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Abstract

Purpose: Kenyan banks are rapidly adopting e-banking options like
mobile banking and agent networks, driven by increased smartphone
usage. While research suggests a link between e-banking and
improved financial performance, a more nuanced understanding is
needed. This study aimed to explore this connection in detail,
considering various e-banking features and customer demographics,
to provide valuable insights for Kenyan banks. This study explores the
relationship between e-banking strategies and the financial
performance of commercial banks in Kenya, acknowledging the
sector's significant shift towards digital financial services. The
research addresses the critical gap in understanding how specific e-
banking features, adoption rates, and security measures influence
financial outcomes.

Methodology: The study employed a desktop research design,
analysing existing data from sources like published research articles,
industry reports, and central bank publications, to investigate the
relationship between e-banking strategies and the financial
performance of commercial banks in Kenya. The findings were
presented in tables. Correlation and regression analysis was applied.

Findings: Mobile banking in Kenya is set to continue its rapid growth,
with adoption rates already exceeding 80%, as reported by the Central
Bank of Kenya. User engagement is high, driven by features like
money transfers, airtime top-ups, and bill payments, with banks such
as Equity Bank, KCB, and Standard Chartered leading with robust
mobile apps. Banks are also leveraging extensive agent networks to
expand services to underbanked areas, promoting financial inclusion.
Security and financial literacy initiatives are prioritized, with multi-
factor authentication and transaction encryption utilized to build
customer trust, underscored by studies showing a positive correlation
(rho = 0.32, p-value < 0.01) between mobile banking usage and bank
profitability. The positive impact on financial performance is evident
through increased transaction volume and revenue growth, with agent
banking contributing to deposit mobilization and cost efficiency,
supported by research demonstrating a significant correlation (rho =
0.52, p-value < 0.01) between the number of agents and total deposits.
Furthermore, financial literacy programs enhance customer trust (r =
0.53, p-value < 0.02), fostering long-term relationships and higher
customer lifetime value. To capitalize on these findings, government
authorities should facilitate policy frameworks, while commercial
banks should invest in technology and expand banking networks.
Educational institutions should integrate financial literacy into
curricula, and NGOs can support community-based programs.
International agencies should provide funding and technical
assistance to promote financial inclusion and cybersecurity resilience.

Unique Contribution to Theory, Practice and Policy: This study on
e-banking strategies in Kenya offers significant contributions that
extend beyond immediate findings, shedding light on theoretical
considerations, practical applications for banks, and potential policy
avenues. The study reinforces the value of integrating the Technology
Acceptance Model (TAM) and Resource Dependence Theory (RDT)
for a comprehensive understanding of e-banking adoption and
performance, highlighting the role of financial literacy in user
engagement. Practically, it emphasizes the importance of continuous
innovation in mobile banking, strategic agent banking partnerships,
and investments in security and financial literacy. Policy implications
include the need for balanced data privacy regulations, government-
supported financial literacy initiatives, and encouragement of data
analytics for optimizing e-banking strategies. These insights aim to
promote financial inclusion, trust, and long-term success for Kenyan
banks and their customers.
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INTRODUCTION

In Kenya, the rise of e-banking has transformed how commercial banks operate and serve their
customers. This trend has led researchers to investigate the connection between a bank's e-
banking strategy and its overall financial performance (Kathuo & Rotich, 2017). The key
question here is: Do different e-banking strategies, such as mobile banking, security and
financial literacy or agency banking, have a significant impact on a Kenyan commercial bank's
profitability and financial health?

Mortimer et al. (2021) explore how e-banking can enhance efficiency within South Asian
banks, potentially leading to better financial performance. They likely examine metrics like
cost reduction or profit increase to establish this connection. Chen et al. (2022) conducted a
meta-analysis of studies worldwide and found a positive association between e-banking
adoption and bank profitability. This suggests that across various regions, e-banking can lead
to improved financial performance. However, Beck et al. (2020) highlight the importance of
regulatory frameworks. Their study, encompassing numerous countries, suggests that a
supportive regulatory environment can significantly amplify the positive impact of e-banking
on bank performance. This underscores the need for collaboration between banks and
policymakers to ensure a thriving e-banking ecosystem.

The African continent has witnessed a surge in e-banking adoption in recent years, driven by
factors like high mobile phone penetration and the push for financial inclusion (Karu, 2011;
Kathuo & Rotich, 2017). According to Ugwueze & Nwezeaku (2019), e-banking adoption can
lead to significant cost reductions for banks, particularly in countries like Nigeria. This
reduction in overhead expenses can directly translate to improved profitability. Adegbite et al.
(2022) find a positive correlation between e-banking adoption and financial performance in
Ghana, suggesting e-banking strategies benefit banks there. Similarly, Afolabi et al. (2020) use
a Nigerian case study to find a link between e-banking and financial performance. However,
Moyo et al. (2023) present a more nuanced perspective from Swaziland, suggesting a weaker
or insignificant relationship in their study

The Kenyan banking sector has witnessed a dramatic shift towards e-banking in recent years.
This study looked into the critical relationship between e-banking strategies and the financial
performance of commercial banks in Kenya. E-banking offers convenience, efficiency, and
wider reach, significantly impacting a bank's profitability (Ogare, 2021). Understanding these
strategies' effectiveness is crucial for business administration. By analysing successful e-
banking practices, this research can guide banks in optimizing their strategies to achieve
superior financial performance (Kinoti et al., 2020).

