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Abstract: The purpose of the study was to determine the influence of digital banking channels on financial 

performance of commercial banks in Kisii County, Kenya. The study was guided by the specific objective to 

determine the influence of agency banking on the financial performance of commercial banks in Kisii County, 

Kenya. The study also adopted the following theories which was agency theory, innovation diffusion theory, 

financial intermediation theory, and transactional cost theory to support the variable in the study. The study 

adopted a descriptive research design. The target population consisted of 100 respondents from Kisii county 

working in commercial banks. The study adopted a descriptive research design. The target population of the 

study comprised management and a supervisory cadre of 100. The study used the census technique since the 

target population is small. The data collection instrument was a structured questionnaire. Pilot testing was 

done to test the validity and reliability of the research instrument. Data were analyzed using descriptive and 

inferential statistics and presented in tabular form. Data were subjected to correlation and Multiple Regression 

Statistical Methods.  The study findings will help counties evaluate the on the influence of digital banking on 

financial performance of commercial banks in Kisii county Kenya. Based on the findings, agency banking, was 

positively related to financial performance of commercial banks in Kisii county Kenya. Therefore, the study 

recommends that the commercial banks management should improve their banking services to gain customers’ 

trust and satisfaction. The bank’s should make use of retail agents to reduce movement time spent by account 

holders and potential holders to physically walk to a bank branch to transact thus encouraging more 

transactions and provide accessibility of the online banking services. The banks management should strictly 

observe flexibility, confidentiality and address security issues whenever in provision of online banking 

channels and provision of timely information delivery to the customers which enhances performance. The 

banks management should encourage and support adoption of mobile banking channel to increase profitability 

hence performance. They should lower transactional cost of the online banking channels to encourage more 

transactions. Banks’ management should make ABCs reliable to encourage more transactions. 
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1. Background of Study 

Commercial Banking has become increasingly important in the Kenyan economy as a driver of economic 

growth and development. The introduction of digital banking channels has revolutionized the banking sector 

in Kenya, creating new opportunities and improving access to financial services. This shift towards digital 

banking has also significantly impacted the performance of commercial banks in Kenya. Besides improved 

access to financial services, digital banking channels have enabled banks to reduce costs, increase efficiency, 

develop innovative products and services, and improve customer service. For instance, digital banking 

channels have allowed banks to offer services such as online account management and direct debiting, which 

have helped improve customer convenience. Furthermore, they have made it easier for customers to access 

banking services from any location, including remote areas. This has enabled banks to expand their customer 

base and improve financial inclusion.  

However, despite these advantages, digital banking channels have risks and challenges. Security and privacy 

concerns have been a significant issue, as digital banking channels can be vulnerable to cyber-attacks. In 

addition, the lack of technical capacity and infrastructure in some rural areas has hampered the adoption of 

digital banking channels, leaving many people without access to essential financial services. In Kenya, 

commercial banks have responded to these challenges by investing in tools and technologies to improve 

security, providing training materials for staff, and creating customer awareness campaigns. In this way, they 

have been able to enhance the performance of their services and meet customer expectations. Overall, digital 

banking channels can be a powerful tool for improving financial performance, but they must be implemented 

with caution and consideration. 

According to the CBK (2017) study, eight banks in the tier one category/classification were considered top of 

digital banking and ultimately reflected in the commercial bank profitability spectrum. Kenya Commercial 

Bank (k) Ltd; Cooperative Bank of Kenya ltd; Equity Bank of Kenya ltd; Standard Chartered Bank (K) ltd; 

Diamond Trust Bank; Barclays Bank of Kenya ltd (now Absa Bank of Kenya ltd); Commercial Bank of Africa 

Ltd (now NCBA); and Stanbic Bank (K) ltd were the trading banks. 

Agency Banking and Financial Performance 

The effect of agency banking on commercial banks' bottom lines in Rwanda was studied by Kihonge et al. 

(2016). The financial performance of commercial banks in Rwanda was improved by agency banking due to 

its effect on making financial services more widely available and reducing the cost of transactions. Mulyungi 

and Karangwa (2018) came to similar conclusions about the impact of agency banking on Equity Bank Rwanda 

Limited's financial performance. They advocated for banks to bolster innovations like agency banking to attract 

deposits at the lowest possible cost. 

Agency banking was found to be one of several financial innovations that had a positive effect on the financial 

performance of commercial banks in Kenya by Njoki and Aloko (2015), who studied the relationship between 

financial innovations and the financial performance of commercial banks in the country. Mwangi (2013) found 

in a previous study that the financial performance of banks in Kenya benefited from the cost-effectiveness 

associated with agency banking. Both analyses were conducted in separate macroenvironments when agency 

banking was in its infancy and data was scarce. 

