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ABSTRACT   

The ifinancial iperformance iof icommercial ibanks iis ipartly iobsessed iwith iinterest  

iunfold,  ithe  idistinction  iin  iinterest  irates  icharged  ion  iloans  iand  iwhat's  ipaid  ito  

isuppliers iof ifunds. Charge iper iunit ivolatility iincludes ia inegative iimpact ion ithe  

ifinancial iperformance iof icommercial ibanks imotility a ichallenge ito ibanks imanagers  

iin itheir icore ioperations iof icredit imanagement iand iprofit.On ithe iother ihand, ian  

iincrease  iin  iinterest  irates  iinterprets  ito  ihigher  ireturns  ion  inew  iinvestments,  

iexaggerated iprofit imargins ion iloans, iand iimproved iearnings ifrom itrading. The  

ipurpose iof ithe istudy iwas ito iassess ithe ieffect iof iinterest irate icapping ion ifinancial  

iperformance iof itier ione icommercial ibanks iin iKenya. It ifocused ion icredit isupply,  

iinterest icost, iinterest irate ispread iand iinterest iincome iand ifinancial iperformance.  

The targeted population of the istudy was five hundred employees of tier one commercial  

banks in Kenya in the ranks of senior management, middle management and lower level  

management.  Eighty  (80)  irespondents  iwere  isampled  iusing  istratified  isampling  

imethod.   Primary   idata   iwas   icollected   iwith   ithe   ihelp   iof   iself-administered  

iquestionnaires. The icollected idata iwas icleaned, iedited iand ianalyzed iusing iSPSS  

istatistical itool. iTo iassess ithe ieffect iof iinterest icapping ion ithe iperformance iof ithe  

ibanks,  idescriptive  istatistics,  iPearson’s  icorrelation  iand  iregression  ianalysis  iwere  

iused.  iThe  imultiple  iregression  iresults  irevealed  ithat  ithe  iidentified  iinterest  irate  

icapping ifactors ihad ia isignificant ipositive irelationship iwith ithe iperformance iof  

icommercial ibanks i(R i= i0.757). iThe icoefficient iof idetermination i(R2) irevealed ithat  

ithe iidentified iinterest irate icapping ifactors icollectively iexplained i57.4% ion ithe  

iperformance  iof  icommercial  ibanks,  iwhile  i42.6%  icould  ibe  iexplained  iby  iother  

ifactors ibeyond ithe istudy. iIt iwas iconcluded ithat icredit isupply, icost iof iinterest,  

iinterest irate ispread iand iinterest iincome iinfluenced ithe ifinancial iperformance iof itier  

ione icommercial ibanks iin iKenya. iIt iwas irecommended ithat iinterest irate icapping  

ibeing ia inorm ipracticed iall iover iworld ishould ibe iupheld ito iregulate ithe ifinancial  

isector  ieffectively  iso  ithat  ipeople  iand  icompanies  ican  iborrow  iand  iimprove  

ibusinesses iwhich iin ieffect igrows ithe ieconomy. iBanks ican ibenefit ifrom igrowth ion   
inumber iand ivolume iof iborrowings ithus imaking imore iprofits. i   
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OPERATIONAL DEFINITION iOF iTERMS   

Financial iperformance i– iis an iindicator iof ihow iprofitableia icompany iis irelative   

ito iits itotal iassets iand iis imeasured by ireturn ion iassets (Kavwele, Ariemba, & Evusa,   

2018).   
 

Interest iRate iCap i- ithis irefers ito a iceiling iplaced ion iinterest irates.It dictates ithe   

imaximum irate ithat a ibank ican icharge iits icustomers ion iloans (Mbengue, 2013).   
 

Tier i1 ibanks i- iare iLarge ibanks (tier iI ibanks) iwhich ihad iasset isize iof iover i15   

ibillion ishillings i(Central Bank of Kenya, 2018).   
 

Supply of Funds –refers to volume of deposits in banks which has a significant impact on   

the volume of bank lending. A ipositive irelationship iis iexpected ibetween ithis ivariable   

iand ilevel iof icredit iin ithe ibank (Olokoyo, 2011).   
 

Credit iSupply: iis ithe itrust iwhich iallows ione iparty ito iprovide imoney ior iresources   

ito  ianother  iparty  iwhere  ithat  isecond  iparty  idoes  inot  ireimburse  ithe  ifirst  iparty   

iimmediately (Irungu i2013).   

 

Interest iIncome: iis ithe iamount iof iinterest ithat ihas ibeen iearned iduring a ispecific   

itime iperiod (Irungu i2013).   
 

Interest iCosts: i iis ithe icumulative iamount iof interest a iborrower ipays ion ia idebt   

iobligation iover ithe ilife iof ithe iborrowing (IFF/ZEW i2010).    
 

Interest  iRate  iSpread:  iis  ithe  idifference  ibetween  ithe  iaverage  iyield  ia  ifinancial   

iinstitution ireceives ifrom iloans, ialong iwith iother iinterest-accruing iactivities; iand   

ithe iaverage irate iit ipays ion ideposits iand iborrowings (IFF/ZEW i2010)   
 

 i i i   

https://en.wikipedia.org/wiki/Trust_(social_sciences)


 

 

 

CHAPTER iONE: INTRODUCTION iAND iBACKGROUND iOF iTHE iSTUDY   

1.1 Introduction     

The purpose of this chapter is to assess the background of interest rate capping and the   

performance of tier one banks. The chapter will also focus on statement the problem,   

objectives, scope, significance, limitations and delimitations as well as the theoretical and   

conceptual framework governing the study.   
 

1.2 Background of study   

Interest irate icaps iare iexisting iover ithe idecades ithough iwith irestricted iuse idue to   

the iperceived ibarriers ithat iexist in ithe ieconomy. iThe icapping iof iinterest irates   

iimplies  ithat  ithe  irates  iwill  ibe  imodified  ihowever  iwithin  ilimits.  iThe  iKenyan   

isituation iis ithat idisposal irate iof iinterests iare iset iat imost iof ifour ipercent ion itop   

iof ithe iRegulator i(Central iBank iof iKenya) irates, iwhereas ideposit irates iare iset iat   

ia iminimum iof i70% iof iCBK irates. iEach igovernment iadopts idifferent iways iup ito   

iand  ias  iwell  ias  ia  icompletely  irigid  isystem  ior  ia  iversatile  isystem  iwherever   

idiscrimination iin icapping irates i ion ithe itype iof iloan iand itherefore ithe iform iof   

iinvestors i(Central iBank iof iKenya, i2018).   
 

Understanding  the  impact  of  capping  on  Commercial  banks,  requires  an  indepeth   

iunderstanding  of  theiinterest  rate  composition.  iThe  ibanking  iinterest  irates  iare   

icomposed iof i4 imajor iparts isuch ias ibank iprofitablity, iprovision ifor inon-performing   

iloans, ioverheads iand then the iactual ivalue iof ifunds. iEach iinstitution iexists ito   

imaximize iwealth ireturn ifor ishareholders ithrough profitableness,and for this to be   

achieved expenses ought to be met by the recipient. The iborrowers iadditionally ihave ito   

ibear ithe inumber iof iloans ithat iwould ibe iwritten ioff ithanks ito inonperformance.   
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iExpenses ibe ithey ifixed ior ivariable iand iprices irelating ito ithose ithat ibanks iincur   

iin irunning itheir iestablishments, iappropriate isalaries, ithe ivalue iof itheir ienlargement,   

iloan iprocess ifees iand itechnological iprices i(Central iBank iof iKenya, i2018). iPrices   

ivary ifrom ibank ito ibank iinflicting ia imonetary istrain ionce icaps iare iplaced ion ithe   

ibanks.   
 

In ithe iUSA, ithe iReserve iBank icontrols ibanking iestablishments, iwherever icaps iexist   

iin isome istates, however,limits vary. iLike iArkansas istate iand iConnecticut ihave ithe   

ilowest  icaps  iat  i17%.  i(Maimbo  i&  iGallegos,  i2014).  iThe  UK  has  ian  iabsolute   

iassociate irate iof iinterest iceiling iof itwo ipercent imonthly ifor icredit iunions, iand   

iGreece  icaps  ithe  icredit  irate  iof  inon-commercial  ibanks  iat  i6.75  i%  iper  iannum   

i(Iff/ZE, i2010). i iWestern iEurope inations, ilike Belgium use law, regulates interest irates   

iconsistent iwith ithe idimensions iand icompensation iamount iof ithe iloan i(Iff/ZEW,   

i2010). iIn ithe icase iof iFrance, ithe irate iof iinterest icapping ihas ibeen ithere isince   

i1935. iThe iceiling ipresently, iis iat i133 i% iof ithe icommon iAPR, icounting ion ithe   

iworth iof ithe iloan igranted. Additionally, Germany icontains has a Usury ilaw that   

commercial banks ate expected to compley with when lending loans. The Usury Law   

regulates the amount of interest that can be charged on a loan. The law stops iloan iinterests   

ifrom idoubling ithe ivalue iof iloans, ithe irate iof iinterests iin idifferent isectors ior   

iaverage  iinterest  irate  iwithin  ithe  ibusiness  iby  itwelve  ipercentage  ipoints  iin  ithe   

Ibanking iindustry (Lysenko, 2021). iCeilings, iin ithis icase, iare iapplicable ion ibanks   

iand inon-banking imonetary isectors. iIn iItaly, the Usury ilaw iallows iinterest irates ifor   

iloans  to be below ififty ipercent iof ithe iAPR iapplied iby ieach ibank iand ifinancial   

iintermediaries.   
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In ithe iMiddle iEast iand iNorth iAfrica, isix icountries iuse irate iof iinterest icaps ion   

iloans. iIn iMalta, iinterest irates icaps istarted iin i1868 icivil icode i(Iff/ZEW, i2010). i14   

iNations iin iLatin iAmerica iand ialso iniCaribbean , cap iinterest irates ion iloans, just   

like the ECA region, LCA icountries ithe imost iinterest irates ithat imoney iestablishments   

iwill icharge iare iencoded iin iusury ilaws i(Porteous, iCollins & iAbrams, 2010). i   
 

In ithe icase iof iChile, ithe ilaw ithat isets imost iinterest irates ion iloans istarted iin i1981   

iwherever ibanks icannot igo ion itop iof ififty ipercent ithe ipresent iinterest irates iset iat   

ithe itime iof ithe iconvention i(Flores, iMorales, i& iYáñez, i2005). iIn ithe icase iof   

iParaguay, i isince ithe i1995 irate iof iinterest icontrols ion imany isegments ithat ican't   

igo ion itop iof i30% ithe imean iof ithe imost iannual iinterest irates ibanks icharge. i   

iArgentina iin i1998 iestablished imost iinterest irates ibanks icharge iover icredit icards   

inot isurpassing i25% i(Capera, iMurcia, i& iEstrada, i2011). i   
 

In addition, threeiSouth iAsian icountries ithat iInclude iIndia, iBangladesh, iand iPakistan   

iuse irate iof iinterest icappings. iPeople's iRepublic iof iBangladesh icap iis itwenty-seven   

ipercent ifor imicrocredit iloans ifrom i2011 i(Economist iIntelligence iUnit, 2012). India   

controls the rate of interest since the year 2011 set at 26 percent. Pakistan ihas ino ilaw   

iimposing  iceilings  ion  iinterest  irates;  ithey  iuse  ion  ithe  iside  irepress  ithrough   

igovernment isubsidies, iwhich iare ithought-about ian iactual imanagement iregime. iIn   

i2004 ithe iPakistan igovernment ideclared ithe iassociate iannual irate iof iinterest icap iof   

9.5%  on iagricultural iloans i(Maimbo, i2014). i   
 

Interest rate capping has lso been partially applied in East asia and pacific where seven   

countries in east Asia  and pacific uses interest cappings rates.iJapan, ihas ithe ioldest   

ihistory ifrom i1954 icapped irates iat i20%, i(Porteous, iCollins, i& iAbrams, i2010).   
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iThailand iuses iits icivil icode iat ithe imost irate iof iinterest iof i15% ifor iloans igranted   

iby inon-Government iowned ifinancial iestablishments i(EIU, i2012; i2013). iMyanmar   

iapplied  icontrols  ion  iinterest  irates  ifor  imicrofinance  iand  ibank  idisposition  iand   

ienforced ia ireplacement ilaw iin i2011 ithat icaps iinterest irates ifor imicroloans iat i2.5%   

imonthly ior i30% iannually i(GIZ, iproperty ireport i2013; iDuflos iet ial., i2013). i   
 

In iSub iSaharan iAfrica i(SSA), iinterest irates iare icapped iin twenty-four icountries. The   

following eight countriesiwithin ithe iWest iAfrican iEconomic iand ifinancial iUnion   

i(WAEMU) i(IMF ireport, i2014) i(Benin, iBurkina iFaso, iIvory iCoast, iRepublic iof   

iGuinea-Bissau, iMali, iNiger, iSenegal, i& iTogo), others are African icountries ilike,   

iEthiopia, iGhana, iGuinea, iMauritania, iNamibia, iNigeria, iSouth iAfrica, iand iSudan.   

iSix icountries iin iCEMAC iand iRepublic iof iZambia iadditionally iapply ithe irate iof   

iinterest  icaps.  iSouth  iAfrica  ihas  icreated  imany  ichanges  iin  iits  irate  iof  iinterest   

icappings. iFirst, ithe iauthorities isigned iassociate iexemption iwithin ithe iusury ilaw ito   

iget irid iof ismall iloans ifrom ithe irate iof iinterest iceilings iin i1993. iThen, iafter ia   

idecade iwith ino icap ion ismall iloans, ia iNational iCredit iAct iwent iinto iplace ifrom   

i2007 ithat ibrought iin ia icap ion imicroloans iand iintroduced ia icap iof 5% iper imonth   

ion ishort-run iloans ias ia ipart iof ian iintegrated icredit iframework. iBesides, ithe iact   

iacknowledges iseven icredit isubsectors iwith icompletely idifferent imost iinterest irates   

icoupled ito ia ibenchmark irate iset iby ithe iCentral iBank. iBank ifees ialso iare icapped   

i(Porteous, iCollins, i& iAbrams, i2010).The members of West African Economic and   

Monitery Union (WAEMU))established ithe irate iof iinterest icontrols ifrom i1997 and   

introduced their iceilings iby ithree ipercent iin i2013. iBanks icurrently icharge ithe imost   

irate iof iinterest iof  15%, iand ithe imost irate iof itwenty-four ipercent ifor imicrofinance   
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iestablishments i(MFIs) i(Mbengue, i2013). In Egypt, civil and business transactions are   

subjected to a ceiling of seven percent. However, banks iwill iconfirm itheir iinterest irates   

ifreely i(Allaire iet ial. i2009). iAlgeria, iLibya, iand iSyria iadditionally imanage iinterest   

irates ion iloans i(Porteous, iCollins, i& iAbrams, i2010). iTunisia ihas ihad ia imicrocredit   

ilaw ifrom i1999 ithat isets ia iceiling ion iinterest irates ion iloans at 5 % ias iwell ias iall   

icommissions iand icharges, ias ia iresult ithe ilaw iapplies isolely ito inative iassociations,   

ithe icap iisn't ienforced i ion ithe iinternational iNGOs, iENDA-IA i(Allaire iet ial. i2009;   

iKhaled i2011).   
 

