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1. Introduction 

 

In recent years most banks are aiming to achieve for more noninterest income, since dynamic in commercial bank competes in 

their interest income, in relation increased market demands. The regulation of banks from central bank is enhanced by noninterest 

income. Debate on capping interest rates over a general a perception of unreasonable lending rates charged by banks has raised 

several concerns however, non-interest income tend to generate a higher share of its operating income from other interest income. 

Noninterest income can increase commercial banks’ profit and reduce risk. However, commercial bank has developed noninterest 

income ratio has influenced financial performance. The implication interest income is managed in wide range of banks but it does 

not affect financial growth.  These had increased financial performance which can be used by increased in interest income. The 

study influenced interest in business on listed bank performance (Limei, 2017). 

 

The development of non-interest income had influenced financial performance on total income stability of England banks. 

Thus, differences ways are developed by noninterest confronted commercial bank. The realization of risk by the efficiency and 

reduces losses by increasing bank performance. The inter-banking interest is continuous in the development though noninterest 

income has not been realized to affect financial performance (Staikoura, 2010). 

 

Listed commercial banks strive for noninterest income to increase bank’s total level of income in several ways and in terms of 

satisfying the sources of incomes for the banks other than income from interest income such as charged fees and commissions, 

rent, bonds, the needs for financial services, investment consultation. The growth of banks has been increased by its noninterest 

income based on their market returns products and agency incomes. Banking fees charged is noninterest income strengthening the 

financial performance by bonds in stock markets, this enrich gains if foreign currency at par. 

 

In Kenyan listed commercial banks from the current situation has management and cost control level for loan business which 

cannot be further improved with noninterest income. So the marginal cost of interest income is quite low and barely grows after 

the interest income increases. However, the listed commercial banks have been newly developed loan business management and 

cost control level; emerging businesses still have a long way to go. Therefore, the study seeks to assess the effect of noninterest 

income on financial performance. 

   

2. Research Problem 
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Abstract 

Commercial banks in Kenya have been influenced by different non-interest income. However, banks have now adopted 

different other noninterest income for their profitability. The study investigated the effects of non-interest income on the 

financial performance of listed commercial banks at the Nairobi Securities Exchange. Descriptive research design was used 

with a target population of nice commercial banks operating in Kenya and regulated by the Central Bank of Kenya. The study 

used all nine listed commercial banks. Published financial records were used as data collection tool. Data was validated, edited 

and coded then summarized using descriptive statistics, percentages, and mean scores. The findings indicated that the use of 

non-interest income was statistically significant to financial performance of the commercial banks under the study. The study 

indicated that Income from bank commission and Bank assurance services were not statistically significant on financial 

performance. The finding also indicated that bank assurance premiums were the important income from offering assurance 

services and it affect financial performance. The study concluded that that Cooperative bank had highest mean, and National 

bank had lowest mean. This found that Income from Bank assurance services was the most important noninterest income in 

cooperative bank than other commercial banks. It was recommended that number of agency transaction was found to be a 

measure of agency cost banking.  
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The various forms of noninterest income have been relied by listed commercial banks in Kenya due to the challenges in 

capping interest rates income. However, it is not clear which of the various forms of noninterest income is contributing more to 

the profitability of the commercial banks. De Young (2013) analyzed the effect of noninterest income on financial performance. It 

was observed that profits has grown significantly with non-interest income in most commercial banks, however the study failed to 

analyze e-banking fees which is an important aspects of noninterest income. Commercial bank gets income by providing networks 

to insurance companies to meet wide customer base. However, banks are faced with the backdrop the study intended to assess in 

listed commercial banks in Kenya. 
 

3. Study Objective 
 

The main objective of the study was to establish the effects of non-interest income on financial performance in commercial 

banks in Kenya.   

 

4. Review of Literature 

 

4.1 Theoretical Framework 

 

4.1 Agency Cost Banking Income  
 

Berger (2013) analyzed the financial institution financial performance and its effects on agency cost banking. The study aims 

to investigate whether agency cost banking had effect on financial institutions financial performance using 2 commercial banks in 

Canada. The study found that agency cost banking mobilize deposits in financial sectors by comparing commercial banks and 

micro finances in order to enhance financial performance. Agency cost offers competitive rate on deposits as a mechanism of 

mobilizations more but at the same time balancing with income gained, use of channels of making advertisement agency banking 

in order to build the trust of customers by studying the challenges by improving deposits mobilization policy to attract more 

customers and ensure effective deposit conversion to loan in order to gain interest paid on deposits of agency. Thus, this study will 

analyze the agency cost banking effects on financial performance of banks. 