In addition, Gichuki's (2013) research looked at the various factors that influence agency banking in Kenya, 

with a particular emphasis on Nyeri County. The research found that the implementation of the agency model 
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by banks in Nyeri Central District was influenced by factors such as proximity (convenience), reduction in the 

cost of transactions (time and Money), public awareness of Agency banking, and personal factors such as 

customers' sex, age, and level of education. The study's significance lies in the fact that it draws attention to 

the fact that commercial banks who use agency banking need to consider additional criteria for the model to 

flourish and increase financial performance. Having an opening agent does not ensure better financial results 

for Kenya's commercial banks. 

To reach the "unbanked," banks are continually developing new strategies. Acceptance of agency banking is 

one approach. However, only ten commercial banks switched to agency banking in December 2012. This list 

included institutions like Citibank, Co-op Bank, Consolidated Bank, SBM Bank (previously Chase), Equity 

Bank, Diamond Trust Bank, Family Bank, KCB, Post Bank, and NIC Bank. However, as of December 2017, 

this had increased to 18 banks, and the number of approved agents had grown from 56,090 to 61,290. (CBK, 

2015). The significant decrease in the length of time spent waiting in banking hall queues is one indicator of 

the positive impact agency banking has had on increasing access to banking services and enhancing the 

customer service experience. This, combined with the pressing necessity to seize the resulting savings 

opportunity, has fueled the rapid expansion of agency banking. 

Several developing countries have claimed unprecedented success due to implementing the agency-banking 

model, as evidenced by the thriving financial sectors and "insane" profits posted by banks in countries like 

Brazil. Peru and other South American countries 

Popular acts have also come from Colombia and India (Kinyanjui, 2011). Agents' services have broadened in 

countries like Australia; for instance, forty percent of the mortgage supply is generated by agent brokers 

(Kumar et al., 2006). Agency banking was found to have a positive effect on the financial profitability of 

Rwandan commercial banks by Kihonge et al. (2016). Several regional studies have found similar results. 

Researchers Njoki and Aloko (2015) looked at the impact of fintech innovations on Kenya's commercial banks' 

bottom lines and found that many of them, including agency banking, were beneficial. Mwando (2013) 

researched the impact of agency banking on commercial banks' bottom lines, and he found that the combination 

of lower transaction fees and greater customer penetration boosted profitability. However, the agency banking 

model's adoption has also met some resistance. Before adopting a new technology, banks should weigh the 

pros and downs and examine how it fits in with other emerging trends. Other factors to consider are anti-Money 

Laundering (AML) hazards, power availability, and the agent's ability to manage vast sums of cash. That's why 

so few community banks have switched over. 

2. Statement of the Problem 

Commercial banks have increased their digitization, putting digital credit at the forefront, to strengthen their 

network, reduce personnel costs, compete favorably with their peers, and improve their financial performance. 

Despite this increased digitization, some banks' performance has declined, others have been placed under 

statutory management, and others have been placed under voluntary management. Aside from competition for 

customers among Kenyan commercial banks, they also compete for the same customers with increased digital 

lenders in the Kenyan market (Kinyanzui, 2018).Online banking has helped to improve the banking industry, 

where banks have made huge profits (Njuguna,Ritho,Olweny, & Wanderi, 2012). On the other hand, rising 

business and banking costs have resulted in high prices, waste, and inefficient resource use. The issue has been 

exacerbated by increased competition in the banking industry as banks compete for customers. As a result, 

Kenyan banks sought ways to reduce costs due to lower revenue. As a result, changes in information 
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technology have been unavoidable in all sectors of the Kenyan economy, including the financial industry. 

Following the introduction of distribution channels such as Mobile banking, Internet banking, Agent banking, 

and ATM banking, which are the main pillars of commercial banks, digital banking has rapidly evolved, and 

competition among commercial banks has increased. In addition, Internet penetration via infrastructure (fiber 

optic cable) has provided banks with new markets and distribution channels. 

Haddad (2018) defines electronic banking as providing financial services via electronic computing and 

communication. Banking markets are shifting to multi-channel service distribution via hybrid platforms, where 

traditional forms of banking are available through branches and the Internet. Previous research has shown that 

electronic banking has several cost-saving advantages for commercial banks. Maiyo (2013) investigated how 

e-banking affected Kenyan banks' financial performance and discovered that embracing e-banking improved 

bank performance through increased effectiveness, efficiency, and productivity. Kiragu (2017) investigated 

how e-banking affected the financial performance of Kenyan commercial banks and discovered that profits 

increased exponentially. However, there are still questions about whether banks that use all four financial 

products of digital banking improve their financial profitability over those that only use one.Kigen (2010) 

researched the effects of mobile banking on bank transaction costs and discovered that mobile banking could 

significantly reduce transaction costs but was not felt by banks where customers were not well informed. 

