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Abstract : Commercial banks play a crucial role in mobilizing financial resources for investment and
wealth creation. In Kenya, technological advancements have driven the adoption of electronic banking (e-
banking), including internet banking, mobile banking, card banking, and point-of-sale (POS) banking.
While these innovations enhance operational efficiency, they also require significant financial investments.
This study examines the impact of e-banking on the profitability of commercial banks in Kenya. A
descriptive research design was adopted, analyzing data from 2018 to 2022 across 39 commercial banks.
Both primary and secondary data were utilized, with a regression model applied to determine the
relationship between e-banking variables and profitability. The findings indicate that mobile banking and
internet banking positively and significantly impact profitability, while card banking and POS banking show
an insignificant relationship. The study suggests that commercial banks should strategically enhance
competitive e-banking channels and explore integration between mobile and internet banking for improved
profitability.
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1. INTRODUCTION

1.1 Background of the Study

Commercial banks serve as key financial intermediaries, mobilizing resources for economic development.
The banking industry in Kenya has increasingly adopted e-banking to enhance service delivery and
profitability. However, the high cost of technological infrastructure necessitates a careful evaluation of its
impact on financial performance. Given the competitive nature of banking, financial institutions must ensure
that their investments in technology translate into improved profitability. This study seeks to assess the
effect of various e-banking services on the profitability of commercial banks in Kenya.

1.2 Statement of the Problem

Technological advancements have led to increased adoption of e-banking among commercial banks in
Kenya. While e-banking improves efficiency and customer satisfaction, it also demands substantial financial
investments in infrastructure, maintenance, and security. Despite these costs, the extent to which e-banking
contributes to bank profitability remains unclear. This study aims to bridge this knowledge gap by
examining the relationship between e-banking services and the financial performance of commercial banks
in Kenya.

1.3 Research Objectives

To evaluate the effect of internet banking on the profitability of commercial banks in Kenya.
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To assess the impact of mobile banking on bank profitability.
To determine the influence of card banking on profitability.
To examine the relationship between POS banking and commercial bank profitability.

1.4 Research Questions

What is the effect of internet banking on the profitability of commercial banks in Kenya?

How does mobile banking influence the profitability of commercial banks?

What is the impact of card banking on bank profitability?

How does POS banking relate to commercial bank profitability?

1.5 Significance of the Study

This study is beneficial to multiple stakeholders, including:

Commercial Banks: Provides insights into the profitability of e-banking services, aiding in strategic
decision-making.

Regulatory Authorities: Helps institutions such as the Central Bank of Kenya (CBK) understand the impact
of e-banking on the financial sector.

Academia and Researchers: Adds to existing literature on e-banking and profitability, forming a basis for
future studies.

1.6 Scope of the Study
The study focuses on 39 commercial banks in Kenya and covers the period from 2018 to 2022. It examines
four major e-banking services: internet banking, mobile banking, card banking, and POS banking.

1.7 Limitations of the Study

The study may face challenges such as limited access to proprietary financial data from banks and
reluctance from respondents to disclose sensitive financial information. Additionally, technological
advancements beyond the study period may influence the findings.

2. Literature Review
2.1 Theoretical Framework

This study is supported by several theories that explain the adoption and impact of e-banking on financial
institutions:

e Innovation Theory of Profits: Suggests that firms adopting new technologies gain a competitive
advantage, leading to higher profitability.

e Technology Acceptance Model (TAM): Explains how perceived ease of use and usefulness
influence the adoption of electronic banking.

e Theory of Planned Behavior (TPB): Highlights the role of intention, subjective norms, and
perceived behavioral control in the adoption of e-banking services.

« Innovation Diffusion Theory (IDT): Discusses how innovations are communicated and adopted
within an organization or industry.

e Self-Determination Theory: Emphasizes motivation as a key factor in the adoption of new
technologies.

2.2 Empirical Review
Several studies have examined the impact of electronic banking on profitability:

« Internet Banking and Profitability: Research shows that banks investing in internet banking
experience improved efficiency and increased customer base, leading to higher revenues.
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« Mobile Banking and Profitability: Studies indicate a strong positive correlation between mobile
banking adoption and financial performance, particularly in emerging markets.
o Card Banking and Profitability: Empirical evidence suggests that while card banking enhances
convenience, it has mixed effects on profitability due to transaction costs.
e« POS Banking and Profitability: Studies indicate that POS banking contributes to revenue
generation but is often limited by infrastructure challenges.
2.3 Conceptual Framework
The conceptual framework illustrates the relationship between e-banking services and profitability. It
identifies independent variables (internet banking, mobile banking, card banking, and POS banking) and
their potential effects on the dependent variable (profitability of commercial banks).
3. Research Methodology
3.1 Research Design
This study employs a descriptive research design to analyze the relationship between electronic banking and
profitability among commercial banks in Kenya. The design allows for the collection of quantitative data to
establish patterns, relationships, and trends.
3.2 Target Population

The study focuses on 39 licensed commercial banks in Kenya. These institutions were selected due to their
active involvement in electronic banking services.

3.3 Sampling Technique and Sample Size

A census approach was used, covering all 39 commercial banks in Kenya. This method ensures
comprehensive coverage and accurate findings.

3.4 Data Collection Methods
e Primary Data: Collected through structured interviews with senior banking officials.
e Secondary Data: Obtained from commercial banks’ annual financial statements and the Central
Bank of Kenya’s (CBK) Annual Bank Supervision Reports.
3.5 Data Analysis Techniques

Data was analyzed using descriptive and inferential statistics. A regression model was applied to establish
the relationship between electronic banking and profitability.

