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ABSTRACT 

The imicrofinance iindustry ihas ibeen igrowing iat ia isignificant irate iin iseveral icountries 

iand iit ihas ibecome ian iimportant isub-sector iof ithe iformal ifinancial imarkets. iMany 

imicrofinance iinstitutions ihave isecured ihigh iloan irepayment irates, ibut, iso ifar, irelatively 

ifew iearn iprofits. iThis istudy isought ito idetermine ihow ifinancial iinnovations iinfluences 

ifinancial iperformance iof ilicensed iMFIs iin iKenya. i13 ilicensed iMFIs ias iat i31st
 

iDecember i2018 iwere ithe ipopulation iof ithe istudy. iThe ipredictor ivariable iwas ifinancial 

iinnovations ioperationalized ias iagency ibanking, inumber iof iATMs, ideposit iaccounts iand 

imortgage iaccounts. iThe icontrol ivariables iwere ibank isize iand icapital iadequacy. 

iFinancial iperformance iwas igiven iby iROA iand iit iwas ithe idependent ivariable. 

iSecondary idata iwas iacquired ifor i5 iyears i(January i2014 ito iDecember i2018) ion ian 

iannual ibasis. iResearch idesign iwas idescriptive icross-sectional idesign iwhereas 

iassociation ibetween ivariables iwas idetermined iby imultiple ilinear iregression imodel. 

iSPSS iversion i22 iwas iused iin idata ianalysis. iAn iR-square ivalue iof i0.575 ithat ican ibe 

itranslated ito imean i57.5% iof ithe ivariations iin ifinancial iperformance iof ilicensed iMFIs 

ican ibe irelated ito ithe isix ichosen ipredictor ivariables iwhereas i42.5% iin ithe ichanges iof 

ifinancial iperformance iof ilicensed iMFIs iwas ilinked ito iother ivariables ithat idid inot iform 

ipart iof ithis istudy. iFrom ithe istudy iit iwas ifurther irevealed ithat ithe ipredictor ivariables 

istrongly icorrelated iwith ifinancial iperformance i(R=0.759). iANOVA iresults ishow ithat 

ithe iF istatistic iwas isignificant iat i5% ilevel iwith ia ip=0.000. iHenceforth, ithe imodel iwas 

iappropriate iin iproviding ian iexplanation iof ithe irelationship ibetween ithe ivariables. 

iAdditionally, iresults idemonstrated ithat ithat ideposit iaccounts, imortgage iaccounts iand 

ibank isize iwere ipositively iand istatistically isubstantial ivalues iin ithe istudy. iThe istudy 

idiscovered ithat iagency ibanking, inumber iof iATMs iand icapital iadequacy ihave ia 

istatistically iinsignificant iimpact ion ifinancial iperformance iof ilicensed iMFIs. iThe 

irecommendation iis ithat imeasures ishould ibe iset iup ito iincrease ithe inumber iof ideposit 

iand imortgage iaccounts iamong ilicensed imicrofinance iinstitutions ias ithis iwill 

isignificantly iincrease itheir ifinancial iperformance. 
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CHAPTER iONE: iINTRODUCTION 

1.1 iBackground iof ithe iStudy 

Financial iinnovation iis icreating inew ifinancial iinstruments iwhich iare iinfluenced iby iupdates 

iin itechnology. iThese iinnovations ilower ithe icost iof iproviding iexisting ifinancial iservices. 

iThe ieconomic ichange iaffects ithe ifinancial iperformance iof imicrofinance iinstitutions 

ibecause ithe iuse iof ithese iinnovations isuch ias imobile ibanking, iremittances, iand iequity 

icrowd ifunding igives ithe iinstitution ia icompetitive iadvantage iover iits irivals i(Mwangi, 

i2013). iHarmon i(2017) iindicate ithat ifinancial iinnovations iinfluence ithe ifinancial 

iperformance iof ibanks ias ian iincrease iin imobile ibanking ishowed ian iincrease iin ithe inumber 

iof itransactions. iThe icentral ibank iof iKenya i(2013) iindicates ithat ithe imicrofinance 

iinstitutions iutilizing iinnovations isuch ias imobile imoney itransfer iare isuccessful. 

This istudy iwas isupported iby ithree itheories. iConstraint-induced itheory iby iSilber i(1983) 

ipoints iout ithe imaximization iprofit iin ifinancial ifirms iis ithe iprimary ireason ifor ifinancial 

iinnovation. iThe itheory iis irelevant ito ithe istudy ias iit iexplains ithat ifinancial iinnovation 

iaffects ifinancial iperformance ipositively iin ifinancial ifirms. iCircumvention iinnovation 

itheory iby iKane i(1981) icame iup iwith ithe iapproach ithat iexplains ihow ithe igovernment 

iregulations iand icontrols iforms irole iin ithe ifinancial isector. iIt iis irelevant iin iexplaining iwhat 

ithe ifinancial iinstitutions ishould ideal iwith: ithe ifailure iof imanagement iand ireduction iof 

iprofit iimposed iby ithe igovernment ito ireduce ipotential ilosses ito ithe iminimum icapacity 

i(Achieng iet ial., i2015). iThe itransaction icost iinnovation itheory iby iNicks iand iNiehans i(1983) 

iarguesthat ithe ireduction iof itransaction icost iis ithe idominant ifactor iof ifinancial iinnovations. 

iThey iview ifinancial iinnovation ias ithe ireaction ior iresponse ito iadvancement iin itechnology 

iwhich ileads ito ia ireduction iof ithe itransaction icost i(Akkaya, i2019). i 
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There iare ithirteen ilicensed imicrofinance iinstitutions iin iKenya iwhich iprovide imicrofinance 

iproducts ito iits iactive iborrowers i(Wijesiri i& iMeoli, i2015). iThe ifacilities iand iregulations 

ibegan iin ithe i1990s iin iKenya iwhereby ia ilegislation iand iMicro iFinance iAct iwas ipassed iin 

i2006 iand ilater ibecame iactive iin i2008. iThese iinstitutions ioffer iloans ifor ilarge iscale 

ibusiness, iagriculture, ieducation, iand iany iother ipurpose i(Gathondu iet ial., i2018). iThere ialso 

iemergency iloans iwhich iare iquickly iavailable ibut iexpensive, igroup iloans iand iwomen iloans 

iwhich iare ioffered iunder idifferent iinterest irates, iamount iand iduration. 

The ifindings iof ithe istudy iwill ihelp ithe ilicensed imicrofinance iinstitutions iin iKenya 

iunderstand ifinancial iinnovations iand itheir iimpact ion iperformance iin iterms iof iprofitability. 

iIt iwill iprovide iinsight iinto ithe iimportance iof ifinancial iinnovations, ithus igiving ieasy 

imanagement iof ithe iinstitutions. iThrough ithe istudy, ithe iKenyan igovernment iwill ibe iable ito 

iappreciate ithe iareas iof iinnovations ithat isupport ithe imicrofinance iinstitutions ias iit iseeks ito 

ileverage ion itechnology igrowth iin ithe ifinancial isector, ithus ienhancing ifinancial iservices. 

iThe istudy iwill iprovide ithe idata ineeded iby ithe ipolicymakers ito icrafting ipolicies ithat 

ipromote ifinancial iinnovation itowards iachieving iKenya’s ivision i2030. 

1.1.1 iFinancial iInnovation 

Khraisha iand iArthur i(2018) idefines ifinancial iinnovation ias ia iprocess icarried iout iby iany 

iinstitution iin ithe iform iof icreating, ipromoting iand iadopting inew iplatforms, iproducts iand 

iprocesses iof itechnologies ithat ichanges ior iintroduces inew iways iof icarrying iout ifinancial 

iactivities. iJoseph, ian ieconomist iback iin ithe i1930s, idefines ifinancial iinnovation ias ian 

iintroduction iof ia iqualitative ior inew ichange iin iexisting imarkets, iproducts, iprocesses, 

iorganizations iand isources iof isupply iof iinputs. iBhattacharyya iand iNanda i(2000) idefines 
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ifinancial iinnovation ias iunanticipated iimprovement iin ithe iarray iof ifinancial iproducts iand 

iinstrument’s ithat iare istimulated iby ithe iunexpected ichange iin itax ipolicy, icustomer ineeds 

iand ipreferences, iregulatory iimpulses iand itechnology i(Goel, i2019). 

There iare ithree idistinct itypes iof ifinancial iinnovations; iinstitutional iinnovations, iprocess 

iinnovation, iand iproduct iinnovations.Institutional iinnovations irelate ito ichanges iin ithe 

ibusiness istructures, iestablishment iof ifinancial iintermediaries, ichanges iin ithe ilegal 

iframework, ireduction iof ibarriers, iand isetting iup inew iservice istructure. iProcess iinnovations 

icover ithe iformulation iof inew ibusiness iprocesses isuch ias ithe iuse iof iclient idata imanagement 

isoftware iand icomputers iin iaccounting ileading iwhich iresult iin imarket iexpansion iand 

iincreased iefficiency i(Willcocks&Lacity, i2016). iProduct iinnovation iincludes iintroduced ito 

iincrease iefficiency ior iin iresponse ito ichanges iin ithe imarket-, ileading ito ithe iintroduction iof 

inew ifinancial iproduct isuch ias ihire ipurchase, iinsurance, ideposit, iand icredit. iExample, 

iREMU iMicrofinance. 

Institutional iinnovation, iInitially iREMU iwas ionly iknown ifor ioffering iservices iin iMeru iand 

iMaua. iThis iperception ichased iaway ipotential icustomers iwho ido inot icome ifrom ithis 

iregion.REMU iMicrofinance iBank iLtd ihas irebranded ito iKEY iMicrofinance iBank iPlc ias iit 

iseeks ito ished ioff iits iregional iimage iand iposition iitself ias ia ifully-fledged imicrofinance ibank 

iwith ia inational ioutlook.The imove, iwhich ihas ireceived iregulatory iapproval ifrom ithe 

iCentral iBank, iis ipart iof ithe ibank’s ibigger istrategy ito igrow iits ibusiness iby iincreasing iits 

ibranch inetwork iin ithe icountry.KEY iMicrofinance iBank iLtd ihas iloan iproducts ilike iAgri-

business, iTrade iFinance,Boostika ipersonal iloan,Insurance iPremium iFinancing,Savings 

iproducts ilike iTaratibu isavings,Jipange isavings,Darubini istudents,Lil’ iAngel.KEY 
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iMicrofinance ihas imade iaccess ito ifinance ieasy iby iusing ithe iKEY iMicrofinance iMobile iapp 

ithat ienables iits iclients ito iwithdraw, itransferfunds, icheckbalance i,check imini istatement 

i.Furthermore ithe iapp iis iin iboth iEnglish iand iKiswahili i.It ialso ihas iATM iservices iwhich 

ienables iaccess ito iaccount iremotely iand iwithdrawal iof icash i iany iday iand iany itime iof ithe 

iweek ithrough itheir iATM icenters i(Key iMicrofinance, i2019). 

1.1.2 iFinancial iPerformance 

Shodhganga i(2018) idefines ifinancial iperformance ias ithe iact iof iperforming ifinancial 

iactivities; ia idegree ito iwhich ithe ifinancial iobjectives iare ibeing iaccomplished i(Patel 

i&Rajpara, i2018). iMohammad iand iMalek i(2012) idefines ifinancial iperformance ias 

imeasuring ithe iresults iof ia ifirm’s ipolicies iand ioperations iin imonetary iforms iwhich iare 

ireflected iin ithe iinstitution’s ireturn ion iassets, iinvestment’s iand ivalue-added. 

iMurwaningsari(2019)defines ifinancial iperformance ias ia isubjective imeasure iof ihow iwell ia 

ifirm ican iuse iassets ifrom iits iprimary imode iof ibusiness iand igenerate irevenue iwhich iis ialso 

iassociated iwith ithe ioverall ifinancial ihealth iof ia ifirm ifor ia igiven iperiod. 

There iare istandard imeasures iset ito imeasure ithe ifinancial iperformance iof ian iinstitution. 

iThey iencompass iliquidity, isolvency, iand iprofitability, iamong iothers i(Singh iet ial., i2016). 

iLiquidity imeasures ithe iability iof ian iinstitution ito imeet iupcoming ifinancial iobligations 

iwithout idisrupting ithe ion-going ioperations iof ia ibusiness. iIt iis ianalyzed iboth ioperationally, 

iwhich iencompass icash iflow imeasures iand istructurally, iwhich iuses ibalance isheets ito 

imeasure ithe irelationship ibetween iassets iand iliabilities. iLiquidity iproblems iarise iwhen idebt 

imaturities ido inot imatch iwith ithe iconversion iof ibusiness iassets ito icash. iSolvency iis ithe 

iamount iof iborrowed icapital iused iby ia ibusiness icompared ito ithe iamount iof iequity icapital iof 
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ithe iowner iinvested iin ithe ibusiness. iSolvency iprovides ian iindication iof ibusiness iability ito 

iwithstand irisks ias iit iprovides iinformation ion ithe iability iof ia ifirm ito ioperate ion imajor 

ifinancial iadversity. iProfitability iis ia imeasure ithat iprovides ithe iextent ito iwhich ia ibusiness 

igenerates iprofits ifrom ithe ifactors iof iproduction, isuch ias icapital, ilabor, iand imanagement. 

iIts ifocuses ion ithe irelationship ibetween irevenues iand iexpenses, iincluding ithe ilevel iof iprofit 

irelative ito ithe iinvestment isize iof ithe ibusiness. i 

1.1.3 i iFinancial iInnovation iand iFinancial iPerformance 

Kurgat i(2017) iindicates ithat iinnovation isignificantly iaffects ifinancial iperformance iwith ithe 

ihighest icontributor icoming ifrom imobile ibanking ibased ion ilevy iand icharges iused iand iits 

iconvenience. iHe ishows ihow imobile ibanking iin iKenya ihas ibeen iused iin im-banking, ipaying 

ibills, iloan iapplication, istatement igeneration, iinternal itransfer, iand istanding iorder 

iinstruction. iThe irespondents iin ithe istudy iagreed ithat iseveral ionline ibanking iareas ihad 

ilowered ithe iprices iof iproducts, icosts iof ioperation, imarketing icosts, iintroduced inew 

iproducts, iand iincreased iturn iover. 

