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Abstract 

Purpose: The purpose of this study was to determine the determinants of effective debt 

collection practices in Kenyan commercial banks.  

Methodology:The research was carried out through descriptive survey design.  The total 

population of the study was 1118credit managers/supervisors or branch managersof the 37 

commercial banks. A sample size of 118 respondents was selected through random sampling 

technique, which represents a 10% of the population. The study used both secondary and primary 

data specifically the study used a questionnaire as the preferred data collection tool. The 

questionnaire had close ended questions only. Secondary data on the level of Nonperforming 

loans/Gross loans was also collected. This study used the quantitative method of data analysis. 

Quantitative methods of data analysis included inferential and descriptive statistics. Descriptive 

statistics included frequencies and measures of tendency mainly mean. Inferential statistics 

include correlation and regression analysis. The tool for data analysis was Statistical Package for 

Social Sciences (SPSS) version 20 program. The results were presented using tables and pie 

charts to give a clear picture of the research findings. 

Results:Results indicated that staff competence was highly emphasized in the banks. Results 

also revealed that the banks had invested in management information systems which were easy 

to use and compatible with other bank systems in place. Correlation results led to conclusion that 

that the relationship between staff competency and non-performing loans is negative and 

significant. It was concluded that the bank also had invested heavily intechnological resources to 

ensure smooth work flow of employees. Correlation results led to the conclusion that the 

relationship between financial resources and non-performing loans is negative and significant. 

The study further concludes that that the relationship between information technology 

management and non-performing loans is negative and significant.  The findings imply that 

information technology has significant negative effect on non-performing loans.  

Policy recommendation:The study also recommends that investment in Information technology 

be emphasized in the banks as it has an effect on the overall achievement of competitive 

advantage. Therefore the organization is urged to invest in management information systems 

which are easy to use and which facilitate minimization of administration and operational costs.  

Keywords: staff competency, financial resources, information management, debt collection 
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1.1Background of the Study 

Commercial banks play a pivotal role in the economy in the intermediation process by 

mobilizing deposits from surplus units to deficit units. The surplus is channeled to deficit units 

through lending. Lending is one of the main activities of commercial banks and any other 

financial institutions in Kenya. This is evident by the size of loans that form banks assets and the 

annual substantial increase in the amount of credit granted to borrowers in the country. Loan 

portfolio is naturally the largest asset and the largest source of income for banks. In view of the 

significant contribution of loans to the financial health of banks through interest income 

generated, these assets are considered the most important assets of banks (Nelson & Schwedt, 

2006). 

Nelson and Kalani (2009) conducted a study on commercial banking crises in Kenya: cause and 

remedies„. The statement of the problem for the study is many financial institutions that 

collapsed in Kenya since 1986 failed due to non-performing loans. This study investigated the 

causes of nonperforming loans, the actions that bank managers have taken to mitigate that 

problem and the level of success of such actions. Using a sample of 30 managers selected from 

the ten largest banks the study found that national economic downturn was perceived as the most 

important external factor. Customer failure to disclose vital information during the loan 

application process was considered to be the main customer specific factor. The study further 

found that lack of an aggressive debt collection policy was perceived as the main bank specific 

factor, contributing to the non performing debt problem in Kenya.  

1.2  Statement of the Problem 

Financial institutions have faced difficulties over the years for a multitude of reasons, the major 

cause of serious banking problems continues to be directly related to lax credit standards for 

borrowers and counterparties, poor portfolio risk management, or lack of attention to changes in 

economic or other circumstances that can lead to a deterioration in the credit standing of a bank‟s 

counterparties (Gil &Diaz, 1994). In unstable economic environments, interest rates charged by 

banks are fast overtaken by inflation and borrowers find it difficult to repay loans as real incomes 

fall, insider loans increase and over concentration in certain portfolios increases giving a rise to 

credit risk. Bank failures in Mexico were attributed to improper lending practices, lack of 

experience, organizational and informational systems to adequately assess credit risk in the 

falling economy (Gil &Diaz, 1994). The same can be said about of banking crisis in Kenya in the 

1980s and in Spain in the 1990s. The problem that this study wishes to address is that debt 

collection is a pertinent managerial problem that if not addressed would lead to lower 

profitability and in extreme cases bank failure. Do effective debt collection practices really 

matter to commercial banks? If they do, then they should significantly contribute to profits as 

high profits are expected to enhance shareholder value. 

Several studies have analyzed the effect of debt collection management practices on profitability. 

