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ABSTRACT 

This study sought to establish effect of agent banking on the performance of Small and Medium Enterprises 

in Kisumu County, Kenya. The study was based on a target survey of 3680 Small and Medium Enterprises. The 

study was guided by the following specific objectives: To determine the effect of frontline customer services 

on the performance of SMEs in Kisumu County; To examine how intermediary banking transaction by agent 

bank affect performance of SMEs in Kisumu County; To establish how account opening services by agent 

bank influence the performance of SMEs in Kisumu County and to examine how loan application services by 

agent bank influence performance of SMEs in Kisumu County. The study adopted a descriptive survey and a 

stratified sampling technique method was used and data was collected through the use of questionnaires. A 

pilot study was conducted to pretest the validity and reliability of instruments for data collection. The data 

was analyzed by use of both qualitative and quantitative methods with the help of Statistical Package for 

Social Sciences (SPSS) version 23 and excel. The correlation and regression analysis was used to establish the 

direction and strength of the relationship of the variables at 5% level of significance. The study established 

that R2 in the model was .556 meaning that all independent variables (Frontline customer services, 

Intermediary bank transaction services, Account opening services, and Loan application services) contribute 

55.6% to the total variability in the dependent variable (Performance of SMEs). However, beta coefficient 

results revealed that only Intermediary bank transaction services and Account opening services were 

statistically significant. This therefore implied that SMEs should mainly focus on Intermediary bank 

transaction services and Account opening services as they significantly influence their performance. 
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INTRODUCTION 

Agency banking refers to contracting of a retail or 

postal outlet by a financial institution or a mobile 

network operator to process bank clients’ 

transactions. It is different from a branch teller, 

since it is the owner or an employee of the retail 

outlet who conducts the transactions, ranging 

from deposits, withdrawals, funds transfers, bill 

payments, account balance inquiry, receiving 

government benefits, or direct deposits from 

employers. Banking agents may include 

pharmacies, supermarkets, convenience stores, 

lottery outlets and post offices (CGAP, 2006). 

Agency banking has dramatically reduced the cost 

of delivering financial services to unreached 

people. The cost reduction creates the 

opportunity to significantly increase the share of 

the population with access to formal finance and, 

in particular, in rural areas where many people in 

developing countries live (Lyman, Pickens, and 

Porteous, 2008). Development of agency banking 

is expected to lead to an improved financial 

performance of SMEs sector business. According 

to Ivantury (2006), agency banking can benefit the 

users of the service by lowering transaction cost, 

longer opening hours, shorter lines than in 

branches, more accessible for illiterates and the 

very poor who might feel intimidated in branches, 

to the agency; increased sales from additional 

foot-traffic, differentiation from other businesses, 

reputation from affiliation with well-known 

financial institutions, additional revenue from 

commissions and incentives, increased customers 

base and market share by banks, increased 

coverage with low-cost solutions in areas with 

potentially less number and volume of 

transactions, increased revenue from additional 

investments, interest and fee income, improved 

indirect branch productivity by reducing 

congestion. 

Globally, the trend of agent banking is evident. In 

many nations, such as in Australia where post 

offices are used as bank agents, France utilizing 

corner stores, Brazil making use of lottery outlets 

to provide financial services, Kenya pioneering the 

mobile financial services, Nigeria, South Africa and 

the Philippines (Siedek, 2008).Retail outlets are 

forced to extend their limited sources of financing 

in a bid to meet the regulations so as to fulfill the 

legal requirements necessary to operate as 

banking agents. Such requirements usually involve 

having a specific level of capital investment to 

assure the regulators of the sustainability of the 

venture. The inability of the retail outlets to fulfill 

these requirements prevents the expansion of 

retail banking to areas of low-income earners. 

Unless the tight regulations are eased, few retail 

outlets would be able to meet the standards 

required by the policy makers (Ivatury& Lyman, 

2006). 

In South America like other continents, agent 

banking is quickly becoming recognized as a viable 

strategy in many countries for extending formal 

financial services into poor and rural areas. In 

recent years, agent banking has been adopted and 

implemented with varying degrees of success by a 

number of developing countries, particularly in 

Latin America. Brazil is often recognized as a 

global pioneer in this area since it was an early 

adopter of the model and over the years has 

developed a mature network of agent banks 

covering more than 99% of the country’s 

municipalities. Other countries in Latin America 

have followed suit, including Mexico (2009), Peru 

(2005), Colombia (2006), Ecuador (2008), 

Venezuela (2009), Argentina (2010), and Bolivia 

(2006)(Alliance for Financial Inclusion,2012).  

In Asia, the Filipino government’s commitment to 

extending financial services to unbanked low-

income populations has immensely contributed to 

making the Philippines a world leader in 

branchless agent banking services (Seltzer, 

2010).Agent banking involves a mix of 

technologies that enable the financial institutions 

to keep track of the transactions done by the 

retail outlet. These technologies include point-of-

sale (POS) card readers, mobile phones, barcode 
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scanners to scan bills for bill payment 

transactions, Personal Identification Number (PIN) 

pads, and personal computers (PCs) that connect 

with the financial institution’s server using a 

personal dial-up or other data connection. All 

these technologies require both technical 

expertise and a substantial capital investment in 

the acquisition of the technological equipment. 

Studies have shown that this has been and 

continues to be a challenge to the retail outlets 

that have limited capital (Ivatury, 2006). 

The introduction of agency banking in Kenya was 

meant to facilitate and enhance access to 

affordable financial services especially to the 

poor, low-income households and micro and small 

enterprises, which largely comprise those 

segments which are un-served and under-served 

by the financial sector. This was based on the 

promise that financial access leads to widespread 

economic development; and hence the 

development of the financial sector is seen as 

essential to the realization of Vision 2030. In fact, 

the realization of Vision 2030 goals hinges upon 

widening financial access and use of affordable 

financial services and products by a majority of 

the Kenyan population (FSD, 2013). 

Statement of the Problem 

Agency banking has increasingly gained 

importance in both developed and developing 

countries over the last decade. According to CGAP 

(2011), agent banking as a replica has been 

instrumental in boosting the commercial banks’ 

performance in most developing states. Further, 

achievement stories have been witnessed in Peru, 

Columbia, India and Brazil. In addition, Njuki 

(2012) states that, in Kenya agent banking has 

enabled banks to increase profits and spread out 

financial services. Nonetheless, the agent banking 

penetration is currently estimated to have 33% 

(Musau, 2013). The uptake of agent banking in 

Kenya has not been well appreciated by the target 

beneficiaries who include the SMEs. In Kisumu 

scenario, according to Economic Survey (2009), 

only 6% of SMEs are taking up bank agent 

services. Though several research studies have 

been done on agent banking with emphasis on 

relationship between agency banking and 

financial performance of commercial banks and 

on a new agent model, few of these studies focus 

on the performance of SMEs (Aduda et al., 2014). 

There is little empirical evidence on the effect of 

agent banking services on the performance of 

SMEs in Kisumu County which portray a gap in 

knowledge that is required to be filled hence the 

focus of this study. Therefore this study, will 

establish the effect of agent banking on the 

performance of small and medium enterprises in 

Kisumu County, Kenya. 

 

Objectives of the Study 

The purpose of the study was to establish effect 

of agent banking on the performance of Small and 

Medium Enterprises in Kisumu County, Kenya. The 

specific objectives were: 

 To determine the effect of frontline customer 

services on the performance of SMEs in 

Kisumu County. 

 To examine how intermediary banking 

transaction affect performance of SMEs in 

Kisumu County. 

 To establish how account opening services 

influence the performance of SMEs in Kisumu 

County. 

 To examine how loan application services 

affect performance of SMEs in Kisumu County. 

LITERATURE REVIEW 

Theoretical Framework 

Financial Intermediation Theory 

Financial intermediation is a process which 

involves surplus units depositing funds with 

financial institutions who then lend to deficit 

units. Bisignano (1992) identified that financial 

intermediaries can be distinguished by four 

criteria. First, their main categories of liabilities or 

deposits are specified for a fixed sum which is not 

related to the performance of a portfolio. Second, 
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the deposits are typically short-term and of a 

much shorter term than their assets. Third, a high 

proportion of their liabilities are cheque able 

which can be withdrawn on demand and fourthly, 

their liabilities and assets are largely not 

transferable. The most important contribution of 

intermediaries is a steady flow of funds from 

surplus to deficit units. Diamond and Dybvig 

(1983) analyses the provision of liquidity that is 

transformation of illiquid assets into liquid 

liabilities by banks. In their model identical 

investors or depositors are risk averse and 

uncertain about the timing of their future 

consumption need without an intermediary all 

investors are locked into illiquid long term 

investments that yield high pay offs to those who 

consume later. 