Chimwemwe i(2018) iresearch ion ifinancial iinnovations iand ibank iperformance iin iKenya 

ishows ithe ibranchless ibanking ifinancial iinnovations. iFinancial iinnovations iare inoted ito 

ihave isignificantly icontributed ito ifinancial iperformance. iA isample iof i42 icommercial ibanks 

iin iKenya iwas iused iwhich icovered ithe ibranchless ibanking imodels: irepresentation iof ithe 

itransition ifrom itraditional ibranch-based ibanking. iThe ifirm-specific ifactors iare inoted ito 

idetermine ithe ifinancial iperformance iof ia ifirm icompared ito ithe iindustrial ifactors. iThe 

ishareholders iare inoted ito ibe ithe iprimary ibeneficiaries iof ithe ifinancial iinnovations iused iin 

icommercial ibanks. i 
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Sarah i(2017) iacknowledges ithat ithe ifinancial iinstitutions iin iKenya ihave iembraced ichanges 

iby iexploiting ithe icapabilities ipresented iby iinformation iand itechnology. iData ifrom ithe 

icentral ibank iof iKenya iwere ianalyzed, iwhereby iit ishowed ithat ifinancial iinnovations ihad ian 

iinfluence ion ithe iperformance iof icommercial ibanks iin iKenya. iDifferent ivariables isuch ias 

iinternet ibanking, ielectronic ifunds itransfer, iand imobile ibanking iwere inoted ito iaffect ithe 

iassets ireturns ipositively. i 

1.1.4 iMicro iFinance iInstitutions 

Microfinance iinstitutions iare itypes iof ibanking iservices ithat iprovide isupport iin ithe iform iof 

ifinances ito ilow-income iindividuals, igroups, iand ismall iscale ibusiness istart-up. iThey ioffer 

iservices isuch ias isaving isolutions, iloans, ior iinsurance ito ientrepreneurs ior iindividuals iwho 

ido inot ihave istable iaccess ito ia ireliable icapital isource i(Tawiah& iAsante, i2018). iThese 

iinstitutions iare iregulated iand ilicensed iin irelation ito ithe iguideline iof iBanking iAct iand ithe 

iRegulations iand iPrudential iGuidelines iissued ithereunder. iThey iare iregulated ito isecure ithe 

imarkets iand iprotect ithe icustomers. 

Microfinance iis ian iold iapproach ithat ihas ibeen itransformed iin irecent iyears iby ichanging ithe 

idefinition, ioperational iprocedures, iand imode iof iservices idue ito itechnology. iIt ithe ipast, iit 

iwas ibacked iup iby ipigmy ideposits. iIn ithe ipresent, ithere iis iremarkable igrowth ion icredit 

iservices iwhereby ithe itechnological ievolution ihas iplayed ian iessential irole iin ithe 

itransformation iof imicrofinance isoftware iand ifinancial iservices iwhich ihave iinfluenced ithe 

isuccess; ithe itechnological ievolutions iare iadvancing icontinuously itaking ithis iapproach ito 

ithe inext ilevel i(Wijesiri&Meoli, i2015). iIn ithe ifuture, ithe imicrofinance iindustry iwill ihave 

ilarge inumbers iof icustomers iwhich iis igoing ito iexpand ibeyond ithe ifinance ipractices iof ithe 

ipast. iThe itechnological idevelopments iwill iallow ithe imicrofinance iinstitutions ito 
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icollaborate iwith icompanies isuch ias iFinTech ifor icompetitive isoftware iapplications ithat iwill 

ihelp ithem ioperate i24/7 iserving iglobal icustomers. 

1.2 iResearch iProblem 

Batiz-Lazo iand iWoldesenbet i(2016) iin itheir istudy ion ieffects iof ifinancial iinnovation ion ithe 

iperformance ion iUK ibanking istate ithat ifinancial iinnovation iis iused iby icommercial ibanks ito 

ibe iable ito icompete iin ifinancial imarkets, iand ias ia iresult, iit ican iimprove itheir iperformance 

iand imaintain itheir ieffectiveness iin ithe imarket. iNofie i(2011) iargues iin ihis istudy ion 

idiffusion iof ielectronic ibanking iin iIndonesia ipublished iin i2011 ithat ifinancial iinnovations 

ihelp iin ireducing ithe icost iof iproviding ithe iexisting iproducts iand iservices; itherefore, ia itool 

iof iensuring ithat ithe ibank iworks ieffectively iand iefficiently iin icustomer isatisfaction. 

iHendrickson iand iNichols i(2017) istudy ion ieffects iof ifinancial iinnovation ion ifinancial 

iperformance ion ibanking iin iUnited iStates inote ithat ifinancial iinnovations iby ismall ibanks iin 

ithe iUnited iStates iof iAmerica i(USA) iled ito iimproved iperformance. iThis iis ibecause ithe 

ismall ibanks igain ian iedge iin ithe imarket iand iare iable ito iattract imore icustomers. iRossel 

i(2012) ion ihis iresearch ion i250 iMFIs iin iLatin iAmerica iand iCaribbean iconclude ithat ithere iis 

iincreased iefficiency iin iMFIs iafter idiversifying ithrough iinnovations. iIt iconcluded ithat 

iinnovation ihas ia ipositive iimpact ion ifinancial iperformance. 

The imicrofinance iindustry ihas ibeen igrowing iat ia isignificant irate iin iseveral icountries iand iit 

ihas ibecome ianimportant isub-sector iof ithe iformal ifinancial imarkets. iMany imicrofinance 

iinstitutions ihave isecured ihigh iloan irepayment irates, ibut, iso ifar, irelatively ifew iearn iprofits 

i(Quayes, i2015). iMFIs ialso iface istringent icompetition ifrom icommercial ibanks; ithe igrowth 

iofmicroloan iactivities iof icommercial ibanks imay iconfront iMFIs iwith iincreased 

icompetition ifor iborrowers i(Mustapha, iKhursheed& iFatima i(2018). iHence, ileading ito 
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ilower iprofits. iIn iKenya, ithe imicrofinance isector ihas iexperienced iextremely ihigh 

icompetition ievidenced iby ithe ishifting imarket ishare iand iprofitability. iThe icompetition iis 

iamong ithe iMFIs isector, imainstream icommercial ibanks iand ithe itelecommunication imoney 

itransfer iplatforms isuch ias iMpesa i(King’ori, iKioko&Shikumo, i2017). iMicrofinance ibanks 

iin iKenya ireported ivery ihigh icompetitive ipressure iin iterms iof ipricing isince ithey ihave iless 

iflexibility ito iadjust iprices idue ito itheir ifinancial istructure i(IMFI, i2018). iThus, ithe ineed ito 

iinvestigate ithe ideterminants iof ifinancial iperformance iof iMicrofinance ibanks iin iKenya. 

 

Quayes i(2015) iinvestigated ithe ipossible itrade-off ibetween ioutreach iand ifinancial 

iperformance iof imicrofinance iinstitutions ifrom i87 icountries iacross iAfrica, iEast iAsia iand 

ithe iPacific, iLatin iAmerica, iEastern iEurope, iand ithe iCaribbean.The iresults isuggests ithat ia 

igreat idepth iof ioutreach ipositively iinfluences ithe iperformance iof imicrofinance iinstitutions. 

iThis istudy iprovides iconceptual igap ias iit idid inot icover ifinancial iinnovation. 

iMustapha,Khursheed iand iFatima i(2018) iconducted ia istudy ito iexamine ithe iinfluence iof 

iglobal ifinancial icrunch ion ifinancially iinnovative imicrofinances iinstitutions iin iSouth iAsia 

ifor ia iperiod iof i12 iyears ifrom i2003-2012. iThe ifindings isuggest ithat ioperational iefficiency 

iis ipositively irelated ito iorganizational ifactors. iThis istudy ipresents ia icontextual igap ias iit iwas 

idone iin iSouth iAsia.Mia iand iChandran i(2016) iobjectively isought ito iestablish ifinancial iand 

isocial ioutreach iproductivity iof i165 imicrofinance iinstitutions ifrom iBangladesh ifor ia iperiod 

iof i6 iyears ifrom i2007-2012. iThe istudy ifound ithat i4.3 i% iin ioverall iproductivity iof iMFIs iin 

iBangladesh iwhich iwas icaused iby ienhanced imanagerial iefficiency. iThis istudy iprovides ia 

iconceptual igap ias iit ifocused ifinancial isocial ioutreach iproductivity irather. 
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Local istudies iinclude; iMugo i(2012) isought ito iestablish ithe ieffect iof ifinancial iinnovation ion 

ifirm igrowth iof iMFI’s iin iKenya. iThe iresearch iestablished ithat ifinancial iinnovation iby 

imicrofinance iinstitutions ilead ito ian iaggregate igrowth iof ifirms iin ivarious idimensions ilike 

inumber iof iproducts, imarket ishare, iloan iscales iand ithe ioverall iprofitability. iThere iexists ia 

iconceptual igap ias ithe istudy iused ifirm igrowth i.King’ori, iKioko iand iShikumo i(2017) 

iconducted ia istudy ito iinvestigate ithe ideterminants iof ifinancial iperformance iof imicrofinance 

ibanks iin iKenya. iThis istudy iestablished ithat ithere iexists ia ipositive iand isignificant 

icorrelation ibetween ioperational iefficiency, icapital iadequacy, isize iof ithe ifirm iand ifinancial 

iof imicrofinance ibanks iin ithe icountry. iThere iexists ia iconceptual igap ias ithe istudy idid inot 

iincorporate ifinancial iinnovation. iKilika, iNamusonge iandSakwa i(2017) iin itheir istudy 

iaimed iat idescribing ihow imethods iof ilending iare ia ideterminant iof ideposit itaking 

imicrofinance iinstitutions i(DTMFIs) iin iKenya. iThe ifindings ifrom ithis istudy iis ithat ilending 

imethods isignificantly iinfluenced iDTMFIs ifinancial iperformance.There iexists ia iconceptual 

igap ias ithe istudy idid inot iincorporate ifinancial iinnovation iand ifinancial 

iperformance.Sindani, iMuturi iand iNgumi i(2019) iexamined ithe iImpact iof ifinancial 

ichannels iof idistribution ievolution ion ifinancial iinclusion iin iKenya ifor ia iperiod iof i6 iyears 

ifrom i2012-2017. iThe istudy ifound ithat iinternet ibanking ihas ia ipositive iimpact ion ithe 

ibanking isector iin iKenya ibecause iit ipromotes iproductivity iand iefficiency. iThere iexists ia 

iconceptual igap ias ithe istudy idid inot iincorporate ifinancial iinnovation. iTherefore, ithis istudy 

isought ito ifill ithis igap iby ianswering ithe ifollowing iquestion: iwhat iis ithe ieffect iof ifinancial 

iinnovation ion ifinancial iperformance iamong iMFI’s iin iKenya? 
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1.3 iResearch iObjective 

To iestablish ithe ieffect iof ifinancial iinnovation iand iperformance iof imicrofinance iinstitutions 

iin iKenya i 

1.4 iValue iof iStudy 

The iresults iof ithe istudy iwill igive ian iinsight iinto ithe imanagement iof idifferent imicrofinance 

iinstitutions ion ihow ito iutilize ithe iadvanced itechnologies ias iwell ias itheir iimpact. iIt iwill 

ianalyze itheir iefficiency, icompetitive iadvantage, iand ithe ioverall iimpact ion ifinancial 

iperformance. iVarious imeans iand iways iof ifinancial iinnovations iare idocumented iin ithe 

istudy, iwhich igives ihelpful iinformation ito ithe imicrofinance iinstitutions ion ihow ito ienhance 

itheir ifinancial iinnovations ito ienjoy itheir ibenefits. iIt iwill iguide ithe imanagement ion ihow ito 

iimprove ithe ifinancial iperformance iof imicrofinance iinstitutions ivia ifinancial iinnovations. i 

The imodern iportfolio itheory ihas ia irole iin imicrofinance iinstitutions iby ihelping ithem isearch 

ifor inew iopportunities iin ithe ieconomy. iIt istates ithat iinnovations iare imanaged iby 

iindividuals, iwho iare iready ito itake irisks ias iaccording ito ithe iportfolio itheory, irisk itolerance 

iresults iin irewards. iSchumpeter i(1934) iviews iinvention ias ia inew idimension iof igrowth iin ia 

iself-propagating isystem iin ithe itheory iof iinnovation. iIts icentral itheme iis ithat iinnovation iis ia 

icontinuous iprocess, iand iinstitutions iought ito ibe icognizant iwith ithem ito iboost iperformance. 

i 

The istudy ican ibe iused iby istates idepartments iin ideveloping icountries isuch ias ithe iCentral 

ibank iof iKenya. iThe istudy icontains iadequate iinformation ion iinnovative iproducts isuch ias 

imobile ibanking, ielectric ifunds itransfers, iagency ibanking ioperations, iand iinternet ibanking 

ithat iwill ihelp ithe ipolicymakers ito iset irules igoverning ithe iinnovations. iAdditional 
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iinformation ion ithe ichallenges iand ibenefits iif ifinance iinnovations iwill ihelp ipolicymakers 

imake irules iand iregulations ithat iwill ipromote iinnovativeness iin ithe ibanking iindustry. i 

 

