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Abstract 
Banking industry has witnessed enormous diversification 
due to advancement in technology coupled with 
macroeconomic pressure, which keeps liberalizing and 
deregulating the sector. Equally, scholars have studied 
diversification and mixed findings have emerged, with 
Kenya banking diversification having very scanty evidence 
despite robust banking system. The study analysed the 
influence of agency banking services as a vertical 
diversification strategy; banc assurance services as a 
concentric diversification strategy; electronic cards services 
as a horizontal diversification strategy; and mobile banking 
services as a conglomerate diversification strategy, all on 
the financial performance of commercial banks listed at 
NSE. Findings revealed that the aforementioned 
diversification strategies contributes 23.1% variation in the 
financial performance of banks listed at the NSE; Agency 
Banking Survives has partial effect of 0.035 insignificant 
factor change on FPB; Banc Assurance Services has 0.567 
significant factor change; Electronic Card Services has 
0.059 insignificant factor change and Mobile Banking 
Services has 0.234 significant factor change.   
 
Key Words: Product diversification, Agency banking 
services, Banc assurance services, Electronic cards 
banking services, Mobile banking services and Financial 
performance 

1. Introduction 
Technological advancement, macroeconomic pressure and 
globalization has triggered enormous diversification in the 
banking sector across the globe. This diversification has 
been viewed as a response to competitive pressure from 
non-banking players who joined the industry following 
liberalization and deregulation (Elyasiani & Wang (2012). 
The precise concept of diversification among researchers 
appears blurred. Accordingly Kottler (2010) it is the total 
products, services, including markets means and methods 
employed by a firm to achieve growth and mitigates 
business risk. Benur and Bramwel (2015) however, views 
diversification to take four forms which can sub categorized 

under the two major types of related and unrelated 
diversification strategies (Diversification for SME’s, 2009).  
 
The four forms of business diversification are: Horizontal 
diversification, Vertical diversification, Concentric 
diversification and Conglomerate diversification.  
According to Kottler (2010) allows a firm to move outside 
its comfort zone in terms of product manufacturing by 
tapping into their own market share of loyal customers; 
vertical diversification occurs when a company reach out to 
previous stages or move forward to higher stages in the 
production cycle; and Concentric diversification 
encompasses widening the production portfolio through 
addition of new product, or similar products to an existing 
profitable line of business, with the aim of fully utilizing the 
potential of the existing marketing system and technologies.   
 
In the recent past decade, commercial banks in Kenya have 
embraced various approaches to practice diversification, 
namely income diversification, product or services or 
activities diversification (Chriatiansen & Pace, 1994), 
deposit diversification, asset diversification and 
diversification into different economic sectors (Berger, 
Hassan & Zhou, 2010; Ebrahim & Hasan, 2008). These 
diversification strategies aim at achieving competitive 
advantage through economics of scale and other synergies 
from using the firm’s resources and capabilities across 
different product lines. For instance, the expanding mobile 
communication networks and access to mobile phones in 
rural areas have created path to banking innovation 
technology, widespread use of automated teller machine 
cards, and agency banking (Shaikh and Karjaluoto, 2015).  
 
Communication Authority of Kenya [CAK] (2017) shows 
that payments for goods and service through diversified 
products (mainly mobile money transfer platforms) hit Sh 
627.4 billion in first quarter of 2017, becoming a major 
product diversification for both banks and mobile 
companies driving profitability and growth of such 
institutions in Kenya and world at large. In addition, the 
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CBK Financial Stability Report of 2017 shows 25.4% 
growth in mobile money transfer and 22.3% in card 
transactions result from diversification into mobile industry. 
Additionally, Cytonn’s Banking Sector Report (2017) 
indicated 28.6 per cent increase in average non-interest 
income from new initiatives such as banc-assurance and 
mobile banking. Despite this growth record, much of 
empirical evidence majors on diversified bank product have 
reported puzzle results. For instance, Olugester (2012) 
studied product diversification and performance of listed 
manufacturing but did not look into bank product; Turkmen 
and Yigit (2012) examined sectorial and geographical 
diversification however, they too did not look into product 
diversification. In Kenya, Muunda (2013) investigated the 
types of diversification strategies in banks in Kenya but did 
not report on financial performance. Given the growth of 
diversification strategy in banking, there is a need to 
empirically provide evidence on their financial performance 
implication on banks. Moreover, reviewed studies have 
primarily addressed diversification as an investment option 
and not a strategy, as in horizontal, vertical, concentric and 
conglomerate strategies of related or unrelated product 
diversifications. Thus, the study determine how product 
diversification strategy influences financial performance of 
banks listed at the NSE.2.  