The iNational ibank iof iEthiopia iremoved iall irate iof iinterest iceilings iwithin ithe   

imoney isector iin i1998. Nevertheless, even without ithe irate iof iinterest iceilings the  the   

countryihas iseen imost imicrofinance iestablishments ichoose ito itake icare iof ia ilower   

irate  iof  iinterest,  iprimarily  ifor  ipolitical  ireasons.  iContinued  iwith  ithe  itrend  iof   

iintroducing  ia  irate  iof  iinterest  icontrols  iin  iAfrican  icountries,  iCentral  iAfrican   

iEconomic iand ifinancial iCommunity i(CEMAC) ithat ihas icountries ilike iCameroon,   

ithe iCentral iAfrican iRepublic, iChad, i iCongo, iEquatorial iGuinea, iand iGabon icapped   

iinterest irates ifrom i2012. The microfinances use price ceiling iwhich is calucalted iusing    

itheiaverageieffectiveirate of interest icharged iby inon-banking ifinancial iestablishments   

ithroughout ithe iprevious isix imonths iand ia imargin iof ithirty-three ipercent. From   

2013, Republic of Zambia introduced a cap ion ibusiness idisposition iat nine percentage   

points over the policy rate (Musiitwa, 2018). iIt iadditionally iintroduced ia iceiling ion   

ithe ieffective annual rate iof interest on loans charged by nonbanking financial institutions   

(NBFIs). The rate of interest ceiling is currently forty-two percent for NBFIs selected as   
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microfinance service suppliers by the Central Bank of the Republic of Zambia, whereas   

rates charged by alternativeNBFIs are not to exceed thirty percent (Musiitwa, 2018).   
 

1.2.1 Banking Sector in Kenya     
Kenya had a complete forty-two Commercial banks and one mortgage non-depository   

financial institution with two banks (Central iBank iof iKenya, i2016). These iCommercial   

iBanks are classified iinto ithree icompletely idifferent icategories betting ion ithe imarket   

ishare, iasset ibase, advances, I Client ideposits iand ipre-tax iprofits byiCentral iBank iof   

iKenya. According to (CBK, i2013). Giant banks (tier I banks) ithat ihad ian iasset ibase   

iof iover ififteen ibillion ishillings, imedium ibanks (tier iII ibanks) ithat ihad ifive ibillion   

ishillings iwhereas ismall ibanks i (tier iIII ibanks) ihad ia isize iof ifewer ithan ifive ibillion   

ishillings. Six  ibanks  iwere  iclassified  ias  iTier  iI ibanks,  ififteen  ias  itier  iII  ibanks   

iwhereas itwenty-three iwere itier iIII ibanks i (CBK, i2013). Solely, nineiCommercial   

ibanks iwere ilisted iwithin ithe iCapital istock imarket i (Barclays iBank, iCFC iStanbic   

iHoldings, iDiamond iTrust iBank, iEquity iBank, iKenya iCommercial ibank, iStandard   

iChartered iBank iof iKenya, iNIC iBank, iNational iBank iof iKenya iand ialso ithe iCo-  

operative iBank iof iKenya). The iprimary ifunctions iof iCommercial ibanks are to accept   

deposits  from  customers,  facilitate  ithe  itransferiofimoney,  and  also  acting  as  an   

intermediary between savers and borrowers. In 2016, ithe iKenyan igovernment iassented   

ito ithe iBanking i(Amendment) iAct, i2015 ithat icapped iinterest irates iat ifour ipercent   

ihigher ithan ithe iCentral iBank iof iKenya irate, iwhich ipresently istands iat ia isimple   

ifraction. Before ithe ilaw, ibanks iwere icharging ibetween ieighteen iand ithirty ipercent   

ifor iloans iadvanced ito itheir icustomers ireaping ivast iprofit (Xinhua, i2017).   
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1.2.2 iTier i1 iCommercial iBanks i   
Central Bank of Republic of Kenya (2020) noted that the forty-two Banks were classified   

into 3 groups; Tier one, Tier two and Tier three. This ican ibe isupported through a   

weighted iindex iof iall itheir iassets, icapital, iand ireserves, iclient ideposits, irange iof   

iloans iand ideposit iaccounts. Only eight banks iwere iclassified as itier ione by ithe iCBK   

iwith iover ififteen ibillion iplus iasset ibase (bankingbanner, 2020). Tier ione ibanks   

imanage  iover  i50%  iof  ithe imarket iand  ithey iinclude:  iKenya  iCommercial  iBank   

(KCB), iEquity iBank, iCo-operative iBank, iStandard iChartered iBank, iBarclays iBank,   

Stanbic Bank, Diamond Holding Trust and Commercial iBank iof iAfrica. (CBA). Equity   

ibank, iCo-operative ibank, Stanbic Bank, Diamond Trust Hplding Bank and iCBA iare   

inon-public  inative  ibanks  iwhereas  iKCB  iis  a  inative  ibank  iwith  igovernment   

iparticipation. Standard ichartered iBank iand iBarclays iBank iare iforeign ibanks (Central   

iBank iof iKenya, i2020).  The iCentral iBank iof iKenya (CBK) iranking iof ithe iKenyan   

ibanking isector iwas idone iin iDecember i2015. The iclassification iis ipredicated ion ithe   

iperformance iof ithe ibanks iand iwhether ior inot ithey iare inative ibanks, iforeign ibanks   

ior ithey're inative ibanks iwith igovernment iparticipation. The itier isystem iis isimply a   

idistinctive icriterion iand inot aicause ifor ibank iinstability (Ayugi, i2016).   
 

1.3 Statement of the Problem    

The ifinancial iperformance iof icommercial ibanks is directly linked with its interest   

spread and ithe igap iin iinterest irates icharged ion iloans iand iwhat iis ipaid ito isuppliers   

iof ifunds. Charge iper iunit ivolatility icontains a inegative iimpact ion ithe ifinancial   

iperformance iof ibusiness ibanks iposing a ichallenge ito ibusiness ibank imanagers iin   

itheir icore ioperations iof icredit imanagement iand igain. iOn ithe iother ihand, ia irise iin   

iinterest irates iinterprets ito ihigher ireturns ion inew iinvestments, iincreased iprofit   
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imargins ion iloans, iand iimproved iearnings ifrom trading. However, iwith ithe iinterest   

icapping ithat ibrought idown ithe iinterest irates icharged iby ibanks ifrom iregarding   

itwenty-five  ipercent  ito  ifourteen  ipercent  ilowers  ithe  iprofit  imargin  ion  iloans  i   

(Wambari i& iMwangi, i2017).    
 

Interest icapping  ihas  ihad  ia  isignificant inegative  iimpact ion  ithe  iperformance  iof   

icommercial  ibanks  iaccording  ito  iKavwele,  iAriemba  iand  iEvusa  i  (2018),  iwho   

iascertained ithat ia iday iafter ithe iassent iof ithe iinterest icapping ibill, ithe iNairobi   

iSecurities  iExchange  i(NSE)  itwenty  iShare  iIndex  inine  ifinancial  iinstitutions  ilost   

i152.92 ipoints i (4.4%) ito ihit i3,309.76. The biggest plunges were recorded and as a   

results the bank’s stock performance in the market declined by 11% (Kavwele & Evusa,   

2018). Therefore, this study investigated ithe iconsequences iof iinterest irating icapping   

ion ithe ifinancial iperformance iof itier ione icommercial ibanks iin iKenya.   
 

1.4 Purpose of the Study   

The core purpose of this stsudy is to establish the effects of iinterest rate capping on   

financial perfomance of commercial banks inikenya.Acase of tier one commercial banks   

in Nairobi, County.    
 

1.5 Objectives of the Study     

1.5.1 iGeneral iObjective     
The iobjective iof ithe istudy iwas ito iestabilsh ithe ieffect iof iinterest irating icapping ion   

ifinancial iperformance iof itier ione icommercial ibanks iin iKenya.   
 

1.5.2 iSpecific iObjectives     

I.     To iexamine ithe ieffect iof icredit isupply ion ifinancial iperfomance iof itier i1   

icommercial ibanks iin iKenya.   
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II.     To idetermine ithe ieffect iof iinterest icosts ion ifinancial iperfomance iof itier i1   

icommercial ibanks iin iKenya.   

III.     To ievaluate ithe ieffect iof iinterest irate ispread ion ifinancial iperfomance iof itier   

i1 icommercial ibanks iin iKenya.   

IV.     To iassess ithe ieffect iof iinterest iincome ion ifinancial iperfomance iof itier i1   

icommercial ibanks iin iKenya.   

 

1.6 Research Hypotheses     

The istudy ihypothesis iare ias ilisted ibelow;   
 

I.     Credit isupply ihas ino isignficant ieffect ion ifinancial iperfomance iof itier i1   

icommercial ibanks iin iKenya. i   

II.  Interest icost ihas ino isignficant ieffect ion ifinancial iperfomance iof itier i1   

icommercial ibanks iin iKenya. i   

III.  Interest irate ispread ihas ino isignficant ieffect ion ifinancial iperfomance iof itier   

i1 icommercial ibanks iin iKenya. i   

IV.  Interest iincome ihas ino isignficant ieffect ion ifinancial iperfomance iof itier i1   

icommercial ibanks iin iKenya. i   
 

1.7 Significance of the Study     

This istudy iwill ibe iof iimportance ito iseveral igroups iof istakeholders. The study will be of   

greate  importance  to  the  government iofficers  who iare ipolicymakers.  Theywill igain   

iinsights, and ievaluate ithe ieffects iof ithe icapping ilaw ion ithe iavailability iof icredit iin ithe   

ieconomy iand iwhich iareas iof ithe ieconomy iis iadversely iaffected iby ithe ilaw. iIt iwill igo   

ifurther ito iclearly ishow iwhether ithe ilaw ihas iachieved iits iprimary ipurpose iand iif ithere iis iany   

ineed ito ireview ithe ilaw. Sondly, the study will be significant to the imanagement iof ithe   
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icommercial ibanks iwill ishow ihow ithe iinterest icapping iinfluence ithe ifinancial iperformance   

iof itier i1 icommercial ibanks.Thidly, the ishareholders iwill ibe iable ito iget ian iunderstanding iof   

ihow ithe idecision ito icap iinterest irates iwill iactually iaffect itheir iwealth iand ialso iassess   

iwhether iit iis istill iprudent ito iinvest iin ithe ibanking iindustry iand iwhether ito ireduce ior   

iincrease itheir iinvestments. Brsides,  the stsudy  will also contribute ito ithe iaddition iof   

iliterature ireviews iand ifindings iwhich iwill ibenefit ithe iresearchers iand iacademicians.   
 

1.8 Scope of the Study   

The ipopulation ifor ithis istudy iwasibe iall ithe icommercial ibanks iwhich ioperates   

iunder ithe ibanner iof itier 1. The iliterature ireview focused on the study ifour ivariables;   

credit isupply, iinterest icost, iinterest irate ispread iand iinterest iincome. The istudy   

iwasibe iconducted iwithin iNairobi iCounty and wasicompleted iwithin ia iperiod iof isix   

imonths.   
 

1.9 Limitations of the Study    

One iof ithe imost icritical ilimitations iof ithe istudy iwas ithat iof itime. This iis ioften ias   

ia iresult iof irate icapping ibegan iin i2016 iin iKenya ithat iindicates ia ibrief imoment,   

iwhereas iinterest icapping iinfluence icould ialso ibe iwell iknown iduring ia ilong itime   

ispan. This iwas overcomed by iincorporating isecondary iinformation ilike ifinancial   

istatements  by  iaffected  itier  ione  icommercial  ibank.  The  ianalysis  iwas also  idone   

iquarterly ito imake ithe idata ilarge ienough ifor ianalysis. iLack iof icollaboration, was   

another challenge and the iresearcherihandled ithis iby ibeing ipersistent iand iconsistent.   