 

4.2 Bank Assurance Services Income  
 

Arora (2013) explored on the benefits of using bank assurance income on achieving financial performance. The study sampled 

Indians commercial bank. The study established the effect of bank assurance on financial performance. The study adopted 

descriptive design. The study found that bank can mitigate some management problems such as high loan default resulting to high 

credit risk, switching number of customers due to dissatisfaction decline profits, resistance to buy new insurance products, hence 

minimum growth, additionally the model of bank assurance was a good source of revenue, customer acquisition and customer 

retention as one of the factors in investors will consider before taking the risk of investing in commercial banks. However, the 

study did not analyze bank assurance in relations to noninterest income.  

 

Vijayakumar (2013) analyzed the influence of CAMEL model on noninterest income on financial performance. The research 

sought to establish financial performance and CAMEL model in India. The study targeted population of 45 respondents working 

in state banks of Taiwan. From the finding it was shown that positive connection between bank insurance incomes on financial 

performance. The study indicated that annual insurance premiums positively affect the financial performance of banks. 

Respondents indicated that customer loyalty, positive tax benefits and loan requirement as the reasons influencing buying of 

insurance products from commercial banks. The bank assurance measured by the annual value of premiums sold through against 

annual total revenue. The study did not focus the effects of bank assurance on financial performance. Thus, there is need to 

analyze bank assurance increase market share and attracting investors for financial innovation.  

 

5. Research Methodology 
 

Descriptive design was used. Research design is an arrangement of conditions for collection, measurement and analysis of data 

in a manner that aims to combine relevance to the research purpose with economy and procedure (Kothari, 2010).   

 

The population size was nine commercial banks listed at the NSE in Kenya.The list of commercial banks included the 

following; KCB, Cooperative, Equity, Barclays, DTB, Family bank, Bank of Africa, Sidian Bank, and National Bank. The study 

used census to incorporate all the listed commercial banks in Kenya. Secondary data was collected through financial statements 

which were used to collect the data. The analyses were done and interpreted based on the data collected through descriptive 

statistics such as mean, standard deviations.  

 

6. Data Analysis and Results 

 

6.1 Descriptive Statistics 
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6.1.1 Income from Agency Cost Banking 
 

The study investigated the effect of agency income on financial performance using agency transaction costs and how it affects 

the banks. Number of agency transaction was analyzed because it was a measure of agency cost banking. It was analyzed as 

presented in table 1.  

 

Table 1 Income from Agency cost banking 

 Minimum Maximum Mean Std. Deviation 

Barclays .13 1.80 1.4170 .50974 

Cooperative  1.00 3.42 3.2120 .10796 

DTB 1.15 2.35 2.2050 .1752 

Equity 1.09 4.31 4.1550 .36786 

Family bank 1.10 1.23 2.7720 .23327 

KCB bank 1.12 5.05 5.1959 .03206 

National bank .21 2.31 1.9130 .49891 

Bank of Africa 1.25 3.35 2.2051 .7531 

Sidian bank 1.9 1.42 3.3650 .5086 

 

From the result obtained above, it was established that KCB bank had highest mean of 5.1959 with the mean of 0.3206 in its 

noninterest from agency cost of banking among other commercial banks whereas Barclays had lowest mean  1.4170 and standard 

deviation of  0.50974. 

 

6.1.2 Income from Bank Assurance Services 
 

Income from bank assurance was sought whether it affect financial performance. The results indicated that Insurance 

premiums were used in this study because it is one of Income from banking assurance services and how it affected financial 

performance. 

