a greater part of dialogue. The findings 

indicated also that the lenders were likely to be overlooking the role of savings accounts 

in regard to supporting positive borrowing outcomes when they were offered on the same 

mobile facilities that customers used to access loans (Mazer, Ravichandar, & Dyer, 

2017). 

McKinsey and Company (2016) reported that two billion individuals as well as 

200 million businesses in developing economies did not access savings and credit 

facilities. Even though, individuals and businesses with access paid heavily for minimal 

products (McKinsey & Company, 2016). Additionally, the Equity Bank Group (2016) 

observed that the swift emerging digital technologies provided the possibilities for 

financial services at minimal costs. These resulted in profitably, financial inclusion boost 

and extensive productivity gains across the economy (Equity Bank Group, 2016).  
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2.7 Loans Innovations Products on Firm Performance 

Ndung’u, Morales and Ndirangu (2016) are of the view that high costs encountered by 

banks are partly due to financial services provided to the poor. According to Ndung’u and 

collegues, market divisions, low technological advancement and lack of formality, as 

well as not strong rules and laws do improve the liabilities of doing business. 

Digital credit is one of the distingushed loan products in Kenya (Kaffenberger & Chege, 

2016). It is premised on numerous models including mobile telephone applications, 

mobile money wallets, and payroll lending facilities (Kaffenberger & Chege, 2016).  

Others include service providers namely banks, mobile network operators, savings and 

credit cooperative organizations (Kaffenberger & Chege, 2016). These services do offer 

(relatively) small-value, short-term loans (Kaffenberger & Chege, 2016). Also, the 

services utilize mostly customers’ mobile telephone data such as message records, 

telephone mobile money transaction history and social media data to determine a credit 

score and loan amount (Kaffenberger & Chege, 2016). 

2.8 Payment Innovations Product on Firm Performance 

Mobile financial services have been noted for the role they play in financial inclusion in 

developing countries (Francis, Blumenstock, & Robin, 2017). For instance, between 2011 

and 2014, 700 million adults globally held accounts and the number of adults with no 

account dropped by 20 per cent to 2 billion. Further, it is reported that the number of 

mobile money accounts reached 411 million worldwid 2015 (Francis, Blumenstock, & 

Robin, 2017). Additionally, Francis, Blumenstock and Robin maintain that mobile money 

is currently available in 93 countries. Accordingly, use of mobile money transfers and 
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