In addition, it was also overcomed by providing the iintroductory iletter ifrom ifaculty   

ihelping iin ibuilding iconfidence ifrom ithe rrespomdemts.   
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1.10 iDelimitations iof ithe Study   
The study did not specialize with itier itwo ibanks iand iTier ithree. iThese iare ibanks ithat ihadia   

ilower iweighted iindex ion iassets, icapital, iand ireserves, iclient ideposits, ithe irange iof iloans   

iand ideposit iaccounts. iThe ibanks inot istudied ihad ia ilower imarket ishare iwith iunder ififty   

ipercent icombined, ithus, icould not ioffer ienough iknowledge ifor ithe istudy.   
 

1.11 Theoretical Review     

The itheoretical ireview iconsists iof iloanable ifunds itheory, ithe itheory iof ibalanced   

iportfolio,  itheory  iof  iliquidity  ipreference  iand  irational  iexpectations  itheory  ias   

ireviewed ibelow.   
 

1.11.1 i iLoanable iFunds iTheory   
Mckinnon i (1973) inoted ithat ithe iloanable ifund's itheory iof irates iof iinterest iwas   

ioriginated iby iOhlin. iThe iopinion iindicates ithat irates iof iinterest iare idetermined iby   

ithe iprovision iand idemand ifor iloanable ifunds. iWith ithis irespect, ithis itheory iis   

ibroader iand irealistic ithan ithe inormal itheory iof iinterest. iIn ihis iargument, iOhlin   

itried ito ienhance ion ithe iquality itheory iof iinterest iby irecognizing ithat icurrency   

iplay iassociate itreater irole iin iinvestment iand isaving iprocesses, iand ithis imay icause   

idisparities  iwithin  ithe  ilevel  iof  ifinancial  igain. iThus, ihe  iintroduced ithe  imoney   

iapproach ito ithe itraditional itheory iof iinterest. i   

 

The iloanable ifund's itheory iargues ithat irate iis ithat ithe ivalue iequates ithe iprovision   

iand  idemand  ifor  iloanable  ifunds.  iTherefore,  ithe  isoundness  ipurpose  iwherever   

iprovide iequals idemand ifor ifunds ion ithe imarket ifor iloans ieach iborrower/investors   

iand isavers iare isatisfied iwith ithe iresult. iHowever, ivariations ieither iwithin ithe   

iprovider iof ifunds ior idemand ifor iloans ion ithe imarket icould icause ifluctuations   

iwithin ithe irate. i(Turnovsky, i1985) iTermed iloanable ifunds ias ithe isums iof icash   
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iequipped  iand  idemanded  iat  iany  itime  iwithin  ithe  isecurities  iindustry.  i  iHe   

iaforementioned ithat ithe ifunds ion ithe imarket ifor idisposal iand ialso ithe iprovision   

iof icredit iwould ibe isubjective iby ithe isavings ifolks icreated iand ieven ithe iadditions   

ito  ithe  icurrency  iprovided  iduring  ia  igiven  iamount.  iThe  idemand  ifacet  iof  ithe   

iloanable.  iwould  ibe  idetermined  iby  ithe  idemand  ifor  icash  iand  ithe  ineed  ifor   

iinvestments. iThe iLoanable ifund itheory icontains ia isuggestion iof ibanks iborrowers   

iand isavers i(Emmanuelle, i2003). i   
 

The itheory iis iof iexcellent iimportance ito ithe iinterest iincome iand iinterest ispread   

ivariables ias icredit iprovision iis iset iby ithe iquantity iof isavings ithat iare ideposited   

iwithin ithe ibanks iat iintervals. Furtherr, ithe ihigher ithe iinterest ivalue, ithe ihigher ithe   

iprices iare igoing ito ibe ia ifinancial igain ito ibanks. Also, ithe iinterest ifinancial igain   

iis iinfluenced iby ithe iinterest iwithin ithe imarket iwith ithe ihigher ithe irate, ithe imore   

ifinancial igain iis ireceived iby ithe ibanks.   
 

1.11.2   Theory iof iBalanced iPortfolio i   
The iportfolio itheory iapproach iplays ia icritical irole iin ibank iperformance istudies i   

(Nzongang i& iAtemnkeng, i2006). iConsistent iwith ithe iPortfolio ibalance imodel iof   

iquality idiversification, ithe ioptimum iholding iof ievery iquality iin ia ivery iwealth   

iholder's iportfolio imay ibe ian ioperation iof ipolicy iselections idetermined iby ivariety   

iof ithings ilike ithe ivector iof irates iof ireturn ion iall iassets iwithin ithe iportfolio, ia   

ivector iof irisks irelated ito ithe ipossession iof imonetary iassets iand ialso ithe isize iof   

ithe iportfolio. iIt iimplies iportfolio idiversification iand ieven ithe idesired iportfolio   

icomposition  iof  icommercial  ibanks  iare  iresults  iof  ichoices  itaken  iby  ithe  ibank   

imanagement. iFurther, ithe ipower ito iget imost iprofits idepends ion ithe ipossible iset   

iof iassets iand iliabilities idetermined iby ithe iadministration iand ialso ithe iunit iprices   
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iincurred iby ithe ibank ifor imanufacturing ievery ipart iof iassets i(Nzongang i&amp;   

iAtemnkeng, i2006). i i   
 

According ito iEngelmann i (2011), ithe idanger iof icredit ioffer imay ibe ia icrucial iissue.   

iMost iof ithe irecent ibank ifailures iwere iconnected, iin ipart, ito ibanks iholding irisky   

iloans ithat iwent iinto idefault. iWhat iis imore, iseveral iof ithe ibanks iwere iactively,   

iand ichop-chop iis iincreasing itheir ideposit ibases ito ifinance ithe irisky iloans. iIn   

iessence, ibank ifailures icould iappear ino iworse ithan ialternative ibusiness ifailures.   

iHowever, ibank ifailures iwill ido isubstantial iinjury iby iinterrupting ithe iprofitable   

iinvestment iof ibank icustomers. iIn ihandling ithe idanger iof iloan iportfolios, ibank   

iregulators ihave itargeted ion irestrictions ion ibank ibehavior iand icareful iobservance   

iof  ibanks  iwhich  iare  iproof  iagainst  iintroducing  ia  irisk  iadjustment  ito  ideposit   

iinsurance ipremiums. iThere iare imany isensible ireasons iwhy irisk isensitive iinsurance   

ipremiums iwould ibe idifficult ito iimplement, iparticularly ifor ithe istate. iIt's ionerous   

ito iurge ihelpful iinformation iregarding ithe istandard iof ithese ibank iloans ithat ithere's   

ino isecondary imarket, inot ito imention iobjective iinformation ithat imight ijustify ia   

igovernmental ipolicy ialternative i (Engelmann, i2011). i   
 

Despite iits itheoretical iimportance, icritics iof iBPT iquestion iwhether ior inot iit's ia   

iperfect iinvestment itool ias ia iresult iof iits imodel iof ieconomic imarkets idoesn't imatch   

ithe ireal iworld iin isome iways i (Yilmaz, i2009). iThe irisk, ireturn, iand icorrelation   

imeasures iemployed iby iBPT iare isupported iby iexpected ivalues, iwhich iimplies ithat   

ithey're imathematical istatements iregarding ithe ilonger iterm i(the ifirst imoment iof   

ireturns iis iexpress iwithin ithe ion itop iof iequations, iand iinexplicit ithe idefinitions iof   

ivariance  iand  icovariance).  iI  iobserve,  iinvestors  ishould  isubstitute  ipredictions   
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isupported iactual imeasurements iof iquality icome iand ivolatility ifor ithese ivalues   

iwithin ithe iequations. iReasonably ioften isuch iexpected ivalues ifail ito irequire ian   

iaccount iof irecent icircumstances ithat ididn't iexist ionce ithe ihistorical iinformation   

iwas   igenerated.   iAdditional   ibasically,   iinvestors   iare   icurst   iestimating   icrucial   

iparameters ifrom ipast imarket iinformation ias ia iresult iof iBPT iattempts ito imodel   

irisk iconcerning ithe ichance iof ilosses, ihowever, isays inothing iregarding iwhy ithose   

ilosses iwould ipossibly ioccur i (Yilmaz, i2009). i   
 

The ibalance iportfolio itheory iis iimportant ito ithe ifinancial iperformance ivariable iof   

ithe istudy ibecause iit iinvolved iwith ithe iemployment iof ithe ivaried ibank's iassets ito   

imaximize iprofits. iLower icharge iper iunit iindicates ithat ithe ibanks ican ireceive   

ihigher ideposits iwhich ican iinfluence ithe imonetary iperformance. iMoreover, ithe   

iinterest iprice iborn iby ithe iCommercial ibanks ican iaffect ithe ifinancial iperformance   

iof ithe ibanks.   
 

1.11.3 iTheory iof iLiquidity iPreference i   
This theory was developed by John Keynes in 1973. This theory explains the concept of   

idemand and supply of imoney iin ithe ifinancial isystem with the interest irates. The theory   

holds that, income and interest rates are the functions of the demand ifor imoney in an   

economony. This itheory ishows ithe iinteraction iof idemand iand isupply iof ifunds   

iwhere istock iregulates ithe iinterest irate. iKeynes (1936) istated ithe ifollowing imotives   

iwhen imoney iis idemand; ispeculative, itransaction iand iprecautionary imotive. iHe ialso   

iindicated ithat iinvestors iwould ibe imore iinclined ito ichoose ishort-term isecurities ito   

ilong-term isecurities. i   
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This iis idone iby iencouraging ithem ito iembrace ilong-term ibonds, iand ihence ihigher   

iinterest iis iyielded iby ilong-term isecurities ithan ishort-term ibonds. iThus, ithe iyield   

icurve iwill iat iall itimes ibe iupward isloping. iThis iis ibased ion, iall iother ifactors   

ibeing iequal, ipeople ichoose ito ihold ion ito icash i(liquidity) iand ithat ithey iwill   

idemand ia ipremium ifor iinvesting iin inon-liquid iassets isuch ias istocks, ibonds, iand   

ireal iestate. iThe itheory isuggests ithat ithe iterm ifor igetting ithe icash iback iincreases   

ias ithe ipremium idemanded iparting iwith icash iraises. i   
 

Howels iand iBain i(2007), itell ius ian iimproved iinclination ifor iliquidity iin ithe imodel   

iis ithe isame ias ito iraise idemand ifor imoney iand ihence ithe idemand ifor imoney   

iincreases iwherever ia ilarger igroup iof ipeople ithink ithat ithe iinterest irates iare ilikely   

ito ihike ithan ibelieves ithey iare ilikely ito igo idown. iThus ithe istudy iseeks ito iidentify   

ithe  ieffects  iof  iinterest  irate  icapping  ion  ithe  ifinancial  iperformance  iof  itier  i1   

icommercial  ibanks.  iOn  ithe  icontrary,  iborrowers  iwill  ionly  icapitalize  iwhere  ithe   

ireturns ion itheir iinvestment iprofile iexceed ithe irates iof iborrowing. i   
 

The isuggestion iof ithe itheory iis ithat, idifferent ifinancial iinstitutions ihave idifferent   

iliquidity, iwhen ithe itheory iis iapplied, ibanks iwith ihuge iliquidity ishould icharge ilow-  

interest irate ion ilending iin iorder ito idraw imore iborrowers iand irate iof iinterest ion   

isavings ishould ibe ilow iin iorder ito idepress isavings ior iif iit icharges ithe isame irate   

ias iother ifinancial iinstitutions ion icash iborrowed ithen ithe irate iof iinterest ion isaving   

ishould iremain iminimal. iThus, ithe ispread iof ithe irate iof iinterest ion ibanks iwhich   

iprefer iliquidity ishould ibe irelatively imore ithan ithose ithat idon't iprefer icash (Barber   

i& iOdean, i2011). i   
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The itheory isupports ithe istudy ion ithe icredit isupply iand icredit iincome ivariable i   

iwhich iis idetermined iby ithe iamount iof isavings ithat iare ideposited iin ithe ibanks   

iwithin  ia  iparticular  iperiod  iwill  iinfluence  ithe  ifinancial  iperformance  iof  itier  i1   

icommercial ibanks. iFurther, ithe ihigher ithe iinterest icost iwill ibe iincome ito ibanks.   

iAlso, ithe iinterest iincome iis iinfluenced iby ithe iinterest iin ithe imarket iwith ithe   

ihigher ithe iinterest irate, ithe imore irevenue iis ireceived iby ithe ibanks iwhich iaffect   

ithe iliquidity iof ithe ibanks. i   
 

1.11.4 iRational iExpectations iTheory i   
The itheory iof irational iexpectations iof iinterest irates iis imade ion ithe iassumptions   

ithat ieach ione ithe iknowledge ithat's ion ithe imarket iwithin ithe imarket iis iwhat's   

iemployed iby ifolks ito iformulate iexpectations (Bekaert, i1998). iThe iidea iunderscores   

ithat iassessment ifor ifuture irates iof irates iis ithat ithe ichanges iin icurrent iinterest irates   

ithat iare ichiefly icaused iby iunforeseen idata iand ishifts iin ieconomic ifactors. iThe   

irational iexpectations itheory iare ioften icombined iwith ithe iloanable ifund's itheory ito   

igrant ihigher ithought ito ithe iprevailing iinformation iinside ithe ieconomy. i   
 

 iRestraining ifactors iof irational iexpectation itheory iare ioften ijoined ito ithe istruggle   

iof iassembling iinformation iand iknow-how iof ihowever iuses iof ithe igeneral ipublic   

igathered  imaterial  ito  icreate  itheir  iprospects  i(Caplan,  i2000).  iSo  ifolks  iavoid   

iborrowing iif ithey iexpect ithat iinterest ithe ispeed ican iwhich ican iaffect ithe ibank's   

iroutine ithanks ito ireduced iearning ion irates iof iinterest. iOn ithe icontrary, iif ifolks   

iare iof ithe iread ithat ithe irates iof iinterest ican idrip ithey imight ibe iable ito iborrow.   

iThis  iwill,  ias  ia  iresult,  iimprove  ibanks  iperformance  ithanks  ito  igrowth  iin  irate   

iattained.   
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The irational iexpectation itheory iis ianchored ito ithe iinterest icost ivariable iof ithe   

istudy iin ithat iinterest irate icapping iinfluences ifinancial iperformance iof itier ione   

ibusiness ibanks ias icredit iprovided iis idecided iby ithe inumber iof isavings ithat iare   

ideposited iwithin ithe ibanks iinside ia iselected iamount, iso ionce icustomers iavoid   

iborrowing, ithen iinterest ifinancial igain iis iaffected. iFurther, ithe iupper ithe iinterest   

ivalue ihigher ithe iprices iare igoing ito ibe ithat iare ifinancial igain ito ibanks. iAlso, ithe   

iinterest ifinancial igain iis iinfluenced iby ithe iinterest iwithin ithe imarket iwith ithe   

iupper ithe irate; ithe iadditional irevenue iis ireceived iby ithe ibanks.   
 