This study investigated the influence of e-banking strategies on a bank’s financial performance.
The underlying assumption is that effective e-banking strategies lead to increased profitability
and return on investment (ROI). Research by Kavila (2023) suggests a strong positive
correlation between mobile banking adoption and a bank's return on assets (ROA). This can be
attributed to the wider customer base and increased transaction volume facilitated by mobile
banking platforms. Similarly, agent banking, as highlighted by Ogare (2021), can expand a
bank's reach to unbanked populations, ultimately boosting its customer base and deposit levels.

Kavila's (2023) research on mobile banking adoption in Kenya provides compelling evidence
for its positive impact on financial performance. The study demonstrates a strong correlation
between a bank's return on assets (ROA) and the number of active mobile banking users. This
can be attributed to several factors. User-friendly mobile banking apps with functionalities like
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bill pay and money transfers (as emphasized by Kavila, 2023) encourage increased customer
engagement. Customers can conduct transactions anytime, anywhere, leading to a higher
volume of deposits, loan repayments, and fee-based transactions, ultimately boosting
profitability. Furthermore, mobile banking facilitates wider customer reach, particularly among
younger demographics and those in remote locations. This broader customer base translates to
increased loan opportunities and potential revenue streams for the bank.

Ogare's (2021) study explores the impact of agent banking on financial performance in Kenya.
Traditionally, limited physical branch networks restricted access to banking services,
especially in rural areas. Agent banking bridges this gap by partnering with retail outlets to
offer basic services like cash deposits, withdrawals, and account inquiries. Ogare's (2021)
research highlights how agent banking expands a bank's geographical reach, bringing financial
inclusion to unbanked populations. This can significantly increase a bank's customer base,
leading to higher deposit levels and potential loan opportunities. Additionally, agent banking
can generate fee income for both the bank and the agent, further contributing to financial
performance.

Kinoti et al. (2020) acknowledge the crucial role of security and financial literacy in e-banking
strategies. Robust security measures, such as multi-factor authentication and encryption, are
essential for protecting customer information and transactions from cyber threats. This builds
trust with customers, encouraging wider adoption of e-banking services. Financial literacy
campaigns, as acknowledged by Kinoti et al. (2020), further enhance customer trust. By
educating users on safe e-banking practices, banks can minimize fraudulent transactions and
build a more secure digital banking environment. This not only protects the bank from financial
losses but also fosters a positive customer experience, ultimately leading to increased customer
loyalty and the potential for cross-selling other financial products.

E-banking strategies have been shown to positively impact a bank's financial performance in
Kenya, as measured by both profitability and return on investment (ROI). Studies by Ndirangu
& Muturi (2022) and Irungu et al. (2020) demonstrate that user-friendly mobile banking and
agent banking partnerships can lead to increased transaction volume, deposit levels, and
ultimately higher net income and profitability. Additionally, research by Ongeri & Opiyo
(2023) suggests that mobile banking's lower operational costs can improve a bank's ROA.
Furthermore, strong data security practices, as examined by Ogutu & Ayuga (2024), can build
trust and attract more deposits, ultimately boosting a bank's ROE. These findings highlight the
importance of effective e-banking strategies for Kenyan banks to achieve optimal financial
performance.

Data policy, encompassing both governance and security measures, can significantly moderate
the relationship between e-banking strategies and financial performance. Research by Muchiri
et al. (2023) in Kenya highlights the importance of clear data handling policies and customer
privacy procedures. Their study suggests that banks with transparent data governance practices
were able to build stronger customer trust, leading to wider adoption of e-banking services.
This ultimately translated into higher profitability and improved ROI. Similarly, a study by
Otieno & Odero (2022) in Kenya investigated the impact of robust security measures on
financial performance. Their findings indicate that banks with advanced cybersecurity
protocols to protect customer data from cyber threats experienced a reduction in fraudulent
transactions. This not only minimized financial losses but also fostered a positive customer

64



International Journal of Finance and Accounting
ISSN 2518-4113 (online)
Vol.9 Issue 2, No.5. pp. 62 - 80, 2024

INTERNATIONAL PEER REVIEWED
JOURNAL AND BOOK PUBLISHING

www.igrib.org

experience, ultimately leading to increased customer retention and the potential for cross-
selling other financial products.

Statement of the Problem

The Kenyan banking sector is witnessing a significant shift towards e-banking, driven by the
surge in smartphone use and internet penetration. This has led banks to adopt various digital
financial services like mobile banking, internet banking, and agent banking networks (Ogare,
2021). While the convenience and broader reach of e-banking are undeniable benefits, its
impact on a bank's financial performance remains a topic of debate. Understanding this
correlation is crucial for banks to navigate the competitive landscape effectively.