3.6 Diagnostic Tests
To ensure the validity of the regression model, the following tests were conducted:
« Normality of Distribution Tests
e Multicollinearity Tests
e Homoscedasticity Tests

3.7 Ethical Considerations

To address ethical concerns, confidentiality was maintained, and respondents provided informed consent.
The study also obtained research authorization from Kenyatta University and NACOSTI.

4. RESULTS AND DISCUSSION
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4.1 Introduction
This chapter discusses the findings of this study determining the effect of electronic banking on the
profitability of Kenyan commercial banks. Data was standardized to mimic a 5-point Likert scale. The study
employed exploratory data summary, descriptive analysis, and inferential analysis for hypothesis testing.
This chapter also includes diagnostic tests and an empirical literature comparison.

4.2 Exploratory Data Summary
4.2.1 Age and Gender Distribution of Respondents

The data collected was categorized by age and gender. The distribution of respondents is presented in Table
4.1.

Table 4.1: Respondents’ Age and Gender Distribution

Age Group Male Female Total

<30 4 2 6
31-40 7 6 13
41-50 4 7 11
>50 - - 9
Total 20 19 39

Source: Research data (2024)
Statistical analysis indicated an insignificant sampling bias, confirming a balanced representation.

4.3 Descriptive and Inferential Analyses
4.3.1 Descriptive Statistics

The mean and standard deviation of key study variables are presented in Table 4.5.
Table 4.5: Descriptive Statistics

Variable Mean Std. Deviation

POS Banking 2.68 0.86

Card Banking 2.74 0.84

Internet Banking 2.74 0.84

Mobile Banking 2.69 0.87

Profitability 295 1.17

Source: Researcher (2024)

4.4 Diagnostic Tests
4.4.1 Normality Test
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Shapiro-Wilk test results confirmed that data was normally distributed (p > 0.05 for all variables).
4.4.2 Multicollinearity Test

Variance Inflation Factor (VIF) results confirmed no multicollinearity (VIF < 10 for all variables).
4.4.3 Heteroscedasticity Test

Breusch-Pagan test results indicated no heteroscedasticity (p > 0.05), validating the use of regression
modeling.

4.5 Regression Analysis
A multiple regression analysis was conducted to determine the impact of e-banking on profitability.
4.5.1 Model Summary
R2? = 0.679, indicating that e-banking variables explain 67.9% of profitability variations.
4.5.2 Hypothesis Testing
Mobile Banking: Significant positive effect on profitability (p = 0.019)
Internet Banking: Significant positive effect (p = 0.037)

Card Banking: Insignificant effect (p = 0.226)
POS Banking: Insignificant effect (p = 0.431)

Regression equation:
Profitability = 3.558 + 0.755(MBB) + 0.641(INTB) + 0.220(POSB) + 0.065(CARDB)
5. Conclusion and Recommendations

5.1 Introduction

This chapter provides a comprehensive overview of the entire study. Additionally, it presents conclusions,
policy recommendations, and suggestions for future research.

5.2 Summary of the Study

The primary objective of this research was to assess the influence of electronic banking on the profitability
of licensed Kenyan commercial banks. The study analyzed the effects of Mobile banking, Internet banking,
POS banking, and Card banking on bank profitability, testing four hypotheses at a 5% significance level.

Guided by Innovation Theory of Profits, TAM, Theory of Planned Behavior, Innovation Diffusion Theory,
and Self-Determination Theory (SDT), this study followed an explanatory research design. Data covering
the period from 2018 to 2022 for 39 licensed commercial banks in Kenya was analyzed using multiple
linear regression. Diagnostic tests included multicollinearity, heteroscedasticity, and normality tests, and
data was collected via structured capture sheets. Instrument validity and reliability were confirmed using
factor analysis and Cronbach’s Alpha.

Findings revealed that:

« Mobile Banking significantly contributes to commercial bank profitability by expanding customer
engagement and increasing transaction volumes.

o Internet Banking was also statistically significant, enhancing banking transactions and generating
revenue.
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« Card Banking had an insignificant effect on profitability, suggesting limited contribution.
e POS Banking also showed an insignificant relationship, warranting further exploration.

Overall, Mobile and Internet banking had significant positive effects, while POS and Card banking had
positive but insignificant effects.

5.3 Conclusion

Kenya’s commercial banking sector is vital to economic development. Profitability remains a key
determinant of success, especially in a competitive and technologically evolving environment.

The study concludes that:

« Mobile Banking has a significant positive impact on profitability. Banks should enhance
connectivity to increase transaction volumes and service charges.

e Internet Banking is crucial to profitability, as online transactions generate revenue. Banks should
ensure customer adoption and seamless account-linking.

o Card Banking has an insignificant effect, requiring further investment in usability and customer

adoption strategies.
e POS Banking contributes minimally to profitability, suggesting a need for infrastructure and
adoption improvements.

Moreover, competition exists among e-banking channels, particularly between:

e Mobile banking vs. Internet banking
e Internet banking vs. POS banking
e POS banking vs. Card banking

This highlights the need for channel-based strategic planning to optimize profitability.
5.4 Policy Recommendations
Based on the findings, the study recommends:

1. Enhancing Multi-Channel Banking Strategies — Integrate all e-banking platforms for seamless
service and profitability.

2. Investment in High-Impact Channels — Focus on Mobile and Internet banking infrastructure to
maximize adoption and financial returns.

3. Regulatory and Technological Innovations — Strengthen regulatory frameworks and technology
investments to increase Card and POS banking acceptance.

4. Competitive Strategy Development — Develop strategies to balance competition and
complementarity among banking channels.

5.5 Suggestions for Further Research
This study recommends:
e Investigating mobile money banking and profitability to determine factors affecting this

relationship.
o Exploring integration between mobile and internet banking for improved efficiency and

profitability.
e Replicating this study in other developing countries to compare findings and validate results.
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