1.12 Conceptual Framework     

The iconceptual iframework iconsists iof ithe idependent ivariable ithat iis ithe ifinancial   

iperformance iof itier i1 icommercial ibanks. It ialso iinvolves ithe iindependent ivariables   

iwhich iinclude: icredit isupply, icost iof ioperations, iinterest irate ispread iand iinterest   

iincome ias irepresented iby ifigure i1.1 ibelow.   
 

Independent Variables          Dependent Variable   

 

 

Interest iCosts i   

    Average icost iof icredit   

 

Financial iPerfomance   
Credit isupply  

    Credit ipolicy.   

 

 

Interest iRate iSpread   

    Net igains i   

 

 

Interest iIncome   

    Loans  iand  iadvances   

iportfolio   

    Profit   

    Return ion iAssets  

    Return ion iEquity   



 

 

 

 

 

Figure 1. 1: Conceptual Framework   

 

Source: Researcher (2021)   
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1.13 Assumptions of the study   

The study assumes that the respondents will cooperate and will be able to get honest   

answers from the target audience since the questionares will be very open for them targer   

audience to explain themselves exhaustively. Confidentiality of the information will also   

be  highly guaranteed to allow the population to  answer the questions with  honesty.   

Additionally, the study assumes that the research will be completed in the given timeline.   
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CHAPTER iTWO: iLITERATURE iREVIEW   

2.1 Introduction     

The ipurpose iof ithis ichapter iis ito ireview ithe iliterature irelated ito ithe ieffects iof   

iinterest irates icapping ion ithe ifinancial iperformance iof itier i1 icommercial ibanks. iIt   

ifocused ion ireview iof ithe iempirical iliterature iwith ithe iaim iof iidentifying iand   

ijustifying ithe istudy igap ifrom ithe isummary iof ithe ireview.   

 

2.2 Empirical Review     

The iempirical ireview ifocused ion ithe icredit isupply, icost iof ioperations, iinterest irate   

ispread iand iinterest iincome iand itheir iinfluence ion ithe iperformance iof itier i1 ibanks   

ias ifollows. i   
 

2.2.1 iCredit iSupply iand iFinancial iPerformance   
A istudy iapplied iby (Wanja, iMwaura i& iDorcas, i2013) igeared itoward iwork ithe   

iresults iof icredit ipolicy iused iby ibusiness ibanks ion itheir iperformance iterminated   

ithat ithe inature iterms iand iconditions iconnected ito iloan ihad ia imajor iimpact ion ithe   

iaggressiveness iof ithe ibank iand itherefore ithe isize iof iloan iapplications ireceived iby   

ithe ibank ion ia ismall ilow iextent. iFinally, ithe istudy iterminated ithat ithe imajority   

imonetary iestablishments ito ian ioutsized iextent isuppose ithe iprevious icredit ihistory   

iof  ithe  irecipient, ihis  iaccount imovement iand ihis  ibehavior  iin  iaward  iloans.The   

ifindings  iof  ithe  iinvestigation  iportrayed  ithat  ithe  istatus  iof  ithe  icredit  ipolicies   

iemployed iby ithe icommercial ibanks idictates ion ithe ivolumes iof iloans iprocured iby   

icommercial ibanks iand ithus ibank’s icompetitiveness iin ilending iand iperformance iin   

ithe iindustry. i   
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Study ion ithe ilink ibetween ithe idisposal iand ibank icompetition iin iBangladesh i   

(Miyauchi, i2017) ionce irate icaps ifound ithat ibank ibranches ithat iaccustomed icharge   

ihigher iinterests ibefore ithe iregulation ireduced ithe irate ia ilot iof ionce ithe isecond   

iquarter. iAlso, ibanks ithat iaccustomed icharge ithe inext irate iexaggerated ithe icredit   

iprovide ia ilot iof iright ionce ithe iintroduction iof ithe icap. iThe imagnitude iwas   

iimportant ithat's imathematical inotation iincrease iof ithe ipre-regulation irate iinduced i   

i i17 ipercent iincrease iof ithe ioutstanding iquantity iand i11percent iincrease iof ithe   

inumber  iof  iloans  iin  ione  iyear  iafter  ithe  iintroduction  iof  ithe  icap.  iBesides,   

iexaggerated icredit iprovides ifailed ito idissipate ieven ionce ithe icap iwas iremoved,   

iimplying ithe ipersistent iimpact iof ithe icap ion ithe icredit iprovided. i   
 

In iSouth iAfrica, isome imonetary iestablishments ievaded icaps iby icharging icredit ilife   

iassurance iand ialternative iservices ithat ireduced ithe itransparency iof ithe iwhole ivalue   

iof ithe icredit. iIn iWAEMU icountries, ithe iimposition iof irate icaps ion imicrofinance   

iloans icaused imicrofinance iestablishments ito iwithdraw ifrom ipoor iand ia ilot iof   

iremote iareas iand ito iextend ithe icommon iloan isize ito ienhance ipotency iand ireturns   

ias ia iresult iof ithe irate iceiling iwas ithought iof itoo ilow i(Helms iand iReille i2004).   

iAs ia iresult iof ilower icaps ion iinterest irates iin iJapan, ithe iavailability iof icredit   

iseemed ito icontract, iacceptance iof iloan iapplications ifell, iand iill-gotten idisposal   

irose i (Porteous, iCollins i& iAbrams, i2010). i   
 

In iArmenia, ithe idearth iof iclarity ion ithe iway ito icalculate ithe irate idiode ibanks iand   

imicrofinance  iestablishments  ito iimpose  ifees  iand  icommissions,  iso  iavoiding  ithe   

iceiling iand ireducing ithe itransparency ifor ishoppers i(Helms i&amp; iReille i2004). iIn   

iPoland, iinterest irestrictions icut iprovision ito icredit iand iwelfare. iIn iFrance iand   
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iGermany, i (Ellison i& iForster, i2006) ifound ithat irate iceilings ireduced ithe ivariety   

iof iproduct ifor ilow-income ihouseholds. iIn iFrance, ilenders ihave iused iconsumer   

icredit ito iachieve ilower-income ifamilies, iwhereas iin iGermany iseveral ilow-income   

iand iinsecure iborrowers isquare imeasure iexcluded ifrom icredit.   
 

2.2.2 iInterest iCost iand ifinancial iPerformance   
Interest iprices iare iseen ito iinfluence iindustrial ibanks iand ispecifically ion ithe istock   

icosts i (Nyakio, i2017). iThere's ia ipositive irelationship ibetween ibanks' irates iof   

iloaning iand icosts iof istocks iwithin ithe imarket. iCapping iof iinterest irates iin iKenya   

icrystal irectifier ito ia ifall iin icosts iwithin ithe istock iexchange. iThe istudy ishowed   

ithat ithe isurprising iamendment iin iregulation ialthough icapping iof iinterest irates   

iinfluenced imoney iflows ioffered ifor iinvestment. i(Nganga i&amp; iWanyoike, i2017)   

iDuring  ia  istudy  ion  ithe  iimpact  iof  ithe  irate  iof  iinterest,  icontrols  ion  istock   

iperformance iindicated ithat ievent ianalysis iindicates ivital iimpact. iThe istudy ishowed   

ithat ithere's ia inegative irelationship ibetween iinterest irates iand ialso ithe iperformance   

iof istocks iwithin ithe imarket. iThis ican ibe iin isupport iof iempirical istudies idone   

iindicating isimilar iresults. iThe ianalysis ishows ithat idominate ithe iinterest irates iare   

isupposed ito iboost ithe ieconomic iperformance iof ithe icountry itogether iwith ithat iof   

ithe isecurities imarket. i (Nganga i&amp; iWanyoike, i2017) iargue ithat ithe iresults iare   

ibecause iof ithe ireduced ihandiness iof ifunds ithrough iloans iand itherefore ivery ilittle   

icash ifor iinvestment. i   
 

The iwork iof i(Capera, iMurcia i&amp; iEstrada, i2011) ifound ia inegative iassociation   

ibetween irestrictive ilimits ion ithe irate iof iinterests iand imonetary idepth iin ieighteen   

icountries iin iLatin iAmerica ifor ithe iamount ibetween i1980 iand i2008 iand ilocated   

ithat ithere ihave ibeen iincreased iprices irelated ito iinterest irate icaps. iIn iNicaragua,   
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iparenthetically,  ithe  iappliance  iof  iassociate  iinterest  iceiling  icaused  imicrofinance   

iestablishments ito iscale iback iloaning iand iprompted isome isuch iestablishments ito   

idepart irural iareas, ibecause iof ihigh ioperational iprices iand irisks. iThey iadditionally   

iresponded iby iadding ifees iand ialternative icharges ito ihide itheir iprices, isince ithese   

iweren't icapped i (Helms i& i iReille i2004). iIn ithe icase iof iColombia, iDelgado i(2004)   

ifound ithat ithe irate iof iinterest ilimits iseverely iaffected ibanks ias ia iresult iof itheir   

ihigher idealing iprices iwas ibecause iof ireduced iinterest irates. i   
 

Report iby iCBK i (2018) ion ithe iimpact iof ithe irate iof iinterest icaps iindicated ithat   

ithe ihigh ivalue iof icredit iculminated iin ithe iBanking imodification iAct i2016 iwas   

igeared  itoward  ilowering  ithe  iprice  iof  icredit.  iAlso,  iuse  iof  icaps  ito  isupport ia   

iparticular itrade ior isector, idefend icustomers ifrom iusury iand iexploitation, idefend   

iborrowers ifrom ipredatory iloaning iand iexcessive iinterest irates, ia ivariety iof igrant   

ito ispecific iteams, idecrease ithe irisk-taking ibehavior iof icredit isuppliers, iamong   

iothers. iRespondents ifrom ithe ibanking isystem i(83 ipercent) iaccording ito ireduced   

iloaning isince ithe icapping iof iinterest irates. iHowever, isome irespondents ifrom itier   

ione iaccording ito ia irise iin iloans, iwhereas iothers iin itier itwo iand ithree iaccording   

ito ithat ithey iweren't ilittered iwith ithe ilaw. i   
 

Empirical iproof ion ithe iconsequences iof ithe irate iof iinterest icaps ion iloans iwas   

ifound ifor ia ifew icountries. iIn imost icases, ithe iconsequences iwere ipreponderantly   

inegative; ieven iif, iwithin ithe icase iof ithe iUSA, isome istudies isupported ipositive   

ioutcomes. iLaeven i (2003) idid ia istudy ion ithe icapping iof iinterest irates iwithin ithe   

iUSA iand iindicated ithat iimposing iliberal imeasures iadore ieliminating iinterest irates   

icaps ihad ia ipositive iimpact ion ithe iflexibility iof itiny iinvestors ito iaccess ifunding.   
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iThe istudy iadditional iaccording ithat iinvestors itend ito imigrate ito icountries iwith   

ifewer irestrictions ion iinterest irates. i(Iff/ZEW, i2010) iDid iadditional istudies iwithin   

ithe iUSA iand ilocated ithat iaccess ito icredit iby iinsecure iborrowers iis ilarger ionce   

iinterest   irates   icaps   iare   ihigher.   iHowever,   iaccessing   icredit   iat   ihigh   iprices   

iconsequently iends iup iin ihigh ilevels iof idefault.   
 