 According to Scholtens and van Wensveen 

(2003), the role of the financial intermediary is 

essentially seen as that of creating specialized 

financial commodities. These are created 

whenever an intermediary finds that it can sell 

them for prices which are expected to cover all 

costs of their production, both direct costs and 

opportunity costs. Financial intermediaries exist 

due to market imperfections. As such, in a 

‘perfect’ market situation, with no transaction or 

information costs, financial intermediaries would 

not exist. Numerous markets are characterized by 

informational differences between buyers and 

sellers. In financial markets, information 

asymmetries are particularly pronounced. 

Borrowers typically know their collateral, 

industriousness, and moral integrity better than 

do lenders. On the other hand, entrepreneurs 

possess inside information about their own 

projects for which they seek financing (Leland and 

Pyle, 1977). Moral hazard hampers the transfer of 

information between market participants, which 

is an important factor for projects of good quality 

to be financed. This theory supports intermediary 

banking transaction on performance of SMEs. 

Entrepreneurial Theory 

The concept of entrepreneurial individuals with 

distinguishing characteristics is central to 

entrepreneurial theory. Early research found that 

the need to achieve was the principal determinant 

of entrepreneurial behavioural orientation. 

Subsequent research has shown that it is related 

to independence orientation, risk-taking 

propensities, perception of control and 

entrepreneurship education (Cooper 1986; Miller 

and Friesen 1982). The need to achieve reflects 

individuals’ orientation, willingness, and drive for 

satisfaction or a sense of accomplishment. This is 

demonstrated by the exertion of intense, 

prolonged, and repeated efforts to accomplish 

something difficult, whether by skill, practice, or 

perseverance. This is accomplished by a future-

oriented dedication to the task, involving 

prioritization of accomplishing the task and 

frequently sacrificing other activities and personal 

time. This theory relates to influence of basic 

financial education on performance of SMEs. 

Market Orientation Theory 

Market orientation theory holds that the key to 

achieving organizational goals is being more 

effective than competitors in integrating 

marketing activities to determine the needs of 

target markets (Kotler, 1999) Firms with better 

understanding of their customers, competitors 

and environment have a competitive edge. 

Enterprises should thus strive to understand 

customer needs which should then be translated 

into products or services. To achieve this, 

enterprises need market information to 

effectively market its products. Market research 

and consumer analysis are important to enable 

firms meet their customer needs to remain 

competitive. Market orientation aims at delivering 

superior customer value. There is a positive 

relationship between internet banking and firm 

performance (KIPPRA, 2006).  

Evolutionary systems change theory 

Evolutionary systems change theory which argues 

that the ability of a firm to survive and succeed 

depends upon its ability to search for and respond 
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to the needs of the market niches. However 

market systems are dynamic, changing in 

response to evolving needs and the behavior of 

competitors; making the market system to be in a 

continuous shift towards disequilibrium. Firms 

thus need to adapt to the new environment and 

find a competitive edge through improvements, 

maintaining high quality, selecting strategic 

market sites, promoting products and services, 

identifying niche markets and access other 

markets outside their localities.  

Conceptual Framework 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: Conceptual Framework 

 

Frontline customer services 

The major reason for the introduction of agency 

banking in many nations of the world is that it is 

seen as a way of reaching the unbanked. The 

unbanked can simply be described as those 

individuals that do not have any form of account 

with a bank. Anderson (2007) defined the 

unbanked as “diverse group of individuals who 

remain outside the banking mainstream for many 

reasons. Guatam (2008) stated that Africa has 

about 230 million unbanked households. In the 

same vein, Ladipo (2008) revealed a survey 

carried out by EFINA that cuts across all the states 

of Nigeria over a five year period and with a 

sample based on national integrated survey of 

households, that 74% ( which is equivalent to 64 

million people) of the adult population in the 

country have never been banked. 

Chong (2008) also stated that low-income earners 

see themselves as incredible for bank accounts. 

According to Anderson (2007), people remain 

unbanked in the U.S due to reasons which 

include: lack of understanding about the banking 

system, expectations for having a bank account, 

and lack of documentation needed to open a bank 

account. One of the most accepted solutions to 

this problem is the shift from the branch based 

banking system to the adoption of the branchless 

banking system. Guatam (2008) opined that if the 

unbanked Africans cannot go to the bank, it is the 

bank that must reach out to them and this is only 

possible through agency banking. African banks 

are now moving closer to the 230million 

unbanked households in Africa’s rural areas 

through advanced satellite technologies. Chong 

(2008) also revealed that the rapid growth of 

agency banking is reducing the cost and 

expanding the availability of such service to those 

in developing countries who lack access to 

financial services. 

Anderson (2007) also noted that the adoption of 

advanced electronic technology (which leads to 

non-dependence on branches for financial 

services) as a way of reducing the number of 

unbanked people. The objectives of agency 

banking are achieved through “non-traditional 

banking channel”. These include delivery points 

(which are not distinct buildings). Among these 

channels are agent banking and POS (Point of Sale 

Independent variables  Dependent variable 

Frontline customer 
services 

 Resolving customer 
complains 

 Capturing client 
information 

 Guiding clients on 
available banking 
services 

Intermediary bank 
transactions 
 Loan repayments 
 Cash withdrawals 
 Deposits to a 

customer’s or third 
party’s account 

 

Performance of SMEs 

 Increase in sales 
volume 

 Return on 
capital 

 Increased in 
profit 

 

Account opening 
services 
 Know your 

customer 
 Account 

documentation 
 Onward 

submission 

 Loan application 
services 
 Issuing of loan 

application forms 
 Credit analysis 
 Guide the 

applicant 
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Devices). The benefits of agency banking cannot 

be overemphasized. Through all these delivery 

channels, banks will increase their outreach to the 

unbanked, provision of banking services will not 

be limited to working hours and weekdays, long 

queues that are rampant in banking halls will be 

reduced, and loss of customer due to relocation of 

the customers from one area to another will be 

averted. Many other benefits can be derived from 

agency banking. 

Intermediary Bank Transactions 

Veniard and Melinda (2010) studied how agent 

banking changes the economics of small accounts 

using data provided by service providers in Africa, 

Latin America, and Asia, found that agent banking 

systems were up to three times cheaper to 

operate than branches. Reason responsible for 

that was that agent banking minimizes fixed costs 

by leveraging existing retail outlets and reducing 

the need for financial service providers to invest 

in their own infrastructure. They further stated 

that although agent banking incurs higher variable 

costs from commissions to agents and 

communications, fixed costs per transaction for 

branches are significantly higher. They further 

found that when functioning at maximum 

capacity, a branch cashier incurs more than 78 

cents in fixed costs per transaction, compared to 

just 11 cents for a Point of Sale enabled agent and 

4 cents or less for a mobile-enabled agent or 

mobile wallet. They conclude that by bringing the 

channel closer to the client, agent transaction 

platforms may also benefit from additional 

revenue associated with transactions acquired by 

the agent, such as person-to-person transactions 

and bill payments. Although customers can 

conduct these transactions in a branch, proximity 

may increase their willingness to pay for these 

services and increase the number of transactions 

conducted through the channel. 

Arora and Ferrand (2007) studied “Meeting the 

challenge of creating an inclusive financial sector 

in London”. The study found that access to 

finance was critical for sustainable economic 

growth and social development. Agency banking 

was found to lead to financial inclusion, which 

empowers low-income people and marginalized 

sectors of society to actively participate in the 

economy, which leads to increasing employment 

and decreasing poverty levels. Apart from 

increasing access to those excluded from financial 

services and reducing reliance on informal 

financial sources such as Accumulating Savings 

and Credit Associations (ASCAs), Rotating Savings 

and Credit Associations (ROSCAs) and shylocks, 

agent banking was found to reduce the need for 

more staff and branches to reach customers. The 

study further revealed that technology adoption 

especially, in banking systems shown a great 

momentum and spread at an unbelievable pace 

across the world. They concluded that considering 

the importance of banking system’s high presence 

and affordability, there was a great potential of 

using agent banking for the provision of banking 

services to unbanked community and businesses. 