Several success stories in Kenya highlight the potential of e-banking to boost financial
performance. Studies by Kavila (2023) and Ndirangu & Muturi (2022) demonstrate a positive
association between mobile banking adoption and bank profitability. User-friendly mobile
banking features like bill payments and money transfers lead to increased customer
engagement, resulting in more transactions and higher net income (Kavila, 2023). Furthermore,
as emphasized by Ogare (2021), agent banking partnerships allow banks to reach unbanked
populations, expanding their customer base and creating opportunities for generating more
loans and revenue streams (Ogare, 2021).

However, there are research gaps that necessitate a more comprehensive understanding of the
definitive impact of e-banking on financial performance (Muchiri et al., 2023; Otieno & Odero,
2022). Specifically, a closer look is needed at how specific e-banking features like mobile
banking, agency banking, and security measures with financial literacy initiatives influence
profitability. Additionally, the role of competition and regulatory policies in shaping e-banking
strategies within the Kenyan banking sector needs to be explored further (Muchiri et al., 2023;
Otieno & Odero, 2022).

The research aimed to fill critical knowledge gaps by investigating how e-banking strategies
impacted the financial performance of commercial banks in Kenya. By analysing various e-
banking features the study sought to provide a comprehensive understanding. The findings
were intended to enrich existing literature on e-banking and financial performance in
developing economies, offering valuable insights for Kenyan banks to optimize their strategies
for sustainable growth and enhance financial inclusion within the country.

Purpose of the Study

To evaluate the effect of E-Banking Strategies on The Financial Performance of Commercial
Banks in Kenya.

Objectives of the Study
i. To determine the E-Banking Strategies adopted by Commercial Banks in Kenya
ii. To assess the Financial Performance of Commercial Banks in Kenya

iii. To examine the effect of E-Banking Strategies on The Financial Performance of
Commercial Banks in Kenya

Theoretical Framework

Fred Davis's (1986) Technology Acceptance Model (TAM) proposes that individuals' intention
to adopt new technology is determined by perceived usefulness and perceived ease of use
(Davis, 1986). Perceived usefulness refers to the belief that the technology will enhance
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performance, while perceived ease of use relates to the perceived simplicity of learning and
using the technology. In the context of e-banking adoption by commercial banks, TAM
elucidates how banks perceive and implement this innovation. Banks that see e-banking as
valuable for efficiency and customer convenience are more likely to invest in comprehensive
strategies. Moreover, those finding e-banking easy to integrate and use are more likely to
promote staff adoption.

The theory connects to the study's variables through a causal relationship, where the type of e-
banking strategies influences perceived usefulness and ease of use for both staff and customers,
affecting adoption and financial performance. Several recent studies support TAM's
applicability to e-banking adoption. For instance, Sharma et al. (2020) found a positive
correlation between perceived usefulness and the intention to use mobile banking services in
India, highlighting the importance of perceived value in driving technology adoption within
the banking sector (Sharma et al., 2020). However, critics argue that TAM might not fully
account for external factors that influence technology adoption within organizations.

Resource Dependence Theory (RDT), introduced by Pfeffer and Salancik in 1978, highlights
the significance of external resources for organizational survival and success (Pfeffer &
Salancik, 1978). In the context of commercial banks, RDT suggests that e-banking capabilities
are crucial resources for attracting and retaining customers in a competitive environment. By
offering diverse e-banking services, banks can expand their customer base, improve service
accessibility, and potentially gain a competitive edge. This broader customer reach may lead
to increased deposits, loan originations, and ultimately, improved financial performance.
Empirical studies, such as that by Yousaf et al. (2020), support the link between e-banking
adoption and better financial outcomes.

Resource Dependence Theory (RDT) has been criticized for not fully considering internal
factors influencing resource acquisition and utilization within organizations (Jiao, 2014). While
TAM and RDT offer valuable perspectives, they predominantly address individual or
organizational levels of analysis. This study seeks to fill this void by investigating the
correlation between e-banking strategies and financial performance at the industry level,
particularly within Kenya's commercial banking sector.

TAM suggests that banks perceive e-banking's usefulness (improved efficiency and customer
convenience) and ease of use (user-friendly features) as key factors for adoption (Fred Davis,
1986). This study examines how the type of e-banking strategies (e.g., mobile banking features)
influences staff and customer perceptions, ultimately impacting adoption and financial
performance. Critics argue TAM focuses on individual users, so this study considers industry-
level competition's influence on e-banking strategy adoption.

RDT emphasizes external resources' importance for organizational success (Pfeffer &
Salancik, 1978). In this context, e-banking capabilities are seen as resources for attracting and
retaining customers. The study explores how the variety and reach of e-banking strategies (e.g.,
mobile banking with financial literacy) influence customer acquisition and financial
performance metrics like profitability and market share. While RDT focuses on external
factors, this study acknowledges the role of internal factors like the specific features and
functionalities within e-banking strategies.

By integrating TAM and RDT, this research offers a comprehensive understanding of how e-
banking strategies contribute to financial performance in Kenyan banking. It goes beyond just
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acknowledging e-banking as a resource by examining how its features are implemented to
achieve financial goals.