2. Purpose and Specific Objectives 

The purpose of this study was to find out the effect of 
product diversification strategy on financial performance of 
commercial banks listed at NSE. This was achieved through 
analysis of the following specific objectives  

i. To establish the influence of agency banking 
services as a vertical diversification strategy on 
financial performance of banks listed at NSE. 

ii. To find out the influence of banc assurance services 
as a concentric diversification strategy on financial 
performance of banks listed at NSE. 

iii. To assess the influence of electronic cards services 
as a horizontal diversification strategy on financial 
performance of banks listed at NSE. 

iv. To establish the influence of mobile banking 
services as a conglomerate diversification strategy 
on financial performance of banks listed at NSE. 

3. Theoretical Framework and Literature Review 

3.1 Theoretical Framework 

Firm pursuit of diversification is motivated by both 
managerial and prescriptive components, which according 
to Benoist (2002), seeks to understand what informs 

managerial behaviour in choosing diversification as a 
strategic move and justifies the outcome expected from 
diversification respectively. This study was guided the 
Resource Based Theory (RBT). RBT is a theory of growth 
of the firm as established by Edith Penrose in 1959 and 
further advanced by Rubin (1973) in his “Expansion of 
firms” work.  

RBT is constructed on the supposition that firms undertake 
deliberate managerial efforts driven towards attaining a 
maintainable competitive advantage. RBT list conditions 
under which a firm’s resources can offer better returns over 
long-term periods as resultant from its competitive forces. 
According to the theory, resource advantage arises when a 
firm’s resources position barriers which gives the holder a 
defensible competitive advantage in relation to other firms 
in the industry. The theory explained how banks utilizes 
their resources to build competitive edge through recourse 
capacities to deliver firm performance.  

3.2 Literature Review 

3.2.1 Agency Banking Services and Commercial Banks 
Financial Performance 

A study of agent model for branchless banking in Colombia 
by Lozano and Mandrile (2010) studied traditional banking 
sector’s interest in branchless banking. Directed by the 
purpose to ascertain available platforms for implementation 
of banking agent networks, the study emphasized benefits 
of branchless banking. Findings disclosed that agent 
banking enable the poor to access array of banking services 
formerly out of reach. Similarly, Consultative Group to 
Assist the Poor [CGAP] (2006) piloted a study on in 
branchless banking in Brazil. The study examined the 
extent to which commercial banks have partner with agents 
who provide financial services in Brazil. Using major retail 
agents as target population in Brazil in year 1990-2010, 
findings point 78% expansion of bill payments and 
government benefits remittances through agent banking; 
90% increase in correspondent services for utility; 5% 
increase in account opening through agent, and 5% increase 
in cash deposit through agent.  

Kandie (2013) analyzed agency banking and financial 
inclusion in Kenya. He used a cross sectional survey 
research design, six banks as target population. Inferential 
statistics results, from secondary data collected from 
financial reports, revealed a strong positive correlation of 
0.67 between financial inclusion and agency banking. 
Conversely, Wambari (2009) investigated mobile banking 
and SME in Kenya. Randomly sampling 20 firm 
owners/managers/supervisors. Findings illustrated 
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significance 57% adoption of mobile banking in urban in 
comparative to rural areas.  Similarly, Kambua (2013) 
assessed agency banking and performance of Kenya banks. 
He embraced descriptive research design with both 
qualitative and quantitative research approach. The target 
population of 16 commercial banks - embraced agency 
banking. Findings shows growth in agents lead to increase 
in the profitability as evidenced by a positive correlation 
with cash deposits volume and withdraws volume. Watiri 
(2013) inaugurated the influence of agency and financial 
performance. Her study reported low transaction has 
positive correlation with rise in income in banks.  