Olufunso, Herbstand and Lombard (2009), Nelson et al. (2009) and Musyoki and Kadubo (2011) 

analyzed the impact of credit risk management on the financial performance of Banks in Kenya 

for the period 2000 – 2006 and concluded that default rate, bad debts costs and cost per loan 

asset have an inverse impact on banks‟ financial performance, however the default rate is the 

most important determinant of bank financial performance vis-à-vis the other indicators of credit 

risk management. The research had a gap since it did not address the effect of debt collection 



 

International Journal of Finance And Accounting 

ISSN xxxx-xxxx (Paper) ISSN 2518-4113 (Online)  

Vol.2, Issue 7, No.1 pp 1 - 23, 2017   

  www.iprjb.org 

 

3 

 

management practices on profitability. Looking at the emphasis that is laid on effective debt 

collection management in Kenyan commercial banks, the level of contribution of this factor to 

profits has not been sufficiently analyzed. There is scarcity of studies done on determinants of 

effective debt collection in Kenyan commercial banks.  Most studies on commercial banks have 

looked at the effect of credit risk management on performance of banks. It is therefore for these 

research gaps that this study wishes to establish the determinants of effective debt collection in 

Kenyan commercial banks. 

1.3 Purpose of the Study 

The purpose of this study was to determine the determinants of effective debt collection practices 

in Kenyan commercial banks. 

1.4 Research Questions 

The study was guided by the following research questions: 

1.4.1 To what extent does staff competency affect the effectiveness of debt collection    in 

commercial banks? 

1.4.2 What is the effect of financial resources on the effectiveness of debt collection in 

commercial banks? 

1.4.3 To what extent does information management affect effectiveness of debt collection in 

commercial banks? 

2.0 LITERATURE REVIEW 

2.1 Empirical Review 

2.2 Effect of Staff Competency on Effectiveness of Debt Collection 

According to Boyatzis (2007), a competency is defined as a capability, ability or an underlying 

characteristic of an individual which is casually related to effective or superior performance. It is 

a set of related but different sets of behavior organized around an underlying construct, which we 

call the “intent”. The behaviors are alternate manifestations of the intent, as appropriate in 

various situations or times. It is important to clarify the difference between the concepts of 

“competence” and “competency”; competence refers to areas of work in which the person is 

competent and competency refers to the dimensions of behaviour underlying competent 

performance (Kagaari&Munene, 2007; Palan, 2003). However, for purposes of this study, 

competency (and its related plural form) is adopted from Armstrong (2000) as a hybrid term 

containing the two aspects of competence and competency. Thus, the concept of competency is 

used to refer to applied knowledge and skills, performance delivery, and the behaviours required 

getting things done very well (Armstrong & Baron, 1995). 

2.2.1 Theory of Competence 

Initially described as “Four Stages for Learning Any New Skill”, the theory was developed at the 

Gordon Training International by its employee Noel Burch in the 1970s. It has since been 

frequently attributed to Abraham Maslow, although the model does not appear in his major 

works.  The Four Stages of Learning provides a model for learning. It suggests that individuals 

are initially unaware of how little they know, or unconscious of their incompetence. As they 

recognize their incompetence, they consciously acquire a skill, then consciously use it. 
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Eventually, the skill can be utilized without it being consciously thought through: the individual 

is said to have then acquired unconscious competence.  Several elements, including helping 

someone 'know what they don't know' or recognize a blind spot, can be compared to some 

elements of a Johari window, although Johari deals with self-awareness, while the four stages of 

competence deals with learning stages (Flower, 1999). 

2.3 Resources and Effectiveness of Debt Collection 

Wernerfelt (1984) argued that a resource is anything which could be thought of as strength or a 

weakness of a given firm. More formally, a firm‟s resource at a given time could be defined as 

those (tangible and intangible) assets which are tied semi permanently to the firm. Examples of 

resources are: brand names, in-house knowledge of technology, employment of skilled 

personnel, trade contracts, machinery, efficient procedures, and capital. 

Grant (1991), resources are the inputs into the production process. Amit and Shoemaker (1993) 

defines resources as all input factors, both tangible and intangible, human and non-human, that 

are owned and controlled by the firm and that enter into the production of goods and services to 

satisfy human wants. Itami (1987) distinguishes that the two categories of resources are tangible 

and intangible. The tangible resources are the easiest to identify and evaluate. They are reflected 

on the balance sheets of the firm and are valued with accounting criteria. Intangible resources are 

more difficult to identify and value. No property rights are clearly defined as they are based on 

noncodified information. Hall (1993) considers intangible resources as the intellectual property, 

rights of patents, trademarks, copyright and registered designs, trade secrets, contracts and 

licenses, databases, information in the public domain, personal and organization networks, 

employee know how, professional advisers, suppliers and distributors, reputation of products and 

company, and organizational culture. 

2.4 Information Management and Effectiveness of Debt Collection 

Information management (IM) is the collection and management of information from one or 

more sources and the distribution of that information to one or more audiences. This sometimes 

involves those who have a stake in, or a right to that information. Management means the 

organization of and control over the planning, structure and organisation, controlling, processing, 

evaluating and reporting of information activities in order to meet client objectives and to enable 

corporate functions in the delivery of information (Cronin, 1990). 

2.4.1 Systems Theory 

Systems theory springs from biology and its content are applicable to many fields of study. 