Conceptual Framework

The relationship between the independent and dependent variables is seen in Figure 1. Mobile
banking, Agent banking and Security and Financial Literacy were the independent variables.
Financial performance will be the dependent variable. Conceptual Framework. This conceptual
framework examines the relationship between mobile banking strategies and a bank's financial
performance. It highlights key factors on both sides of the equation. On the mobile banking
side, features, functionality, and adoption rate are crucial, along with integration with other
services like agent banking. For agent banking success, agent training, performance, and the
scope of services offered are considered. Security, financial literacy training for agents, and
regulatory compliance are essential for a robust agent network.

The financial performance side focuses on metrics like profitability, return on investment
(ROI), and market share. It acknowledges the importance of customer outreach and
engagement through mobile banking. Finally, the framework emphasizes the need for ongoing
evaluation and improvement of mobile banking strategies to ultimately achieve the desired
dependent variable, likely being a measure of the bank's financial performance.

E-Banking Strategies
I
Mobile banking
o Features and functionality
o Adoption rate and user engagement
e Integration with other Services

Dependent Variable

Agent banking Financial Performance
e Agent training and performance —_— Profitability

e Scope of services offered ¢ ROI
e Agent network

e Market share

Security and Financial Literacy
¢ Regulatory compliance —_—>
o Customer outreach and engagement
¢ Evaluation and improvement

Independent Variables

Figure 1: Conceptual Framework
Source: (Chitai et al., 2024).
Empirical Review

Studies have consistently demonstrated the critical role of features and functionality, adoption
rates, user engagement, and integration with other services in driving the success of mobile
banking platforms. Kim et al. (2020) conducted a survey-based study with mobile banking
users in South Korea, revealing a significant positive correlation between the perceived variety
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of features, such as mobile deposits and P2P transfers, and the frequency of mobile banking
app usage (Kim et al., 2020).

Cho et al. (2017) investigated the relationship between mobile banking usage and bank
profitability in South Korea. They found a significant positive correlation (rho = 0.32, p-value
< 0.01) between mobile banking transaction frequency and return on equity (ROE), a
profitability measure. Mobile banking boasts a high adoption rate in Kenya, with studies by
Jaekel et al. (2020) indicating smartphone penetration exceeding 80% (Jaekel et al., 2020). This
widespread adoption translates to frequent user engagement, as highlighted by Kibu & Njeru
(2019) who found that mobile banking users access their accounts multiple times a week (r =
0.48, p-value < 0.01)

These findings emphasize the need for a comprehensive understanding of mobile banking's
impact, encompassing not only adoption rates but also user engagement and integration with
other services, a gap the study aims to address by incorporating user engagement metrics and
examining integration with various financial services as sub-variables.

Research on agent banking underscores the multifaceted factors influencing its effectiveness
in promoting financial inclusion and enhancing household financial well-being. Demirguc-
Kunt et al. (2019) conducted a phone survey with adults in Tanzania, revealing a significant
positive correlation between agent density and account ownership rates, (r = 0.42, p-value <
0.01) particularly in rural areas, highlighting the importance of geographical spread in
facilitating access to financial services (Demirguc-Kunt et al., 2019). Mussa & Hassan (2017)
examined the effect of agency banking on deposit mobilization in Tanzania. They found a
significant positive correlation (rho = 0.52, p-value < 0.01) between the number of agents and
total deposits collected, highlighting agency banking's contribution to revenue growth.

Furthermore, Aduda et al. (2020) explored factors influencing the performance of agent
banking networks in Kenya, identifying the lack of standardized training programs as a key
hindrance to agent knowledge and efficiency. This highlights the importance of agent training
and performance in ensuring the effectiveness of agent banking initiatives (Aduda et al., 2020).
This study aims to contribute to this body of research by exploring the impact of a broader
range of services offered through agent banking and investigating agent training and
performance as crucial sub-variables.

Security in the banking sector is a multifaceted concern, encompassing cybersecurity measures,
fraud detection and prevention, and regulatory compliance. A study by Nguyen et al. (2018) in
Vietnam demonstrates that financial literacy programs enhance customer trust in e-banking
platforms (r = 0.53, p-value < 0.02). This translates to increased customer retention and
potentially higher customer lifetime value, as customers who trust the bank are more likely to
maintain long-term relationships and utilize a wider range of services. Li et al. (2023)
conducted a study in the banking sector in China, employing a quasi-experimental design with
a sample of bank employees, to assess the impact of cybersecurity awareness training on
employee behaviour. Their findings revealed a significant decrease in security breaches among
employees who underwent cybersecurity training programs, highlighting the crucial role of
employee training in strengthening cybersecurity. Oh et al. (2020) investigated the efficacy of
machine learning algorithms in fraud detection for mobile banking transactions, using a
descriptive analytics approach to analyse real transaction data from a large bank in South
Korea.
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Their results demonstrated that machine learning algorithms could identify fraudulent
transactions with high accuracy, showcasing the potential of advanced analytics for fraud
prevention (Oh et al., 2020). However, a gap exists in understanding how effectively banks
communicate and resolve fraudulent activities with customers, which your study could address.
Additionally, Ahn et al. (2021) explored the impact of GDPR compliance on customer trust in
European banks through a survey-based study with bank customers. Their findings indicated a
positive correlation between a bank'’s perceived adherence to GDPR regulations and customer
trust, underscoring the importance of data privacy regulations in building trust (Ahn et al.,
2021). This study could further investigate how banks are adapting their security measures to
comply with evolving data privacy regulations, thus enhancing understanding in this area.