Githemo (2012) evaluated the effect of agency 

banking on the financial performance of small and 

medium-sized enterprises in Nairobi County. A 

descriptive research design was adopted in 

collection and analysis of data as to achieve the 

research objective where 120 SMEs in Nairobi 

County were studied. The study found that agency 

banking had weak but positive relationship with 

financial performance as with coefficient of 

correlation of 0.3128. The coefficient of 

determination of 0.0978 implied that agency 

banking could only account for 9.78% of changes 

in financial performance. The positive relationship 

between agency banking and financial 

performance was significant since the p value was 

0.0012 which is less than the 5% significance level. 

Cash deposits was found to be the major use of 

agency banking by 64.76% of SMEs, 24% using 

agency banking or bill payments, loan repayment 

4.76%, 3.81% and 1.9% for balance enquiry. This 

indicated low adoption of agency banking services 

by SMEs with reasons for the same quoted as high 
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costs of transactions via agent banks, security 

issues and poor perception of agency banking 

model by end users. However, agency banking 

model was found to enhance financial inclusion 

for small SMEs, who previously indicated 

challenges to accessing financial services. 61.9% 

of the studied SMEs had been using agency 

banking for over 3 years, 21.9% years 1 to 2 while 

16.19% had been using agency banking for less 

than one year. 

Account opening services 

In 2010, Colombian bank agents facilitated the 

opening of 9,652 new accounts. Facilitation of 

account opening is perhaps one of the most 

meaningful services that a banking agent can offer 

with respect to financial inclusion. Facilitating 

account opening is significant because it means 

creating a new formal bank customer. In some 

countries, regulators have decided that the risks 

involved with allowing an agent to facilitate the 

opening of an account, such as those related to 

anti-money laundering or know-your-client 

procedures, outweigh the potential benefits. For 

example, until recently agents in Peru were 

explicitly prohibited from receiving account or 

loan applications from customers; however, with 

a new resolution released in February 2011, 

agents are now allowed to open and close 

simplified bank accounts. 

In Colombia and Brazil, agents are not permitted 

to open a bank account for a new client, but they 

are able to facilitate the process and act as a 

liaison between the new client and the bank. In 

Brazil, the agent can collect and forward the 

paperwork for account openings. In Colombia the 

agent is able to facilitate the application and, 

since 2009, is even able to conduct the mandatory 

interview with the potential client on behalf of the 

bank. Therefore, while the account is not opened 

in real time, the potential client no longer has to 

physically visit the bank branch to open an 

account (Alarcon et al, 2010).Recognizing the 

importance of account opening services for 

financial inclusion, Mexico is planning to pass a 

new regulation that would allow agents to open 

accounts. Linking this service to a new basic 

savings account product mitigates the risk 

involved. The basic savings account will require 

only legal identification. This new regulation and 

product offering will serve low-income clients 

much more effectively and is anticipated to have a 

significant impact on financial inclusion. 

Chong (2008) also stated that low-income earners 

see themselves as incredible for bank accounts. 

According to Anderson (2007), people remain 

unbanked in the U.S due to reasons which 

include: lack of understanding about the banking 

system, expectations for having a bank account, 

and lack of documentation needed to open a bank 

account. One of the most accepted solutions to 

this problem is the shift from the branch based 

banking system to the adoption of the branchless 

banking system. Guatam (2008) opined that if the 

unbanked Africans cannot go to the bank, it is the 

bank that must reach out to them and this is only 

possible through agency banking. African banks 

are now moving closer to the 230million 

unbanked households in Africa’s rural areas 

through advanced satellite technologies. Chong 

(2008) also revealed that the rapid growth of 

agency banking is reducing the cost and 

expanding the availability of such service to those 

in developing countries who lack access to 

financial services. 

Loan application services 

Agency banking model is meant to enhance access 

to financial services by allowing small businesses 

to operate as satellite branches. Based on early 

experiences, agency banking has a large 

contribution to make towards financial 

inclusiveness in developing countries (Mwando, 

2013). This has led to growth in agency banking as 

evident in countries such as in Australia where 

post offices are used as bank agents, France 

utilizing corner stores, Brazil making use of lottery 

outlets to provide financial services, Nigeria, 
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South Africa and the Philippines (Siedek, 2008). 

Policymakers and regulators are a demonstrating 

keen interest in this topic, although in most 

countries regulation continues to constrain the 

emergence of agency banking. Where regulation 

permits, new branchless banking initiatives are 

being developed by a plethora of market 

participants (Neil and Leishman, 2010). However, 

agency banking has yet to demonstrate pro-poor, 

pro-growth impact for SMEs businesses, 

households, communities and the National 

economics (Morawczynski and mark, 2009). 

In the current competitive business environment, 

marketing can be seen as a matrix of business 

activities organized to plan, produce, price, 

promote, distribute goods, service, and ideas for 

the satisfaction of relevant customers and clients. 

Achumba &Osuagwu (1994) posit that marketing 

is important for the success of any organization, 

whether service- or product-oriented. Chilya et al 

(2006) confirm that marketing performance is 

central to success in today’s fast moving 

competitive markets, and measuring marketing’s 

performance is critical to managing it effectively. 

The process of communicating the value of a 

product or service to customers, for the purpose 

of selling the product or service has become 

complex in recent times due to globalization. 

There is also the need to exceed the expectation 

of customers since satisfied customers : (i)are the 

organization’s least expensive customers; (ii)buy 

again and again; (iii) talk favourably about the 

business, which means free advertising; (iv) pay 

less attention to competition and (iv)tend to buy 

new products or equipment lines an organization 

may add later (Kotler, 1988). 

Marketing has been described by the American 

Marketing Association (2013) as the activity, set of 

institutions, and processes for creating, 

communicating, delivering, and exchanging 

offerings that have value for customers, clients, 

partners, and society at large. Typically, marketers 

have a range of tools they use and these include 

mega marketing (Kotler, 1986) and the so-called 

“4Ps” of marketing (McCarthy, 1995) among 

others. Mega marketing is a term used to describe 

the type of marketing activity required when it is 

necessary to manage elements of the firm's 

external environment (governments, the media, 

pressure groups, etc.) as well as the marketing 

variables; but two more Ps (public relations and 

power) are sometimes added to the marketing 

mix so as to ensure that the firm is competitive in 

the market (Kotler, 1986). “Marketing” seems 

easy to describe, but extremely difficult to 

practice (Kotler &Connor, 1997). Marketing have 

evolved, and it involves an assessment and the 

inclusion of various stakeholders in the decision 

making process(Darroch et al. 2004; AMA 2008).It 

is therefore important for banks to develop and 

implement efficient and effective marketing 

strategies  through mbanking services which will 

incorporate relevant dimensions of the marketing 

concept. This involves the organic tasks of 

selecting a target market (customers/clients) in 

which to operate and developing an efficient and 

effective marketing ingredient combination 

(Kotler & Connor, 1997). 

The banking industry in Kenya is governed by the 

Companies Act, the Banking Act, the Central Bank 

of Kenya Act and the various prudential guidelines 

issued by the CBK. The banking sector was 

liberalized in 1995 and exchange controls lifted. 

The CBK, which falls under the Minister for 

Finance docket is responsible for formulating and 

implementing monetary policy and fostering the 

liquidity solvency and proper functioning of the 

financial system. As at December 2008 there were 

forty-six banking and non-bank institutions (The 

Banking Act, Chapter488, and Kenya). 

The Kenyan SMEs sector has grown rapidly, and 

the government estimates that the SMEs sector 

constituted 89.7 percent of total employment 

created in 2012 (GoK, 2013). The financial 

performance of Kenya’s SMEs sector firms, even 

though mostly not documented, has been 

hampered by low demand, poor infrastructure, 

lack of human capital, and lack of appropriate 
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financial products. The amendment of Kenya’s 

finance Act in 2009 to facilitate use of third 

parties by banks to provide banking services 

marked the introduction of agency banking in 

Kenya. Consequently, the CBK issued the agent 

banking guidelines to regulate agency banking. 

Since its introduction, agency banking has enabled 

the bank customer to access the banking services 

within the comfort of their neighborhood. 