Systems theory can be defined as a working hypothesis, the main function of which is to provide 

a theoretical model for explaining, predicting, and controlling phenomenon (Bertalanffy, 1962). 

One common element of all systems is described by Kuhn (1974) as knowing one part of a 

system enables us to know something about another part. The information content or a "piece of 

information" is proportional to the amount of information that can be inferred from the 

information (Kuhn, 1974). Systems can be either controlled (cybernetic) or uncontrolled. In 

controlled systems information is sensed, and changes are effected in response to the 

information. Kuhn (1974) refers to this as the detector, selector, and effector on functions of the 

system.  



 

International Journal of Finance And Accounting 

ISSN xxxx-xxxx (Paper) ISSN 2518-4113 (Online)  

Vol.2, Issue 7, No.1 pp 1 - 23, 2017   

  www.iprjb.org 

 

5 

 

2.5: Conceptual Framework 

     Independent Variables  Dependent Variable 

 

 

  

 

 

 

 

 

 

 

 

3.0 METHODOLOGY 

The research was carried out through descriptive survey design.  The total population of the 

study was 1118credit managers/supervisors or branch managersof the 37 commercial banks. A 

sample size of 118 respondents was selected through random sampling technique, which 

represents a 10% of the population. The study used both secondary and primary data specifically 

the study used a questionnaire as the preferred data collection tool. The questionnaire had close 

ended questions only. Secondary data on the level of Nonperforming loans/Gross loans was also 

collected. This study used the quantitative method of data analysis. Quantitative methods of data 

analysis included inferential and descriptive statistics. Descriptive statistics included frequencies 

and measures of tendency mainly mean. Inferential statistics include correlation and regression 

analysis. The tool for data analysis was Statistical Package for Social Sciences (SPSS) version 20 

program. The results were presented using tables and pie charts to give a clear picture of the 

research findings 

4.0 RESULTS FINDINGS 

4.1 Staff Competency and Effective Debt Collection Practices 

The first objective of the study was to investigatethe effect of staff competency on the 

effectiveness of debt collection in commercial banks. The results were presented as follows. 

4.1.1 Employees Receive Induction Training 

The respondents were asked to indicate whether every new employee receives induction training, 

51.5% of the respondents strongly agreed and 32.2% agreed bringing to a total of 83.9% of those 

who agreed. Ten point three per cent disagreed while 2.3% strongly disagreed and 3.4% of the 

respondents were neutral. The results are presented in table 4.2 below. 

 

Staff Competency 

 Debt Collection 

Practices 

-Non Performing Loans 

 

 
Information 

Management 

 

Resources 
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Table 1: Induction Training 

Statement Frequency Per cent 

Every new employee receives induction training Strongly disagree 2 2.3% 

 

Disagree 9 10.3% 

 

Neutral 3 3.4% 

 

Agree 28 32.2% 

  Strongly agree 45 51.7% 

Source: Author (2014) 

4.1.2 Learning about Duties during Induction Training 

The respondents were asked if learning about the duties of the job was included in the induction 

training, forty seven point one per cent of the respondents agreed and another 20.7% strongly 

agreed bringing to a total of 67.8% of those who agreed. Eighteen point four per cent of the 

respondents disagreed while 5.9% strongly disagreed and 6.9% of the respondents were neutral. 

Results are presented in table 2below. 

Table 2: Learning about the Duties of the Job 

Statement Frequency Per cent 

Learning about the duties of the job is included in the 

induction training Strongly disagree 
6 6.9% 

 

Disagree 16 18.4% 

 

Neutral 6 6.9% 

 

Agree 41 47.1% 

  Strongly agree 18 20.7% 

Source: Author (2014) 

4.1.3 ON  Job Training 

The respondents were asked to indicate if on the job training was important and effective in 

improving employee performance. Table 4.5 indicates that 41.4% of the respondents strongly 

agreed and another 36.8% agreed bringing to a total of 78.2% of those who agreed. Eight  per 

cent of the respondents disagreed while 8.0% strongly disagreed and 5.7% were neutral. Results 

are presented in Table 4.5 below. 

Table 3: On the Job Training 

Statement Frequency Per cent 

On the job training is important and effective in 

improving employee performance Strongly disagree 
7 8.0% 

 

Disagree 7 8.0% 

 

Neutral 5 5.7% 

 

Agree 32 36.8% 

  Strongly agree 36 41.4% 
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4.1.4 Training Improves Knowledge Gap 

The study sought to find out whether training has improved the knowledge gap about the bank, 

which has helped the respondents adjust comfortably to the work environment. A majority 

(44.8%) of the respondents strongly agreed and another 37.9% agreed bringing to a total of 

82.7% of those who agreed, 8% strongly disagreed and another 5.7% disagreed. Only 3.4% of 

the respondents were neutral. Results are presented in Table 4.6 below. 