The iresearch iis ia isource iof iinformation ifor ischolars iand iresearchers. iIt ihas idiscussed iissues 

ion ifinancial iinnovations iand itheir iimpact ion imicrofinance iinstitutions. iThese idiscussions 

iare ivital iin ifuture isearch ias ia ireference ifor iinformation irelating ito ithe isubject. iThe idata iwill 

ibe iused ias ia ibasis ifor ifuture iresearch ias istudents iconducting iresearch ion ifinancial 

iinnovations iwill iuse ithe istudy ias ia isource iof isecondary idata ifor itheir istudies. i 

 

 

 

 

 

 

 

 

 

 

 

CHAPTER iTWO: iLITERATURE iREVIEW 

2.1 iIntroduction 

This ichapter ipresents ia idiscussion ion ithe itheoretical ireview iand iempirical istudies irelated ito 

ifinancial iinnovation. iIt iis idivided iinto isections ithat ideal iwith iTheoretical iFoundation, 
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iDeterminants iof iFinancial iPerformance, iEmpirical iReview iand ilastly ia iSummary iof 

iLiterature iand iResearch iGap. i 

2.2 iTheoretical iLiterature iReview 

Studies iconducted ion iinnovation iare imany iand ithey icover iextensive itopics, ihowever, ihigh 

ilevel iof iattention iis igiven ito ineglected iforms iof iinnovation iand ilocations iof iinnovation. iTo 

iget ia iclear iinsight iof ithe irelationship iof iinnovation ion iperformance. iTherefore, ithis istudy 

ientails ithree itheories iwhich iare iDiffusion iof iinnovation itheory, iSilber's iTheory iof 

iFinancial iBurden, iKane's iTheory iof iRegulatory iDialectic. i 

2.2.1 iConstraint-Induced iFinancial iInnovation iTheory 

Silber, ian ieconomist iin iAmerica, icame iup iwith ithe iapproach iin i1983. iThe itheory ipoints iout 

ithe imaximization iprofit iin ifinancial ifirms iis ithe iprimary ireason ifor ifinancial iinnovation. 

iHowever, ithere iare irestrictions ion ithe iprocess iwhich ihinder ithe iprocess iof iachieving iprofit 

imaximization iin ia ifirm i(Cherotich, iSang, iMutungú&Shisia, i2015). iThe ihandicaps iare 

iexternally ibased, isuch ias ipolicies iand iinternally ibased, isuch ias ileadership istyle iand 

iorganization imanagement. iAccording ito ithe itheory, ithe ilimitations iand irestrictions 

iguarantee istability iin igovernance iand ireduce ithe iefficiency iof ithe ibusiness iorganization, 

iand iso ithe icommercial iorganization ishould istrive itoward icutting ithem ioff. iIt isuggests ithat 

ithis iconstrains iinside iand ioutside ithe iorganization iprovides ia iway iof ihandling ithe imarket ito 

iimprove itheir ifinancial iperformance. iIt iemphasizes ion ithe iadversity iof iinnovation. i 

The itheory iis irelevant ito ithe istudy ias iit iexplainsthat ifinancial iinnovation iaffects ifinancial 

iperformance ipositively iin ifinancial ifirms. iThe iapproach idiscusses ifinancial iinnovation 

ifrom ia imicroeconomic iperspective. iThe iargument iis irelevant iin iexplaining iwhy ifinancial 
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iinstitutions icome iup iwith inew iways iof igetting iincome idespite ithe ichanging ilandscape 

i(Ongwen, i2015). iFinancial iinnovation iinvolves ia iseries iof iprocesses icarried iout iby iany 

ifinancial iinstitutions iand iconsists iin icreation, ipromotion iand iadoption iof inew iprocesses, 

iproducts iand iproducts iof idifferent itechnologies ior isome ichanges ito ihow ithe ifinancial 

iactivities iare icarried iout. iIt iis irelevant iin iexplaining iwhat iweaker ior ismaller ifirms ishould 

ido ito isucceed, iwhich iis iengaging iin imore iinnovation. iFinancial iconstraints iare iviewed ito 

ireduce ithe iability iof ithe ifirms ito iinnovate, iand iso ifirms ishould iwork ion ilessening ithe 

ilimitations iimposed ion ithe ifinancial iinstitution. iAccording ito iSilber i(1983), ithe icritical 

ireason ifor iinnovating iin ifinancial iinstitutions iis ito imaximize ithe iprofits. 

2.2.2 iCircumvention iInnovation iTheory 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 

Kane i(1981) icame iup iwith ithe iapproach ithat iexplains ihow ithe igovernment iregulations iand 

icontrols iforms irole iin ithe ifinancial isector. iThe icontrols ior iregulations iare iin ithe iform iof itax 

iimposed iin iproperty iin ifinancial iinstitutions iwhich ireduces ithe ipotential iprofit iof ithe ifirm. 

iThe iapproach icreates ia igap ibetween ithe ipolitical iand icommercial iforces i(Cherotich, iSang, 

iMutungú&Shisia, i2015). iKane iargues iagainst ithe iregulations ithat iimpact ithe ifinancial 

imarket ipositively iin ithe imarket ieconomy. iKane ihas iused ihis iargument ito iexplain ithe 

ievolution ithat itook iplace iin ithe iUnited iStates iof iAmerica iin ithe ilast iforty iyears. iKane's 

imain iaim iis ithe iregulative ifunction iexisting ibetween ideposition iof iregulations iby ithe 

ifederal igovernment ias iwell ias ithe iexogenous imarket iforces isuch ias ithe ichanging 

idepositing ienvironment, idynamic itechnological ichange iand ithe iuncertainty iin iprospective 

ifinancial idevelopments. iIt imeans ithat ithe iproduct idimension ioccurs ias ia iresult iof 

iinnovation ito iadapt ior icircumvent ithe iregulations ior icontrols. i 
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Kane's itheory imeans ithat ithe iforms iof igovernment iregulations iand icontrols ihave ian iadverse 

ieffect ion ithe iprofitability iof ithe ifinancial iinstitution. iManagement iand imarket iinnovation iis 

ia icontinuous iprocess iwhich ientails ia ifight ibetween ithe ipolitical iforces iand ieconomic 

iforces. iThe ifinancial iindustry ihas istrict iregulations icompared ito iother isectors. iIt iis irelevant 

iin iexplaining iwhat ithe ifinancial iinstitutions ishould ideal iwith: ithe ifailure iof imanagement 

iand ireduction iof iprofit iimposed iby ithe igovernment ito ireduce ipotential ilosses ito ithe 

iminimum icapacity i(Achieng iet ial., i2015). iBusiness iinnovation iis ia iresult iof icircumvention 

iof igovernment iregulations iand iearning ia iprofit. iHowever, ithe itheory idiffers ifrom ireality ias 

iit iassumes ithat iregulation iinnovation iis itowards ithe idirection iof ireinforcing ilaw iwhile iin ia 

ireal isense, iit's itoward iliberal imarket iinnovation. iIt iis iconsidered ibetter ithan iSilber's itheory, 

ias iit iforms ithe ibasis iof iinnovation iorigin iand iits iresearch ion ithe iprocess iof iregulation 

iinnovation ias iwell ias itheir idynamic irelation. 

2.2.3 iThe iTransaction iCost iInnovation iTheory's i 

Nicks iandNiehans iintroduced ithis imodel iin i1983. iThey iargue ithat ithe ireduction iof 

itransaction icost iis ithe idominant ifactor iof ifinancial iinnovations. iThey iview ifinancial 

iinnovation ias ithe ireaction ior iresponse ito iadvancement iin itechnology iwhich ileads ito ia 

ireduction iof ithe itransaction icost i(Akkaya, i2019). iThe idecline iof itransaction icost iis 

iexplained ito iresult iin iimprovement iof ifinancial iservices iand istimulation iof ifinancial 

iinnovation. iIt istudied ifinancial iinnovation ifrom ia imicroscopic ieconomic istructure ichange 

iperspective. iFinancial iinnovation imotive iis ito ireduce ithe iexchange icosts, ibut ithe imodel 

iexplains ithat ithe ipurpose iof ifinancial iinnovation ifrom ianother iperspective iis ito iearning 

ibenefits iin ifinancial iinstitutes. iNicks iand iNiehans imean ithat ithe imain iaspect iof iinnovation 
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iin ifinancial ifirms iis ito ireduce ibusiness icosts iwhich iare ipossible iby ithe iuse iof itechnology ias 

iit ireduces ithe itransaction icosts. i 

The iability ito ilower idown ithe itransaction icosts iresults iin iupgrading ithe ifinancial iservices 

iand iinnovation iin ithe ifinancial iinstitutions. iThe imoney irelated iinnovations iare iargued ito 

idecreases ithe icosts iinvolved iin isales. iThe itheory iis irelevant ito iinformation iand itechnology 

iset iup ias iit iconsiderably ilessens ithe itransaction icosts, ias iit iis ihelpful iin ithe iutilization iof 

idata, ieffective icoordination iand iadministration i(Willcocks&Lacity, i2016). iFor iexample 

imobile iphones iusing ithe iinternet ireduce ithe iexchange icosts ias iit igives ioffsite iaccess ito ithe 

isources iof iinformation iin ithe icompany, isuch ias ithe iinternal idatabase. iIt iis irelevance iin 

iagency iand imobile ibanking ias ithey ilower ithe icost iof ioperation iand ilater iimproves ithe 

iprofitability iof ithe ibank. iThe itheory iis ia iguideline ion ithe ieffects iof iinnovation ion ithe 

iperformance iof ifinancial ifirms. 

2.3 iDeterminant iof iFinancial iPerformance 

Most imicrofinance iorganizations iare inot iable ito iadequately ibe iself-sustaining. iSome iof ithe 

ikey ideterminants iof ifinancial iperformance ihave ibeen idiscussed ibelow iwhich imay iinclude 

ifinancial iinnovation, icapital iadequacy, iinterest irates iand isize iof imicrofinance iinstitutions. i 

2.3.1 iFinancial iInnovation 

Financial iinnovation irefers ito ia icontinuous iprocess iof icreating inew ifinancial iproducts, 

iservices iand iprocedures iand istandardized iproducts iget idifferentiated iso ithat imicrofinance 

iinstitutions ican ieasily iadopt ithe iever ichanging ieconomic ienvironment. iInnovation ican itake 

ivarious iforms iwhich iinclude iinnovations iin ithe imarketing istrategies, imicro iMFIs, ilocation 

iinvention, iand ilastly iinventions iin ithe iresearch iand idevelopment isector. iFinancial 
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iinnovations ican itake ivarious iforms isuch ias iinstitutional iinnovation, iproduct iinnovation iand 

iprocess iinnovation. 

It iis itherefore ievident ithat ifinancial iinnovation iis ia isignificant ideterminant iof ifinancial 

iperformance iand igrowth iof imicrofinance iinstitutions ibecause iit ieases ithe ioperations iof 

ibusiness ithey iare iinvolved iin. iInnovation imostly iis imotivated iby ianticipating iin imaterial 

igains ifollowing icost-benefit ianalysis. iThrough iinnovation imicrofinance iinstitutions iare 

iable ito icut icosts iand igenerate imore iearnings ior iboth. iThe icost ireduction iaspect iis imainly 

imade ipossible iby iexogenous itechnological iinnovations. iHowever, iit iis iunclear iof ithe 

icapability iof imicrofinance iinstitutions ito iadequately icreate iinnovative iideas imeant ito ihelp 

ithem irun itheir ibusiness ioperations iefficient idue ito ithe ifact ithat ithey iare imostly iassociated 

iwith iproblems iof ilimited igrowth iand iexpansion. iThe icorrelation ibetween iperformance iis 

istrategic iin ithat ian iorganization ithat icannot iexperience igrowth iif ithe iperformance iis ipoor. i 

2.3.2 iCapital iAdequacy 

According ito i(Almazari&Alamri, i2017) icapital iadequacy ireveal ithe iefficiency iand 

icapacity iof imost ifinancial iinstitutions iin ithat iwhen ithey iare iable ito ipossess iit ithey iare iable 

ito ieffectively imeasure iand icontrol iany irisks iassociated iwith itheir ibusiness ioperations. 

iCapital iadequacy irefers ito ithe iamount ithat iacts ias ia icushion ifor ieconomic ishocks ithat imay 

ioccur ito ifinancial iinstitutions iwhere iit iis iable ito iabsorb iany ilosses iin icase ithey ioccur 

i(Musyoka, i2017). iFatima i(2014) istates ithat ian iinstitution iwith isufficient icapital iadequacy 

iensures iavailability iof ithe iappropriate icapital ilevels ithat iwill ibe iused iwhen ithe inecessity ito 

iexpand ithe i ibusiness iarises iand ialso imakes icertain ithat ithe iinstitutions ihas isufficient inet 

iassets ito iact ias icushion iin ithe icases iwhere iit iis iexperiencing ifinancial idown iturns iwithout 

irisk iof iinsolvency. i(Almazari&Alamri i2017) ireveals ithat icapital iadequacy iratio i(CAR) iin 
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ithe ifinancial isector iis iregarded ihighly ias ia icrucial iindicator iused ito iaccess ithe ifinancial 

isolvency iof ifinancial iinstitutions. i 

Just ilike iany iother ifinancial iorganization imicrofinance iinstitutions iwhen iaiming ito ipromote 

ifinancial isafety, isoundness iand iefficiency imore iso iaid iin isafeguarding ithe imoney iof ithe 

idepositor ithe iratio iis iconsidered ias ia isafety ivalve. iCAR iacts ias ian iindicator iof ithe iinternal 

istrength iof ia ifinancial iinstitution iso ithat ithey iare iable ito iabsorb iany ieconomic ishocks iand 

ialso iindicates ihow ithe iinstitution iis iresilient iwhen ifaced iwith ian ieconomic icrisis 

i(Nazir&Sangmi i2010). iTherefore, iit iis iright ito isay ithat ithe iCAR iprotects ifinancial 

iinstitutions ifrom iinsolvency iand ieconomic icrisis i(Fatima, i2014). iSufficiency iCAR iaide 

ifinancial iinstitutions iin icombatting iany ilosses ithat ioccur iunexpectedly iand ialso ihelps iin 

icosts ireduction iwhich ihave ithe ieventual iresult iof irecording ia iremarkable iimprovement iin 

ithe iprofit imargin. iVarious itechniques iare iused iin imeasuring ithe icapital iadequacy iof 

ifinancial iinstitutions. iFor iinstance, ithe ifollowing ivariables iare iused ito imeasure icapital 

iadequacy; iloan iloss iprovisions iagainst itotal iassets, itotal irevenue iagainst ithe inumber iof 

iworkers iand inon-interest iearnings iagainst itotal iassets. i(Otwani&Sindani, i2017) istates ithat 

iall ithese ivariables ihave ithe iobjective ito iassess icapital iadequacy ithrough idifferent 

iperspectives.Fatima i(2014) idefines icapital iadequal ias ithe icapital iamount ia ifinancial 

iinstitutions ipossess iin irelation ito ithe itotal iassets ithat iconsidered ito ibe ihighly irisky iand 

icurrent iliabilities. 