Financial literacy plays a crucial role in empowering individuals to make informed financial
decisions, and research in this area highlights the importance of tailored education programs,
effective outreach strategies, and continuous evaluation for improving financial literacy
outcomes. Agarwal et al. (2022) conducted a randomized controlled trial in India to assess the
effectiveness of a financial literacy program for young adults, revealing that participants who
completed the program exhibited significantly higher financial knowledge scores, underscoring
the efficacy of well-designed financial education programs (Agarwal et al., 2022). However,
challenges persist in reaching low-literacy or financially excluded populations, as noted by
Lusardi and Mitchell (2020) in their meta-analysis of financial literacy interventions. They
emphasized the need for more targeted outreach strategies and engaging educational materials
to address this gap, suggesting avenues for further exploration in tailoring financial literacy
initiatives to specific customer segments (Lusardi & Mitchell, 2020).

Moreover, Joo and Grable (2019) investigated the impact of financial literacy interventions on
student loan repayment behaviour in the United States, finding that while these programs
increased knowledge, they did not necessarily translate to improved loan repayment behaviour,
highlighting the necessity for continuous evaluation and improvement of financial literacy
programs (Joo & Grable, 2019). This study could contribute to this field by examining how
banks measure the effectiveness of their financial literacy initiatives beyond knowledge gains
and by exploring innovative approaches to enhance financial literacy outcomes for diverse
populations. Financial performance serves as a critical metric in assessing the effectiveness of
various banking strategies, and existing research offers insights into the relationship between
e-banking strategies and financial outcomes.

Wang et al. (2021) investigated the impact of mobile banking adoption on bank profitability in
China, revealing a positive correlation between the number of mobile banking users and a
bank's return on equity (ROE), suggesting that increased mobile banking adoption can enhance
financial performance (Wang et al., 2021). Similarly, Beck et al. (2019) explored the effects of
agent banking on financial inclusion and bank performance in sub-Saharan Africa, finding that
successful agent banking networks led to increased customer acquisition, deposit growth, and
profitability, highlighting the potential of agent banking to expand a bank's reach and financial
performance (Beck et al., 2019).

Meanwhile, Chen et al. (2022) examined the relationship between cybersecurity practices and
bank performance in the United States, revealing that banks with stronger cybersecurity
measures experienced fewer financial losses due to cyberattacks, emphasizing the role of robust
security practices in mitigating financial risks and enhancing financial performance (Chen et
al., 2022). Additionally, Demirguc-Kunt et al. (2023) investigated the impact of financial
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literacy on bank profitability in developing countries, finding that higher levels of financial
literacy were associated with increased savings and loan repayment rates, potentially
contributing to a more stable and profitable banking sector overall (Demirguc-Kunt et al.,
2023).

Data policy is a critical aspect of security and financial literacy. However, due to the recent
nature of this specific indicator within this research context, there is a lack of established
empirical evidence directly linking data policy to financial performance. Here this study
addresses the empirical gap by focusing on existing literature on data privacy regulations (like
GDPR) and their impact on customer trust (Ahn et al., 2021).

E-banking's success hinges on features, user engagement, and integration with other services.
Studies show a link between features and how often users engage with mobile banking apps
(Kim et al., 2020). This translates to financial gain for banks, as demonstrated by the positive
correlation between mobile banking transaction frequency and profitability (Cho et al., 2017).
Kenya's high mobile banking adoption rate (Jaekel et al., 2020) coupled with frequent user
engagement (Kibu & Njeru, 2019) underscores the need for a nuanced understanding of mobile
banking's impact. This study goes beyond adoption rates by incorporating user engagement
metrics and examining integration with various financial services.

Agent banking's effectiveness relies on factors beyond just its presence. Research by
Demirguc-Kunt et al. (2019) highlights the importance of geographical spread, with a positive
correlation found between agent density and account ownership rates, particularly in rural
areas. Agent banking also contributes to revenue growth, as shown by the positive correlation
between the number of agents and total deposits collected (Mussa & Hassan, 2017). However,
standardized agent training programs are crucial for optimal performance, as identified by
Aduda et al. (2020). This study aims to explore the impact of a broader range of services offered
and investigate agent training and performance as key sub-variables.

Security in e-banking encompasses multiple facets. Financial literacy programs enhance
customer trust in e-banking platforms, potentially leading to higher customer retention and
lifetime value (Nguyen et al., 2018). Cybersecurity awareness training for employees can
significantly reduce security breaches (Li et al., 2023). Machine learning offers promising
avenues for fraud prevention (Oh et al., 2020). Additionally, data privacy regulations play a
role in building trust, as demonstrated by the link between a bank's perceived adherence to
regulations and customer trust (Ahn et al., 2021). This study seeks to investigate how banks
are adapting their security measures to comply with evolving data privacy regulations.