3.2.2 Banc Assurance Services and Commercial Banks 
Financial Performance 

Lovelin and Sreedevi (2014) assessed preference of banc 
assurance in India based on SWOT analysis.  They used 
empirical and descriptive research design, primary data, 
with population from management. .Findings awareness of 
banc assurance due to customer loyalty, positive tax 
benefits and loan requirements to correlated with 
bancassurance products offered by banks. Nyakundi (2013) 
evaluated banc assurance as risk mitigation strategy at 
equity bank limited. The study found that Equity Bank 
collaboration with insurance companies can significantly 
mitigate considerable management problems, for instance 
high loan default, high credit risks, customers switching due 
to dissatisfaction, among others. Additional findings shows 
banc assurance model has positive correlation with revenue 
and customer acquisition and retention. 

Jongeneel (2011) identify the critical drivers in Banc 
assurance as a supply chain adopted by insurers companies. 
A descriptive design modified by review of past scholarly 
work. Results indicated that market concentration, internet 
usage, insurance market size have positive correlation with 
banc assurance. On a similar study, Mwangi (2010) 
assessed determinants of growth of banc assurance, taking 
Kenya as a case. The researcher embraced a survey design, 
incorporated banks managers as target population and 
sampled randomly. Findings showed diversification, 
concentration of services and efficiency and effectiveness 
of operations as factors affecting growth of banc assurance. 
Nyathira (2013) evaluated financial innovation on financial 
performance of banks in Kenya. He used causal research 
design, population of 43 locally incorporate banks, and 
secondary data published annual reports. The result 
disclosed positive significance correlation between 
innovations and profitability.  

Chiang et al (2013) examined key success factors 
influencing banc assurance operations in Taiwan, using 

Modified Delphi Method (MDM). The results revealed 
insignificance correlation with constructs of the MDC. 
Consequently, Omondi (2013) assessed determinants of 
Banc assurance. The findings showed a positive correlation 
between need for new revenue stream, diversification and 
economies of scope. The study equally concluded the 
variables as determinants of bancassurance.  

3.2.3 Electronic Card Services and Commercial Banks 
Financial Performance 

The study on impact of ebanking and bank profitability in 
Jordan was conducted by Noor (2011). This study analyzed 
banking services provided through internet (ebanking) on 
the profitability of Jordan banks from 2000-2009. As 
evidenced, the regression results points no significant 
correlation between e-banking services and return on asset 
and return on investment profitability measures.   

Oginni et al (2013) measured impact of e-banking on 
performance of Nigeria listed banks. They used secondary 
data from audited bank annual financial statements from 
2000 and 2010 for eight banks that have adopted e-banking 
fully. Regression findings showed positively significance 
correlation between e-banking and return on asset. 
Correspondingly, Al-Sadi (2011) examined impact of e-
banking. His finding reported a contradictory result of no 
significance correlational effects with ROE for banks that 
have adopted internet or e-banking services and a small 
margin on ROA. In the contrary, finding further illustrated 
significance effects in ROA and ROE for banks that have 
fully embraced e-banking services.    

Another challenging but significant finding is reported by 
Njuru (2007) in a study on challenges affecting 
implementing electronic banking strategy in Kenya. He 
found that employing specialized technology, training of 
bank employees/staffs, customers, and reducing banking 
charges as challenges affecting electronic banking 
implementation. Correspondingly, Malhotra (2009) piloted 
study on the impact of internet banking in India. Adopting 
survey research design, sample size of 85 commercial 
banks, and descriptive analysis tools.  Results from the 
analysis indicates that majority (57%) of commercial banks 
fully provide internet banking services. Furthermore, 
conglomerate banks reported positive significance 
correlation between e-banking and operating efficiency. In 
addition, insignificance negative correlation between e-
banking and bank risk profile.   

Ongare (2013) ascertained e-banking and performance of 
banks in Kenya. This analysis embraced descriptive 
research design, secondary data from annual financial 
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report and inferential statistics analysis. Findings shown e-
banking has a strong and significant correlation with 
profitability.  Conversely, Maiyo (2013) examined e-
banking and non-financial performance indicators, a 
measured based on adoption or use rate. Researcher utilized 
descriptive research design, managers as target population 
which provided primary data analyzed by multiple 
regression. The study revealed commission from electronic 
banking has a higher significance effects comparative to 
other noninterest services (debit cards, credit cards and 
mobile banking).   