Kenya, the banking sector comprises of the 

Central Bank of Kenya, as the regulatory authority, 

45 banking institutions (44 commercial banks and 

1 mortgage finance company), 5 Deposit-Taking 

Microfinance Institutions (DTMs) and 126 Foreign 

Exchange Bureaus. Banks offering agency banking 

include Equity Bank; Co-operative Bank (Co-op 

Kwa Jirani); KCB Bank (KCB mtaani); Post Bank 

(Post bank mashinani); Family Bank (Pesa Pap); 

Chase Bank (Chase Popote); Consolidated Bank 

(Conso Maskani); Diamond Trust Bank; Citibank 

and NIC Bank (Kiragu, 2012). Data from CBK 

reveals that over 10,000 agencies have been 

licensed, with Equity claiming 50% market share 

(CBK 2011). Without the support of the regulatory 

authorities, agent banking would not be 

facilitated, and its growth will be limited. This is 

because; agency banking retail outlets are forced 

to extend their limited sources of financing in a 

bid to meet the regulations so as to fulfil the legal 

requirements necessary to operate as banking 

agents. Such requirements usually involve having 

a specific level of capital investment to assure the 

regulators of the sustainability of the venture. The 

inability of the retail outlets to fulfill these 

requirements prevents the expansion of retail 

banking to areas of low-income earners (Mwando, 

2013). Unless the tight regulations are eased, few 

retail outlets would be able to meet the standards 

required by the policy makers (Ivatury& Lyman, 

2006). 

Performance of SMEs 

Previous economic studies relating to enterprises 

have tended to focus on large enterprises utilizing 

scale economies (Gray and Lawless, 2000); small 

and medium sized enterprises (SMEs) have only 

just emerged as a field of study in its own right, as 

a result of the innovations and the solution they 

provide to different economic problems, 

particularly in terms of employment. There is a 

sort of consensus on the importance and key roles 

these enterprises play in different economies. 

While it has been argued that a small firm, 

because of its size, can only make a minor 

contribution to the economy, as there are so 

many small firms their collective contribution is 

substantial. For example, according to data from 

the European Observatory (ENSR, 1997), SMEs 

employing up to 250 people accounted for 68 

million jobs in the European Union in 1995. 

Furthermore, available data from some African 

countries show that in Nigeria SMEs account for 

95 percent of formal manufacturing activity and 

70 percent of industrial jobs. In South Africa micro 

and small firms provided more than 55 percent of 

total employment and 22 percent of GDP in 2003 

(OECD, 2005).  

Despite the apparent significance associated with 

these firms and the numerous policy initiatives 

introduced by African governments during the 

past decade to accelerate the growth and survival 

of SMEs in the African region, the performance of 

SMEs in Africa has been disappointing. The 

mortality rate of SMEs in Africa remains very high 

(Business Time, 1990). For example, Mead (1994) 

in his study of five African countries found that 

most firms started with 1-4 employees and never 

expanded, furthermore, less than 1 percent grew 

to a size of about 10 employees. Similarly, in 

Kenya, the informal sector is quite large, 

estimated at 34.3% and accounting for 77% of 

employment statistics .Over 60% of those working 

in the informal sector are the youth, aged 

between 18-35 years, 50% being women (Ouma 

et al 2009). 

The First 1993 Small & Medium Enterprises (SME) 

baseline survey revealed that there were 

approximately 910,000 SMEs employing up to 2 
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million people. The second SME baseline survey 

(1995), estimated the size of the SME sector at 

708,000 enterprises employing up to 1.2 million 

people. Compared to the other sectors of the 

economy, the contribution of the SME sector to 

the country’s Gross Domestic Product (GDP) 

increased from 13.8% in 1993 to over 18% in 

1999, (Sessional Paper No. 2 of 2005). Currently, it 

is estimated that the contribution to the GDP by 

this sector stands at over 25% (Economic Survey, 

2012). More specifically, the trend in both the 

informal and formal sector employment indicates 

positive outcomes of some of the employment 

creation strategies adopted in the country. These 

may have facilitated the expansion witnessed in 

the informal sector employment .The formal 

sector growth over the last decade cannot be said 

to match that of the informal sector. A study by 

Parliamentary Budget Office (2010) shows that 

the potential GDP of the informal economy has 

been increasing over time. Between 2002 and 

2008, the potential GDP of the hidden economy 

increased steadily every year from 7.58% in 2002 

to 16.61% in 2008; with corresponding increase in 

tax potential as a percentage of GDP up from 

2.52% in 2002 to 7.66% in 2008. This implies a 

continuously expanding underground economy 

which has the potential to increase the revenue 

flows but which have been otherwise left out of 

the tax net.  

 Githemo (2012) evaluated the effect of agency 

banking on the financial performance of small and 

medium-sized enterprises in Nairobi County. A 

descriptive research design was adopted in 

collection and analysis of data as to achieve the 

research objective where 120 SMEs in Nairobi 

County were studied. The study found that agency 

banking had weak but positive relationship with 

financial performance as with coefficient of 

correlation of 0.3128. The coefficient of 

determination of 0.0978 implied that agency 

banking could only account for 9.78% of changes 

in financial performance. The positive relationship 

between agency banking and financial 

performance was significant since the p value was 

0.0012 which is less than the 5% significance level. 

Cash deposits was found to be the major use of 

agency banking by 64.76% of SMEs, 24% using 

agency banking or bill payments, loan repayment 

4.76%, 3.81% and 1.9% for balance enquiry. This 

indicated low adoption of agency banking services 

by SMEs with reasons for the same quoted as high 

costs of transactions via agent banks, security 

issues and poor perception of agency banking 

model by end users. However, agency banking 

model was found to enhance financial inclusion 

for small SMEs, who previously indicated 

challenges to accessing financial services. 61.9% 

of the studied SMEs had been using agency 

banking for over 3 years, 21.9% years 1 to 2 while 

16.19% had been using agency banking for less 

than one year. 

Chandler and Hanks (2004) argue that the model 

of growth indicate that performance is a function 

of ability, motivation and opportunity. The 

performance of a business founder is measured 

by the growth of the organization (Schein, 2007), 

which is in turn influenced by the environment in 

within which the organization emerges. Rosa et al 

(2006) also outlined four different measures of 

comparative growth of business, that is, primary 

performance measures (number of employees, 

growth in employees, sales turnover, value of 

capital assets); proxy growth measures 

(geographical range of markets); subjective 

measures (including the ability of the business to 

meet business and domestic needs); and 

entrepreneurial performance measures (the 

desire for growth, the ownership of multiple 

businesses). 

In Kenya, according to the Department of Micro- 

and Small-Enterprise Development (DMSED) in 

the Ministry of Labour and Human Resource 

Development, in 2008 there were about 2.8 

million SBEs employing 5.1 million people 

(Stevenson and St-Onge, 2005). There were an 

estimated 7.8 million people employed in 2007, 

an increase of 6.5 per cent from the 7.3million in 
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2003 (GoK Economic Survey, 2008). Thus, the SBEs 

in Kenya provide the bulk of jobs and need not be 

ignored.  

Empirical Review 

Several  studies  have  been  conducted  on  the  

effects  of  agent  banking  and  the performance 

of SMEs. Tchouassi (2012) sought to find out 

whether agent bank really work to extend banking 

services to the unbanked using empirical Lessons 

from Selected Sub-Saharan Africa Countries. This 

study sought to discuss how agent bank could be 

used to extend banking services to the unbanked, 

poor and vulnerable population. The  study  noted  

that  poor,  vulnerable  and  low-income  

households  in  Sub-Saharan  Africa  (SSA)  

countries  often  lacked  access  to  bank  accounts  

and  faced  high costs  for  conducting  basic  

financial  transactions. The  agent bank  presented  

a  great opportunity  for  the  provision  of  

financial  services  to  the  unbanked.  In addition 

to technological and economic innovation, policy 

and regulatory innovation was needed to make 

these services a reality. 

One well-known study found that while agent 

banking in less developed countries are playing 

the same crucial role that fixed telephony played 

in richer countries in the 1970s and 1980s, the 

growth impact of mobiles is around twice as 

important in developing countries, where there is 

also a critical mass effect, and that a rise of ten 

agent banking per 100 people boosts GDP growth 

by 0.6% (Waverman, Meschi & Fuss 2005). 

Another reported that the impact of agent 

banking penetration is positively linked to Foreign 

Direct Investment (FDI), and that this impact has 

grown more significant in recent years, with a 1% 

increase in mobile penetration rates associated 

with 0.5-0.6% higher rates of FDI and GDP 

(Williams 2005). 