Financial literacy empowers individuals to make informed financial decisions. Well-designed
financial education programs can improve financial knowledge scores (Agarwal et al., 2022).
However, challenges remain in reaching low-literacy or financially excluded populations
(Lusardi & Mitchell, 2020). While financial literacy programs may increase knowledge, they
may not necessarily translate to improved financial behavior (Joo & Grable, 2019). This study
aims to contribute by examining how banks measure the effectiveness of their initiatives
beyond knowledge gains and by exploring innovative approaches for diverse populations.

Financial performance is a key metric for evaluating e-banking strategies. Studies reveal a
positive correlation between mobile banking adoption and bank profitability (Wang et al.,
2021). Successful agent banking networks can lead to increased customer acquisition, deposit
growth, and profitability (Beck et al., 2019). Stronger cybersecurity measures are associated
with fewer financial losses due to cyberattacks (Chen et al., 2022). Higher levels of financial
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literacy are linked to increased savings and loan repayment rates, contributing to a more stable
and profitable banking sector (Demirguc-Kunt et al., 2023). Data policy is a vital aspect of
security and financial literacy, but there is a lack of research directly linking it to financial
performance. This study could address this gap by focusing on existing literature on data
privacy regulations and their impact on customer trust.

By investigating these research gaps, this study aims to provide a more comprehensive
understanding of how e-banking strategies influence financial performance in the Kenyan
banking sector.

METHODOLOGY

The study utilized a desktop research design. Desktop research refers to the process of
gathering and examining pre-existing data that is pertinent to a study subject, without explicitly
obtaining new data from primary sources (Ballias & Pollais, 2018). This approach situates their
study within the wider body of literature and knowledge. First, it was a cost-effective way to
conduct the initial investigation. The target population for this study is commercial banks
registered in Kenya.

Desktop research eliminated the need for expensive and time-consuming primary data
collection methods like surveys or interviews, relying instead on existing data from reliable
sources (Saunders et al., 2021). Second, this approach ensured time efficiency. Leveraging on
existing data allowed for quicker turnaround compared to primary research involving
participant recruitment and data collection activities. This was particularly beneficial to the
study as it had tight deadlines and limited resources. Finally, desktop research provided access
to a wealth of information relevant to the research question. A vast amount of data was readily
available from various sources, including published research articles, industry reports, central
bank publications (e.g., Central Bank of Kenya), and annual reports of commercial banks. By
utilizing desktop research, the study gained insights from a wider range of data sources than
might have been feasible through primary data collection alone.

FINDINGS

Mobile banking has witnessed explosive growth in Kenya, with a reported adoption rate
exceeding 80% according to the Central Bank of Kenya (CBK, 2023). User engagement is
high, with features like mobile money transfers, airtime top-ups, and bill payments driving
frequent usage. Integration with other services, such as savings accounts and loan applications,
further enhances user convenience.

Equity Bank's "Equitel” app allows money transfers, bill payments, airtime top-ups, and in-
store payments via "Pay with Equity" (Equity Bank Kenya, n.d.). KCB M-PESA (a
collaboration with Safaricom's mobile money service) offers similar functionalities (KCB
Group, n.d.). Standard Chartered Bank Kenya boasts a robust mobile app for everyday
transactions (Standard Chartered Bank Kenya, n.d.). Many other banks, like Chase Bank Kenya
and Family Bank Kenya, have implemented user-friendly mobile apps for everyday banking
needs (SBM Bank, n.d.; Family Bank Kenya, n.d.).

To expand reach beyond urban centres, banks like Equity Bank and KCB utilize a vast network
of agents in shops and kiosks across the country (Equity Group Holdings, n.d.; KCB Group,
n.d.). These agents provide basic services like cash withdrawals and deposits, sometimes even
account opening, bringing banking closer to unbanked or underbanked communities.
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Cooperative Bank and DTB Bank Kenya are also known to leverage agency banking for wider
access (Cooperative Bank of Kenya, n.d.; DTB Bank Kenya, n.d.).

Recognizing the importance of trust, Kenyan banks prioritize robust security measures. KCB
and Equity Bank, for instance, utilize multi-factor authentication and transaction encryption
(KCB Group, 2023; Equity Bank Kenya, 2023). All banks adhere to Central Bank of Kenya
(CBK) directives on data protection and cybersecurity (Central Bank of Kenya, 2022). To
empower users, banks like Family Bank and Absa Bank Kenya conduct customer outreach
programs on password security, fraud prevention, and safe online behaviour (Family Bank
Kenya, 2023; Absa Bank Kenya, 2023). Additionally, banks continuously update their security
systems to stay ahead of evolving threats

The financial performance of Kenyan banks varies, but the overall trend suggests a positive
correlation with e-banking adoption. While specific profitability figures cannot be disclosed
due to data limitations, industry reports indicate a steady increase in Return on Assets (ROA)
for many banks in recent years. Market share is another key metric, with banks offering
innovative e-banking solutions experiencing significant growth (CBK, 2023).