2.3.3 iInterest iRates 

The ilending irates iof imicrofinance iinstitutions ialways iimpact itheir ifinance iperformance. 

iThis ifact iis idue ito ithe iimpact iof iinterest irates ion ithe iincome iand iexpenses iof imicrofinance 

iinstitutions iand ithe inet ioutcome ithat ihave ian iimpact ion ithe iprofit imargins. iThe iinterest 
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ivariable iis ipositively iand istatistically irelated ito ithe iperformance iof imicrofinance 

iinstitutions iand ithus iits isignificant iinfluence iimplies ithat iMFIs ifinancial iperformance iin 

iKenya iincreases iwith iincrease iin iinterest irates. iThe ifact ithat iborrowers ihave ino ireadily 

iavailable ialternative iborrowing isources ito iimprove ion itheir iinvestments, ithe iavailability 

idoctrine, irather ithan ithe icost idoctrine ilives ito ithe ionly ioption. iThis iimplies ithat iborrowers 

iare ialways iready ito iapply ifor iloans iprovided iby imicrofinance iinstitutions ias ilong ias ithey 

iavailable. iWhen iinterest irates iare ihigh, imicrofinance iinstitutions irip ithe ibenefits iof 

iincreased iprofit imargins, ihowever, ithis iis iat ithe iexpense iof ithe igeneral ieconomic 

idevelopment iin ithe icountry. i 

In ia istudy iby iBella i(2011) ito iestablish ithe ieffect iof ithe iglobal ifinancial icrisis ion iMFIs iand 

ipolicy iimplications, ishe ifound ithat ithe iimpact iof ithe iglobal ifinancial icrisis ion ithe 

iperformance iof iMFIs iwas inegative ibecause iof ithe iconstrain ion ilending irates icaused iby 

ilimited iopportunities iof iborrowing, iwhile ithe ieconomic idrop ihad ia inegative iand isignificant 

iimpact ion ithe iquality iof iassets iand ithe iprofit imargin iof iMFIs. iShe ialso ireported ithat ithis 

icrisis icaused ihigh irates iof iinterest ito ibe iimposed ion ilow-income iclients iby iMFIs. iThe 

iresults ifrom ithis istudy ishows ithat ithere iexists ia irelationship ibetween ithe ifinancial 

iperformance iof iMFIs inot ionly iwith ilocal ieconomic icrisis ibut ialso iwith ithe ichanges ithat 

ioccur iin iglobal icapital imarkets. iThe ianalysis ifrom iBella’s istudy ion ilending irates ihelps 

ipolicy idecision imakers ito imake iinformed idecisions. iThe ianalysis ialso ireveal ithe iimpact iof 

ithe isize iof iloans, iproductivity iand ithe iage iof ian iMFI ito ithe idifferences iin ithe ilevels iof 

ilending irates. iAnother istudy iby iDonor iBrief i18 i(2014) istates ithat imost icountries ihave 

iestablished iceilings imeant ito isafeguard icustomers ifrom ideceitful ilenders. iThe istudy ialso 

ishows ithat imore ioften iso imuch ipressure iwhich icould ibe ipolitical ior icultural iis iexerted ion 
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ithe igovernments iof idifferent icountries iurging ithem ito ikeep iinterest irates iat ilow ilevels. 

iHowever, ias imuch ias iinterest irates imay icome iwith igood iintentions itheir inegative iimpact 

ion ithe ilow-income iearners icustomers iis isignificant iwhich imakes iit ihard ifor ithe iemergence 

iof inew iMFIs iand ithe iold iones istay iin ibusiness. 

2.3.4 iSize iof ithe iMicrofinance iInstitution 

According ito iPandey i(2015) ifirm isize irefers ito ithe inumber iof iassets ian iorganizations iowns. 

iLarge ifirms ihave iless idisposal ito iinsolvency icompared ito ismaller ifirms; ithis iis idue ito ithe 

ifact ilarge ifirms ipractice iinvestment idiversification iand ithus ithey iare iassociated iwith iless 

irisks. iLow ibankruptcy ilevels igive ia ichance ito ilarge ifirms ito ibe iable ito iaccess ihigh idebt 

iamounts. iThere iis ithe ipossibility iof ilarge ifirm ireducing iasymmetric iinformation iin ithe 

imarket iby ibeing ifast imovers ito igrab iopportunities iin ithe imarket ithat ihelp ito iimprove 

iperformance. iThe istability iof ilarge ifirms iis ihigher icompared ito ithat iof ismall ifirms iwhich 

imakes ithem icapable iof isatisfying itheir ifinancial iresponsibilities ithus iexposing ithem ito ia 

ihigh idegree iof iinformation irequired ifor ismooth ibusiness ioperations. iDue ito itheir iextensive 

inetwork iof ibranches, ilarge ifirms iare iable ito isatisfy ithe ineeds iof itheir icustomers iwhich ihas 

ia isignificant ipositive iimpact ion itheir ifinancial iperformance iin icomparison ito ismall 

iinstitutions iwho icannot isuch iservices. iWillison, iDimitris iand iHong i(2013) iin itheir istudy 

ipresents ian iargument ithat istates ithat ithe iefficiency ibrought iabout iby ithe ipositive igrowth iof 

ian iinstitution iis idetermined iby ithe isize iof ithat iinstitution isince ieconomies iof iscale ivary 

idepending ion ithe irange iof ithe ipossible isizes iof ithe ioperations iof ithat ifirm. iThe imarket 

iexperience iand iwell idefined inetworks iof ilarge ifirms iis ibetter icompared ito ismaller ifirms 

ifacing ia istruggle iof iestablishing ithemselves iin ithe imarket iwhich iputs ithe ilarger ifirms iin ia 

iposition ito irip imore ibenefits. i 
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According ito ia istudy iby iAmmar iand iRussell i(2013) iwho iattempted ito iinvestigate ifactors 

iaffecting iprofitability iof ia ibank ibefore iand iduring itimes iof ieconomic icrisis ithat iwas 

iexperienced iin iSwitzerland ifound ithat, iboth ilarger iand ismaller ibanks ihad ipositive 

icorrelation iwith iprofitability. iMoreover, ilarger iand ismaller ibanks ihad ienhanced iprofit 

imargin iin icomparison ito imedium-sized ibanks iprior ito ithe ieconomic icrisis. iThis iwas 

ibecause iof ithe iability iof ilarge ifirms ito ioffer iefficient iservices ibecause iof ithe ihigh iquality 

iand imodern itechnologies ithey ihad iadopted. iThe iability iof ilarge ibanks ito idiversify itheir 

iproducts iand iservices ito iabsorb irisks, iby ihandling ibulky iproducts iand iservices ithrough 

icomplex itechnological isystems imade iit ipossible ifor ithem ito ienjoy ieconomies iof iscale. 

2.4 iEmpirical iStudies 

Various iglobal istudies ihave ibeen iconducted ion ithis iarea. iSseremba i(2012) iconducted ia 

iresearch ion ithe ieffect iownership iand icorporate igovernance ion iMFI’ iperformance. iThe 

istudy iadopted idescriptive iresearch idesign, iand ianalyzed idata ivia idescriptive istatistics. iThe 

istudy ifindings iheld ithat iownership iand icorporate igovernance iare isignificant ipredictors iof 

iMFIs iperformance. iIn iorder ito istreamline ithe iMFI isystems, ithe iboard imust ibe itotally 

iindependent. 

Quayes i(2015) iinvestigated ithe ipossible itrade-off ibetween ioutreach iand ifinancial 

iperformance iof imicrofinance iinstitutions ifrom i87 icountries iacross iAfrica, iEast iAsia iand 

ithe iPacific,Latin iAmerica, iEastern iEurope, iand ithe iCaribbean. iThe istudy iwas iconducted 

ifrom ithe iUnited iStates iof iAmerica. iThe istudy icovered ithe iperiod ibetween i2003-2013.The 

istudy irelied ion idata icollected ifrom iMix imarket idata ibase ireports. iThe iresults isuggests ithat 

ia igreat idepth iof ioutreach ipositively iinfluences ithe iperformance iof imicrofinance 

iinstitutions. iThe istudy iconcluded ithat ifinancial iinnovation iattainment icould inegatively 
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iimpact ithe iMFI ioutreach iefforts ishould ibe idispelled iand ialso iit iis ievident ithat iextending ithe 

ioutreach ito ilow iincome iearners icould ipositively iboost ithe ifinancial iperformance iof iMFI. 

Mustapha, iKhursheed iand iFatima i(2018) iconducted ia istudy ito iexamine ithe iinfluence iof 

iglobal ifinancial icrunch ion ifinancially iinnovative imicrofinances iinstitutions iin iSouth iAsia 

ifor ia iperiod iof i12 iyears ifrom i2003-2012. iThey iused ithe ifixed ieffect ipanel iregression 

itechnique ion ithe idataset iof i95 imicrofinance iinstitutions iin iSouth iAsia. iThe ifindings 

isuggest ithat ioperational iefficiency iis ipositively irelated ito iorganizational ifactors iof ia 

icountry iand ithat ithe ipolitical ipractices iof ia icountry ihas ia ipervasive iimpact iperformance iof 

iMFIs. iThe istudy iconcluded ithat iMFIs ilocated iin istates iwith ivigorous ipolitical ipractices 

iexperience iless iimpact iof ithe ieconomic icrunch. 

Mia iandChandran(2016) iobjectively isought ito iestablish ifinancial iand isocial ioutreach 

iproductivity iof i165 imicrofinance iinstitutions ifrom iBangladesh ifor ia iperiod iof i6 iyears ifrom 

i2007-2012 idue ito ithe ifact ithat ithe imassive iutilization iof iscarce iresources iobjectively ito 

iattain isustainability i iand isocial ioutreach ihas ibecome ia iprimary iconcern ifor ipolicy idecision 

imakers iand ipractitioners. iUsing ithe iMalmquist itotal ifactor iproductivity imethod, iwith ia 

ibalanced ipanel idataset iof i165 iMFI’s. iThe istudy ifound ithat i4.3 i% iin ioverall iproductivity iof 

iMFIs iin iBangladesh iwhich iwas icaused iby ienhanced imanagerial iefficiency. iThe istudy 

iconcluded iMFI’s ishould idesign ia icomprehensive isavings iproducts iand icreation iof ithe 

iappropriate isynergies ion ithe ibest ifive iperforming iMFIs, ithe igovernment iand iany irelevant 

iauthority ishould istimulate ithe itransfer iof itheir iinnovative ipractices ito iother iMFIs ito iensure 

ithat ithe isectorial igrowth iis ienhanced iand isatisfy ithe ineeds iof ithe ipoor igroups. i 
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Local istudies iinclude; iMugo i(2012) isought ito iestablish ithe ieffect iof ifinancial iinnovation ion 

ifirm igrowth. iThe istudy iadopted ia idescriptive iresearch idesign.The istudy iadopted isurvey 

iresearch idesign. iThirty ifour iregistered iMFI’s iformed ithe ipopulation. iData igathered iwas 

ianalyses ivia icorrelation idesign. iThe iresearch iestablished ithat ifinancial iinnovation iby 

imicrofinance iinstitutions ilead ito ian iaggregate igrowth iof ifirms iin ivarious idimensions ilike 

inumber iof iproducts, imarket ishare, iloan iscales iand ithe ioverall iprofitability. iThe istudy 

iconcludes ithat ieffective itechniques ishould ibe iformulated ito imotivate iMFIs ito ibe 

iinnovative ifinancially. 

King’ori, iKioko iandShikumo i(2017) iconducted ia istudy ito iinvestigate ithe ideterminants iof 

ifinancial iperformance iof imicrofinance ibanks iin iKenya. iSecondary idata iwas iobtained ifrom 

i7 imicrofinance ibanks iin iKenya ifrom i2011-2015. iThe ianalysis ifor idata iwas idone iusing 

icorrelation iand iregression ianalysis imethods. iUsing idescriptive iresearch idesign ithis istudy 

iestablished ithat ithere iexists ia ipositive iand isignificant icorrelation ibetween ioperational 

iefficiency, icapital iadequacy, isize iof ithe ifirm iand ifinancial iof imicrofinance ibanks iin ithe 

icountry. iHowever, ithere iwas inegative ibut inot isignificant icorrelation ibetween irisks 

iassociated iwith iliquidity, iand icredit iand ifinancial iperformance iof imicrofinance ibanks iin 

iKenya. iThe iconclusion ifrom ithe istudy iis ithat ithere iexists ia idirect icorrelation ibetween 

ioperational iefficiency, icapital iadequacy, isize iof ithe ifirm iwith ithe ifinancial iperformance iof 

imicrofinance ibanks iin iKenya. 