2.2.3 iInterest iRate iSpread iand ifinancial iPerformance   
Research ion ithe iimpact iof ithe ifluctuation iof iinterest irates ion ifinancial iperformance   

i(Lagat i&amp; iOkendo, i2016) iindicated ithat ithere's ia ipositive irelationship ibetween   

iinterest  irates  iand  ibanks  imoney  iperformance.  iThe  istudy  iwas  ithrough  iwith  ia   

ispotlight ion icoming iback ion iEquity, iEarnings iper iShare iand icome iback ion   

iCapital iEarnings. iThe istudy ihighlighted ithat ibanks iought ito ibe iready ito imaintain   

ia  imargin  ithat  ienables  ithem  ito icreate  ia  iprofit  ito istay  iengaging  ito ipotential   

iinvestors. i i   
 

Capping iof iinterest irates iwithin ithe iUSA ipushed idown ithe igain iof ibanks iand iso   

iinfluencing itheir icosts iwithin ithe istock iexchange. iThe imove iforced ithe ibanks   

iwithin ithe iregion ito ihunt ivarious iinvestment iways ito istay iprofitable i(Irresberger,   

iMühlnickel, i& iWeiß, i2015). iMoney ireforms ithrough isuch iways ias icapping ithe   

iinterest irates iwere iseen ito iextend icapitalist iconfidence iin icountries iadmire iPakistan   

ithat iconsequently ibrought iassociate idegree iimprovement iwithin ithe ivaluation iof   

ishares iwithin ithe icountry i(Zaman iet ial., i2013). i   
 

A ireport iby iCBK i(2018) iexamined ithe iresults iof irate iunfold iand ilocated ithat ias   

ia  iresult  iof  ihigh  iinterest  ispreads  iKenya's  ibanking  isector  iremained  iextremely   

iprofitable icompared ito ipeers iso iagitative idialogue ion irate icapping iwithin ithe   
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icountry. iThe igain iratios iwithin ithe ibanking isector ihad iremained ihigh icompared   

ito idifferent icountries iwithin ithe iAfrican iregion. iMaybe, iin i2016, ithe icome iback   

ion iassets i(ROA) iand icome iback ion iequity i(ROE) iin iKenya istood iat i31% iand   

i24.5% iseverally ithat iwas iabundant ihigher icompared ito idifferent icountries iwithin   

ithe iregion. i   
 

Also, ithe ibanking isector icontinuing ito ikeep iup ithe ihigh iprice iof icredit iwith   

inoticeable  ivariations  iacross  ibank  itiers.  iThe  irate  ispreads  iremained  ihigh,  iwith   

ivariations  iacross  ibank  itiers  iand  iloan  isort.  iWhereas  igiant  ibanks  i(Tier  i1)   

isystematically imaintained ihigher irate ispreads, ion ithe iaverage ithe ilittle ibanks i(Tiers   

i3) ihad iall-time ilow iand istable iranges, iwith imedium-sized ibanks i(Tier i2) ifalling   

iintermediate. iConcerning iborrowers, icompany ipurchasers ienjoyed ilower idisposition   

irates icompared ito inon-public iand ibusiness iclasses, iwith ithe ilatter iattracting ithe   

ivery ibest irates. iThe ivariation iin idisposition irates imostly ireflects ivariations iin ithe   

irating iof iactual ior iperceived irisks ifor ivarious icategories iof iborrowers, iwhereas   

ivariation iacross ibanks ireflects ithe ivarious ifunding iconstraints ithat icharacterize ithe   

ibank itiers i(CBK, i2018). i   

 

According  ito  iCBK  i(2018),  ia  ireport  iexamination  iof  iits  ipeers,  iKenya's  ibanks   

imaintained ihigh-interest irate ispreads. iDemand icapping iinterest irates iwere iin ithe   

imain  ianchor ion  ithe  ihigh  ispreads  ibetween idisposition  irates  iand  ideposit irates   

icompared ito idifferent ideveloping ipeer ieconomies, iand itherefore ithe iensuing ihigh   

igain iwithin ithe isector. iThough iKenya's iaverage irate iunfold ithat istood iat i14.2&   

iin ithe iyear i2000 ihad ideclined ito inine.9 ip.c iby i2014; iit ihad ibeen istill ihigh   
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icompared ito iKenya's icomparators iadmire iMauritius, iNamibia iand iRepublic iof   

iSouth iAfrica ithat ihad iabundant ilower irate ispreads.   
 

2.2.4 iInterest iIncome iand iFinancial iPerformance   
Report iby iCBK i(2018) ifound ithat ithe istructure iof ideposits ihas ishifted iin ifavor iof   

idemand ideposits ias ia iresult iof iinterests icapping ilaw ithat ihas iimplications ifor ithe   

ilong-run ifunding iof iassets. iThere iwas ia imarked idecline iin itime ideposits i(interest-  

earning  iaccounts)  ivis-à-vis  ia  irise  iin  idemand  ideposits  i(non-interest  iearning   

iaccounts).  iBesides,  ithe  iinterchange  idenominated  ideposits,  iwhich  iwere  ion  ithe   

idecline iwithin ithe iamount ibefore ithe irate iof iinterest icaps, ibegan ito iincrease. iThe   

ishift iin ideposits iin ifavor iof idemand ideposits ifollowed istraightaway iwhen ithe irate   

iof iinterest icapping ilaw iwas ienforced. iThe ibanking isector iremains iresilient idespite   

iinterest irates icaps. iBanks istay iadequately icapitalized iwith icore iand itotal icapital ito   

irisk-weighted iassets  iaveraging  ififteen.8  ip.c  iand  ieighteen.4  ip.c  ion  itop iof  ithe   

irestrictive ineeds iof iten.5 ip.c iand ifourteen.5 ipercent, iseverally. iHowever, icapital   

ihad  ideclined  isince  iAugust  i2015  isign  ieither  ipotency  ior  ioverall  ierosion.  iThe   

ibusiness, ihowever, iremains istable iwithin ithe ipost i– iinterest irates icap iamount.   
 

A istudy ito iinvestigate ithe iimpact iof ichanges iwithin ithe irate iof iinterest ion ithe   

iprofitableness iof i4 imajor iindustrial ibanks iin iWest iPakistan imistreatment iPearson   

icorrelation itechnique i(Khan i&amp; iSattar, i i2014) idiscerned ithat irate iof iinterest   

isignificantly iaffects ithe ibanks' iinterest ifinancial igain. iIt iso imeant ithat ibanks'   

ifinancial igain iby iinterest iis ivery iregarding ithe irate iof iinterests ithat ishow ithe   

ibank's iprofitableness idepends ion ithe ifinancial ipolicy itool iis iunderstood ibecause iof   

ithe iinterest irate. iHe icounseled ion ithe ibanking iconcern iof iWest iPakistan ito irequire   

ia ibig irole ito imanage ithe irate iof iinterest iunfolds iwithin ithe icountry. i(Tuyishime,   
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iMemba i&amp; iMbera, i2015) iMistreatment ieach iPearson iand iSpearman icorrelation   

idid ia istudy ion ithe iresults iof ideposit imobilization ion ithe imonetary iperformance   

iof  ibusiness  ibanks  iin  ithe  iRwandese  iRepublic  iwhose  ifindings  iindicate  ithat  ia   

ipositive iamendment iin ideposits irate iof iinterest iaffect ithe inumber iof ideposits   

ireceived iand ishortly ithe iprofitableness iof ithe ibank. iThis istudy irecommends ibanks   

ito  istyle  iinnovative  i{ways|ways  ithat|ways  iin  ithat}  ito  iextend  ithe  inumber  iof   

iinexpensive ideposits iwhich iarea iunit icompetitive ito ibalance iwith iinterest ipaid ion   

ithem. i   
 

Interest irates ihave ian iinstantaneous iresult ion ithe iactivities iof ibusiness ibanks iowing   

ito ithe ifirm ibelief ithat ithey iaffect ithe imonetary iperformance ibanks i(Priti, i2016).   

iThe ivaluation iof ibank iassets iis ithat ithe imost iimportant iissue ionce iit iinvolves ithe   

iassessment iof ibank istocks ifollowed iby ithe iincrease iand ifall iof iinterest irates   

i(Rosenbaum,  i2015).  iHistorically,  iretail  ibanks  icreate  icash  iby  iwishing  ion  ithe   

iconnection ibetween iinterest irates, ideposits iand ialso ithe iloans iissued ito ipurchasers.   

iTherefore, iit iis ismart ifor imonetary ianalysts ito iconcentrate ion ibank istocks ibecause   

ithe iinterest irates irise ior ifall. iVarious ibank ifailures iwere irecorded iwithin ithe iUSA   

ithroughout ithe iNineteen iSeventies iand iEighties iare iowing ito ihigh-interest irates   

iand  ialso  ithe  isensitivity  iof  irate  iof  iinterest  i(Priti,  i2016).  iAssociate  idegree   

iexamination ion ithe imean iand ivolatility ispillovers i(Priti, i2016) iarea iunit icaused iby   

ishort-run  iinterest  irates  iand  iexchange  irates,  iand  ilong-run  iinterest  irates  iand   

iexchange irates. iIt's ia ivital iissue ifor iinvestors iand ibankers iowing ito ithe iimpact iit   

ihas ion ithe ivaluation iof ibank istocks. i iAlso, iit idefines ithe inumber iof irisks ithat   

ithe ibank iis ifacing. iA icomprehensive iunderstanding iof ithem, ihowever, ithe irate iof   
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iinterest iaffects ithe ivaluation iof ibank istocks, iand ialso ithe ioverall icharge iper iunit   

iis iprime ionce ione iconsiders ithat isome ibanks ihave iforeign ioperations i(Zaman iet   

ial., i2013). i iThe idistinction ibetween ithe ishort-run iinterests ipaid ito ideposits iand   

isavers iand ialso ithe ilonger-term iinterests ipaid iby iborrowers iis ithat ithe iinterest   

iearned iby ibanks. iA isteep iyield icurve isuggests ithat ithe iindustrial ibank's iarea iunit   

iis igenerating ihigh iadvantages i(Tran, i2013).   
 

2.2.5 Financial Perfomance i   
 

A istudy iwas idone ion iIndia's ibanks ion ithe ieffect ithat iasset iquality ihas ion ithe   

iprofitability iin ithe iperiods ibetween i2006 iand i2011 iusing ithe iReturn iOn iAssets   

i(ROA) iratio. iIt iwas ievident ithat ithere iis ia inegative irelationship ibetween ithe   

ifinancial  iperformance  iof  ithe  ibank  iand  iasset iratio i(Khalid, i2012). iStudies  ion   

iperformance iof ibanks iin iNigeria iindicated ithat ipoor iasset iquality iposed ia irisk ito   

ithe iperformance iof ithe ibank iand irecommended iadoption iof ipolicies ithat iencourage   

idiversification iof iproducts iand iminimization iof icredit irisk i(Abata, i2014). i   
 

According ito ia ireport iby iCBK i(2018), iit ifound ithat iROE iand iROA iof ithe   

ibanking isector icontinued ito idecline isince ilate i2016. iThe ireturn ion iequity i(ROE)   

itouched ithe ilowest ilevel iof i19.8 ipercent iin iFebruary i2017 iwith ireturn ion iassets   

i(ROA) ireaching ithe ilowest ilevel iof i2.3 ipercent iin iJanuary i2017. i iThe idecline iin   

iearnings iover itime imay ipose irisks ito ifinancial istability ithrough iincreased ibalance   

isheet irisks. iAlso ireduces ithe ibuildup iof icapital ibuffers ito iabsorb iany ishocks.   

iProfitability iwas ithe imost iaffected iby ithis iinterest irates icapping ilaw, ialthough ithe   

idecline istarted iearlier iin i2016 i(Kipngetich, i2011) iexamined ithe ieffect ion iinterest   

irates ion ithe iperformance iof icommercial ibanks iin iKenya. iThe istudy iused ipublished   
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iincomes istatement iof icommercial ibanks ibetween i2006 iand i2010 ito imodel ithe   

irelationship ibetween iinterest irates iand ifinancial iperformance. iThe istudy iconcluded   

ithat iin ithe ishort iterm, iinterest irates idid inot ihave ia isignificant ieffect ion ithe   

iprofitability  iof  icommercial  ibanks.  iThe  istudy  irecommended  ithe  iapplication  iof   

idiversification istrategies ito ienhance ithe iperformance iof icommercial ibanks.   
 

2.3 Summary of the Reviewed Literature     

This  ichapter  ihas  imentioned  ithe  itheories  iof  iinterest  irates  iand  iimplications  iof   

iinterest irates icapping iwithin ithe ibanking isector iand ifinancial iperformance iof itier   

ione icommercial ibanks. iArguments ireviewed ishows ithat iprovision iand idemand iof   

ifunds iare ithe ideterminants iof iinterest irates. iHowever, ithe iexpectation iof ithe itwo   

iparties ifeatures ia irole ithey iplay iin ithe ibusiness. iLiterature iis isplit iwith ithe   

iarguments  ifor  iand  iagainst  iinterest  icapping.  iCounter-arguments  iconcerning  ithe   

iimperative ifor iinterest icapping ioffer, iconflicting iproof ithat iinterest icapping iresults   

iin icredit iconstraints iand ithe icontrary. i iIn ispite iof ithis ilack iof iconsistent iproof,   

imany irecommendations iare i ion ithe iliberalization iof iinterest irates iso ithat idemand   

iand  isupply  ibecome  imain  ideterminants.  iA  inumber  iof  ithese  irecommendations   

iembody  iactive  isuperintendence  iof  icommercial  ibanks,  ivalue  istability,  ibusiness   

ienterprise  idiscipline  ithat's  iincreased  iby  idomestic  iproperty  iborrowing,  itruthful   

icompetition  iby  icommercial  ibanks  iin  ivery  iincreasing  isurroundings,  iinstitutional   

idevelopment, ieconomic iscience istability iand ia inondiscriminatory ilegal isystem ion   

imoney iintermediaries.   
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2.4 Knowledge Gap     

Some istudies ihave ibeen iundertaken iby  ischolars ito itry iand ihandle ithe isubject iof   

iinterst  irate  icaping  iin  iKenya.For  intance,  i(Gichuki,  2017)  ilooked  iat  istrategic   

iresponses iof ibanks iafter ithe ilaw icapping iinterest irates ileving iout ithe iissue iof   

iperformance ibefore iand iafter ithe iintroduction iof i iinterest irate icapping. Wambari   

iand  iMwangi  (2017)  idid  ia  ijournal  ion  ieffects  iof  iinterest  irates  ion  ifinancial   

iperformance iof icommerial ibanks iin iKenya iwhich idid inot ispecifically itake icare iof   

itier ione icommercial ibanks iwhich iaccording ito icentral iBank ireport i2017 ihave ia   

icustomer iand iassset ibase iof iover i50 ipercent. Majority of the studies done have   

focused on effects of interest rate caping on the economic growth. The introduction iof   

iinterest irate icapping iis inew iin ikenya ithus ithere iis ia igap ias isome ipeople ithink   

icapping iis ionly iapplicable iin iKenya iwhile iits iworld iwide. The icaping ishould ibe   

iresearched ito ishow ihow iit iaffects iboth ithe ibanks iand ithe icitizens iof ithe icountry   

iespecially  ion  icredit  iconsumption.  iSo ithe  istudy  iseeks  ito iassess  ithe  iresult  iof   

iinterest irate icapping ion ithe ifinancial iperformance iof itier ione iCommercial ibanks.   