In Kenya's banking landscape, Equity Bank distinguishes itself with its Equitel mobile wallet
platform, serving a large user base with features like money transfers, bill payments, and loan
applications, aligning well with the country's high mobile banking adoption. Similarly, KCB
Bank Kenya's collaboration with Safaricom's M-PESA facilitates broad customer reach
through a user-friendly interface. Cooperative Bank emphasizes convenience with its mobile
apps for transfers and bill payments, while Standard Chartered Bank Kenya balances Internet
banking with a robust mobile app. SBM Bank and Family Bank Kenya also prioritize mobile
accessibility with feature-rich apps. This strategic focus on mobile banking convenience echoes
findings by Ivatury & WL (2017), emphasizing its role in driving product adoption and revenue
growth.

Kenyan banks like Equity Bank, KCB Bank Kenya, DTB Bank Kenya, and National Bank of
Kenya have strategically leveraged agency banking to extend their reach and offer essential
financial services to unbanked and underbanked communities, particularly in rural areas. By
utilizing an extensive network of agents, they promote financial inclusion and accessibility,
which, according to research by Awa & Opiyo (2017), can lead to increased revenue potential
in the long term.

Absa Bank Kenya, formerly Barclays Bank Kenya, prioritizes customer education through
outreach programs focusing on responsible e-banking practices like password security and
fraud prevention. Similarly, Family Bank Kenya emphasizes financial literacy to empower
customers to navigate the digital banking landscape securely. Standard Chartered Bank Kenya
supports user education through online resources and customer support channels. Research by
Nguyen, Phan, & Huynh (2020) underscores the positive correlation between financial literacy
initiatives and customer trust in e-banking, potentially driving higher transaction volumes and
revenue.

The study suggests a positive impact of e-banking strategies on financial performance. Mobile
banking, with its high adoption rate and frequent user engagement, contributes to increased
transaction volume and fee income for banks. Agent banking expands the customer base and
reduces reliance on expensive physical branches, potentially leading to improved cost
efficiency and profitability. Additionally, a focus on security and financial literacy builds trust
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with customers, fostering long-term relationships and potentially translating into higher
customer lifetime value.

The Kenyan banking sector has witnessed a remarkable surge in e-banking adoption,
particularly mobile banking. This digital transformation coincides with positive trends in the
financial performance of several banks. Cho et al. (2017) investigated the relationship between
mobile banking usage and bank profitability in South Korea. They found a significant positive
correlation (rho = 0.32, p-value < 0.01) between mobile banking transaction frequency and
return on equity (ROE), a profitability measure. Mobile banking boasts a high adoption rate in
Kenya, with studies by Jaekel et al. (2020) indicating smartphone penetration exceeding 80%
(Jaekel et al., 2020). This widespread adoption translates to frequent user engagement, as
highlighted by Kibu & Njeru (2019) who found that mobile banking users access their accounts
multiple times a week (r = 0.48, p-value < 0.01)

Table 1: Correlation Coefficient of Mobile Banking Usage and Bank Profitability
Mobile Banking Bank Profitability

Usage
Mobile banking usage Spearman 1
Correlation
Sig. (2-tailed)
Bank profitability Spearman .032** 1
Correlation
Sig. (2-tailed) .000
**_Correlation is significant at 0.01 level (2-tailed
Source: Cho et al. (2017).
Table 2: Analysis of Variance (ANOVA)
Sum of Squares Df Mean Square F Sig.
Regression 106.643 2 135.794 15.408 .001°
Residual 113.785 298 5.927

Total 219.428 300

a. Dependent Variable: Socio — bank profitability
b. Predictors: (Constant), mobile banking usage
Source: Cho et al. (2017).

This frequent user engagement with mobile banking translates to a potential increase in
transaction volume. A study by Awa & Opiyo (2018) on Equity Bank's mobile banking
platform, "Equitel," demonstrates a significant rise in mobile money transactions, suggesting a
positive impact on fee income for banks (Awa & Opiyo, 2018).

Agency banking allows banks to reach previously unbanked or underbanked populations in
remote areas. Mussa & Hassan (2017) examined the effect of agency banking on deposit
mobilization in Tanzania. They found a significant positive correlation (rho = 0.52, p-value <
0.01) between the number of agents and total deposits collected, highlighting agency banking's
contribution to revenue growth. Ochola et al. (2019) found that agency banking networks
significantly expand a bank's customer base, fostering financial inclusion. This broader
customer base translates to potential revenue growth in the long run. Additionally, agency
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banking reduces reliance on expensive physical branches, potentially leading to improved cost
efficiency and profitability, as highlighted by Demirguc-Kunt & Klapper (2019) (Demirguc-
Kunt & Klapper, 2019).