Huang (2008) conducted a study to determine the 

impact of agent banking on SMEs performance in 

Auckland, New Zealand. He used a questionnaire 

to collect primary data. The results of his study 

indicated that most SMEs in Auckland were using 

agent bank to conduct their business activities. 

Additionally,  the  results of  the study  indicated  

that  the  use  of  agent bank  had  enabled  SMEs  

to  increase  their  annual  turnover  due  to 

additional business networking opportunities.   

Furthermore, Bangens and Soderberg (2008) 

assessed the role of agent banking and its 

potential to provide basic banking services to the 

vast majority of people in Sub-Saharan Africa. The 

data for the study was collected from both the 

primary and secondary sources. According to their 

findings, agent banking has facilitated financial 

transactions and remittance of funds. 

Additionally, the results of their study indicated 

that agent banking has enhanced the operations 

and competitiveness of SMEs  

Chogi (2006) did a study to investigate the impact 

of agency banking technologies on SMEs in 

Nairobi. The data for the study was collected 

using a self-structure questionnaire. The results of 

the study revealed that most SMEs perceived that 

agent banking had a positive impact on their 

revenues. Additionally, the study results indicated 

that the majority of SMEs perceived that agent 

banking enabled them to reduce their operating 

costs. Similarly, Donner and Escobari (2010) 

assessed the use of agent banking by SMEs in 

developing countries. They used questionnaires to 

collect data from fourteen research studies that 

had examined mobile use by SMEs. According to  

their  findings,  mobile  phones  have  helped  

SMEs  to  become  more  productive  and  to  

improve  their  sales thereby improving their 

financial performance.  

Wambari (2009) did a case study in Kenya to 

determine the impact of agent banking in 

developing countries. He  used  a  semi-structured  

questionnaire  to  collect  data  from  a  sample  of  

20  SMEs. The results of his study indicated that 

agent banking had a positive impact on financial 

transactions of SMEs. Furthermore, the results of  

the  study  indicated  that  the  adoption  of agent  

banking  had  enabled SMEs  to  increase  their  
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sales  thereby leading  to  improved  financial  

performance.  Likewise,  Higgins  at  el  (2012)  

conducted  a  study  to  determine agent bank  

usage  patterns  of  Kenyan  SMEs.  They used a 

questionnaire to collect data from 865 SMEs 

owners. The  results  of  their  study  showed  that  

99.5%  of  the SMEs  used mobile money. 

Moreover, the study results indicated that the use 

of agent bank enabled SMEs to improve their 

performance.  According to Koivu (2002) uptake 

of mobile phone in Kenya has been 

unprecedented. Mobile  banking  in  Kenya  

affects  performance  of  organization,  behaviour  

and  decision making  of  the  entire  economy.  

The  trend  of  continued  reliance  on  mobile  

devices  to execute  monetary  transaction  is  

steadily  gaining  momentum.  Mobile  banking  is  

one innovation which  has  progressively  

rendered  itself  in  pervasive ways  of  cutting  

across numerous sectors of economy and 

industry. 

Ndubisi and Jantan (2003), in evaluating 

information system use among medium and 

small--sized firms in Malaysia, found that 

computing skills and technical backing are strong 

anchors of the perception of usefulness and also 

wield direct influence on system use. In another 

study conducted by Ndubisi and Kahraman (2005), 

they find that the use of advanced systems is 

significantly related to innovativeness, and 

suggest that innovativeness is an important trait 

in determining mobile phone technology use 

among women entrepreneurs in Malaysia. 

In the study by Muriuki (2011) use of MMTS was 

perceived to enhance profitability moderately. 

Also, Davies  (2007),  evaluating  the multiplier  

effect  of  a  cash  transfer programme  in Malawi 

notes that when cash is injected in a region from 

outside and used to make purchases of goods and  

services  produced  in  the  region, will  stimulate  

local  sales  hence  better  performance  for local 

businesses.  

In their study on MMT use among SMEs in 

Tanzania, Bångens  & Söderberg (2011), focused 

on business  usage  such  as  paying  suppliers  or  

receiving  payments  from  customers.  The  

results were  based  on SMEs mainly  located  in  

Dares  Salaam  but  partly  in Morogoro,  Singida 

and Mwanza,  the impact was mainly seen in time 

saved and improved logistics though there were 

indirect effects on liquidity;   

Ching et al (2011) studied the factors affecting 

Malaysian agent banking adoption from the point 

of an empirical analysis. This study aimed at 

extending the Technology Acceptance Model 

(TAM) to investigate agent banking acceptance in 

Malaysia. More specifically, the objective of this 

study was to examine the relationships between 

constructs of perceived usefulness, perceived 

ease of use, social norms, perceived risks, 

perceived innovativeness, and perceived relative 

advantages towards behavioural intention in 

adopting mobile banking. The findings of this 

study revealed that perceived usefulness, 

perceived ease of use, relative advantages, 

perceived risks and personal innovativeness were 

the factors affecting the behavioral intention of 

mobile users to adopt agent banking services in 

Malaysia. Meanwhile, the social norms were the 

only factor found to be insignificant in this study. 

RESEARCH METHODOLOGY 

This study used descriptive research design. 

Descriptive studies portray the variables by 

answering who, what, and how questions 

(Bernard, 2011). The target population in this case 

was all the registered Small and Medium 

Enterprises and within Kisumu CBD. There are a 

total of 3,680 legally registered as medium and 

small business Enterprises in Kisumu CBD. Out of 

these, 2,140 are classified as Small business 

Enterprises and 1,540 Medium Enterprises. These 

businesses are clustered under different 

categories: Transport, Communication, Services 

provision, Apparel industry, Jua kali, Food 

beverage and retail traders among others (Kisumu 
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County Council Business Registration Database, 

February 2014). The Multiple Regression model 

that aided the analysis of the variable 

relationships was as follows: 

Y = β0+ β1X1+ β2X2+ β3X3+ β4X4 + ε,  

Where; Y= Performance of SMEs (dependent 

variable); β0= constant (coefficient of intercept); 

X1= Frontline customer services (independent 

variable); X2= Intermediary bank transaction 

services (independent variable); X3= Account 

opening services (independent variable);X4= Loan 

application services (independent variable);ε = 

Error term; β1…β4= regression coefficient of four 

variables. 

FINDINGS 

Correlation between the variables 

The study generated a correlation matrix table 

between the variables and presented the findings 

in Table 1. From the table all the independent 

variables had a positive and statistically significant 

(p-values less than 5%) correlation with the 

dependent variable. This implied that there was 

positive and statistically significant linear 

relationship between the dependent and 

independent variables. 

Table 1: Correlation between the variables 

Correlations 

 

Performance 

of SMEs 

Frontline 

Customer 

Services 

Intermediary 

bank 

transactions 

Account 

opening 

services 

Loan 

application 

services 

Performance of 

SMEs 

Pearson 

Correlation 
1 .481** .700** .704** .597** 

Sig. (2-tailed)  .000 .000 .000 .000 

N 219 219 219 219 219 

Frontline Customer 

Services 

Pearson 

Correlation 
.481** 1 .640** .635** .680** 

Sig. (2-tailed) .000  .000 .000 .000 

N 219 219 219 219 219 

Intermediary bank 

transactions 

Pearson 

Correlation 
.700** .640** 1 .801** .652** 

Sig. (2-tailed) .000 .000  .000 .000 

N 219 219 219 219 219 

Account opening 

services 

Pearson 

Correlation 
.704** .635** .801** 1 .756** 

Sig. (2-tailed) .000 .000 .000  .000 

N 219 219 219 219 219 

Loan application 

services 

Pearson 

Correlation 
.597** .680** .652** .756** 1 

Sig. (2-tailed) .000 .000 .000 .000  

N 219 219 219 219 219 

**. Correlation is significant at the 0.01 level (2-tailed). 

Descriptive Statistics  

Frontline customer services 

The study sought to find whether the respondent 

utilized frontline customer services by an agent 

bank. From the findings, a majority (93.1%) of the 

respondent affirmed that they utilized while only 

6.9% did not. 
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The study further asked the respondents to list 

the frontline customer services offered by an 

agent bank that they utilized. From the findings, 

11.8% of the respondents mentioned inquiry, 

40.4% said complain resolution, 38.9% said 

checking of account balance and 8.9% said they 

received other frontline services that were 

offered by an agent bank. 