Majority of the stsudies have focused on all commecrial banks and therefore this study   

sought to bridge the gap by examine the specific influence of interest rate capping on Tier   

1 comercial banks.    



30   

 

CHAPTER iTHREE: iRESEARCH iDESIGN iAND iMETHODOLOGY   

3.1 Introduction     

This ichapter ifocuses ion ithe imethodology iutilized iduring ithis istudy. iIt iexplains ithe   

iresearch  idesign  iutilized  iin  ithe  istudy,  ithe  itarget  ipopulation,  isample  isize  iand   

isampling  itechniques,  idata  icollection  imethods  iand  iprocedure  ias  iwell  ias  idata   

ianalysis iand iethical iconsiderations iduring ithe istudy iprocess. i   

 

3.2 Research Design    

Durcevic (2019) idescribe ianalysis istyle ias ia imethod, istructure, iand iarrangement   

iformed ito iget isolutions ito ithe ivaried ianalysis iissues. iIt iprovides ia iframework ifor   

icoming iup iwith iand iconducting ia istudy. iA iresearch idesign idiscloses ithe iresearch   

iquestion iand ialso ithe istrategy ifor ithe iinvestigation ito ibe iaccustomed iacquire ifirst-  

hand iproof ion imatters iof ithe iexpressed idrawback i(Cooper i&amp; iSchindler, i2003).   

This istudy iused idescriptive iresearch idesign. The idescriptive idesign iis isuitable ifor   

ithis istudy ias iit ifocuses ion igiving idescriptive iobservations iof ithe ivariables iwithout   

ialtering itheir inatural iexistence (Babbie, 2011).   
 

3.3 Research Site and Rationale     

The istudy iwas iconducted iin iNairobi iCounty ifocusing ion ithe iTier ione icommercial   

ibanks. iThey iincluded iKenya iCommercial iBank i(KCB), iEquity iBank, iCo-operative   

iBank, iStandard iChartered iBank, iBarclays iBank, Diamond Holding Ltd, Stanbic Bank   

iand iCommercial iBank iof iAfrica i(CBA).  Equity bank, iCo-operative ibank, iand iCBA   

iare  iprivate  inative  ibanks  iwhereas  iKCB  iis  ia  inative  ibank  iwith  igovernment   

iparticipation. iStandard iChartered iand iBarclays iBank iare iforeign ibanks. iThe ichoice   
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iof iNairobi icounty iwas ibecause iit ithe ionly icounty ithat ihouses ithe iHead iOffices   

iof iall ithe itier i1 iBanks iin iKenya. i i i i i i   
 

3.4 Target Population   

Babbie i (2011) idescribed ipopulation ito ibe ithe iassortment iof ielements ito ithat ithe   

iresearch iworker idesires ito iextend isome ireasoning. iThe itarget ipopulation ithat's iof   

iinterest iduring ithis istudy ientailed iall ithe i6 itier ione icommercial ibank iin iNairobi   

iCounty.  iThe  itarget  ipopulation  iwas  ifive  ihundred  i(500)  imanagerial  ilevel  istaff   

imembers ifrom ithe isix itier i1 iCommercial iBanks iin iNairobi icounty i(Central iBank   

ireport, i2017).   
 

3.5 Sampling Procedure     

Bhattacherjee i (2012) inoted ithat isampling iis ia isystematic iprocess iof iselecting ithe   

inumber iof iindividual icases ior iunits ito iprovide iinformation ineeded ifor ithe istudy.   

iThus, isampling iis iimportant iin iresearch idue ito ithe ilimitations iin istudying ithe   

iwhole ipopulation iand ireduction iof iboth icosts iand itime irequired isince ia ismall   

inumber iof iunits ihave ito ibe iinvestigated. iThe istudy iwill iuse istratified isampling iin   

ithe iselection iof irespondents iwho iwill iform istrata ithat iis itop imanagement, imiddle   

imanagement, ilower imanagement, iand iemployees. iThe iuse iof istratified isampling iis   

ibetter ithan iother imethods isince ithe irespondents iwere icategorized iin iaccordance ito   

ithe ithree ilevels iof imanagement   
 

3.6 Sample Size     

Kumar, iTalib iand iRamayah i (2013) inoted ithat isampling idesign iis ithe irationale ito   

ibe iused iin idetermining iwho iand ithe inumber iof iindividuals ito isurvey, ihow imany   

iand iwhat ievents ito itake inote iof ior ihow imany iand iwhat irecords ito iscrutinize. i   
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iThe ibasic iidea iof isampling iis ipicking iout ithe ipart iof ithe icomponent iin ithe   

ipopulation.  iThe  ieventual  isample’s  itest  iof  ia  isample  idesign  iis  ihow  igood  iit   

icharacterizes ithe ifeatures iof ithe ipopulation ifrom iwhich iit iwas idrawn ifrom. iAlso,   

ia igood isample ishould ibe iacceptable iby ibeing iaccurate iand iprecise. iKothari i(2004)   

iformula iwas iused ito idetermine ithe isample isize iof i80 irespondents.   

𝑛=  
𝑍

  

 

 

 

 

N: isize iof ipopulation iwhich iis ithe inumber iof ihouseholds i i i   
 

p: ipopulation ireliability i (or ifrequency iestimated ifor ia isample iof isize in), iwhere ip   

iis i0.5 iwhich iis itaken ifor iall ideveloping icountries ipopulation iand ip i+ iq= i1 i   
 

e: imargin iof ierror iconsidered iis i10% ifor ithis istudy.   
 

 

 

480.2  

5.9504 
=

 
80  

 

To idetermine ithe irespondents iin ieach icategory ithe ifollowing iformula iwas iused ias   

ia isampling iframe ion itable i3.1 ibelow   
 

Top iManagement i85/500*80=14 irespondents   
 

Middle iManagement i180/500*80=29 irespondents   

 

Lower iManagement i235/500*80=37 irespondents   
 

Thus, itable i3.1 iwill ishow ihow ithe isample isize:   

2𝑝𝑞𝑁  

𝑒2(𝑁− 1) + 𝑍2𝑝𝑞
  

 

 iWhere: in: iis ithe isample isize ifor ia ifinite ipopulation i i   

 iZ iα i/2: inormal ireduced ivariable iat i0.05 ilevel iof isignificance iz iis i1.96   

𝑛=  
1.96

  

2  × 0.5 × 0.5 × 500  

0.12(500 − 1) + 1.962 × 0.5 × 0.5 
=

  

480.2  

4.99 + 0.9604 
=

  



 

 

 

Table i3.1 iSample iSize   

 

Respondents  Target isize  Sample isize   

 

Top iManagement  85  14   

 

Middle imanagement  180  29   

 

Lower iManagement  235  37   

 

Total  500  80   
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3.7 Data Collection Procedure     

Cooper iand iSchindler i(2014) idescribe idata icollection ias ithe iprocess iof itaking ifirst-  

hand ievidence iwith ithe iaim iof igaining iinsights iabout ia iparticular isituation ias iwell   

ias ianswering iquestions iof ithe iresearch. iPrimary idata ican ibe idefined ias ithe ifirst-  

hand iinformation igiven iby the irespondent (DeVos et al., i2011). The primary data was   

gathared using a iself-administered iquestionnaire iwith iestablished iscales. The research   

instrument was iadministered ithrough ithe idrop iand ipick imethod ito ithe isampled   

irespondents. iSecondary idata iwas iobtained ifrom ithe ifinancial istatements iof ithe   

iselected ibanks. i i   
 

3.8 Research Instruments     

This  istudy  iused  iself-administered  iquestionnaires  ito  icollect  i  iprimary  idata.  The   

questionnaires were administred both physicaly and also sent via the e-mails. This iis   

ibecause iquestionnaires ican ibe icarried iout iin ia ishort iperiod iand iare irelatively icost-  

effective iway icompared ito iother idata icollection itool iand ialso ithey ican ibe iused ito   

icompare iand iconstruct iother iresearch i (Babbie, i2011). iThe iquestionnaires iwere   
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ideveloped iwith iquestions ibased ion ithe ivariables iof ithe istudy. iSecondary idata iwas   

icollected ito icompare ipreformance iof ieach iof ithe isix ibanks iespecially ibefore iand   

iafter ithe iintroduction iof iinterest irate icaps.   

 

3.8.1 iPiloting iof iResearch iInstruments     
A ipilot istudy iwas carried out  it to idetermine iwhether ithe iquestionnaire icontains   

isome ierrors. iThis iwas idone iby iissuing i5 iquestionnaires ito ithe imanagers iof itier i1   

ibanks ithat iwere inot ipart iof ithe isampled irespondents to ascertain that the questonares   

are free from any errors. Five questionnaires were issues due to time limitations and also   

the need for having a thorough review on the research instruments   
 

3.8.2 Validity iof iFindings     
According ito iKumar iet ial. i(2013), ivalidity iis ioutlined ias ithe ilevel ito iwhich ian   

iaccurate ilook ilives ito iwhat iit's ialleged ito imeasure. iThis imay iadditionally ifacilitate   

iin imaking icertain ithe ijudgment iand iaccuracy iof ithe itool, iand ithence iany ierrors   

iare  icorrected ibefore  ithe  iparticular  isurvey.  iTo imake  isure  ithe  ivalidity  iof  ithe   

iinstrument, iinternal iand iexternal ivalidity itests iare igoing ito ibe imeted iout. iFace   

ivalidity iis igoing ito ibe iassessed iby isorting iout ithe iconvenience iwith ithat ithe   

irespondents ianswer ithe ianalysis iquerie i(Cooper i& iSchindler, i2003). i iContent   

ivalidity ioffers ian iadequate iinvestigation iof ithe istudy iqueries. iThe iquestionnaire   

iwas igiven ito ithe isupervisors ifor ireview iand itheir iinput ion ithe iconstructs iof ithe   

ianalysis iwas iused ito iimprove.   
 

3.8.3 iReliability iof iResearch iInstruments     
Kumar iet ial. (2013) inotes ithat ireliability iis iconcerned iwith ithe idegree ito iwhich   

ithe iinstrument iproduces ithe isame iresults ion irepeated itrials. iThe itendency itoward   

iconsistency ifound iin irepeated itrials iis ireferred ito ias ireliability. iA iCronbach’s itest   
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iwas iused ito itest ireliability, iwhere ian ialpha icoefficient iof i0.7 iwas iconsidered ithe   

iminimum imeasure iof ireliability iacceptable i(Bhattacherjee, 2012).   
 

3.9 Data Analysis and Presentation    

Data ianalysis ican ibe idefined ias ithe iprocess ithrough iwhich istructure, iorder, iand   

imeaning iare iobtained ifrom ithe imass iinformation icollected i(Bhattacherjee, i2012).   

iFirst, ithe idata iwas icleaned, isorted, icollated iand ianalysed iwith ithe ihelp iof iSPSS.   

iDescriptive istatistics iincluding imean, ifrequency iand istandard ideviation iwere iused   

ito  idescribe  ithe  idata..  iPearson  iProduct-Moment  iCorrelation  i  iand  i  iRegression   

ianalysis iwas iused ito ishow iand imeasure ithe irelationship ibetween iinterest irates   

icapping iand ithe ifinancial iperformance iof itier i1 icommercial ibanks. iThe ifollowing   

iregression iequitionwas iused ito iguide ithe ianalaysis i.   
 

𝑌= 𝑎+ 𝐵1𝑋1 + 𝐵2𝑋2 + 𝐵3𝑋3 + 𝐵4𝑋4 + 𝐸   

 

Where;    

y = iFinancial iperformance, i x1 = iCredit isupply, i x2 = iInterest icost, i x3 = iinterest irate   

ispread   

x4 = iInterest iincome, ie = ierror iterm   

The iregression imodel iwas iused ito ipredict ithe ivalues iof iα iand iβi i(where ii i= i1, i2   

iand i3), iwhich iexplains ithe irelationship ibetween ithe idependent iand iindependent   

ivariables. iThis imethod iis ipreferred idue ito iits ipredictive ipower iof imultivariate   

iassociation   iβ,   iestimated   icoefficient   iof   icorrelation   iR.   iThe   icoefficient   iof   

idetermination iR2 iwas iutilized ito iexplain ithe iassociation iamid ithe idependent iwith   
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ithe iindependent ivariable; ithe iT-test iassessed ithe isignificance iof iindividual ibetas   

iand istandard ib-coefficients. i   
 

3.10 Ethical Considerations    

Privacy iand iconfidentiality iare ithe imajor iethical iconsiderations iin iany iresearch   

istudy. iCaution iwas itaken iagainst isource ibias i(conditions ior icircumstances iwhich   

iaffect   ithe   iexternal   ivalidity   iof   istatistical   iresults),   ierrors   iin   imethodology,   

iinterpretation iof iresults iand itheir iapplication ito ireal-world iissues i(Kombo iand   

iTromp, i2006). iEthical iissues iin idata icollection iwas iadhered ito ispecifically iin ithe   

ifollowing iareas: iConfidentiality iwas imaintained iat iall itimes iby imaking isure ithat   

ionly  iindividuals  iconcerned  iwith  ithe  istudy  iunderstand  ithe  iidentity  iof  ithe   

iparticipants i(Kombo iand iTromp, i2006). iThe iresearchers iare ichargeable ifor ithe   

iconduct iof ithe ianalysis iand itherefore ithe iconsequences iof ithat ianalysis. iTherefore   

ithe  iinvestigator ican  isettle  ifor  iindividual  iresponsibility  ifor  ithe  iwhole  imethod.   

iConsent iwas iobtained ifrom isubjects iwho ican iparticipate iin ithe istudy, iand iit imade   

isure  ithat  iall  isubjects  iare  icollaborating  ivoluntarily.  iThe  ireason  iis  ithe  ikey  ito   

igaining iconsent ifrom ithe iparticipants. iInforming ithe iparticipants iregarding ithe   

iresults iof ithe istudy iengineered itrust iand ieven ithe istudy iof ithe iparticipants. iThe   

iresults iof ithe istudy iand itherefore ithe irecommendations ithat iwill ibe iprojected iwill   

iimpact ithe iparticipants' ifuture iactions iand iperceptions. i   
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CHAPTER iFOUR: iDATA iANALYSIS iAND iPRESENTATION iOF iFINDINGS   

4.1 Introduction   

This ichapter ianalyses ithe ifindings, iinterprets iand ipresents ithe idata iin iline iwith   

iobjectives iof ithe istudy. The idata ianalysis iwas ibased ion ithe iresearch iobjectives   

iand iquestionnaire iitems, iwhich iwere ianalyzed iusing istatistical itools ilike ipie icharts,   

ifrequency idistribution, itables iand igraphs iand ithe iresults iof ithe ianalysis ipresented   

 

4.2 Response Rate i   

The iquestionnaires iwere iissued ito ithe irespondents iof ithe ibanks. iA itotal iof ieighty   

i(80) iquestionnaires iwere iadministered iand iseventy-seven i(77) iwere ireceived ias   

iindicated iin ithe ifigure i4.1.   
 