 

Table 2 Income from Bank assurance services 

 Mean Std. Deviation 

Barclays 8.980 2.887 

Cooperative  12.850 1.555 

DTB 5.660 2.059 

Equity 8.840 1.112 

Family bank 7.780 1.428 

KCB bank                9.280               1.629 

National bank                1.615               .720 

Bank of Africa                4.113            3.603 

Sidian bank                3.630            2.548 

 

It was indicated that Cooperative bank was the highest in value of the mean 12.850 with a standard deviation 1.555, and 

National bank lowest with mean 1.615 and standard deviation .720. This implied that Income from Bank assurance services was 

the most important noninterest income in cooperative bank than other commercial banks. 

 

6.3 Inferential statistics 
 

6.3.1 Correlation Analysis 
 

In this section Pearson correlation was used to establish the relationship between the variables. The study sought to the 

connection between noninterest income and financial performance of the bank. This study was analyzed in connection between 

noninterest income and financial performance as shown in Table 3 summarized the results. 
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Table 3 Correlation Results Matrix 

 

 

From the correlation analysis, the results found that there was a positive correlation between Income from Agency, and 

Financial performance. From the result obtained, it was found that positive relationship exists between agency income and 

financial performance. It was statistically significant.  

 

6.3.2 Model Summary 
 

The regression analysis was done to test whether there was relationship between dependent variables and independent 

variables. Independent variables were; Income from Agency cost banking, Income from Bank assurance services (non-interest 

income) and dependent variable which was financial performance. 

 

Table 4 Model Summary 

Model R R
2
 Adjusted R. Square Std. Error of 

estimate 

1 .990
a
 .981 .981 .145 

a. Predictors: (Constant), Income from Agency cost banking, Income from Bank assurance 

services 

 

R square is known as coefficient of determination and it showed that there is significance variations in noninterest income as it 

value the adjusted R square at 0.981. This implied that 98.1% of the financial performance was explained by non-interest income 

while the remaining value of percentage could be explained by other factors not under this study.  

 

7. Conclusions and Recommendations 

 

7.1 Conclusions 
 

The study found that there are number of agency transaction was analyzed because it was a measure of agency cost banking. 

From the result obtained, it was established that KCB bank had highest mean value 5.1959 and its standard deviation .3206 in its 

noninterest from agency cost of banking among other commercial banks whereas Barclays had the mean value 1.4170 and the 

standard deviation of 0.50974. 

 

On the effect of Income from banking assurance services on financial performance of commercial banks in Kenya. The study 

found that the volume of Insurance premiums was used in this study because it is one of Income from banking assurance services 

and it affected financial performance. The resulted was cooperative bank with the highest mean, and National bank with lowest 

mean. This found that Income from Bank assurance services was the most important noninterest income in cooperative bank than 

other commercial banks. From the result obtained, the study indicated that noninterest income is statistically significant to predict 

financial performance of commercial banks in Kenya.  

 
E-Banking 

fees 

Agency 

banking 

cost 

Banking 

commissions 

Bank 

Assurance 

Services 

Financial 

Performance 

       

      

Income from 

Agency cost banking 

Pearson 

Correlation 

.029 1    

Sig. (2-tailed) .666     

      

      

      

Income from 

Bank assurance 

services 

Pearson 

Correlation 

.426
**

 .727
**

 .990
**

 1  

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

N 45 45 45 45  

Financial 

performance 

Pearson 

Correlation 

.007 .984
**

 .728
**

 .719
**

 1 

 Sig. (2-tailed) .915 .000 .000 .000  

 N 45 45 45 45 45 
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Volumes of Insurance premiums were used in this study because it is one of Income from banking assurance services and it 

affects financial performance of commercial banks in Kenya. This implied that Income from Bank assurance services was the 

most important noninterest income in cooperative bank than other commercial banks. 

 

7.2 Recommendations 

 

Number of agency transaction was found to be a measure of agency cost banking. From the result obtained, it was 

recommended that Barclays should use more of agency cost to earn non-interest income. On the effect of Income from banking 

assurance services on financial performance of commercial banks in Kenya. The study recommended that National bank should 

employ Income from Bank assurance services as it is the most important noninterest income in cooperative bank than other 

commercial banks. The study was conducted in commercial banks; another study may be conducted in other financial institutions. 

Another study should be conducted on the effect of e-banking fees on financial performance in microfinance institutions.  The 

study of Income from Agency cost banking should be done in future research in banking sector. 
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