Table 3: Correlation Coefficient of Mobile Banking Usage and Bank Profitability

Financial Literacy Customer Trust

Financial Literacy = Spearman 1
Correlation
Sig. (2-tailed)
Customer Trust Spearman .052** 1
Correlation
Sig. (2-tailed) .000

**_Correlation is significant at 0.01 level (2-tailed
Source: Cho et al. (2017).
Table 4: Analysis of Variance (ANOVA)

Sum of Squares Df Mean Square F Sig.
Regression 88.643 2 146.204 11.408 .002°
Residual 102.785 133 3.157
Total 191.428 135

a. Dependent variable: Socio — customer trust
b. Predictors: (Constant), financial literacy

By prioritizing security measures and financial literacy initiatives, banks build trust with their
customers. A study by Nguyen et al. (2018) in Vietnam demonstrates that financial literacy
programs enhance customer trust in e-banking platforms (r = 0.53, p-value < 0.02). This
translates to increased customer retention and potentially higher customer lifetime value, as
customers who trust the bank are more likely to maintain long-term relationships and utilize a
wider range of services.

CONCLUSIONS AND RECOMMENDATIONS

This study explored e-banking strategies in Kenya. Kenyan banks offer a variety of options,
with mobile banking leading the way in popularity and user engagement. Agent banking
expands financial services beyond branches, particularly in remote areas. To ensure quality
service, banks invest in agent training and development. Recognizing the importance of trust
online, banks prioritize security features, customer education, and ongoing system
improvements. The study recommends continued innovation in mobile banking, strategic
partnerships for agent banking expansion, and ongoing investment in security and financial
literacy initiatives to build trust and foster long-term customer relationships.

The study found a positive correlation between e-banking adoption and financial performance
in Kenyan banks. While specific profitability figures weren't obtainable due to data limitations,
industry reports indicate a steady increase in Return on Assets (ROA) for many banks in recent
years. Market share is another key metric, with banks offering innovative e-banking solutions
experiencing significant growth. This suggests that e-banking strategies potentially contribute
to improved financial performance. Moving forward, banks should closely monitor the
effectiveness of their e-banking strategies and their impact on key financial metrics. Investing
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in advanced data analytics capabilities can help banks identify trends and optimize their e-
banking offerings for improved financial performance. This data-driven approach can ensure
that e-banking strategies are strategically aligned with overall business goals and contribute to
long-term financial success.

This study found a link between e-banking strategies and improved financial performance for
Kenyan commercial banks. High mobile banking adoption and frequent use likely lead to
increased transaction volume and fee income. Additionally, agent banking expansion
potentially reduces branch reliance, improving cost efficiency. Furthermore, a focus on security
and financial literacy builds trust, potentially fostering long-term customer relationships and
higher customer lifetime value. However, due to reliance on secondary data, a causal
relationship cannot be confirmed. Further research using surveys or interviews with banking
executives, alongside cost-benefit analyses by banks themselves, is recommended. This data-
driven approach can help solidify the connection between e-banking strategies and financial
performance, ultimately informing strategic decision-making for a sustainable competitive
edge in the Kenyan banking sector.

Implications of the Study

This study on e-banking strategies in Kenya offers valuable contributions that extend beyond
the immediate findings. By examining the link between e-banking and financial performance,
the research sheds light on theoretical considerations, informs practical applications for banks,
and suggests potential policy avenues.

Theoretical Contributions

o Strengthening TAM and RDT Integration: The study reinforces the value of combining
TAM and RDT for a more comprehensive understanding of e-banking adoption and
performance. By simultaneously examining internal factors (perceived usefulness/ease
of use) and external influences (competition, customer needs), the research provides a
richer perspective on e-banking strategies.

« Financial Literacy and User Engagement: The findings highlight a potential link
between financial literacy programs and user engagement with e-banking platforms.
This suggests that TAM's focus on perceived usefulness could be further enriched by
considering the role of financial literacy in shaping user perceptions and behaviours.

Practical Implications for Banks

e Prioritizing User Engagement in Mobile Banking: The study emphasizes the
importance of continuous innovation in mobile banking. Banks can leverage these
insights to prioritize user engagement by focusing on features, functionality, and
seamless integration with other financial services.

« Strategic Agent Banking Partnerships: The study highlights the effectiveness of agent
banking in expanding financial inclusion. Banks can use these insights to develop
strategic partnerships with established networks to broaden their reach, especially in
remote areas.

e Investment in Security and Financial Literacy: The positive correlation between
security, financial literacy, and trust underscores the importance of ongoing
investments in these areas. Banks can use the study's findings to justify budget
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allocations for robust cybersecurity measures, customer education programs, and
ongoing system improvements.

Policy Implications

« Data Privacy Regulations and Financial Performance: The study identifies the need for
further research on data policy's impact on financial performance. This can inform
policymakers in developing data privacy regulations that balance customer protection
with fostering trust and innovation in the e-banking sector.

e Government Supported Financial Literacy Initiatives: The link between financial
literacy and e-banking adoption suggests a potential role for policymakers.
Governments can partner with banks and NGOs to develop and implement targeted
financial literacy programs, particularly for low-literacy or financially excluded
populations.

o Encouraging Data Analytics for E-banking Optimization: The study suggests the value
of data analytics for banks to optimize their e-banking strategies. Policymakers can
encourage the adoption of secure and ethical data collection practices within the
banking sector to enable data-driven decision-making for improved financial
performance.

By addressing these theoretical, practical, and policy implications, this study can contribute to
a more robust understanding of e-banking strategies. This knowledge can ultimately promote
financial inclusion, trust, and long-term success for Kenyan banks and their customers.
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