Unreturned  

4%  
 

 

 

 

 

 

 

 

 

 

Returned  

96%  
 

Figure i4.1 iResponse iRate   

 

As iclearly iillustrated iin ifigure i4.1 iabove, ithe itotal inumber iof iquestionnaires ithat   

iwas idistributed ito ithe ifield iwere i80 iwhere i96.3% iwere isuccessfully icompleted   

iwhile i3.8% iwere inot ireturned. Based ion ithe ianalysis, iit ican ibe iconcluded ithat ithe   

iresponse irate iwas ihigh   



 

 

 

4.3 Demographic Characteristics    
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The idemographics iinformation iof ithe istudy iinvolved igender, iage, ieducation ilevel,   

iworking iexperience iand iposition iheld iin ithe ibanks. The ianalyses iwere ias ifollows.   

 

4.3.1 Gender iAnalyses   
The igender ianalyses iof ithose irespondents iwho iparticipated iin ithe istudy iabout   

ieffects iof iinterest irate icapping ion ifinancial iperformance iof itier i1 icommercial   

ibanks iKenya iwere idone. iThe iresults iwere isummarized iin ithe ifigure i4.2   
 

 

 

 

Female 

40%  
 

 

Male 

60%  
 

 

 

 

 

 

Figure i4.2 i iGender iAnalyses   

 

According ito ithe ifigure i4.2 iabove ithe itotal inumber iof imales iwho iresponded iwere   

i59.7% iwhile ifemales iwere i40.3%. iFrom ithe istudy iit ican ibe iconcluded ithat ithe   

inumber iof imales iwho iresponded iwere islightly ihigher ithan ithe inumber iof ifemale   

ion ithe istudy iabout ieffects iof iinterest irate icapping ion ifinancial iperformance iof itier   

i1 icommercial ibanks iin iKenya.   

 

4.3.2 iAge of ithe iRespondents   
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The iage ianalyses iof ithose irespondents iwho iparticipated ion ithe istudy iabout ieffects   

iof iinterest irate icapping ion ifinancial iperformance iof itier i1 icommercial ibanks iwere   

idone. iThe iresults iwere isummarized iin ithe ifigure i4.3   

 

 

0.364  
0.299  

 

0.208  
0.13  

 

 

 

 

 

18-25 years 26-35 years 36-45 years 46-55 years  
 

Figure i4.3 iAge iof ithe iRespondents   

 

According ito ithe ifigure i4.3 iabove, i14% iof ithe irespondents iwere ibetween ithe iages   

iof i18-25, i29.9% iwere ibetween ithe iages iof i26-35, iwhile i36.4% iwere ibetween ithe   

iage iof i36-40 iand i20.8% iwere i50 iand iabove. iBased ion ithe ianalysis, iit ican ibe   

iinferred ithat ithe imajority iof ithe irespondents iwere ibetween ithe iages iof i36-45 ion   

ithe istudy iabout ieffects iof iinterest irate icapping ion ifinancial iperformance iof itier i1   

icommercial ibanks iin iKenya.   
 

4.3.3 iEducation iof ithe iRespondents   
The ieducation ilevel ianalysis iof ithose irespondents iwho iparticipated ion ithe istudy   

iabout  ieffects  iof  iinterest  irate  icapping  ion  ifinancial  iperformance  iof  itier  i1   

icommercial ibanks iwere idone. iThe iresults iwere isummarized iin ithe ifigure i4.4   
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Figure i4.4 iEducation iof ithe iRespondents   

 

 

 

The  ifigure  i4.4  iabove  ishows  ithe  ilevel  iof  ieducation  iof  ivarious  irespondents.   

iAccording ito ithe ifigure, imost iof ithe irespondents ihad iuniversity ilevel ieducation   

iwith ia ipercentage iof i53.2% iwhile i31.2% ihad itertiary ieducation ilevel, i7.8% ihad   

iattained iPhD ieducation ilevel, i5.2% ihad isecondary ilevel iand i2.6% ihas ireached   

iprimary  ilevel.  From  ithe  istudy  iit  ican  ibe  iconcluded  ithat  ithe  imajority  iof  ithe   

irespondents ihad iuniversity ilevel iof ieducation iwho iparticipated ion ithe istudy iof   

ieffects iof iinterest irate icapping ion ifinancial iperformance iof itier i1 icommercial   

ibanks iin iKenya.   
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4.3.4 iWorking iExperience iof ithe iRespondents   
The iworking iexperience ianalysis iof ithose irespondents iwho iparticipated ion ithe   

istudy iabout ieffects iof iinterest irate icapping ion ifinancial iperformance iof itier i1   

icommercial ibanks iin iKenya iwere idone. iThe iresults iwere isummarized iin ithe ifigure   

i4.5   
 

 

 

0.455  

 

 

 

0.247  

0.143 0.156  

 

 

 

 

1-2 years 3-5 years 6-10 years         Above11 years  
 

 

 

 

Figure i4. i5 iWorking iExperience iof ithe iRespondents   

 

 

 

Figure i4.5 iabove ipresents ithe ilevel iin iwhich iworking iexperience iwas icarried iout.   

iAccording ito ithe ifigure, imost iof ithe irespondents ihave iattained iabove i11 iyears iof   

iservice irepresented iby i45.5% ithose iwho ihad i1-2 iyears iwas i14.3% iwhile ithose   

iwith i3-5 iyears iwas i15.6%, ilastly ithose iabove i6 ito i10 iyears iwere ionly i24.7%. iIt   

iwas iconcluded ithat ithe imajority iof ithe irespondents iwas iof ithose iwith iabove i11   

iyears iof ithe irespondents iwho itook ipart ion ieffects iof iinterest irate icapping ion   

ifinancial iperformance iof itier i1 icommercial ibanks iin iKenya.   
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4.3.5 iPosition iHeld iby ithe iRespondents iin iBanks   
The iposition iheld iby irespondents iin ibanks ianalyses iwere idone ion ithe istudy iabout   

ieffects iof iinterest irate icapping ion ifinancial iperformance iof itier i1 icommercial   

ibanks. iThe iresults iwere isummarized iin ithe ifigure i4.5   
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Figure i4. i6 iPosition iheld iby ithe iRespondents iin iBanks   

 

Figure i4.7 iabove ishows ithe imajority iof ithe iemployees iat itier i1 icommercial ibanks,   

ithe ilower imanagement ihas ia ipercentage iof i46.8%. #They iare ifollowed iby ithe   

imiddle imanagement iemployees iwith ia ipercentage iof i36.4% iand ifinally ithe itop   

imanagement iwith i16.9% iof ithe itotal irespondents iwho iparticipated ion ithe istudy   
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iabout  ieffects  iof  iinterest  irate  icapping  ion  ifinancial  iperformance  iof  itier  i1   

icommercial ibanks.   
 

4.4 Effect of interest Rate Capping on Financial Performance i   

 

The ianalysis ion ieffect iof iinterest irate icapping ion ifinancial iperformance iof itier i1   

icommercial ibanks. i iThe ianalyses iinvolved ithe icredit isupply, iinterest icosts, iinterest   

irate ispread, iinterest iincome iand ifinancial iperformance. i   
 

4.4.1 Credit Supply and Financial Performance i   
The istudy idetermined ithe ieffects iof icredit isupply ion ifinancial iperformance iof ithe   

itier i1 icommercial ibanks. iThe iresults iwere iindicated iin ithe itable i4.1.   
 

 

 

 

 

 

Table i4.1 iEffects iof iCredit iSupply ion ifinancial iperformance iof ithe icommercial   

ibanks  

 

 

 

 

 

 

Nature iterms iand iconditions iattached ito   

iloan    ihad    ia    ilarge    ieffect    ion    ithe   

icompetitiveness iof ithe ibank iand ithe isize   

iof iloan iapplications ireceived iby ithe ibank   
 

Banks   iwhich   iused   ito   icharge   ihigher   

iinterest irate iincreased ithe icredit isupply   

 

 

 

 

 

 

7.8  13.0      14.3      27.3      37.7   

 

 

 

 

 

 

 

6.5  7.8  19.5      33.8      32.8   



 

 

 

imore iright iafter ithe iintroduction iof ithe   

icap   
 

Supply  iof  icredit  iappeared  ito  icontract,   

iacceptance iof iloan iapplications ifell, iand   

iillegal ilending irose   
 

Interest irestrictions ireduced iboth isupply ito   

icredit iand iwelfare   

 

Lenders  ihave  iused  irevolving  icredit  ito   

ireach ilower-income ihouseholds   
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5.2  6.5  27.3      28.6      32.5   

 

 

 

 

 

7.8  5.2  26.0      29.9      31.2   
 

 

 

2.6  15.6      20.8      27.3      33.8  

 

 

 

The itable i4.1 ishows ithe iresponse iof ithe irespondents ion ieffects iof icredit isupply   

ion ifinancial iperformance iof ithe itier i1 icommercial ibanks. iAccording ito ithe istudy   

i37.7% iof ithe irespondents istrongly iagreed ithat ithe inature, i iterms iand iconditions   

iattached ito iloan ihad ia ilarge ieffect ion ithe icompetitiveness iof ithe ibanks iand ithe   

isize iof iloan iapplications ireceived iby ithe ibank.While ithe irest iindicated ithat ithey   

istrongly idisagree, idisagree, ineutral iand iagree iwith i7.8%, i13.0%, i14.3% iand i27.3   

i% irespectively. iIt ican ibe ideduced ithat ifrom ithe ianalysis ithat i65.0% iwho iwere   

imajority iof ithe irespondents iindicated ithat inature iterms iand iconditions iattached ito   

iloan ihad ia ilarge ieffect ion ithe icompetitiveness iof ithe ibank iand ithe isize iof iloan   

iapplications ireceived iby ithe ibank.   
 

More ianalyses iindicated ithat i33.8% iof ithe irespondents iagreed ithat ibanks iwhich   

iused ito icharge ihigher iinterest irate iincreased ithe icredit isupply imore iright iafter ithe   
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iintroduction  iof  ithe  icap.  While  ithe  irest  iof  ithe  irespondents  iindicated  istrongly   

idisagree, idisagree, ineutral iand istrongly iagree iwith i6.5%, i7.8%, i19.5% iand i32.8%   

irespectively. iIt ican ibe ideduced ithat i66.6% iof ithe irespondents iindicated ithat ibanks   

iwhich iused ito icharge ihigher iinterest irate iincreased ithe icredit isupply imore iright   

iafter ithe iintroduction iof ithe icap.   
 

In iaddition, i32.5% iof ithe irespondents iindicated ithat isupply iof icredit iappeared ito   

icontract, iacceptance iof iloan iapplications ifell, iand iillegal ilending irose. Moreover,   

ithose iwho istrongly idisagreed iwith i5.2%, idisagreed iwith i6.5%, ineutral iwith i27.3%   

iand iagreed iwith i28.6%. iFrom ithe ianalyses iabove iit ican ibe ideduced ithat i61.1%   

iof ithe irespondents iindicated ithat isupply iof icredit iappeared ito icontract, iacceptance   

iof iloan iapplications ifell, iand iillegal ilending irose.   
 

Further  ianalyses  iindicated  ithat  i31.2%  iof  ithe  irespondents  istrongly  iagreed  ithat   

iinterest irestrictions ireduced iboth isupply ito icredit iand iwelfare. iWhile ithe irest   

istrongly idisagreed, idisagreed, ineutral iand iagreed iwith i7.8%, i5.2%, i26.0% iand   

i29.9% irespectively.iIt ican ibe ideduced ithat i61.1% iof ithe irespondents iindicated   

iinterest irestrictions ireduced iboth isupply ito icredit iand iwelfare.   
 

Final  ianalyses  ion  ithe  ieffects  iof  icredit  isupply  iindicated  ithat  i33.8%  iof  ithe   

irespondents istrongly iagreed ithat ilenders ihave iused irevolving icredit ito ireach ilower-  

income ihouseholds. While the irest iof ithe irespondents istrongly idisagreed, idisagreed,   

ineutral iand iagreed iwith i2.6%, i15.6%, i20.8% iand i27.3% irespectively. iIt ican ibe   

ideduced ithat i61.1% iof ithe irespondents iindicated ithat ilenders ihave iused irevolving   

icredit ito ireach ilower-income ihouseholds.   
 