3.2.4 Mobile Banking Services and Commercial Banks 
Financial Performance 

Wambari (2009) determined mobile banking implication on 
daily business management and challenges. Findings 
revealed that adoption and use of mobile services affects 
SMEs performance.  Additionally, Ching et al (2011) 
examined factors affecting mobile banking adoption in 
Malaysian and reported the following factors: perceived; 
usefulness, ease of use and relative advantages, as well as 
perceived risks and personal innovativeness; to exhibit 
positive correlation with growth in mobile use. Last but not 
last, Al-Jabri (2012) considered mobile banking in Saudi 
Arabia as advanced by the diffusion of innovation theory. 
Findings illustrated significance correlation of 0.23 with 
usefulness of mobile banking services. 
 

4. Research Methodology and Model Specification 
The study adopted causal research design, which explores 
the effect of one thing on another and more specifically, the 
effect of one variable on another (Dooley, 2007). The target 
population was 55 respondents drawn from product 
managers (bank assurance, agency, card and mobile) and 
finance manager of commercial banks listed at NSE, Kenya. 
Due to small size of the population, census sampling 
method was adopted; primary data assembled through 
structured questionnaire and analysed using descriptive and 
inferential statistical method. The adopted Multiple 
Regression Model was.  
 

Y = β0 + β1X1 + β2X2 + β3X3 + β4X4 + ɛ        
Where  Y = Financial performance 

X1 = Agency banking services 
X2 = Bancassurance banking services  
X3 = Electronic cards banking services  
X4 = Mobile banking services 
Β0 = Y-intercept (Constant value) 
β1, β2, β3, and β4 = Beta coefficient values. 

ɛ = Regression error term 
 
 

5. Results and Discussion 
5.1 Correlational Analysis Result 
Result of bivariate Pearson correlation analysis for product 
diversification strategies namely agency banking services 
(ABS), bancassurance services (BAS), electronic card 
services (ECS) and mobile banking services (MBS) with 
financial performance (BFP) of commercial banks listed at 
the NSE is shown in Table 1.  
 
Table 1: Correlation Analysis result for Product 
Diversification Strategies and Financial Performance 
 BFP ABS BAS ECS MBS 
BFP Pearson Correlation 1     

Sig. (2-tailed)      
N 39     

ABS Pearson Correlation .051 1    
Sig. (2-tailed) .756     
N 39 39    

BAS Pearson Correlation .433** -.138 1   
Sig. (2-tailed) .006 .401    
N 39 39 39   

ECS Pearson Correlation .112 -.114 .355* 1  
Sig. (2-tailed) .498 .490 .026   
N 39 39 39 39  

MBS Pearson Correlation .464** .064 .025 .112 1 
 Sig. (2-tailed) .003 .698 .880 .498  
 N 39 39 39 39 39 
**. Correlation is significant at the 0.01 level (2-tailed). 
*. Correlation is significant at the 0.05 level (2-tailed). 

 

 
Table 1 results shows that Agency Banking Services (ABS) 
has insignificant weak positive correlation (r=0.051, p=756) 
with FPB; Banc Assurance Services (BAS) has significant 
positive correlation (r=0.433, p=0.006) with FPB; 
Electronic Card Services (ECS) has insignificant positive 
correlation (r=0.112, p=0.498) with FPB, and Mobile 
Banking Services (MBS) has significance positive 
correlation (r=0.464, p=0.003) with FPB. This result imply 
that, at 0.05 level of significant, banc assurance services 
and mobile banking services has significant contribution to 
financial performance of banks listed at the NSE. This 
result is in agreement with findings from most of reviewed 
literature.  
 