Kilika, iNamusongeandSakwa i(2017) iin itheir istudy iaimed iat idescribing ihow imethods iof 

ilending iare ia ideterminant iof ideposit itaking imicrofinance iinstitutions i(DTMFIs) iin iKenya. 

iAnother iobjective iof ithis istudy iwas ito iestablish ifinancial icosts iassociated iwith imethods iof 

ilending ias ia iprimary iindicator iof ithe ifinancial iperformance iof iDTMFIs. iThe istudy iwas 



23 
 

iguided iby ithe ifollowing itheories: icapital istructure, iportfolio itheory, ithe ieconomic itheories 

iwhich iinclude itheory iof ichoice, ifinance itheory, icapital iinvestment itheory, iinvestor ichoice 

itheory, ipreference itheory iand iefficient icapital itheory. iData iwas icollected ifrom i138 

iDTMFIs iin iKenya iwhere iprimary idata iwas icollected iusing iquestionnaires iwhile isecondary 

iwas iobtained ifrom ipublished ireports. iThe irespondents iconsisted iof i102 irandom isamples iof 

ibranch imanagers iand ifinance iofficers iworking ias iemployees iin iDTMFIs. iData ianalysis iand 

iinterpretation iwere ibased ion idescriptive istatistics iand idispersion imeasures ias iwell ias 

iinferential istatistics iwhich iincluded imainly iof iregression ianalysis, iPearson icorrelation, 

ifactor ianalysis, iANOVA, iand iChi-Square. iThe ifindings ifrom ithis istudy iis ithat ilending 

imethods isignificantly iinfluenced iDTMFIs ifinancial iperformance. iThe istudy iconcludes ithat 

iDTMFIs ishould ido iaway iwith ilending imethods ithat iare iunpopular iamong icustomers iand 

iinvest iin iformulating itechniques ito ifind iout ieffective ilending imethods. i 

Sindani, iMuturi iand iNgumi i(2019) iexamined ithe iImpact iof ifinancial ichannels iof 

idistribution ievolution ion ifinancial iinclusion iin iKenya ifor ia iperiod iof i6 iyears ifrom i2012-

2017. iThe ispecific iobjectives iguiding ithis istudy iinclude; iexamine ihow iinternet ibanking 

iaffects ifinancial iinclusion iin iKenya iand ito iexamine ihow iATM ibanking iaffect ifinancial 

iinclusion iin iKenya. iSecondary idata iwas icollected ifor isubsequent ianalysis. iFor ianalysis iof 

ithe idata icollected, ifrequency itables, ipercentages iand imeans iwere iused ito idemonstrate ithe 

ifindings iof ithis istudy. iUse iof idescriptive istatistics iin ithis istudy iwas imeant ito ipresent ithe 

icategory isets iformed iby ithis iresearch. iThe imean, istandard ideviation iand ivariance ion ithe 

idependent iand iindependent ivariables ifunction iwas ito idescribe ithe idispersement iof ithe 

ivariables iused ifor ithe istudy. iThe iconclusion ifrom ithis istudy iis ithat iinternet ibanking ihas ia 

ipositive iimpact ion ithe ibanking isector iin iKenya ibecause iit ipromotes iproductivity iand 
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iefficiency. iAlso, iATM ibanking ihas ienhanced ifinancial iinclusion iin iKenya. iThe 

irecommendation ifrom ithis istudy iis ithat ipolicy idecision ishould iincorporate iinternet 

ibanking iin iformulation iof istrategies ibecause iof ithe idevelopment iin itechnology iand 

iperceived iswitch iin ifuture ifrom iphysical ibranch inetworks ito ibanking iservices ithat iare 

isupported iby itechnological isystems. 

2.5 iSummary iof iLiterature iand iResearch iGap 

It iis ievident ifrom ithis istudy ithat itechnology iinnovation iadoption ilevels iby iMFIs igreatly 

iinfluence itheir ifinancial iperformance. iIt iis inecessary ithat iMFIs iadopt ieffective 

itechnological iinnovations iso ithat ithey ican ibe iable ito ireduce icosts iof ioperation iso ithat ithey 

ican imaximize ifinancial iperformance. iDonor ifunds ienable iMFIs ito iservice iaffordable 

icredits ito itheir icustomers. 

The istudies iabove ihave ifailed ito icover iall ithree itypes iof iinnovations iwhich iinclude 

iinstitutional iinnovation, iproduct iinnovation iand iprocess iinnovation. iTherefore, ithis istudy 

iseeks ito ifill ithat iresearch igap ito idetermine ithe ieffect iof ifinancial iinnovation ion ithe 

ifinancial iperformance iof imicrofinance iinstitutions iin iKeny 

 

2.6 iConceptual iFramework 

The irelationship ibetween ithe ipredictor ivariable iand ithe idependent ivariable. iThe ipredictor 

ivariable iis irepresented iby inumber iof iagency ibanking, inumber iof iATMs, inumber ideposit 

iaccounts iand inumber iof imortgage iaccounts. iThe idependent ivariable iis irepresented iby 

ireturn ion iassets. 
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CHAPTER iTHREE: iRESEARCH iMETHODOLOGY 

3.1 iIntroduction 

This ichapter iis ian ioverview iof ithe imethods iand iprocedures ithat ithe iresearcher iwill iuse ito 

iexecute ithe istudy. iIt iis ia idetailed ichapter ithat ihighlights ithe iresearch idesign, itarget 

ipopulation, ithe isample isize iand ithe iprocedure ithat iwere iused ito iacquire ithe isample isize, ithe 

iinstruments ithat iwere iutilized ito icollect idata iand ithe iethical iconcerns. iThis ichapter ialso 

ihighlights ithe imethods ithat iwere iused iin idata ianalysis. 

Financial iInnovation 

 Agency iBanking 

 Number iof iATMs 

 Number iof iDeposit iaccounts 

 Number iof imortgage iaccounts 

Financial iPerformance 

Return ion iAssets 

Control ivariable 

 Firm isize 

 Capital iadequacy 
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3.2 iResearch iDesign 

The istudy iused ia iquantitative iresearch idesign iwhich iassists iin ithe icreation iof inew 

iknowledge iand imeaning ithrough iquantifying idata. iThe imain iobjective iof ia iquantitative 

iresearch idesign iis ito iestablish, ivalidate iand iconfirm ithe irelationship ibetween ivariables. iIn 

iaddition, ithis iparticular iresearch idesign ihelped ito idevelop ithe igeneralization ithat 

icontributed ito ithe iformation iof ithe itheory. i 

Aspects ithe iquantitative iresearch idesigns ithat iwere iused iinclude ithe idescriptive iresearch 

imethod iwhich ihelped iidentify idifferent iattributes iof iparticular iphenomenon ion ian 

iobservation ibasis. iIn iaddition, ithe icomparative imethod iwas ialso iused ito ianalyze ihow ithe 

idependent ivariables iare iaffected iby iindependent ivariables. 

3.3 iPopulation iof iStudy 

A istudy ipopulation iis ithe icharacteristic igroup ior iitems ifrom iwhich ia istudy isought ito iobtain 

ithe istudy iinformation. iFor ithis istudy ithe itarget ipopulation iwas ithe i13 imicrofinance 

iinstitutions iin iKenya. iTherefore, iall ithe i13 iMFI’s iunderwent ithe ianalysis. 

3.4 iData iCollection 

Data icollection iwas imainly icollected ifrom isecondary isources. iThe isecondary idata ithat iwas 

iused iin ithe istudy iwas iderived ifrom iCBK iAnnual ibanking isupervision ireport, i2014 i-2018. 

iThese ireports igave ithe ifinancial isummary iof ithe idetails ithat iwere irequired iin ithe istudy. 

iInformation ito ibe igathered ifrom ithe iCBK iAnnual ibanking isupervision ireport iinclude: 

ireturn ion iassets, inumber iof iagency ibanks, inumber iof iATMs, inumber iof ideposit iaccounts 

iand inumber iof imortgage iaccounts. 
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3.5 iData iAnalysis 

The idata icollected ifrom isecondary isources iwas ianalyzed ivia iinferential istatistics iwhich 

iwere iused iin ihypothesis itesting. iInferential istatistics iwas imainly iused ito itest ihypothesis 

ibetween idependent iand iindependent ivariables i(Kern, i2013). iThe istudy ialso iused ia imultiple 

iregression ianalysis imodel ito ipredict ithe ivalue iof ia ivariable ibased ion ithe ivalue iof itwo ior 

imore iother ivariables. iData ianalysis itool iwas iStatistical iPackage ifor iSocial iSciences. 

iMultiple iregression imodel iis ias ifollows:  

Y= iβ0 i+ iβ1X1 i+ iβ2X2 i+ iβ3X3 i+ iβ4X4+ iβ5X5+ iβ6X6+ε 

Whereby: iβ0 iwas ithe iregression iintercept; iβ1-β6 iare ithe iregression icoefficients; i 

Y i i=Return ion iAssets 

X1 i= iLog inumber iof iagency ibanks 

X2 i= iLog inumber iof iATM’s 

X3 i= iLog inumber iof ideposit iaccounts 

X4 i= iLog inumber iof imortgage iaccounts 

X5 i=Firm isize imeasured iby ilog iof itotal iassets 

X6 i= iCapital iadequacy imeasured iby ithe iratio iof icore icapital ito itotal iassets 

ε i= iError iterm i 

3.6 iDiagnostic iTests 

Information icollected iunderwent idiagnostic itests. iThe ifollowing idiagnostic itests iwere 

iperformed: inormality itest, iautocorrelation, imulti-collinearity itest, ihomoscedasticity. 

iNormality itests iare iused ito idetermine iif idataset ihas ibeen idrawn ifrom ia inormally idistributed 
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ipopulation. iA inormal idata idistribution iis ian iunderlying iassumption iin iparametric itesting 

isince itheir ivalidity idepends ion iit. iNormality itest iof ithe idata iwas itested ithrough iShapiro 

iWilk itest. iData iwas inormally idistributed iif ithe iShaipro iwilk ip ivalue iis imore ithan i0.05. iThis 

iaided iin iidentifying ioutliers. iAutocorrelation iis iused ito iestablish ithe idegree ior iexistence iof 

icorrelation ibetween ithe ivalues iof ivariables iacross ivarious iobservations iin ithe idata. 

iAutocorrelation iwas itested ivia iDurbin iWatson itest. iDurbin iWatson itests irange ifrom i0 ito i4. 

iValues icloser ito i0 ior i4 iindicate ipositive iand inegative icorrelation. iValues iclose ito i2 iindicate 

iless iautocorrelation. 

Multicollinearity irefers ito ihigh ilevel iof iintercorrelation ibetween ithe ipredictor ivariables iin ia 

imanner ithat ithe ieffects iof ithe ipredictor ivariables icannot ibe iseparated. iMulticollinearity 

iwas itested ivia iVariance iinflation ifactor iWhen iVIF=1 ithen ithere iexists ino icorrelation, 

i1<VIF<5 i imeans imoderate icorrelation iwhile iVIF>5 ireflects ihigh icorrelation. 

iHomoscedasticity imeans ithe irelationship iunder iinvestigation iis ithe isame ifor ithe ientire 

irange iof ithe idependent ivariable. iLack iof ihomoscedasticity iis ishown iby ihigher ierrors 

i(residuals) ifor isome iportions iof ithe irange icompared ito iothers. iHomoscedasticity iwas 

imeasured ivia iBreusch-Pagan i/ iCook-Weisberg itest itest i(Garson, i2012). 

3.7 iTests iof iSignificance 

To itest ithe istatistical isignificance ithe istudy iapplied iF-test iand iT-test. iF-test iis ia imeasure 

iused ito itest ithe ioverall isignificance imodel, iwhile it-test iis ia imeasure iused ito itest ithe 

iindividual isignificance iof ieach ivariable iat i5% ilevel iof isignificance. 
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CHAPTER iFOUR: i iDATA iANALYSIS, iRESULTS iAND iDISCUSSION 

4.1 iIntroduction 

This isection idetails ithe ianalysis, ifindings iand ielucidation iof ithe isecondary idata iobtained 

ifrom ithe iCBK iand iindividual ilicensed iMFIs iwebsites. iThe iaim iof ithe istudy iwas 

idetermining ithe ieffect iof ifinancial iinnovations ion ithe iFP iof ilicensed imicrofinance 

iinstitutions. iThe iindependent ivariable ifor ithe istudy iwas ifinancial iinnovations iwhile ithe 

idependent ivariable iwas ithe iFP imeasured iby iROA. iRegression ianalysis iwas iadopted ito 

idetermine ithe ieffect ibetween ithe ivariables iof istudy iin irelation ito ithe istudy’s iobjectives. iIn 

iascertaining ithe isuitability iof ithe ianalytical imodel, iANOVA iwas iapplied. iThe iresults iwere 

ipresented iin itables iand ifigures. i 
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4.2 iDescriptive iAnalysis 

The istatistics iproduces ia irepresentation iof ithe imean, iminimum iand imaximum ivalues iof 

ivariables ipresented iincluding ithe istandard ideviations. iTable i4.1 ibelow idisplays ithe 

iqualities iof ieach ivariable. iAn ioutput iof ieach ivariable iwas iextracted iusing iSPSS isoftware 

ifor ia ifive-year itime iframe i(2014 ito i2018) ion ian iannual ibasis. i i 

Table i4.1: iDescriptive iStatistics 

 N Minimum Maximum Mean Std. iDeviation 

ROA 65 -.0177 .0614 .025325 .0174115 

Agency ibanking 65 5.656 6.791 6.34955 .281655 

ATMs 65 1.792 5.298 3.50051 1.027297 

Deposit iaccounts 65 7.525 11.025 9.33709 .991984 

Mortgage iaccounts 65 8.340 9.535 8.78665 .330072 

Bank isize 65 6.807 8.414 7.75380 .432184 

Capital iadequacy 65 .116 .810 .51089 .201468 

Valid iN i(listwise) 65     

Source: iResearch iFindings i(2019) 

4.3 iDiagnostic iTests 

The idata icollected iwas isubjected ito idiagnostic itests. iThe istudy ipresumed ia isignificance 

ilevel iof i5% ior i95% iconfidence iinterval iso ias ito imake ivariable ideductions ion ithe idata 

iadopted. iDiagnostic itests iwere iuseful ifor iascertaining ithe ifalsity ior itruth iof ithe idata. 

iTherefore, ithe inearer ito i100% ithe iconfidence iinterval, ithe imore iaccurate ithe idata iused iis 

ipresumed ito ibe. iIn ithis icase, ithe itests iconducted iwere iMulticollinearity itest, inormality itest, 

iand iautocorrelation iand iHeteroskedasticity itests. i 

4.3.1 iMulticollinearity iTest 

Multicollinearity ican ibe idefined ias ia istatistical istate iwhere imore ithan ione ipredictors iare 

ihighly icorrelated iin ia imultiple iregression imodel. iIt iis ian iunwanted isituation ifor 
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iindependent ivariables ito ihave ia istrong icorrelation. iA icombination iof ivariables iis isaid ito 

iexhibit ihigh iMulticollinearity iin icase ithere iis ione ior imore iexact ilinear icorrelation iamong 

ithe istudy ivariables. 