The study sought to find the opinion of the 

respondents on frontline customer services 

offered by an agent bank. From the findings 

summarized in Table 2, 43.4% of the respondents 

agreed that they often made an inquiry through 

an agent bank, 44.3% agreed that the responses 

given by agent banks to the inquiry made by the 

clients was satisfactory, 39.7% agreed that to a 

larger extent the responses given by agent bank 

enhanced the performance of their enterprise, 

41.1% agreed that the agent bank took short time 

to resolve my complain, 36.1% agreed that The 

complaint resolution by an agent bank has 

enhanced the performance of our enterprise to a 

large extent. 

Table 2: Opinion on frontline customer services offered by an agent bank 

 

Strongly 

disagree Disagree Neutral Agree 

Strongly 

agree 

I often make an inquiry through an agent 

bank 
0.9% 8.7% 24.2% 43.4% 22.8% 

The responses given by agent banks to the 

inquiry made by the clients is satisfactory 
0.0% 8.7% 25.1% 44.3% 21.9% 

To a larger extent the responses given by 

agent bank enhanced the performance of 

our enterprise 

1.4% 6.4% 21.9% 39.7% 30.6% 

The agent bank takes short time to resolve 

my complain 
3.2% 16.0% 21.5% 41.1% 18.3% 

The complaint resolution by an agent bank 

has enhanced the performance of our 

enterprise to a large extent 

3.2% 10.5% 26.0% 36.1% 24.2% 

The study sought to find the frequency of 

checking account balance through an agent bank 

by the respondents. 54.2% of the respondents 

checked on a monthly basis, 25.2% checked twice 

a month while 20.6% checked on daily basis.  

The study further sought to find the extent to 

which checking account balance through an agent 

bank enhanced the performance of enterprise. 

From the findings, a majority (49.5%) of the 

respondents said only to a small extent, 24.5% 

said to a great extent, 18.5% said to a great 

extent, while 7.4% said to no extent. 

Intermediary Bank Transactions 

The study sought to establish whether the 

respondents utilized intermediary bank 

transactions services offered by an agent bank. A 

majority 97.7% utilized while only 2.3% did not. 

In addition, the study sought to find out the 

intermediary bank transactions services utilized 

by the respondents. From the findings, a majority 

(39.0%) said they utilized intermediary bank 

transactions services for paying bills, 31.0% said 

cash withdrawals, 30.0% said cash deposits. 

The study further sought to find out the frequency 

of paying bills through an agent bank. From the 

findings, 55.4% said often, 35.9% said very often, 

while 8.7% said rarely. 

The study sought to find opinion of the 

respondents about Intermediary Bank 

Transactions. From the findings presented in 

Table 3, 40.2% of the respondents said to a great 

extent the bill payment services provided by the 
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agent banks are satisfactory,37.5% said to a great 

extent paying bills through agent bank has 

enhanced the performance of their enterprise, 

43.8% said to a great extent they withdraw cash 

from an agent bank, 39.3% said to a great extent 

cash withdrawal through an agent bank has 

enhanced the performance of their enterprise, 

34.7% said to a great extent they frequently 

deposit cash through an agent bank, and 40.6% 

said cash deposit through an agent bank has 

enhanced the performance of their enterprise. 

Table 3: Opinion on Intermediary bank transactions 

 

To no 

extent 

To a small 

extent 

To a moderate 

extent 

To a great 

extent 

To a very great 

extent 

The bill payment services 

provided by the agent banks 

are satisfactory 

1.8% 11.4% 22.4% 40.2% 24.2% 

Paying bills through agent 

bank has enhanced the 

performance of our 

enterprise 

2.3% 11.4% 24.2% 37.4% 24.7% 

I withdraw cash from an 

agent bank 
1.4% 7.8% 22.8% 43.8% 24.2% 

Cash withdrawal through an 

agent bank has enhanced the 

performance of our 

enterprise 

2.3% 12.3% 30.1% 39.3% 16.0% 

I frequently deposit cash 

through an agent bank 
4.1% 14.2% 25.6% 34.7% 21.5% 

Cash deposit through an 

agent bank has enhanced the 

performance of our 

enterprise 

3.2% 11.4% 22.4% 40.6% 22.4% 

Account Opening Services 

The study sought to find out whether the 

respondents utilized account opening services 

offered by agent bank. A majority (77.6%) said 

they did not while 22.4% said they utilized 

account opening services offered by agent bank.  

The study further sought to find the account 

opening services that were utilized by the 

respondents. From the findings, 33.3% of the 

respondents mentioned “know your customer” 

service, 55.6% cited account documentation 

service and 11.1% of the respondents cited 

onward submission services.  

The study sought to find the opinion of the 

respondents concerning the account opening 

services.  Their responses were summarized in 

Table 4. From the table, 43.4% of the 

respondents said to a great extent customer 

process offered by the agent bank is satisfactory, 

38.4% said to a great extent “Know your 

customer” service offered by agent bank is 

enhancing performance of their business, 40.2% 

said to a great extent account opening 

documentation process by the agent banks is 

satisfactory, 39.3% said to a great extent account 

opening documentation by agent bank has 

enhanced the performance of their enterprise, 

40.6% said to a great extent the agent bank does 

not take long to give feedback after submitting 

account opening documents, and 47.5% said to a 

great extent onward submission of account 

opening documents by agent bank has enhanced 

the performance of their enterprise. 
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Table 4: Respondents’ opinion on account opening services 

 

To no 

extent 

To a small 

extent 

To a moderate 

extent 

To a great 

extent 

To a very great 

extent 

Customer process offered by 

the agent bank is satisfactory 
5.0% 8.2% 23.3% 43.4% 20.1% 

“Know your customer” service 

offered by agent bank is 

enhancing performance of our 

business 

6.4% 7.8% 23.3% 38.4% 24.2% 

Account opening 

documentation process by the 

agent banks is satisfactory 

2.7% 8.2% 21.9% 40.2% 26.9% 

Account opening 

documentation by agent bank 

has enhanced the performance 

of our enterprise 

0.9% 5.5% 24.7% 39.3% 29.7% 

The agent bank does take long 

to give feedback after 

submitting account opening 

documents 

0.5% 6.8% 21.5% 40.6% 30.6% 

Onward submission of account 

opening documents by agent 

bank has enhanced the 

performance of our enterprise 

2.3% 8.7% 25.1% 47.5% 16.4% 

Loan Application Services 

The study sought to find out whether the 

respondents utilized loan application services 

offered by the agent bank. From the findings, 

87.4% said they did not while 12.6% said they did.  

The study further sought to find out the loan 

application services that were utilized by the 

respondents. From the findings, 17.4% said they 

are issued with loan application forms at the 

agent bank, 69.6% said they are offered basic 

credit analysis services while 13.0% said they 

offered guidance on how to make the application. 

The study sought to find the opinions of the 

respondents about loan application services 

offered by the agent bank. From the findings 

summarized in Table 5, 40.2% of the respondents 

said to a great extent the access to loan 

application form by customers from an agent 

bank outlet is satisfactory, 38.8% said to a great 

extent loan application form through an agent 

bank had enhanced the performance of their 

enterprise, 39.7% said to a great extent basic 

credit analysis service provided by the agent bank 

has enhanced performance of their enterprise, 

and 41.6% said to a great extent the guidance 

offered by the agent bank during loan application 

process has enhanced performance of their 

enterprise. 

Table 5: Opinions about loan application services 

 

To no 

extent 

To a small 

extent 

To a moderate 

extent 

To a great 

extent 

To a very great 

extent 
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The access to loan 

application form by 

customers from an agent 

bank outlet is satisfactory 

1.4% 8.2% 26.9% 40.2% 23.3% 

Loan application form 

through an agent bank has 

enhanced the performance 

of our enterprise 

0.9% 4.1% 26.5% 38.8% 29.7% 

Basic credit analysis service 

provided by the agent bank 

has enhanced performance 

of our enterprise 

0.9% 9.6% 18.7% 39.7% 31.1% 

The guidance offered by the 

agent bank during loan 

application process has 

enhanced performance of 

our enterprise 

0.5% 7.3% 17.4% 41.6% 33.3% 

Performance of SMEs 

The study sought to find the opinions of the 

respondents about the performance of their 

SMEs. The findings were presented in Table 6. 