5.2 Results of Multiple Regression Analysis  
Multiple regression analysis was conducted to determine 
the interdependency relationship between products 
diversification strategies and financial performance of 
banks listed at the NSE. Result for the model summary is 
shown in Table 2, 
 
 
 
 

365 
 

http://www.ijiset.com/


IJISET - International Journal of Innovative Science, Engineering & Technology, Vol. 6 Issue 10, October 2019  

ISSN (Online) 2348 – 7968 | Impact Factor (2019) – 6.248 

www.ijiset.com  

Table 2: Model summary results  

Model R 
R 

Square 
Adjusted 
R Square 

Std. Error of 
the Estimate 

Durbin-
Watson 

1 .481a .231 .141 .61389 2.698 
a. Predictors: (Constant), MBS, ABS, ECS, BS 

b. Dependent Variable: BFP 

Result shows a value of R Square of 0.231, which suggest 
that all other factors held constant, product diversification 
strategies contributes 23.1% variation in the financial 
performance of banks listed at the NSE. This finding 
implies that ABS, BAS, ECS and MBS accounts for 23.1% 
of BFP. Additional results on Analysis of Variance 
(ANOVA) is shown in Table 3. 
 
Table 3: ANOVA Results  

Model 
Sum of 
Squares Df 

Mean 
Square F Sig. 

1 Regression 5.854 4 1.963 5.2069 .046b 
Residual 10.813 34 .377   
Total 16.667 38    

a. Dependent Variable: BFP 

b. Predictors: (Constant), MBS, ABS, ECS, BAS 

Result from Table 3 shows F statistic value of 5.2069 with a 
p-value of 0.046. Since the p-value<0.05, the finding 
suggest that the model is find and at least one of the 
predictors explain the variation. Therefore the model was fit 
for the study and ABS, BAS, ECS and MBS are good 
predators of FPB. Lastly, the regression coefficient finding 
is shown in Table 4.  
 
Table 4: Regression Coefficient Result  

Model 
Unstd Coefficients 

Std 
Coefficients 

t Sig. B Std. Error Beta 
1 (Cont) 3.715 1.120  3.315 .002 

ABS .030 .132 .035 .230 .819 
BAS .585 .189 .567 3.097 .004 
ECS .050 .136 .059 .368 .715 
MBS .292 .215 .234 3.360 .003 

a. Dependent Variable: BFP 
 
Table 4 results shows a constant value of 3.715 which 
indicate the variation in FPB which does not dependent on 
any factor analysed. In addition, ABS has β=0.035, 
p=0.819; BAS has β=0.567, p=0.004; ECS has β=0.059, 
p=0.368; and MBS has β=0.234, p=0.003. These findings 
suggest that ABS has a partial effect of 0.035 insignificant 
factor change on financial performance; BAS has partial 
effect of 0.567 significant factor change; ECS has partial 

effect of 0.059 insignificant factor change and MFS has 
partial effect of 0.234 significant factor change on financial 
performance of commercial banks listed at the NSE. These 
findings reasonably suggest that Banc Assurance Services 
and Mobile Banking Services significantly positively 
contributed financial performance of banks listed at the 
NSE. The findings yield the following model for predicting 
FPB from product diversification strategies:  
Y = 3.715 + 0.567BAS + 0.234MBS + 0.059ECS + 
0.035ABS       

Where  Y = Financial performance banks listed at 
the NSE 
BAS = Banc assurance banking services  
MBS = Mobile banking services 
EBS = Electronic cards banking services  
ABS = Agency banking services 

 
6. Conclusions 

From the objective findings, the study makes the following 
conclusions. First, all other factors held constant, product 
diversification strategies (ABS, BAS, ECS and MBS) 
contributes 23.1% variation in the financial performance of 
banks listed at the NSE. Second, a unit change Agency 
Banking Survives causes positive 0.035 insignificant factor 
change on FPB. Third, a unit change in Banc Assurance 
Services causes positive 0.567 significant factor change on 
FPB. Forth, a unit change on Electronic Card Services 
causes positive 0.059 insignificant factor change on FPB. 
Fifth, a unit change in Mobile Banking Services causes 
positive 0.234 significant factor change on FPB. Finally, 
Banc Assurance Services and Mobile Banking Services 
significantly positively contributed financial performance of 
banks listed at the NSE, while Electronic card services and 
Agency banking services has insignificant contribution.   
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