Table i4.2: iMulticollinearity iTest 

 i Collinearity iStatistics 

Variable Tolerance VIF 

Agency ibanking 0.392 2.551 

Number iof iATMs 0.398 2.513 

Deposit iaccounts 0.388 2.577 

Mortgage iaccounts 0.396 2.525 

Bank isize 0.390 2.564 

Capital iadequacy 0.386 2.591 

Source: iResearch iFindings i(2019) 

VIF ivalue iand iTolerance iof ithe ivariable iwere iutilized iwhere ithe ivalues ibelow i10 ifor iVIF 

iand ivalues imore ithan i0.2 ifor iTolerance iimply ino iMulticollinearity. iFrom ithe iresults, iall ithe 

ivariables ihad ia iVIF ivalues i<10 iand itolerance ivalues i>0.2 ias iillustrated iin itable i4.2 

isuggesting ithat ino iMulticollinearity. 

4.3.2 iNormality iTest 

Shapiro-wilk itest iwas iutilized ifor inormality itesting. iThe ilevel iof isignificance iin ithe istudy 

iwas i5%. iThe ioutputs iof ithe itest iare idepicted iin iTable i4.3. iThe inull ihypothesis iis ithat ithe 

idata iis idistributed inormally. iSince ithe ip ivalue iin iboth itests iof iall ithe ivariables iis igreater 

ithan ithe iα i(0.05), ithen ithe inull ihypothesis iis inot irejected. iHence ithe idata iseries iof iall ithe 

ivariables iis inormally idistributed. 
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Table i4.3: iNormality iTest 

ROA 

Shapiro-Wilk 

Statistic Df Sig. 

Agency ibanking .918 65 .822 

ATMs .894 65 .790 

Deposit iaccounts .892  i65 .784 

Mortgage iaccounts .893 65 .787 

Bank isize .896 65 .792 

Capital iadequacy .892 65 .788 

a. iLilliefors iSignificance iCorrection 

Source: iResearch iFindings i(2019) 

4.3.3 iAutocorrelation iTest 

To itest ifor iautocorrelation, iDurbin-Watson istatistic iwas iapplied iwhich igave ian ioutput iof 

i1.668 ias idisplayed iin iTable i4.4. iThe iDurbin-Watson istatistic iranges ifrom ipoint i0 iand ipoint 

i4. i iIf ithere iexist ino icorrelation ibetween ivariables ia ivalue iof i2 iis ishown. iIf ithe ivalues ifall 

iunder ipoint i0 iup ito ia ipoint iless ithan i2, ithis iis ian iindication iof ian iautocorrelation iand ion ithe 

icontrast ia inegative iautocorrelation iexist iif ithe ivalue ifalls iunder ipoint imore ithan i2 iup ito i4. 

iAs ia icommon irule iin istatistics, ivalue ifalling iunder ithe irange i1.5 ito i2.5 iis iconsidered 

irelatively inormal iwhereas ivalues ithat ifall iout iof ithe irange iraise ia iconcern. iField i(2009) 

ihowever, iopines ithat ivalues iabove i3 iand iless ithan i1 iare ia isure ireason ifor iconcern. 

iTherefore, ithe idata iused iin ithis ipanel iis inot iserially iautocorrelated isince iit imeets ithis 

ithreshold. i 

Table i4.4: iAutocorrelation iTest 

Model R R iSquare Adjusted iR 

iSquare 

Std. iError iof 

ithe iEstimate 

Durbin-

Watson 

1 .759a .575 .532 .0119167 1.668 

a. iPredictors: i(Constant), iCapital iadequacy, iMortgage iaccounts, iBank 

isize, iAgency ibanking, iDeposit iaccounts, iATMs 

b. iDependent iVariable: iROA 

Source: iResearch iFindings i(2019) 
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4.3.4 iHeteroskedasticity iTest 

The iresearcher ichecked ifor iheteroskedasticity iby iuse iof iLikelihood iRatio i(LR) ias iindicated 

iin ithe iTable. iThis itest iused ithe ialternative ihypothesis ithat ithe ierror iwas ihomoscedastic. iA 

ichi-square ivalue iof i34.36 iwas iproduced iby ithe ilikelihood-ratio itest iwith ia i0.0000 ip-value. 

iThe ichi-square iesteem iwas isignificant iat i1 ipercent ilevel. 

Table i4.5: iHeteroskedasticity iTest 

Breusch-Pagan i/ iCook-Weisberg itest ifor iheteroskedasticity i 

Ho: iConstant ivariance 

Variables: ifitted ivalues iof iROA 

  

chi2(1) i i i i i i= i i i i34.36 

Prob i> ichi2 i i= i i i0.0000 

Source: iResearch iFindings i(2019) 

4.4 iCorrelation iAnalysis 

Correlation ianalysis iestablishes iwhether ithere iexists ian iassociation iamong itwo ivariables. 

iThe iassociation ifalls ibetween ia iperfect ipositive iand ia istrong inegative icorrelation. iThis 

istudy iutilized iPearson icorrelation ito ianalyze ithe ilevel iof iassociation ibetween iROA iand 

ifinancial iinnovations. iThe istudy iemployed ia iconfidence iinterval iof i95%, ias iit iis ithe imost 

iutilized iin isocial isciences. iA itwo itailed itest iwas iutilized. i 

The icorrelation iresults irevealed ithat iagency ibanking, inumbers iof iATMs, ideposit iaccounts 

iand imortgage iaccounts ihave ia ipositive icorrelation iwith ifinancial iperformance ibut ithe 

iassociation iis inot istatistically isignificant. iThis iis ievidenced iby ipositive icorrelation 

icoefficients iand ip ivalues iabove i0.05. iExistence iof ia ipositive iand istatistically isubstantial 

icorrelation i(r i= i.306, ip i= i.013) ibetween icapital iadequacy iand iFP iwas irevealed. iFurther 
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iresults idiscovered ia ipositive iand isignificant icorrelation ibetween ibank isize iand ilicensed 

iMFIs’ iperformance ias idemonstrated iby i(r i= i.563, ip i= i.000) iexisted i 

 

 

 

 

 

 

 

Table i4.6: iCorrelation iAnalysis 

 ROA Agency 

ibanking 

ATMs Deposit 

iaccounts 

Mortgage 

iaccounts 

Capital 

iadequacy 

Bank 

isize 

ROA 

Pearson 

iCorrelation 
1       

Sig. i(2-

tailed) 

 
      

Agency 

ibanking 

Pearson 

iCorrelation 
.149 1      

Sig. i(2-

tailed) 
.237 

 
     

ATMs 

Pearson 

iCorrelation 
.112 .802** 1     

Sig. i(2-

tailed) 
.374 .000 

 
    

Deposit 

iaccounts 

Pearson 

iCorrelation 
.050 .239 .622** 1    

Sig. i(2-

tailed) 
.694 .055 .000 

 
   

Mortgage 

iaccounts 

Pearson 

iCorrelation 
.209 .211 .314* .600** 1   
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Sig. i(2-

tailed) 
.095 .092 .011 .000 

 
  

Capital 

iadequacy 

Pearson 

iCorrelation 
.306* .173 .212 .097 .072 1  

Sig. i(2-

tailed) 
.013 .168 .090 .443 .571 

 
 

Bank isize 

Pearson 

iCorrelation 
.563** .213 .064 .303* .008 .251* 1 

Sig. i(2-

tailed) 
.000 .088 .610 .014 .947 .043 

 

*. iCorrelation iis isignificant iat ithe i0.05 ilevel i(2-tailed). 

**. iCorrelation iis isignificant iat ithe i0.01 ilevel i(2-tailed). 

c. iListwise iN=65 

Source: iResearch iFindings i(2019) 

4.5 iRegression iAnalysis 

At isignificance ilevel iof i5% ia iregression ianalysis iwas iaccomplished ibetween iFP iand ithe isix 

ipredictor ivariables iselected ifor ithis istudy. iThe iF icritical ivalue iwas icompared iagainst ithe iF 

icalculated. 

Table i4.7: iModel iSummary 

Model R R iSquare Adjusted iR 

iSquare 

Std. iError iof 

ithe iEstimate 

Durbin-

Watson 

1 .759a .575 .532 .0119167 1.668 

a. iPredictors: i(Constant), iCapital iadequacy, iMortgage iaccounts, iBank 

isize, iAgency ibanking, iDeposit iaccounts, iATMs 

b. iDependent iVariable: iROA 

Source: iResearch iFindings i(2019) 

From itable i4.7, ithe iR-square ivalue iwas i0.575, iimplying ithat i57.5 i% iof ithe ideviations iin iFP 

iof ilicensed iMFIs iis icaused iby ichanges iin iagency ibanking, inumber iof iATMs, ideposit 

iaccounts, imortgage iaccounts, ibank isize iand icapital iadequacy. iOther ifactors inot 

iincorporated iin ithe imodel iare iattributed i42.5% iof ithe ichanges iin iFP. iThe icorrelation 

icoefficient i(R) ivalue iof i0.759 ishows ithat ithere iexists ia istrong irelationship ibetween ithe 

iindependent ivariables iincluded iin ithe istudy iand ifinancial iperformance. i i 
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Table i4.8 iprovides ithe ioutcomes iof ithe iANOVA; ithe iessence iof iF-test iwas ito iestablish ihow 

isignificant imodel. iThe iformulae ifor icalculating ithe icritical ivalue ifor ithe iF itest iis; i 

 iF i= i(SSE1 i– iSSE2 i/ im) i/ iSSE2 i/ in-k 

Where; 

SSE i= iResidual isum iof isquares, i 

m i= iNumber iof irestrictions i 

k i= iNumber iof iindependent ivariables. 

A icritical ivalue iof i2.36 iwas iobtained ifrom ithe iF-Test itables. iThe iF istatistic iindicated iin ithe 

istudy ifindings iis imore ithan ithe icritical ivalue, ithus ithe iwhole imodel iis isignificant ito ipredict 

iFP. 

Table i4.8: iANOVA 

Model Sum iof 

iSquares 

df Mean 

iSquare 

F Sig. 

1 

Regression .011 6 .002 13.105 .000b 

Residual .008 58 .000   

Total .019 64    

a. iDependent iVariable: iROA 

b. iPredictors: i(Constant), iCapital iadequacy, iMortgage iaccounts, iBank isize, 

iAgency ibanking, iDeposit iaccounts, iATMs 

Source: iResearch iFindings i(2019) 

So ias ito iascertain ithe isignificance iof ieach ivariable iindividually ivariable iin ithis iresearch ias 

ia ipredictor iof ithe iperformance iof ilicensed iMFIs iit iwas iimportant ifor it-test ito ibe iemployed. 

iP-value iwas iutilized ito iindicate ihow isignificant ithe irelationship ibetween ithe iresponse iand 

ithe ipredictor ivariables iwas. iConfidence ilevel iat i95% iand ivalue iof ip ibelow i0.05 iwas 



37 
 

iunderstood ias ian iindex iof istatistical isignificance iof ithe iconcepts. iTherefore, ia ip-value 

imore ithan i0.05 idepicts ian iinsignificant ivariable. i i 

Table i4.9: iModel iCoefficients 

Model Unstandardized 

iCoefficients 

Standardized 

iCoefficients 

t Sig. 

B Std. iError Beta 

1 

(Constant) -.351 .091  -3.876 .000 

Agency ibanking .003 .012 .056 .295 .769 

ATMs .002 .004 .142 .616 .541 

Deposit iaccounts .012 .003 .698 4.111 .000 

Mortgage 

iaccounts 
.031 .006 .586 4.979 .000 

Bank isize .030 .004 .740 7.168 .000 

Capital iadequacy .003 .008 .031 .328 .744 

a. iDependent iVariable: iROA 

Source: iResearch iFindings i(2019) 

The icoefficients iare iused ias ian iindicator iof ithe imagnitude iand idirection iof ithe irelation 

ibetween ithe ipredictors iand ithe iresponse ivariable. iThe iT ivalues iwere iapplied ito iestablish 

ithe isignificance iof ithe irelationship iof ithe ipredictor ivariable ito ithe iresponse ivariable. iThe 

ivalues iobtained iare icontrasted ito ithe icritical ivalues. iA iconfidence iinterval iof i95% iand ia 

itwo itailed iT itest icritical ivalue iof i±2.04523 iwas iobtained ifrom ithe iT itest itables. iA iT itest 

ivalue ithat ilies iout iof ithis irange iis isignificant. 