Online banking has rapidly grown, but there is still insufficient evidence of its impact on the financial 

performance of Kenyan banks. There is still a question about whether digital banking has improved commercial 

banks' financial performance. Therefore, the study seeks to determine digital banking channels and the 

financial performance of commercial banks in Kenya. 

3. Research Hypotheses 

HO1:   Agency banking does not have a significant influence on the financial performance of commercial 

banks in Kisii County, Kenya 

4. Scope of the Study 

The scope of the study was limited to commercial banks in Kisii County, Kenya operating under Bank 

Supervision. The primary reason for this limitation is that the study focused on how digital banking channels 

influence performance of commercial banks in Kisii County, Kenya. The study further focused on agency 

banking, mobile banking, ATM use and online banking channels as the independent variables, while the 

financial performance of commercial banks was the dependent variable. The study also focused on determining 

how banks' digital banking products and services affect their financial performance. 

5. Descriptive Statistics 

The study's objective is to determine the influence of agency banking on the financial performance of 

commercial banks in in Kisii County, Kenya. Various statements on Agency banking were identified and the 

respondents were asked to indicate the extent they agree with each of the identified statements using a scale of 

1 to 5 where; 1= SD - Strongly Disagree 2=D - Disagree, 3=N - Neutral, 4=A - Agree and 5= SA - Strongly 

Agree. Mean and standard deviation were calculated for ease of comparison and generalization of findings.  

From table 1 respondents indicated that The Set-up costs incurred by the bank while adopting Agency banking 

channel are low hence better financial performances which was supported by mean score of 4.26 and standard 

deviation of 1.15 providing that 61.43% of the respondents strongly agreed and 18.57% of the respondents 
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agreeing.  the study provided that Factors such as proximity (convenience), reduction in the cost of transactions 

(time and Money), public awareness of Agency banking, and personal factors such as customers' sex, age, and 

level of education influence agency bankingwith mean score of 4.29 and standard deviation of 0.96 indicating 

that 57.62% of the respondents agreed strongly and 20.00% of the respondents agreeing. 

The study revealed that Bank agents enable customers to carry out transactions in a simple and easy way as 

compared to conventional banking which was supported by a mean of 3.76 and standard deviation of 1.05 

indicating that 24.29% of the respondents strongly agreed and 42.86% agreeing with the statement.  

The findings in the study provided that Number of agents, fees charged to customers and amounts of 

transactions affects agency banking which had a mean of score of 4.47 and standard deviation of 0.91 where 

66.19% of the respondents were agreeing with the statement. Further the study provided that Agency banking 

enhances financial performance of commercial banks where 34.76% of the respondents agreed and 50.48% of 

the respondents strongly agreed, with a mean score of 4.30 and standard deviation of 0.86.  From the finding 

this implies that Agency banking enhances financial performance of commercial banks. 

Table 1: Agency Banking 

Statement   % 1 2 3 4 5 Mean StD 

The Set-up costs incurred by the 

bank while adopting Agency 

banking channel are low hence 

better financial performances 

% 6.19 2.86 10.95 18.57 61.43 4.26 1.15 

The bank’s use of retail agents 

reduces movement time spent by 

account holders and potential 

holders to physically walk to a bank 

branch to transact thus encouraging 

more transactions. 

% 3.33 0.95 8.57 15.24 71.90 4.51 0.94 

Factors such as proximity 

(convenience), reduction in the cost 

of transactions (time and Money), 

public awareness of Agency 

banking, and personal factors such 

as customers' sex, age, and level of 

education influence agency banking 

% 0.95 4.29 17.14 20.00 57.62 4.29 0.96 

Number of agents, fees charged to 

customers and amounts of 

transactions affects agency banking. 

% 1.90 3.81 5.71 22.38 66.19 4.47 0.91 

Bank agents enable customers to 

carry out transactions in a simple 

% 5.71 4.29 22.86 42.86 24.29 3.76 1.05 
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and easy way as compared to 

conventional banking 

Agency banking enhances financial 

performance of commercial banks 

% 1.43 2.86 10.48 34.76 50.48 4.30 0.87 

 

6. Financial Performance of Commercial Banks 

The study's main objective is to examine the influence of the financial performance of commercial banks in 

Kisii County, Kenya.  The respondents were required to indicate to which extent digital banking influence 

financial performance of commercial banks in Kisii County, Kenya scale of 1 to 5 where; 1= SD - Strongly 

Disagree 2=D - Disagree, 3=N - Neutral, 4=A - Agree and 5= SA - Strongly Agree. Mean and standard 

deviation were calculated for ease of comparison and generalization of findings.  

The finding is shown in Table 4.9 indicated that the adoption of Internet banking services leads to improved 

financial performance, such as increased return on assets and equity which had a mean of 4.09 and standard 

deviation of 1.01 with 41.90% of the respondents agreeing and 39.52% of the respondents strongly agreeing 

to the statement that the adoption of internet banking leads to improved financial performance such as increased 

asset and equity. 