From the table 42.5% of the respondents felt that 

to a great extent the use of agent banking has 

been associated with increased sales volume, 

44.7% of the respondents said that to a great 

extent the use of agent banking has led to 

increase on capital returns, and 40.6% of the 

respondents felt that to a great extent agent 

bank has led to increased profitability. 

Table 6: Performance of SMEs 

 

To no 

extent 

To a small 

extent 

To a moderate 

extent 

To a great 

extent 

To a very great 

extent 

The use of agent banking has 

been associated with 

increased sales volume 

0.0% 6.8% 27.4% 42.5% 23.3% 

The use of agent banking has 

led to increase on capital 

returns 

2.7% 6.8% 30.1% 44.7% 15.5% 

Agent bank has led to 

increased profitability 
4.1% 10.5% 28.8% 40.6% 16.0% 

Regression Analysis 

A regression analysis was carried out between 

Performance of SMEs (dependent variable) and 

the independent variables (Frontline customer 

services, Intermediary bank transaction services, 

Account opening services, and Loan application 

services) and the findings were presented in Table 

7, Table 8 and Table 9. 

From the Model Summary Table 4.9, R2 in the 

model is .556 meaning that all independent 

variables (Frontline customer services, 

Intermediary bank transaction services, Account 

opening services, and Loan application services) 

contribute 55.6% to the total variability in the 

dependent variable (Performance of SMEs).  

Table 7: Model Summary of Independent Variables and the Dependent Variable 

Model Summaryb 

Model R R Square Adjusted R Square Std. Error of the Estimate 
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1 .745a .556 .547 1.522 

a. Predictors: (Constant), Loan application services, Intermediary bank transactions, Frontline Customer 

Services, Account opening services 

b. Dependent Variable: Performance of SMEs 

The Anova Table 8 shows that the model was statistically significant (p-value below the 5% threshold).  

Table 8: Anova Table of Independent Variables and the Dependent Variable (Performance of SMEs) 

ANOVAa 

Model Sum of Squares df Mean Square F Sig. 

1 Regression 619.523 4 154.881 66.895 .000b 

Residual 495.472 214 2.315   

Total 1114.995 218    

a. Dependent Variable: Performance of SMEs 

b. Predictors: (Constant), Loan application services, Intermediary bank transactions, Frontline Customer 

Services, Account opening services 

From the Coefficient Table 9, only Intermediary 

bank transaction services and Account opening 

services were statistically significant in the 

coefficient table and therefore, the derived 

optimal model was; 

Table 9: Coefficient Table of Independent Variables and the Dependent Variable (Performance of SMEs) 

Coefficientsa 

Model 

Unstandardized Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) 2.248 .590  3.807 .000 

Frontline Customer 

Services 
-.045 .039 -.077 -1.164 .246 

Intermediary bank 

transactions 
.186 .038 .391 4.927 .000 

Account opening services .169 .046 .330 3.709 .000 

Loan application services .107 .056 .146 1.921 .056 

a. Dependent Variable: Performance of SMEs 

CONCLUSIONS AND RECOMMENDATIONS 

In the first objective the study sought to 

determine the effect of frontline customer 

services on the performance of SMEs in Kisumu 

County. From the findings, 43.4% of the 

respondents agreed that they often make an 

inquiry through an agent bank, 44.3% agreed that 

the responses given by agent banks to the inquiry 

made by the clients is satisfactory, 39.7% agreed 

that to a larger extent the responses given by 

agent bank enhanced the performance of their 

enterprise, 41.1% agreed that the agent bank 

takes short time to resolve my complain, 36.1% 

agreed that The complaint resolution by an agent 

bank has enhanced the performance of our 

enterprise to a large extent. The study further 

established that frontline customer services had a 

positive and statistically significant (p-value less 

than 5%) correlation (Correlation Coefficient = 

.481) with the dependent variable (performance 

of SMEs). This implies that there was positive and 

statistically significant linear relationship between 

frontline customer services and performance of 

SMEs. 

In the second objective the study sought to 

examine how intermediary banking transaction 

affect performance of SMEs in Kisumu County. 

From results, 40.2% of the respondents said to a 
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great extent the bill payment services provided by 

the agent banks are satisfactory,37.5% said to a 

great extent paying bills through agent bank has 

enhanced the performance of their enterprise, 

43.8% said to a great extent they withdraw cash 

from an agent bank, 39.3% said to a great extent 

cash withdrawal through an agent bank has 

enhanced the performance of their enterprise, 

34.7% said to a great extent they frequently 

deposit cash through an agent bank, and 40.6% 

said cash deposit through an agent bank has 

enhanced the performance of their enterprise. In 

addition, the study established that intermediary 

banking transaction had a positive and statistically 

significant (p-value less than 0.05) correlation of 

.700 with the dependent variable (performance of 

SMEs). This means that there was positive and 

statistically significant linear relationship between 

intermediary banking transaction and 

performance of SMEs. 

In the third objective, the study sought to 

establish how account opening services influence 

the performance of SMEs in Kisumu County. The 

results showed that, 43.4% of the respondents 

said to a great extent customer process offered by 

the agent bank is satisfactory, 38.4% said to a 

great extent “Know your customer” service 

offered by agent bank is enhancing performance 

of their business, 40.2% said to a great extent 

account opening documentation process by the 

agent banks is satisfactory, 39.3% said to a great 

extent account opening documentation by agent 

bank has enhanced the performance of their 

enterprise, 40.6% said to a great extent the agent 

bank does not take long to give feedback after 

submitting account opening documents, and 

47.5% said to a great extent onward submission of 

account opening documents by agent bank has 

enhanced the performance of their enterprise. 

The study further found that account opening 

services had a positive and statistically significant 

(p-value was less than 0.05) correlation of .704 

with the dependent variable (performance of 

SMEs). This implied that there was positive and 

statistically significant linear relationship between 

account opening services and performance of 

SMEs. 

In the fourth objective, the study sought to 

examine how loan application services affect 

performance of SMEs in Kisumu County. From the 

findings, 40.2% of the respondents said to a great 

extent the access to loan application form by 

customers from an agent bank outlet is 

satisfactory, 38.8% said to a great extent loan 

application form through an agent bank has 

enhanced the performance of their enterprise, 

39.7% said to a great extent basic credit analysis 

service provided by the agent bank has enhanced 

performance of their enterprise, and 41.6% said 

to a great extent the guidance offered by the 

agent bank during loan application process has 

enhanced performance of their enterprise. 

Further, the study found that loan application 

services had a positive and statistically significant 

(p-value was less than 0.05) correlation of .597 

with the dependent variable (performance of 

SMEs). This implies that there was positive and 

statistically significant linear relationship between 

loan application services and performance of 

SMEs. 

Conclusions of the Study 

In the first objective the study sought to 

determine the effect of frontline customer 

services on the performance of SMEs in Kisumu 

County. From the findings, the study established 

that there was positive and statistically significant 

relationship between frontline customer services 

and performance of SMEs. The study therefore 

concluded that frontline customer services had a 

significant effect on the performance of SMEs in 

Kisumu County 

In the second objective the study sought to 

examine how intermediary banking transactions 

affect performance of SMEs in Kisumu County. 

From results, the study established that 

intermediary banking transaction had a positive 

and statistically significant (p-value less than 0.05) 
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correlation of .700 with the dependent variable 

(performance of SMEs). Therefore, the study 

concluded that intermediary banking transaction 

positively affected performance of SMEs and that 

the effect was statistically significant. 

In the third objective, the study sought to 

establish how account opening services influence 

the performance of SMEs in Kisumu County. The 

results showed that, account opening services had 

a positive and statistically significant with the 

dependent variable (performance of SMEs). This 

therefore led the study to conclude that implied 

that account opening services had a statistically 

significant influence on performance of SMEs. 

In the fourth objective, the study sought to 

examine how loan application services affect 

performance of SMEs in Kisumu County. The study 

found that loan application services had a positive 

and statistically significant relationship with the 

performance of SMEs. The study therefore 

concluded that loan application services affected 

performance of SMEs positively and that the 

effect was statistically significant. 

Regression analysis results showed that Frontline 

customer services, Intermediary bank transaction 

services, Account opening services, and Loan 

application services contributes 55.6% to the total 

variability in the Performance of SMEs. Beta 

coefficient results reveals that only Intermediary 

bank transaction services and Account opening 

services were statistically significant. This 

therefore implies that SMEs should mainly focus 

on Intermediary bank transaction services and 

Account opening services as they significantly 

influence their performance. 