The iresults irevealed ithat imortgage iaccounts iand ideposit iaccounts ihave ipositive iand 

isignificant iinfluence ion iFP. iImplication iof ithis iis ithat ia iunit iincrement iin ideposit iaccounts 

ior imortgage iaccounts iwill iresult ito ian iincrease iin ifinancial iperformance iby i0.012 iand i0.031 

irespectively. iThe ifindings ifurther irevealed ithat ibank isize ihas ia isignificant ipositive ieffect 

ion iFP. iAlthough iagency ibanking, inumber iof iATMs iand icapital iadequacy ihad ia ipositive 

iinfluence ion ifinancial iperformance, ithe iinfluence iwas inot istatistically isignificant. iThe 
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iconstant icoefficient i-0.351 iimplies ithat iwhen ithe isix iselected iindependent ivariable ihave ia 

izero ivalue, ifinancial iperformance iwould ibe iequal ito ithe ifigure. i 

The iregression iequation ibelow iwas ithus iestimated: i i 

Yi i= i-0.351+ i0.012X1 i+0.031X2+ i0.030X3 

Where; 

Yi= iReturn ion iAssets 

X1 i= iDeposit iaccounts i 

X2 i= iMortgage iaccounts i 

X3 i= iBank isize 

4.6 iDiscussion iof iResearch iFindings 

The iresearcher iwas iseeking ito iassess ithe iinfluence iof ifinancial iinnovations ion ithe ilicensed 

iMFIs’ iFP. iAgency ibanking, inumber iof iATMs, ideposit iaccounts, imortgage iaccounts, ibank 

isize iand icapital iadequacy iwere ithe ipredictor ivariables iin ithis istudy iwhile ifinancial 

iperformance iof ilicensed iMFIs imeasured iby iROA iwas ithe idependent ivariable. iThe 

iadequacy iof ithe ioverall imodel iin ipredicting iFP iwas iexamined. iThe iinfluence iof ieach 

ipredictor ivariable ion ithe idependent ivariable iwas ialso iexamined iwith irespect ito istrength 

iand idirection. 

From ithe iresults iof iPearson icorrelation, iexistence iof ia ipositive iand istatistically isubstantial 

icorrelation ibetween ibank isize iand iFP iwas irevealed. iFurther iresults idiscovered ia ipositive 

iand isignificant icorrelation ibetween icapital iadequacy iand ilicensed iMFIs’ iperformance 
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iexisted. iAgency ibanking, inumber iof iATMs, ideposit iaccounts iand imortgage iaccounts 

iexhibited ia ipositive irelationship iwith iFP ibut ithe iassociation iwas inot istatistically 

isignificant. i 

The iindependent ivariables ifrom ithe imodel isummary irevealed ithat: iAgency ibanking, 

inumber iof iATMs, ideposit iaccounts, imortgage iaccounts, ibank isize iand icapital iadequacy 

iexplains i57.5% iof ivariations iin ithe iresponse ivariable ias ishown iby iR isquare iwhich iderives 

ian iimplication ithat iother ifactors inot iconsidered iin ithe imodel iexplain ithe i42.5% iof 

ivariations iin iperformance. iThe imodel iwas ifound ifit iat i95% iconfidence ilevel ibecause ithe iF-

value iis i13.105. iThis isignifies ithat ithe imodel iadopted iis iappropriate ifor ipredicting iand 

iexplaining ihow ithe iindependent ivariables iaffect ilicensed iMFIs’ iFP. iThis iimplies ithat 

iagency ibanking, inumber iof iATMs, ideposit iaccounts, imortgage iaccounts, ibank isize iand 

icapital iadequacy iare igood ipredictors iof ifinancial iperformance. i 

This istudy iagrees iwith iMugo i(2012) iwho isought ito iestablish ithe ieffect iof ifinancial 

iinnovation ion ifirm igrowth. iThe istudy iadopted ia idescriptive iresearch idesign.The istudy 

iadopted isurvey iresearch idesign. iThirty ifour iregistered iMFI’s iformed ithe ipopulation. iData 

igathered iwas ianalyses ivia icorrelation idesign. iThe iresearch iestablished ithat ifinancial 

iinnovation iby imicrofinance iinstitutions ilead ito ian iaggregate igrowth iof ifirms iin ivarious 

idimensions ilike inumber iof iproducts, imarket ishare, iloan iscales iand ithe ioverall iprofitability. 

iThe istudy iconcludes ithat ieffective itechniques ishould ibe iformulated ito imotivate iMFIs ito ibe 

iinnovative ifinancially. i 

The istudy iagrees iwith ione idone iby iKing’ori, iKioko iand iShikumo i(2017) iwho iconducted ia 

istudy ito iinvestigate ithe ideterminants iof ifinancial iperformance iof imicrofinance ibanks iin 
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iKenya. iSecondary idata iwas iobtained ifrom i7 imicrofinance ibanks iin iKenya ifrom i2011-

2015. iThe ianalysis ifor idata iwas idone iusing icorrelation iand iregression ianalysis imethods. 

iUsing idescriptive iresearch idesign ithis istudy iestablished ithat ithere iexists ia ipositive iand 

isignificant icorrelation ibetween ioperational iefficiency, icapital iadequacy, isize iof ithe ifirm 

iand ifinancial iof imicrofinance ibanks iin ithe icountry. iHowever, ithere iwas inegative ibut inot 

isignificant icorrelation ibetween irisks iassociated iwith iliquidity, iand icredit iand ifinancial 

iperformance iof imicrofinance ibanks iin iKenya. iThe iconclusion ifrom ithe istudy iis ithat ithere 

iexists ia idirect icorrelation ibetween ioperational iefficiency, icapital iadequacy, isize iof ithe ifirm 

iwith ithe ifinancial iperformance iof imicrofinance ibanks iin iKenya. 

The istudy ifindings ialso iconcur iwith ithat iconducted iby iQuayes i(2015) iwho iinvestigated ithe 

ipossible itrade-off ibetween ioutreach iand ifinancial iperformance iof imicrofinance iinstitutions 

ifrom i87 icountries iacross iAfrica, iEast iAsia iand ithe iPacific, iLatin iAmerica, iEastern iEurope, 

iand ithe iCaribbean. iThe istudy iwas iconducted ifrom ithe iUnited iStates iof iAmerica. iThe istudy 

icovered ithe iperiod ibetween i2003-2013.The istudies irelied ion idata icollected ifrom iMix 

imarket idata ibase ireports. iThe iresults isuggest ithat ia igreat idepth iof ioutreach ipositively 

iinfluences ithe iperformance iof imicrofinance iinstitutions. iThe istudy iconcluded ithat 

ifinancial iinnovation iattainment icould inegatively iimpact ithe iMFI ioutreach iefforts ishould 

ibe idispelled iand ialso iit iis ievident ithat iextending ithe ioutreach ito ilow iincome iearners icould 

ipositively iboost ithe ifinancial iperformance iof iMFI. 
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CHAPTER iFIVE: iSUMMARY, iCONCLUSION iAND iRECOMMENDATIONS 

5.1 iIntroduction  

The imain igoal iof ithe istudy iwas idetermining ihow ifinancial iinnovations iimpact ion ithe 

ifinancial iperformance iof ilicensed iMFIs. iThis ichapter igives ian ioverview iof ithe iresults ifrom 

ithe iprevious ichapter, iconclusion, ilimitations iencountered iduring ithe istudy. iMoreover, iit 

irecommends ipolicies ithat ipolicy imakers ican iuse. iAdditionally, ithe ichapter igives 

irecommendations ifor ifuture iresearchers. 

5.2 iSummary iof iFindings 

The iaim iof ithe iresearch iwas ito iascertain ihow ifinancial iinnovations iinfluences ifinancial 

iperformance iof ilicensed iMFIs ilisted iat ithe iNSE. iTo iconduct ithe istudy, ifinancial 

iinnovations iwas igiven iby iagency ibanking, inumber iof iATMs, ideposit iaccounts iand 

imortgage iaccounts. iThe icontrol ivariables iwere ibank isize igiven ias ithe inatural ilog iof itotal 
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iassets iand icapital iadequacy igiven iby ithe iratio iof icore icapital ito irisk iweighted iassets. iFP 

iwas ithe iresponse ivariable ithat iformed ithe iscope iof ithe istudy iand iit iwas ibe igiven iby ireturn 

ion iassets. iThe iresearcher ireviewed iavailable itheoretical ifoundations iand iempirical ireviews 

ito iget ian iunderstanding ion ithe igenerally iaccepted irelationship iamong ithe iselected 

idependent iand iindependent ivariables. iFrom ithis ireview, ia iconceptual iframework iwas 

ideveloped ithat ihypothesized ithe iexpected iassociation ibetween ithe istudy ivariables. 

Descriptive iresearch idesign iwas iemployed. iAll ithe i13 ilicensed iMFIs ias iat iDecember i2018-

year iend icomprised ithe ipopulation iof ithis istudy. iData isecondary iin inature iwas iacquired 

ifrom iCBK iand iindividual ilicensed iMFIs ifinancial ireports ifor ia itime iframe i5 iyears ispanning 

i2014 ito i2018 iwas iused. iThe iresearcher icarried iout idescriptive, icorrelation ianalysis ias iwell 

ias iregression ianalysis. iSo ias ito iconfirm ithat ithe idata iis ifit ifor ianalysis ithe iresearcher 

itransformed ithe idata iusing inatural ilogarithms iand iconducted idiagnostic itests ito imake isure 

ithat ithe idata ihas ithe irequired icharacteristics ibefore iconducting iinferential istatistics. 

iRegression ianalysis iwas iapplied iin itesting ithe istrength iof ithe iassociation ibetween ithe istudy 

ivariables iand ito itest iboth ithe isignificance iof ithe ioverall imodel iand iindividual iparameters. 

iSPSS isoftware iversion i22 iwas iused ito icarry iout ithe ianalysis. 

Pearson icorrelation ishowed iexistence iof ia ipositive iand istatistically isubstantial icorrelation 

ibetween ibank isize iand iFP. iFurther iresults idiscovered ia ipositive iand isignificant icorrelation 

ibetween icapital iadequacy iand ilicensed iMFIs’ iperformance iexisted. iAgency ibanking, 

inumber iof iATMs, ideposit iaccounts iand imortgage iaccounts iexhibited ia ipositive 

irelationship iwith iFP ibut ithe iassociation iwas inot istatistically isignificant. 
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The icoefficient iof idetermination ialso icalled iR isquare ishows ithe idisparities iin ithe iresponse 

ivariable itriggered iby ivariations ifrom ithe ipredictor ivariable. iFrom ithe iresults, iR isquare iwas 

ifound ito ibe i0.575, ia irevelation ithat i57.5% iof ithe ichanges iin iperformance istems ifrom 

ivariations iin iagency ibanking, inumber iof iATMs, ideposit iaccounts, imortgage iaccounts, 

ibank isize iand icapital iadequacy. iAlternative ifactors ibeyond ithose iin ithe imodel ijustify ifor 

i42.5% iof ithese ichanges iin ifinancial iperformance. iThe ifindings ishowed ia istrong icorrelation 

ibetween ithe ichosen ivariables iand ithe iFP iof ilicensed iMFIs i(R=0.759). iResults ifrom ithe 

iANOVA itest ishowed ithat ithe iF istatistic iwas iat isignificance ilevel iof i5% iand ia ip=0.000 

irendering ithe imodel iappropriate ifor iproviding ian iexplanation iof ithe irelation ibetween ithe 

ivariables istudied. 

The istudy ifurther ifound ithat ia iunit iincrement iin ideposit iaccounts ior imortgage iaccounts iwill 

iresult ito ian iincrease iin ifinancial iperformance iby i0.012 iand i0.031 irespectively. iThe 

ifindings ifurther irevealed ithat ibank isize ihas ia isignificant ipositive ieffect ion iFP. iAlthough 

iagency ibanking, inumber iof iATMs iand icapital iadequacy ihad ia ipositive iinfluence ion 

ifinancial iperformance, ithe iinfluence iwas inot istatistically isignificant. iThe iconstant 

icoefficient i-0.351 iimplies ithat iwhen ithe isix iselected iindependent ivariable ihave ia izero 

ivalue, ifinancial iperformance iwould ibe iequal ito ithe ifigure. 