The findings indicated that there is presence of return on investment with digital banking with a mean score of 

3.74 and standard deviation of 0.91 where 75.71% of the respondents agreed and 8.10% of the respondents 

strongly agreed to the statement that presence of return on investment with digital banking. 

The respondents moderately indicated that customers are satisfied with the services given to them in 

commercial bankswhich had a mean of 4.36 and standard deviation of 0.93 with 26.19% of the respondents 

agreeing and 58.57% of the respondents strongly agreeing to the statement. 

 The study indicated that in digital banking can lead to improved financial performance in the short term with 

a mean score of 3.97 and standard deviation of 1.00 where 43.81% of the respondents agreed and 32.38% of 

the respondents strongly agreed to the statement. 

The findings further indicated that Banks must be aware of the potential long-term effects that Internet banking 

can have on their profitability with a mean of 3.7 and a standard deviation of 0.82.  From the findings, the 

results revealed that majority of the respondent agreed that Banks must be aware of the potential long-term 

effects that Internet banking can have on their profitability. 

Table 2: Financial Performance of Commercial Banks 

Statement  % 1 2 3 4 5 Mea

n 

StD 

The adoption of Internet banking services 

leads to improved financial performance, 

such as increased return on assets and equity. 

% 3.33 5.71 9.52 41.90 39.52 4.09 1.01 
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there is presence of return on investment 

with digital banking 

% 5.71 6.67 3.81 75.71 8.10 3.74 0.91 

Customers are satisfied with the services 

given to them in commercial banks.  

% 0.95 5.71 8.57 26.19 58.57 4.36 0.93 

Digital banking can lead to improved 

financial performance in the short term. 

% 5.24 0.95 17.62 43.81 32.38 3.97 1.00 

Banks must be aware of the potential long-

term effects that Internet banking can have 

on their profitability. 

 

% 

2.86 4.76 21.90 60.95 9.52 3.70 0.82 

7. Inferential Statistics 

The study sought to establish the strength of the relationship between independent and dependent variables of 

the study. Pearson correlation coefficient was computed at 95 % confidence interval (error margin of 0.05). 

Table 3 illustrates the findings of the study. 

Table 3: Correlation Matrix 

  Financial  Performance 

Agency banking 

Pearson Correlation .529** 

Sig. (2-tailed) .000 

N 80 

 

As shown on Table 3, the p-value for Agency banking was found to be 0.000 which is less than the significant 

level of 0.05, (p<0.05). The result indicated that Pearson Correlation coefficient (r-value) of 0.529, which 

represented an average, positive relationship between agency banking and financial performance of 

commercial banks in Kisii County, Kenya. 

 

8. Regression analysis 

The From the Coefficients table (Table 4) the regression model can be derived as follows: 

 Y = 23.722+ 0.509X1  

The results in table 4 indicate that the independent variable has a significant positive effect on financial 

performance of commercial banks in Kisii County. According to this model when the independent variable 

values are zero, financial performance of commercial banks in Kisii County will have a score of 23.722. 
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Table 4: Regression Coefficients 

Model Unstandardized Coefficients Standardized 

Coefficients 

T Sig. 

B Std. Error Beta 

 

(Constant) 23.722 2.638  16.453 .000 

Agency 

banking 
.509 .123 .693 3.442 .000 

 

9. Hypotheses Testing 

Ho1:  Agency banking does not have a significant effect on financial performance of commercial banks in 

Kisii County. 

From Table 4 above, Agency banking (β = 0.509) was found to be positively related to financial performance 

of commercial banks in Kisii County. From t-test analysis, the t -value was found to be 3.442 and the ρ -value 

0.000. Statistically, this null hypothesis was rejected because ρ<0.05. Thus, the study accepted the online 

hypothesis and it concluded that Agency banking affects financial performance of commercial banks in Kisii 

County. 

10. Summary 

The objective of the study aimed at determining the effect of Agency banking on financial performance of 

commercial banks in Kisii County. The objective was assessed by use of statements in the questionnaire in 

which the respondents were required to state their position on the basis of a Likert scale that was provided. In 

this part the study shows the effect of Agency banking on financial performance of commercial banks in Kisii 

County.     

The findings showed that majority of the respondents agreed that the Set-up costs incurred by the bank while 

adopting Agency banking channel is low hence better financial performances.   Majority of the respondents 

revealed that the bank’s use of retail agents reduces movement time spent by account holders and potential 

holders to physically walk to a bank branch to transact thus encouraging more transactions hence better 

performance 

On the statement that bank agents enable customers to carry out transactions in a simple and easy way as 

compared to conventional banking, the results of the study also showed that majority agreed that bank agents 

enable customers to carry out transactions in a simple and easy way as compared to conventional banking.  
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