Table :4Training Improves Knowledge Gap 

Statement Frequency Per cent 

Training has improved my knowledge gap about 

the bank, which has helped me adjust 

comfortably to the work environment. Strongly disagree 

7 8.0% 

 

Disagree 5 5.7% 

 

Neutral 3 3.4% 

 

Agree 33 37.9% 

  Strongly agree 39 44.8% 

Source: Author (2014) 

4.1.5 Staff Exchange Programs 

The study sought to find out whether the bank encourages staff exchange programs with other 

employees who improves work knowledge and productivity. A majority (47.1%) of the 

respondents agreed and another 39.1% strongly agreed bringing to a total of 86.1% of those who 

agreed, 5.7% disagreed. Only 8% of the respondents were neutral. Results are presented in Table 

4.7 below. 

Table 5:Staff Exchange Programs 

Statement Frequency Per cent 

The bank encourages staff exchange programs 

with other employees which improves work 

knowledge and productivity 

Strongly disagree 0 0.0% 

 

Disagree 5 5.7% 

 

Neutral 7 8.0% 

 

Agree 41 47.1% 

  Strongly agree 34 39.1% 

Source: Author (2014) 

4.2 Resources and Effective Debt Collection Practices 

The second objective of the study was to determine theeffect of financial resources on the 

effectiveness of debt collection in commercial banks. The results were presented as follows. 

4.2.1 Bank Provides Vehicles for Staff Mobilization 

The study sought to find out if the bank provides vehicles for staff mobilization while carrying 

out their duties, forty two point five per cent of the respondents agreed and another 32.2% 

strongly agreed bringing to a total of 74.7% of those who agreed. Thirteen point eight per cent of 
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the respondents disagreed, 3.4% strongly disagreed and 8% were neutral. Results are presented 

on Table 6 below. 

Table 6:  Bank Provides Vehicles for Staff Mobilization 

Statement Frequency Per cent 

The bank provides vehicles for staff mobilization 

while carrying out their duties 

Strongly 

disagree 
3 3.4% 

 

Disagree 12 13.8% 

 

Neutral 7 8.0% 

 

Agree 37 42.5% 

  Strongly agree 28 32.2% 

Source: Author (2014) 

4.2.2 Bank Provides Airtime for Debt Collection 

The study sought to find out whether the bank provides airtime for staff in debt collection 

department for follow up calls. A majority (50.6%) of the respondents strongly agreed and 

another 36.8% agreed bringing to a total of 87.4% of those who agreed, 3.4% disagreed. Only 

6.9% of the respondents were neutral. Results are presented in Table 10 below. 

Table 7:  Bank Provides Airtime for Debt Collection 

Statement Frequency Per cent 

The bank provides airtime for staff in debt collection 

department for follow up calls 

Strongly 

disagree 
2 2.3% 

 

Disagree 3 3.4% 

 

Neutral 6 6.9% 

 

Agree 32 36.8% 

  Strongly agree 44 50.6% 

Source: Author (2014) 

4.2.3 Enough Personnel in Debt Collection Department 

The study sought to find out if the bank has enough number of staff in the debt collection 

department, forty one point four per cent of the respondents agreed and another 27.6% strongly 

agreed bringing to a total of 69% of those who agreed. Seventeen point two per cent of the 

respondents strongly disagreed, 10.3% disagreed and 3.4% were neutral. Results are presented 

on Table 8below. 

Table 8:  Enough Personnel in Debt Collection Department 

Statement Frequency Per cent 

The bank has enough number of staff in the debt 

collection department Strongly disagree 
15 17.2% 

 
Disagree 9 10.3% 

 
Neutral 3 3.4% 

 
Agree 36 41.4% 

  Strongly agree 24 27.6% 
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Source: Author (2014) 

4.2.4 Employees are well remunerated 

The study sought to find out whether the employees of the bank are well remunerated to avoid 

corruption issues. A majority (37.9%) of the respondents strongly agreed and another 37.9% 

agreed bringing to a total of 75.8% of those who agreed, 11.5% disagreed and 3.4% strongly 

disagreed. Only 9.2% of the respondents were neutral. Results are presented in Table 9 below. 

Table 9:  Employees are Well Remunerated 

Statement Frequency Per cent 

The employees of the bank are well remunerated to 

avoid corruption issues 

Strongly 

disagree 
3 3.4% 

 

Disagree 10 11.5% 

 

Neutral 8 9.2% 

 

Agree 33 37.9% 

  Strongly agree 33 37.9% 

Source: Author (2014) 

4.2.5 Bank has Invested in Technological Resources 

The study sought to find out whether the bank has invested heavily in technological resources to 

ensure smooth work flow of employees. A majority (39.1%) of the respondents strongly agreed 

and another 36.8% agreed bringing to a total of 75.9% of those who agreed, 16.1% disagreed and 

1.1% strongly disagreed. Only 6.9% of the respondents were neutral. Results are presented in 

Table 10 below. 