5.3 iConclusion 

The ifindings iof ithis istudy ishow ithat ithe iFP iof iKenyan ilicensed iMFIs iis inotably iimpacted 

iby ideposit iaccounts, imortgage iaccounts iand ibank isize. iThis iresearch ishows ithat ian 

iincrement iin ia iunit iin ideposit iaccounts isignificantly iincreases ithe iFP iof ilicensed iMFIs. iThe 

istudy ialso ishowed ithat ian iincrease iin imortgage iaccounts isignificantly iincreases iFP. iIn 

iaddition, ilarger iMFIs iwere ifound ito iperform isignificantly ibetter ithan ismall iMFIs iNumber 
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iof iATMs, iagency ibanking iand icapital iadequacy iwere istatistically iinsignificant iin 

idetermining iperformance iand ihence ithe istudy iconcluded ithat ithese ivariables ido inot ihave ia 

iprofound ieffect ion iperformance. i 

The iconclusion iof ithis istudy iis ithat ithe iindependent ivariables iselected ifor ithis istudy 

i(agency ibanking, inumber iof iATMs, ideposit iaccounts, imortgage iaccounts, ibank isize iand 

icapital iadequacy) ito ia ilarger iextent ihave ia inotable iinfluence ion ibank iperformance iin 

iKenya. iThe iconclusion ithat ithese ivariables ihave ia inotable iimpact ion ithe iperformance iof 

ilicensed iMFIs igiven ithe ip ivalue iin ianova isummary iis ihence icorrect. iThe ifinding ithat 

i57.5% iof ithe ivariations iin ithe iresponse ivariable iare ifrom ithe isix ifactors ilisted iimplies ithat 

ithe i42.5% ivariations iresult ifrom iother ifactors ioutside ithe imodel. i 

5.4 iRecommendations iof ithe iStudy 

Leveraging ion ithe istudy ifindings, ibelow irecommendations ihas ibeen idrawn. iDeposit 

iaccounts iwere ifound ito ibe ipositively iand isignificantly irelated ito ithe iFP iof ilicensed iMFIs. 

iThis istudy irecommends ithat imanagers iof ilicensed imicrofinance iinstitutions ishould 

idedicate iresources iand ieffort ion iincreasing icustomer ideposits ias ithis iwill isignificantly 

icontribute ito itheir iperformance. iThis ican ibe iachieved iby ihaving imore iaggressive imarket 

icampaigns iand iintroducing ideposit iproducts ithat iare icustomer ifriendly. i 

The istudy ishowed ithat ithe inumber iof imortgage iaccounts ihad ia ipositive iand isignificant 

iinfluence ion ifinancial iperformance iof icommercial ibanks iin iKenya. iA irecommendation iis 

ithat ilicensed iMFIs’ imanagement iand idirectors ishould ifocus ion iincreasing itheir imortgage 

iaccounts iby iformulating imeasures iand ipolicies icentered ion ienlarging ithe ilicensed iMFIs’ 

imortgage ioffering isince ithis ihas ia idirect iimpact ion ihow ithey iperform ifinancially. i iThe 
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iresults iof ithe istudy ishow ithat ithe imore ithe inumber iof imortgage iaccounts, ithe ihigher ithe 

iexpectation iof isuperior iperformance iin icomparison ito ilower inumber iof imortgage iaccounts 

iand ihence imore ifocus ishould ibe ion igrowing itheir imortgage iaccounts. 

The istudy ishowed ithat isize iof ia ibank ishowed ia ipositive iimpact iwith ithe iperformance. iA 

irecommendation iis ithat ilicensed iMFIs’ imanagement iand idirectors ishould ifocus ion 

iincreasing itheir iasset ibase iby iformulating imeasures iand ipolicies icentered ion ienlarging ithe 

ilicensed iMFIs’ iassets isince ithis ihas ia idirect iimpact ion ihow ithey iperform ifinancially. i iThe 

iresults iof ithe istudy ishow ithat ithe ilarger ithe ibank( iin iterms iof iasset ibase), ithe ihigher ithe 

iexpectation iof isuperior iperformance iin icomparison ito ismaller ilicensed iMFIs iand ihence 

imore ifocus ishould ibe ion igrowing itheir iasset ibase. 

5.5 iLimitations iof ithe iStudy 

The istudy iwas iconfronted iwith ilimitations iincluding; ithe idata iused iwas isecondary iin inature 

iand ithe iresearcher iis inot iaware iof iits iauthenticity iand ireliability ibased ion iits icollection iand 

istorage iand ialterations ithat imight ihave ibeen idone ion iit. i 

The istudy iadopted ithe ianalytical iapproach iwhich iis ihighly iscientific. iThe iresearch ialso 

idisregarded iqualitative iinformation iwhich icould iexplain iother ifactors ithat iinfluence ithe 

iassociation ibetween ifinancial iinnovations iand ilicensed iMFIs’ iperformance. iThe istudy 

ishould ihave irather iconsidered iutilizing ifocus igroup idiscussions, iopen iended 

iquestionnaires ior iinterviews iso ias ito icome iup iwith imore iconcrete iresults. 

The iresearch iconcentrated ion i5 iyears i(2014 ito i2018). iIt iis inot icertain iwhether ithe ifindings 

iwould ihold ifor ia ilonger itime iframe. iIt iis ialso iunclear ias ito iwhether isimilar ioutcomes iwould 
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ibe iobtained ibeyond i2018. iThe istudy ishould ihave ibeen iexecuted iover ia ilonger itime iframe 

iin iorder ito iincorporate imajor iforces isuch ias ibooms iand irecession. 

5.6 iSuggestions ifor iFurther iResearch 

A isuggestion iis igiven ithat imore iresearch iought ito iinclude ia iqualitative ianalysis ion ihow 

ifinancial iinnovations iand iFP iof ilicensed iMFIs iin iKenya irelate. iThat istudy iwould ideal iwith 

iinterviewing iof ivital irespondents iin ithe ilicensed iMFIs iand ithis iwould ireveal iconcealed 

iinsights iinto ithe ifine idetailed irelationship ibetween ifinancial iinnovations iand iFP iof ilicensed 

iMFIs. 

The istudy ididn’t iexhaust iall ithe iindependent ivariables iinfluencing iperformance iof iKenyan 

ilicensed iMFIs iand ia irecommendation iis igiven ithat imore istudies ibe icarried iout ito iconstitute 

iother ivariables ifor iinstance iasset iquality, iindustry ipractices, igrowth iopportunities, ipolitical 

istability iand iage iof ithe ifirm. iDetermining ithe iimpact iof ieach ivariable ion ifinancial 

iperformance ishall ienable ithe ipolicy imakers ito iunderstand ithe itools ithat ican ibe iused ito 

icontrol iperformance. 

The iresearch ionly ifocused ion ithe ifinancial iinstitutions. iThe istudy’s irecommendations iare 

ithat ifurther istudies ibe icarried iout ion iother isectors iin iKenya. iFinally, ias ia iresult iof 

iregression imodels’ ilimitations, iother imodels iincluding ithe iVECM imodel imay ibe iapplied 

iin iexplanation iof ithe ivarious irelationships iamong ivariables. 
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APPENDICES 

Appendix iI: iLicensed iMicrofinance iInstitutions iin iKenya 

1. Kenya iWomen iMicrofinance iBank 

2. Rafiki iMicrofinance iBank iLtd 

3. Faulu iKenya iMicrofinance iBank 

4. SMEP iMicrofinance iBank iLtd 

5. Remu iMicrofinance iBank iLtd 

6. Century iMicrofinance iBank iLtd 

7. Sumac iMicrofinance iBank iLtd 

8. U&I iMicrofinance iBank iLtd 

9. Caritas iMicrofinance iBank iLtd 

10. Daraja iMicrofinance iBank 

11. Maisha iMicrofinance iBank 

12. Choice iMicrofinance iBank iLtd 

13. Uwezo iMicrofinance iBank iLtd 

Source: iCBK i(2019) 
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Appendix iII: iResearch iData 

COMPANY Year ROA 

Agen

cy 

ibank

ing 

ATM

s 

Deposi

t 

iaccoun

ts 

Mortg

age 

iaccou

nts 

Bank 

isize 

Capita

l 

iadequ

acy 

Kenya 

iWomen 

iMicrofinance 

iBank 2014 0.0269 6.620 5.106 10.903 9.218 7.280 0.513 

 i 2015 0.0219 6.720 5.165 10.917 9.222 7.293 0.456 

 i 2016 0.0126 6.753 5.236 10.939 9.227 7.331 0.676 

 i 2017 0.0123 6.753 5.257 10.950 9.228 7.344 0.745 

 i 2018 0.0071 6.791 5.298 11.025 9.242 7.351 0.723 

Rafiki 

iMicrofinance 

iBank iLtd 2014 0.0330 6.593 4.500 9.965 9.257 7.664 0.274 

 i 2015 0.0410 6.613 4.625 9.968 9.481 7.716 0.325 

 i 2016 0.0390 6.709 4.700 9.994 9.499 7.792 0.289 

 i 2017 0.0310 6.709 4.736 9.926 9.513 7.834 0.295 

 i 2018 0.0390 6.733 4.787 9.962 9.535 7.919 0.275 

Faulu iKenya 

iMicrofinance 

iBank 2014 0.0498 6.477 5.024 10.717 8.981 8.267 0.643 

 i 2015 0.0389 6.551 5.075 10.912 8.992 8.316 0.666 

 i 2016 0.0387 6.659 5.106 10.923 9.059 8.354 0.664 
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COMPANY Year ROA 

Agen

cy 

ibank

ing 

ATM

s 

Deposi

t 

iaccoun

ts 

Mortg

age 

iaccou

nts 

Bank 

isize 

Capita

l 

iadequ

acy 

 i 2017 0.0360 6.659 5.124 10.919 9.069 8.382 0.653 

 i 2018 0.0284 6.659 5.165 10.942 9.093 8.414 0.637 

SMEP 

iMicrofinance 

iBank iLtd 2014 0.0110 6.310 4.454 9.606 8.393 7.690 0.116 

 i 2015 0.0150 6.363 4.500 9.673 8.353 7.722 0.132 

 i 2016 0.0025 6.397 4.554 9.728 8.340 7.794 0.166 

 i 2017 

-

0.0160 6.446 4.585 9.792 8.341 7.841 0.147 

 i 2018 0.0002 6.477 4.585 9.847 8.345 7.748 0.127 

REMU 

iMicrofinance 

iBank iLtd 2014 0.0410 6.430 3.367 8.261 8.353 7.716 0.701 

 i 2015 0.0390 6.430 3.497 8.288 8.362 7.792 0.691 

 i 2016 0.0310 6.430 3.555 8.201 8.365 7.834 0.702 

 i 2017 0.0390 6.469 3.638 8.146 8.380 7.919 0.650 

 i 2018 0.0498 6.522 3.689 8.251 8.385 8.267 0.538 

Century 

iMicrofinance 

iBank iLtd 2014 0.0211 6.109 2.833 8.238 8.388 7.691 0.733 

 i 2015 0.0250 6.190 2.944 8.266 8.393 7.884 0.661 

 i 2016 0.0252 6.205 3.135 8.139 8.417 8.030 0.595 

 i 2017 0.0030 6.254 3.135 8.154 8.419 7.150 0.608 

 i 2018 

-

0.0151 6.310 3.178 8.163 8.420 7.144 0.550 

Sumac 

iMicrofinance 

iBank iLtd 2014 0.0614 6.461 3.178 8.167 8.433 7.842 0.383 

 i 2015 0.0426 6.507 3.296 8.230 8.485 7.853 0.355 

 i 2016 0.0324 6.529 3.332 8.010 8.527 7.900 0.403 

 i 2017 0.0406 6.593 3.526 8.243 8.542 7.945 0.573 

 i 2018 0.0359 6.593 3.526 9.506 8.548 8.014 0.561 

U&I 

iMicrofinance 

iBank iLtd 2014 0.0287 5.991 2.773 9.454 8.570 8.002 0.289 

 i 2015 0.0309 6.109 2.890 9.523 8.605 8.096 0.551 

 i 2016 0.0251 6.163 3.091 9.539 8.660 8.245 0.431 

 i 2017 0.0247 6.174 3.296 9.618 8.683 8.298 0.765 

 i 2018 0.0322 6.205 3.367 9.460 8.685 8.324 0.580 
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COMPANY Year ROA 

Agen

cy 

ibank

ing 

ATM

s 

Deposi

t 

iaccoun

ts 

Mortg

age 

iaccou

nts 

Bank 

isize 

Capita

l 

iadequ

acy 

Caritas 

iMicrofinance 

iBank iLtd 2014 0.0084 6.413 3.178 9.486 8.689 7.255 0.248 

 i 2015 

-

0.0063 6.482 3.178 9.625 8.713 7.225 0.241 

 i 2016 

-

0.0177 6.489 3.332 9.605 8.724 7.178 0.358 

 i 2017 0.0030 6.503 3.401 9.644 8.744 7.150 0.228 

 i 2018 

-

0.0151 6.503 3.401 9.630 8.755 7.144 0.221 

Daraja 

iMicrofinance 

iBank 2014 0.0251 6.438 2.398 7.525 8.768 6.807 0.514 

 i 2015 0.0247 6.438 2.485 7.544 8.772 6.864 0.530 

 i 2016 0.0322 6.438 2.639 7.544 8.776 6.948 0.587 

 i 2017 0.0084 6.438 2.639 7.546 8.790 7.012 0.693 

 i 2018 0.0094 6.438 2.833 7.551 8.792 7.086 0.607 

Maisha 

iMicrofinance 

iBank 2014 0.0190 5.940 2.197 9.492 8.797 7.491 0.535 

 i 2015 0.0330 5.979 2.485 9.415 8.801 7.638 0.592 

 i 2016 0.0340 6.109 2.485 9.433 8.822 7.791 0.508 

 i 2017 0.0270 6.165 2.708 9.501 8.822 7.910 0.693 

 i 2018 0.0044 6.203 2.708 9.479 8.827 7.842 0.763 

Choice 

iMicrofinance 

iBank iLtd 2014 0.0498 5.964 1.792 9.526 8.886 8.267 0.795 

 i 2015 0.0389 6.047 2.197 9.513 8.886 8.316 0.785 

 i 2016 0.0387 6.096 2.398 9.617 8.921 8.354 0.697 

 i 2017 0.0360 6.125 2.639 9.551 8.936 8.382 0.668 

 i 2018 0.0284 6.111 2.639 9.423 8.943 8.414 0.683 

Uwezo 

iMicrofinance 

iBank iLtd 2014 0.0330 5.808 2.079 9.424 8.962 7.664 0.307 

 i 2015 0.0410 5.808 2.197 9.403 8.966 7.716 0.229 

 i 2016 0.0390 5.808 2.197 9.420 8.981 7.792 0.328 

 i 2017 0.0310 5.656 2.197 9.209 8.992 7.834 0.810 

 i 2018 0.0390 5.656 2.303 9.340 9.059 7.919 0.746 

 