Recommendations for further Studies 

A similar study can be carried out in different 

geographical location. The independent variables 

for this study were Frontline customer services, 

Intermediary bank transaction services, Account 

opening services, and Loan application services. 

Therefore, a study can be carried out using 

different variables from the ones used in this 

study. 

REFERENCES 

Abubakr, S. (2009). Formality of Financial Sources and Firm Growth: Empirical Evidence From Brazilian SMEs 

1999-2005. Journal of Academic Research in Economics,1 (2),76-89. 

ACCA (2009). Access to finance for small and medium sized enterprise sector: Evidence and conclusion. ACCA 

“Global Economic Conditions Survey – Survey Report Q3 2009”. 

Agnew, J., & Szykman, L., (2005). Asset Allocation and Information Overload: The Influence of Information 

Display, Asset Choice and Investor Experience. Journal of Behavioral Finance. 6, 57-70. 

Alliance for Financial Inclusion (2012).Agent banking in Latin America, Discussion Paper. 

Anseel, F., Lievens, F., Schollaert, E., & Choragwicka, B. (2010). Response rates in organizational science, 

1995–2008: A meta-analytic review and guidelines for survey researchers. Journal of Business and 

Psychology, 25(3), 335-349. 

Arora, S., &Ferrand, D. (2007). Meeting The Challenge of Creating An Inclusive Financial Sector. Paper 

Presented During DFID And HM Treasury Financial Inclusion Conference London. 



 - 1054 -|The Strategic Journal of Business & Change Management. ISSN 2312-9492(Online) 2414-8970(Print). www.strategicjournals.com 

Atandi F. G., & Bwisa H. (2013). Impact of Financial Literacy on Technology Usage Decision. Proceedings of 

1st JKUAT-SHRD Research Conference. 

Augustin, N. H., Sauleau, E. A., & Wood, S. N. (2012). On quantile quantile plots for generalized linear 

models. Computational Statistics & Data Analysis, 56(8), 2404-2409. 

Baruch, Y., & Holtom, B. C. (2008). Survey response rate levels and trends in organizational research. Human 

relations, 61(8), 1139-1160. 

Bonett, D. G., & Wright, T. A. (2015). Cronbach's alpha reliability: Interval estimation, hypothesis testing, and 

sample size planning. Journal of Organizational Behavior, 36(1), 3-15. 

Central Bank of Kenya (2011). Banking Sector and Supervision Annual report. 

Central Bank of Kenya, (2012), Guideline on Agent Banking - CBK/pg/15. Available at 

Http://Www.Centralbank.Go.Ke/Downloads/Bsd/Guideline on Agent Banking 

CGAP (2010). Focus Note: Regulating Branchless Banking agents. Retrieved 

from http://www.gsma.com/mobilefordevelopment/wp-content/uploads/2012/06 

agentnetworksinbrazilcgapfgv1_7.pdf 1934[ 15th Sep 2017] 

CGAP (2011).Agent management toolkit: Building a Viable Network of Branchless Banking Agents. [Online] 

Accessed from; http://www.cgap.org/sites/default/files/CGAP-Technical-Guide-Agent Management-Toolkit-

Building-a-Viable-Network-of-Branchless-Banking-Agents-Feb-2011.pdf retrieved on 20th January, 2017 

Cho, E., & Kim, S. (2015). Cronbach’s coefficient alpha: Well-known but poorly understood. Organizational 

Research Methods, 18(2), 207-230. 

Fatai, A. (2009). Small and medium scale enterprises in Nigeria: the Problems and prospects. Retrieved on 

the 22nd of January 2012 from http://www.thecjc.com/Journal/index.php/econ retrieved on 14th January, 

2016 

Githemo (2012) Effect of agency banking on financial performance of small and medium sized enterprises in 

Nairobi County. 

Hilgert, M., Hogarth, J. & Beverly, S. (2003). Household Financial Management: The Connection between 

Knowledge and Behavior. Federal Reserve Bulletin, July 309–322. 

Ivatury, G. (2006). Using Technology to Build Inclusive Financial Systems. Focus Note 32. Washington, D.C: 

CGAP 

Ivatury, Gautam, & Ignacio M. (2008). “The Early Experience with Branchless Banking.” Focus Note 

46.Washington, D.C.: CGAP. 



 - 1055 -|The Strategic Journal of Business & Change Management. ISSN 2312-9492(Online) 2414-8970(Print). www.strategicjournals.com 

Jagongo, A. O. & Molonko, B. (2014). Bottom of the Pyramid Strategy and Financial Performance of 

Commercial Banks: An Assessment of Agency Banking Operations in Kenya. Retrieved from http://ir-

library.ku.ac.ke/handle/12345678 retrieved on 14th April, 2017. 

Kiragu, P. (2012). Agency banking flourishing, says CBK. The Nairobi Star, July 6, 2012 

Kirimi, G., (2011). The Extent of Implementation of Agency Banking Among Commercial Banks in Kenya. MBA 

Project, University of Nairobi. 

Kothari C.R. (2004). Research Methodology. Methods and Techniques. New Age International (P) Limited, 

India 

Krejcie, R.V. & Morgan, D. W. (1970). Determining Sample Size for Research Activities. Educational and 

Psychological Measurement. 

Lyman T, Ivatury G and Staschen S. (2006). Use of agents in branchless banking for the poor: rewards, risks 

and regulations. CGAP Focus Note No. 38, Washington D.C. 

Mellahi, K., & Harris, L. C. (2016). Response rates in business and management research: An overview of 

current practice and suggestions for future direction. British Journal of Management, 27(2), 426-437. 

Morawczynski, O., & Mark P. (2009). Poor People Using Mobile Financial Services: Observations on Usage 

and impact of M-PESA. Brief. Washington, D.C: CGAP. 

Mugenda, A.G, (2008). Social Science Research: Theory and Principles. Nairobi. Applied Science and Training 

Services. 

Mwando, S., (2013). Contribution of Agency Banking on Financial Performance of Commercial Banks in 

Kenya. Journal of Economics and Sustainable Development. 

Mwirigi, P. (2010). An Assessment of Credit Risk Management Techniques adopted by Microfinance 

Institutions in Kenya. Unpublished MBA Project, University of Nairobi, 29-35. 

National Credit Regulation (2011). Literature Review on Small and Medium Enterprises’ Access to Credit and 

Support in South Africa. Website: www.underhillsolutions.co.za. retrieved on 14th December, 2015 

Neil, D., and Leishman, P., (2010). Building, Incentivizing and Managing a Network of Mobile Money 

Agency’s: A Handbook for Mobile Network Operators, GSMA. 

Ogujuiba, K. K., Ohuche, F. K. & Adenuga, A. O. (2004). Credit Availability to small and medium scale 

enterprises in Nigeria: The importance of new capital base for banks-working paper Retrieved from 

www.valuefronteraonline.com/publication.jsp? Retrieved on 14th December, 2015. 

Ombutora, E. K. & Mugambi, F. (2013). Role of agency banking on the perfomance of banking agent 

entrepreneurs: A case study of Co-operative Bank Co-op Jirani in Kibera, Nairobi. 



 - 1056 -|The Strategic Journal of Business & Change Management. ISSN 2312-9492(Online) 2414-8970(Print). www.strategicjournals.com 

Ouma S., J. Njeru, A. Kamau, D. Khainga and B. Kiriga (2007), Estimating the size of     the underground 

economy in Kenya, KIPPRA Discussion Paper, No. 82, Nairobi: Kenya Institute for Public Policy Research and 

Analysis.] 

Owen, R. (2006) Assessing the Impact of Innovation Grants in Financial Services Project. Microfinance 

Opportunities and IRIS Center, University of Maryland. 

Park, H. M. (2015). Univariate analysis and normality test using SAS, Stata, and SPSS. 

Siedek, Hannah. (2008). “Banking Agents to Reach the Unbanked DRAFT.” Retrieved from www. 

Nationmedia. Co.ke. May13, 2015. 

The Banking Act, Chapter 488, Kenya. http://www.centralbank.go.ke/downloads/Banking. Act.pdf retrieved 

on 14th December, 2015. 

Veniard, C., & Melinda, G., (2010). How Agent Banking Changes the Economics of Small Accounts. Global 

Saving Forum. 

 