Table 10:  Bank has Invested in Technological Resources 

Statement Frequency Per cent 

The bank has invested heavily in technological 

resources to ensure smooth work flow of 

employees 

Strongly 

disagree 
1 1.1% 

 

Disagree 14 16.1% 

 

Neutral 6 6.9% 

 

Agree 32 36.8% 

  Strongly agree 34 39.1% 

Source: Author (2014) 

4.3 Information Management and Effective Debt Collection Practices 

The third objective of the study was to determine to what extent information management affects 

effectiveness of debt collection in commercial banks. The results were presented as follows. 

4.3.1 Bank has invested inManagement Information System 

The study sought to find out whether the bank has invested in a management information system 

which is easy to use. A majority (42.5%) of the respondents agreed and another 31% strongly 

agreed bringing to a total of 73.5% of those who agreed, 11.5% disagreed and 3.4% strongly 

disagreed. Only 11.5% of the respondents were neutral. Results are presented in Table 11 below. 
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Table 11:  Bank has Invested in Management Information System 

Statement Frequency Per cent 

The bank has invested in a management information 

system  which is easy to use 

Strongly 

disagree 
3 3.4% 

 

Disagree 10 11.5% 

 

Neutral 10 11.5% 

 

Agree 37 42.5% 

  Strongly agree 27 31.0% 

Source: Author (2014) 

4.3.2 Management Information System and Minimization of Administrative Costs 

The respondents were asked to indicate if the bank has invested in a management information 

system which has enabled the minimization of administrative costs. A majority (40.2%) of the 

respondents strongly agreed and 32.2% agreed bringing to a total of 72.4% of those who agreed, 

14.9% disagreed, 8% were neutral and 4.6% of the respondents strongly disagreed. Results are 

presented in Table 12 below.  

Table 12: Management Information System and Minimization of Administrative Costs 

Statement Frequency Per cent 

The bank has invested in a management 

information system  which has enabled the 

minimization of  administrative costs 

Strongly 

disagree 
4 4.6% 

 

Disagree 13 14.9% 

 

Neutral 7 8.0% 

 

Agree 28 32.2% 

  Strongly agree 35 40.2% 

Source: Author (2014) 

4.3.3 Bank Management Information System Compatibility 

The respondents were asked to indicate whether the core banks management information system 

was compatible with other systems, a majority (34.5%) of the respondents agreed and another 

29.9% strongly agreed bringing to a total of 66.9% of those who agreed. Only 16.1% of the 

respondents disagreed while 13.8% were neutral and only 5.7% of the respondents disagreed. 

Results are presented in Table 13 below. 

Table 13: Bank Management Information System Compatibility 

Statement Frequency Per cent 

The core banks management information system is 

compatible with other systems 

Strongly 

disagree 
5 5.7% 

 

Disagree 14 16.1% 

 

Neutral 12 13.8% 

 

Agree 30 34.5% 

  Strongly agree 26 29.9% 

Source: Author (2014) 
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4.3.4 Bank Management Information System Flexibility  

The respondents were asked to indicate whether the management information system was 

flexible enough to supports the growth of the bank, a majority (57.5%) strongly agreed and 

another 34.5% agreedbringing to a total of 92% of those who agreed. Four point six per cent 

disagreed while 3.4% were neutral. Results are presented in table 14 below. 

Table 14: Bank Management Information System Flexibility 

Statement Frequency Per cent 

The management information system is flexible 

enough to supports the growth of the bank 

Strongly 

disagree 
0 0.0% 

 

Disagree 4 4.6% 

 

Neutral 3 3.4% 

 

Agree 30 34.5% 

  Strongly agree 50 57.5% 

Source: Author (2014) 

4.3.5 Management Information System in Assisting Employees 

The respondents were asked to indicate if the management information system of the bank has 

been crucial in assisting employees to enhance their performance and productivity. A majority 

(47.1%) of the respondents strongly agreed and another 44.8% agreed bringing to a total of 

91.9% of those who agreed, 1.1% disagreed while 2.3% strongly disagreed and another 4.6% of 

the respondents were neutral. Table 15 presents the findings. 

Table 15: Management Information System in Assisting Employees 

Statement Frequency Per cent 

The management information system of the 

bank has been crucial in assisting employees to 

enhance their performance and productivity 

Strongly 

disagree 
2 2.3% 

 

Disagree 1 1.1% 

 

Neutral 4 4.6% 

 

Agree 39 44.8% 

  Strongly agree 41 47.1% 

Source: Author (2014) 
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4.3.6 Staffs have Time to Chat Informally with Their Colleagues 

The respondents were asked to indicate if the staffs usually have time to chat informally with 

their colleagues. A majority (56.3%) of the respondents agreed and another 5.7% strongly agreed 

bringing to a total of 62% of those who agreed, 18.4% disagreed while 13.8% strongly disagreed 

and another 5.7% of the respondents were neutral. Table 16 presents the findings. 

Table 16: Staffs have Time to Chat Informally with Their Colleagues 

Statement Frequency Per cent 

Staff usually have time to chat informally with 

their colleagues 

Strongly 

disagree 
12 13.8% 

 

Disagree 16 18.4% 

 

Neutral 5 5.7% 

 

Agree 49 56.3% 

  Strongly agree 5 5.7% 

Source: Author (2014) 

4. 4 Non Performing Loans 

Table 17 indicates that there was a slight increase of the non-performing loans in the year 2011 

to the year 2012 and a decline in the following year from 1132735 to 1008214. This implies that 

the banks had put effective measures on debt collection hence the decline in the number of 

amount of the non-performing loans. 

Table 17: Descriptive Statistics for Non-Performing Loans 

Year Minimum Maximum Mean Std. Deviation 

2011 0 9342775 1008214 1656600 

2012 0 10475335 1132735 1796020 

2013 0 9342775 1008214 1656600 

Source: Author (2014) 

4.5 Inferential Statistics 

4.5.1 Bivariate Correlation 

The correlation results between banks profitability and independent variable are presented. Table 

18 displays the results of correlation test analysis between the dependent variable (non-

performing loans) and independent variables (staff competency, resources and information 

management) and also correlation among the independent variables themselves. Results on Table 

18 show that non-performing loansisnegatively correlated with all the independent variables. 

This reveals that any negative change in staff competency, resources and information 

management led to increased number of nonperforming loans in the commercial banks. 
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Table 18: Bivariate Correlation 

Variable   

Average

NPL 

StaffCompet

ency 

Resour

ces 

InformationMana

gement 

AverageNPL 

Pearson 

Correlation 
1 

   

 

Sig. (2-tailed) 
   

StaffCompetency 

Pearson 

Correlation 
-0.424 1 

  

 

Sig. (2-tailed) 0.000 
   

Resources 

Pearson 

Correlation 
-0.408 0.577 1 

 

 

Sig. (2-tailed) 0.000 0.000 
  

InformationMana

gement 

Pearson 

Correlation 
-0.212 0.896 0.61 1 

  Sig. (2-tailed) 0.049 0.000 0.000 
 

Source: Author (2014) 

4.5.2 Regression Analysis 

In order to establish the statistical significance of the independent variables on the dependent 

variable (non-performing loans) regression analysis was employed. The regression equation took 

the following form. 

Y =β0 + β1X1 + β2X2 + β3X3 + µ 

Where  

Y = Non Performing Loans 

X1 = Staff Competency 

X2 = Resources 

X3 = Information Management  

In the model, β0 = the constant term while the coefficient βii= 1….3 was used to measure the 

sensitivity of the dependent variables (Y) to unit change in the predictor variables. µ is the error 

term which captures the unexplained variations in the model.  

Regression analysis was conducted to empirically determine whether staff competency, 

resources and information managementwere significant determinant of non-performing loans in 

commercial banks. Regression results in Table 4.22 show that the coefficient of determination 

also called the R square is 41.9%. This means that the combined effect of the predictor variables 

(staff competency, resources and information management) explains 41.9% of the variations in 

nonperforming loans.  The correlation coefficient or R of 64.7% indicates that the combined 

effect of the predictor variables has a strong and positive correlation with non-performing loans.  
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Table 19: Regression Model Fitness 

Indicator Coefficient 

R 0.647 

R Square 0.419 

Std. Error of the Estimate 1310091 

Source: Author (2014) 

Analysis of variance (ANOVA) on Table 4.23 shows that the combined effect of staff 

competency, resources and information management was statistically significant in explaining 

changes in non-performing loans. This is demonstrated by a p value of 0.000 which is less that 

the acceptance critical value of 0.05. 

Table 20: ANOVA 

Indicator  Sum of Squares df Mean Square F Sig. 

Regression 1.03E+14 3 3.42E+13 19.939 0.000 

Residual 1.42E+14 83 1.72E+12 
  

Total 2.45E+14 86 
   

Source: Author (2014) 

Table  20displays the regression coefficients of the independent variables. The results reveal that 

staff competency, resources and information management was statistically significant in 

explaining non-performing loans. Regression results indicate that staff competency and non-

performing loans had a negative and significant relationship (beta= -3942193, p value 0.000).  

The findings imply that an increase in staff competency by one unit leads to a decrease in non-

performing loans by 3942193units. Results further indicate that resources and non-performing 

loans had a negative and significant relationship (beta= -1075872, p value 0.049).  The findings 

imply that an increase in resources availability by one unit leads to a decrease in non-performing 

loans by 1075872units.  

Finally, the results indicate that information management and non-performing loans had a 

negative and significant relationship (beta= -3022081, p value 0.000).  The findings imply that 

an increase in information management by one unit leads to a decrease in non-performing loans 

by 3022081units. 

Table 21 : Regression Coefficients 

Variable Beta Std. Error t Sig. 

Constant 7089303 1239821 5.718 0.000 

StaffCompetency -3942193 659273 -5.98 0.000 

Resources -1075872 293866.5 -3.661 0.000 

InformationManagement -3022081 566845.7 -5.331 0.000 

Source: Author (2014) 
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𝑃𝑟𝑜𝑓𝑖𝑡 𝑚𝑎𝑟𝑔𝑖𝑛 = −1.195 + 0.148 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑖𝑛𝑐𝑜𝑚𝑒 𝑡𝑜 𝑇𝑜𝑡𝑎𝑙 𝐼𝑛𝑐𝑜𝑚𝑒 𝑅𝑎𝑡𝑖𝑜
+ 0.2 𝑁𝑜𝑛 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝐼𝑛𝑐𝑜𝑚𝑒 𝑅𝑎𝑡𝑖𝑜 − 0.789 𝑁𝑜𝑛 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝐸𝑥𝑝𝑒𝑛𝑠𝑒𝑠 𝑅𝑎𝑡𝑖𝑜
− 0.123 𝐿𝑖𝑞𝑢𝑖𝑑𝑖𝑡𝑦 𝑅𝑎𝑡𝑖𝑜 + 1.301 𝐴𝑠𝑠𝑒𝑡 𝑄𝑢𝑎𝑙𝑖𝑡𝑦 𝑅𝑎𝑡𝑖𝑜 + 0.061 𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑛𝑔 𝑅𝑎𝑡𝑖𝑜 

5.0 SUMMARY OF FINDINGS, CONCLUSIONS AND RECOMMENDATIONS 

5.1 Summary of Findings 

Regression results indicate that there is a positive relationship between profit ratio and interest 

income ratio. This was evidence by a regression coefficient of 0.148 (p value = 0.012). The 

relationship was significant at 0.05 critical value since the reported p value 0.000 was less that 

the critical value of 0.05. An increase in interest income ratio by   1 unit leads to an increase in 

profit margin by 0.148 units.   

Regression results indicate that there is a positive relationship between profit ratio and non-

interest income ratio. This was evidence by a regression coefficient of 0.200 (p value = 0.007). 

The relationship was significant at 0.05 critical value since the reported p value 0.000 was less 

that the critical value of 0.05. An increase in non-interest income ratio by   1 unit leads to an 

increase in profit margin by 0.200 units.. 

Regression results indicate that there is a negative relationship between profit ratio and non-

interest expense ratio. This was evidence by a regression coefficient of -0.789 (p value = 0.000). 

The relationship was significant at 0.05 critical value since the reported p value 0.000 was less 

that the critical value of 0.05. An increase in non-interest expense ratio by   1 unit leads to an 

decrease in profit margin by 0.789 units.  

Regression results indicate that there is a negative relationship between profit ratio and liquidity 

ratio. This was evidence by a regression coefficient of -0.213 (p value = 0.000). The relationship 

was significant at 0.05 critical value since the reported p value 0.000 was less that the critical 

value of 0.05. An increase in liquidity ratio by   1 unit leads to a decrease in profit margin by 

0.213 units.  

Regression results in indicate that there is a positive relationship between profit ratio and asset 

quality ratio. This was evidence by a regression coefficient of 1.301 (p value = 0.009). The 

relationship was significant at 0.05 critical value since the reported p value 0.000 was less that 

the critical value of 0.05. An increase in asset quality ratio by   1 unit leads to an increase in 

profit margin by 1.301 units.  

Regression results indicate that there is a positive relationship between profit ratio and financing 

ratio. This was evidence by a regression coefficient of 0.061 (p value = 0.000). The relationship 

was significant at 0.05 critical value since the reported p value 0.000 was less that the critical 

value of 0.05. An increase in asset financing ratio by   1 unit leads to an increase in profit margin 

by 0.061 units.  

5.2 Conclusions 

The study concluded thatSACCO FOSAs had a lower share capital than DTMs.  This is because 

there are regulations as to the minimum capital that a DTM should have.  The current regulations 

by CBK are ksh 60,000,000. The study also concluded that DTMS have a higher profitability 

ratio than Sacco FOSAs. The significant difference in profit margin is explained by the 

difference in objectives and mission of the two organizations.  SACCOs have a mission to 
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empower their members and profitability is not the overriding objective.  DTMS on the other 

hand charge very high interest rates and are guided by strong profit objectives. The study 

concluded that SACCO FOSAs have a lower non-interest expense ratio compared to DTMS. 

This may mean that FOSA SACCOs may be more efficient compared to DTMs .This may be 

explained by the low salary costs and administration costs for SACCOs as opposed to DTMs.   

The study concluded that SACCO FOSAs had lower liquidity than the DTMs.  This may be 

explained by the   regulations on reserves that have been pt in place by the Central Bank of 

Kenya.  On the other hand, SASRA does not put such strict restriction on cash reserves.  The 

study concluded that SACCO FOSAs have a higher asset quality compared to DTMS. This may 

be explained by the fact that FOSA SACCOs are stricter on the amount that a borrower borrows 

and applies strict policies on guarantors and collateral. The study concluded that SACCO FOSAs 

have a lower financing ratio compared to DTMS. This may be explained by the fact that FOSA 

SACCOs source majority of the funds from member‟s deposits as opposed to DTMs that may 

source funds from commercial banks and still lend at a higher interest rate This study concludes 

that results that there is a positive relationship between profit ratio and interest income ratio. 

Therefore, an increase in interest income ratio by   leads to an increase in profit margin. This 

study concludes that results there are a positive relationship between profit ratio and non-interest 

income ratio. An increase in non-interest income ratio leads to an increase in profit margin this 

study concludes that results there are a negative relationship between profit ratio and non-interest 

expense ratio. An increase in non-interest expense ratio leads to an decrease in profit margin  

Regression results indicate that there is a negative relationship between profit ratio and liquidity 

ratio. An increase in liquidity ratio leads to a decrease in profit margin. Regression results in 

indicate that there is a positive relationship between profit ratio and asset quality ratio. An 

increase in asset quality ratio leads to an increase in profit margin.The study concluded that t 

there is a positive relationship between profit ratio and financing ratio. An increase in asset 

financing ratio to an increase in profit margin  

5.3 Policy Recommendations 

This study recommends that financialinstitutions should improve the interest income ratio by 

aggressive marketing their loans products and expanding their market territory.  This is because 

there is a positive relationship between profit ratio and interest income ratio. This study 

recommends that financial institutions should improve the  non-interest income ratio as doing so 

would be beneficial. This is because there is  a positive relationship between profit ratio and non-

interest income ratio. An increase in non-interest income ratio leads to an increase in profit 

margin  

This study recommends that financial institutions should improve the non-interest expense ratio 

by cutting down on the administrative cost. This is because thereis a negative relationship 

between profit ratio and non-interest expense ratio. An increase in non-interest expense ratio 

leads to a decrease in profit margin and it is the financial institutions interest to reduce the non-

interest expense. This study recommends that financial institutions should improve their liquidity 

ratio by ensuring that a minimal non interest yielding assets/cash have been retained.  This is 

because there is a negative relationship between profit ratio and liquidity ratio. An increase in 

liquidity ratio leads to a decrease in profit margin. This study recommends that financial 

institutions should improve on the asset quality ratio through aggressive credit risk management 
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practices. This will include best practices credit appraisal and debt collection. This is because 

there is a positive relationship between profit ratio and asset quality ratio. An increase in asset 

quality ratio leads to an increase in profit margin This study recommends that financial 

institutions should improve the financing ratio through acquiring extra funding from other 

sources. This is because there is a positive relationship between profit ratio and financing ratio. 

An increase in asset financing ratio to an increase in profit margin  

5.4Limitations of the study 

One of the limitations of the study was that the study did not address the impact of   interest rate 

risk management on the profitability of financial institutions.  The study failed to investigate 

whether SACCO FOSAs and DTMs have interest rate risk hedging instruments and whether 

such instruments affects the profitability of the financial institutions.  

The study results are also limited since it did not address the impact of credit risk management 

on the profitability of financial institutions. The study did not highlight the existence and 

effectiveness of various credit risk management practices. For instance, the study failed to show 

whether the financial institution use the 5 Cs of credit management and the Know Your 

Customer Policy (KYC).  

The study results are also limited because they did not address the role of corporate governance 

mechanism on the profitability of financial institutions. .   For instance, the study did not address 

the role of separation of power between chairman and CEO, existence of a competence board 

and the formation of board committees on the financial performance of SAACOS FOSAs   

The study results are also limited since it did not address the role of human resource and 

motivation aspect on the financial and non-financial performance of financial institutions. 

Therefore, failure to use non-financial measures of performance implies that the measurement of 

financial performance was narrow.  

5.5 Suggestions for Further Research 

Suggested further areas of study should be on the impact of   interest rate risk management on 

the profitability of financial institutions.  Future studies should concentrate on  investigating 

whether SACCO FOSAs and DTMs have interest rate risk hedging instruments and whether 

such instruments affects the profitability of the financial institutions.  

Future studies should address the impact of credit risk management on the profitability of 

financial institutions. Future areas should focus on the existence and effectiveness of various 

credit risk management practices. For instance, the study should show whether the financial 

institution use the 5 Cs of credit management and the Know Your Customer Policy (KYC).  

Future studies should address the role of corporate governance mechanism on the profitability of 

financial institutions.  For instance, the study needs to address the role of separation of power 

between chairman and CEO, existence of a competence board and the formation of board 

committees on the financial performance of SAACOS FOSAs   

Future studies should focus on the role of human resource and motivation aspect on the financial 

and non-financial performance of financial institutions. Therefore, future studies should focus on 

the use of non-financial measures of performance.  This is because the use of the measurement of 

financial performance was narrow.  
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