4.4.2 iInterest iCosts iand iFinancial iPerformance i   
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The istudy idetermined ithe ieffects iof iinterest icosts ion ifinancial iperformance iof ithe   

itier i1 icommercial ibanks. iThe iresults iwere iindicated iin ithe itable i4.2.   
 

 

 

Table i4.2 iEffects iof iInterest iCosts ion ifinancial iperformance iof ithe icommercial   

ibanks  

 

 

 

 

 

 

Capping   iof   iinterest   irates   ihave   

iincreased iinterest icosts   
 

Interest  irates  ihas  iaffected   

iperformance iof istocks iin ithe imarket   
 

Increased    icosts    iassociated    iwith   

iinterest irate icaps   
 

Interest irate icaps ihas iinfluence ihigh   

icost iof icredit   
 

Interest icost ihas idecrease ithe irisk-  

taking ibehavior iof icredit iproviders   

 

 

 

 

 

 

1.3  9.1  20.8  33.8  35.1   
 

 

 

9.1  10.4  18.2  22.1  40.3   

 

 

 

13.0  9.1  22.1  23.4  32.5   
 

 

 

6.5  10.4  15.6  29.9  37.7   
 

 

 

3.9  14.3  20.8  26.0  35.1  

 

 

 

Table  i4.2  ipresented  ithat  ianalyses  iof  ieffects  iof  iinterest  icosts  ion  ifinancial   

iperformance iof ithe itier i1 icommercial ibanks. iAccording ito ithe ianalyses i35.1% iof   

ithe  irespondents  istrongly  iagreed  ithat  icapping  iof  iinterest  irates  ihave  iincreased   
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iinterest icosts. iWhile irest iof irespondents iindicated istrongly idisagreed, idisagreed,   

ineutral iand iagreed iwith i1.3%, i9.1%, i20.8% iand i35.1% irespectively. iIt ican ibe   

ideduced ithat i68.9% iof ithe irespondents iindicated ithat icapping iof iinterest irates ihad   

iincreased iinterest icosts.   
 

Further, i40.3% iof ithe irespondents istrongly iagreed ithat iinterest irates ihad iaffected   

iperformance iof istocks iin ithe imarket. iWhile ithe irest iof ithe irespondents iindicated   

istrongly idisagreed, idisagreed, ineutral iand iagreed iwith i9.1%, i10.4%, i18.2% iand   

i22.1% irespectively. iIt ican ibe ideduced i62.4% iof ithe irespondents iindicated ithat   

iinterest irates ihad iaffected iperformance iof istocks iin ithe imarket.   

 

Also, ithe ianalyses iof ithe istudy iindicated ithat i32.5% iof ithe irespondents istrongly   

iagreed ithat iincreased icosts iwere iassociated iwith iinterest irate icaps. iWhile ithe irest   

iof ithe irespondents iindicated istrongly idisagreed, idisagreed, ineutral iand iagreed iwith   

i13.0%, i9.1%, i22.1% iand i23.4% irespectively. iIt ican ibe ideduced ithat i55.4% iof ithe   

irespondents iindicated ithat iincreased icosts iwere iassociated iwith iinterest irate icaps.   
 

Moreover, ianalyses iindicated ithat i37.7% iof ithe irespondents istrongly iagreed ithat   

iinterest  irate  icaps  ihad  iinfluence  ihigh  icost  iof  icredit.  iWhile  ithe  irest  iof  ithe   

irespondents istrongly idisagreed, idisagreed, ineutral iand iagreed iwith i6.5%, i10.4%,   

i15.6%, iand i29.9% irespectively. iIt ican ibe ideduced ithat i67.6% iof ithe irespondents   

iindicated ithat iinterest irate icaps ihad iinfluence ihigh icost iof icredit.   
 

Finally, i35.1% iof ithe irespondents istrongly iagreed ithat iinterest icost ihad idecrease   

ithe irisk-taking ibehavior iof icredit iproviders. iWhile ithe irest iof ithe irespondents   

istrongly idisagreed, idisagreed, ineutral iand iagreed with i3.9%, i14.3%, i20.8% iand   



48   

 

i26.0% irespectively. iIt ican ibe ideduced ithat i61.1% iof ithe irespondents iindicated ithat   

iinterest icost ihad idecrease ithe irisk-taking ibehavior iof icredit iproviders.   
 

4.4.3 Interest Rate Spread and Financial Performance i   

 

The istudy idetermined ithe ieffects iof iinterest irate ispread ion ifinancial iperformance   

iof ithe itier i1 icommercial ibanks. iThe iresults iwere iindicated iin ithe itable i4.3.   
 

 

 

Table i4. i3 iEffects iof iInterest iRate iSpread ion iFinancial iPerformance iof ithe   

iCommercial iBanks  

 

 

 

 

 

 

High  iinterest  ispreads  iin  ibanking   

isector  ihas  iremained  ihighly   

iprofitable  icompared  ito  ipeers  ithus   

iprovoking  idebate  ion  iinterest  irate   

icapping iin ithe icountry   

 

Higher   iinterest   irate   ispreads,   ion   

iaverage  ihas  iaffected  ithe   

iperformance iof ithe ibanks   
 

Capping iinterest irates iwere imainly   

ianchored   ion   ithe   ihigh   ispreads   

ibetween  ilending  irates  iand  ideposit   

 

 

 

 

 

 

1.3  3.9  26.0  31.2  37.7   
 

 

 

 

 

 

 

 

 

6.5  7.8  15.6  18.2  51.9   
 

 

 

 

 

3.9  9.1  18.2  26.0  42.9   



 

 

 

irates icompared ito iother ideveloping   

ipeer  ieconomies,  iand  ithe  iresulting   

ihigh iprofitability iin ithe isector   
 

The    ivariation    iin    ilending    irates   

ilargely ireflects ivariations iin ipricing   

iof  iactual  ior  iperceived  irisks  ifor   

idifferent  icategories  iof  iborrowers,   

iwhile ivariation iacross ibanks ireflects   

ithe idifferent ifunding iconstraints ithat   

icharacterize ithe ibank itiers   
 

Interest  irate  iSpread  iinfluence  ithe   

ifinancial iperformance iof icommercial   

ibanks   

 

 

 

 

 

 

 

 

 

6.5  9.1  14.3  24.7  45.5   
 

 

 

 

 

 

 

 

 

 

 

 

 

7.8  9.1  19.5  27.3  36.4   
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Table  i4.3  ishows  ithe  ianalyses  iof  ieffects  iof iInterest iRate iSpread  ion  ifinancial   

iperformance iof ithe icommercial ibanks. iAccording ito ithe ianalyses i37.7% iof ithe   

irespondent istrongly iagreed ithat ieven iwith ihigh iinterest ispreads iin ibanking isector   

ihad  iremained  ihighly  iprofitable  icompared  ito  ipeers  ithus  iprovoking  idebate  ion   

iinterest irate icapping iin ithe icountry. iWhile ithe irest iof ithe irespondents iindicated   

ithat ithey istrongly idisagreed iwith i1.3%, ithose iwho idisagreed iwith i3.9%, ithose iwho   

iwere ineutral iwith i26.0% iand ithose iwho iagreed iwith i31.2%. iIt ican ibe ideduced   

ithat i68.9% iof ithe irespondents iindicated ithat ieven iwith ihigh iinterest ispreads iin   
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ibanking isector ihad iremained ihighly iprofitable icompared ito ipeers ithus iprovoking   

idebate ion iinterest irate icapping iin ithe icountry.   
 

In iaddition, i51.9% iof ithe irespondents istrongly iagreed ithat ihigher iinterest irate   

ispreads, ion iaverage ihad iaffected ithe iperformance iof ithe ibanks. iWhile ithe irest iof   

ithe  irespondents  istrongly  idisagreed,  idisagreed, ineutral  iand  iagreed  i6.5%, i7.8%,   

i15.6% iand i18.2% irespectively. iIt ican ibe ideduced ithat i70.1% iof ithe irespondents   

iindicated  ithat  ithat  ihigher  iinterest  irate  ispreads,  ion  iaverage  ihad  iaffected  ithe   

iperformance iof ithe ibanks.   
 

Moreover, i42.9% iof ithe irespondents istrongly iagreed ithat icapping iinterest irates   

iwere imainly ianchored ion ithe ihigh ispreads ibetween ilending irates iand ideposit irates   

icompared ito iother ideveloping ipeer ieconomies, iand ithe iresulting ihigh iprofitability   

iin ithe isector. iWhile ithe irest iof ithe irespondents istrongly idisagreed, idisagreed,   

ineutral iand iagreed i3.9%, i9.1%, i18.2% iand i26.0% irespectively. iIt ican ibe ideduced   

ithat i68.9% iof ithe irespondents iindicated ithat icapping iinterest irates iwere imainly   

ianchored ion ithe ihigh ispreads ibetween ilending irates iand ideposit irates icompared ito   

iother ideveloping ipeer ieconomies, iand ithe iresulting ihigh iprofitability iin ithe isector.  

     
 

Further, i45.5%of ithe irespondents iindicated istrongly iagreed ithat ithe ivariation iin   

ilending irates ilargely ireflects ivariations iin ipricing iof iactual ior iperceived irisks ifor   

idifferent icategories iof iborrowers, iwhile ivariation iacross ibanks ireflects ithe idifferent   

ifunding  iconstraints  ithat  icharacterize  ithe  ibank  itiers.  iWhile  ithe  irest  iof  ithe   

irespondents istrongly idisagreed, idisagreed, ineutral iand iagreed iwith i6.5%, i9.1%,   

i14.3% iand i24.7% irespectively. iIt ican ibe ideduced ithat i70.2%  indicated  ithat   
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ivariation  iin  ilending  irates  ilargely  ireflects  ivariations  iin  ipricing  iof  iactual  ior   

iperceived irisks ifor idifferent icategories iof iborrowers, iwhile ivariation iacross ibanks   

ireflects ithe idifferent ifunding iconstraints ithat icharacterize ithe ibank itiers.   

 

Finally, i36.4% iof ithe irespondents iindicated istrongly iagree ithat iinterest irate ispread   

iinfluence ithe ifinancial iperformance iof icommercial ibanks. iWhile ithe irest iof ithe   

irespondents iindicated istrongly idisagreed, idisagreed, ineutral iand iagreed iwith i7.8%,   

i9.1%,  i19.5%  iand  i27.3%  irespectively.  iIt  ican  ibe  ideduced  ithat  i63.7%  iof  ithe   

irespondents iindicated ithat iinterest irate ispread iinfluence ithe ifinancial iperformance   

iof icommercial ibanks.   

 

4.4.4 Interest Income and Financial Performance i   

 

The istudy idetermined ithe ieffects iof iinterest iincome ion ifinancial iperformance iof   

ithe itier i1 icommercial ibanks. iThe iresults iwere iindicated iin ithe itable i4.4.   
 

Table  i4.i4  iEffects  iof  iInterest  iIncome  ion  iFinancial  iPerformance  iof  ithe   

iCommercial iBanks  

 

 

 

 

 

Interest  irate  icapping  ihas  iaffected   

ilong iterm ideposits iin ithe ibanks   
 

There iis ia imarked idecline iin itime   

ideposits i(interest iearning iaccounts)   

ivis-à-vis  ian  iincrease  iin  idemand   

 

 

 

 

 

2.6  6.5  20.8  32.5  37.7   
 

 

 

7.8  9.1  22.1  28.6  32.5   



 

 

 

ideposits  i(non-interest  iearning   

iaccounts)   
 

The ishift iin ideposits iin ifavour iof   

idemand  ideposits  ifollowed   

iimmediately  iafter  ithe  iinterest  irate   

icapping    ilaw    iwas    iimplemented.   

iBanking   isector   iremains   iresilient   

idespite iinterest irates icaps.   
 

Banks iremain iadequately icapitalized   

iwith icore iand itotal icapital ito irisk   

iweighted iassets iaveraging   
 

Banks’    iincome    iby    iinterest    iis   

iextremely  irelated  ito  iinterest  irates   

ithat ishow ithe ibank’s iprofitability iis   

idependent ion  ithe  imonetary  ipolicy   

itool iknown ias iinterest irate   

 

 

 

 

 

 

 

3.9  11.7  19.5  31.8  33.8   
 

 

 

 

 

 

 

 

 

 

 

5.2  13.0  24.7  27.3  29.9   

 

 

 

 

 

3.9  6.5  26.0  27.3  36.4   
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Table  i4.4  ishows  ithe  ianalyses  iof  ieffects  iof  iInterest  iincome  ion  ifinancial   

iperformance iof ithe icommercial ibanks. iAccording ito ithe ianalyses i37.7% iof ithe   

irespondents  istrongly  iagreed  ithat  iinterest  irate  icapping  ihad  iaffected  ilong  iterm   

ideposits  iin  ithe  ibanks.  iWhile  ithe  irest  iof  ithe  irespondents  istrongly  idisagreed,   

idisagreed, ineutral iand iagreed iwith i2.6%, i6.5%, i20.8% iand i32.5% irespectively. iIt   
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ican ibe ideduced ithat i70.2% iof ithe iindicated ithat iinterest irate icapping ihad iaffected   

ilong iterm ideposits iin ithe ibanks.   
 

Moreover, i32.5% iof ithe irespondents iindicated istrongly iagreed ithat ithere iwas ia   

imarked idecline iin itime ideposits i(interest iearning iaccounts) ivis-à-vis ian iincrease iin   

idemand ideposits i(non-interest iearning iaccounts). iWhile ithe irest iof ithe irespondents   

istrongly idisagreed, idisagreed, ineutral iand iagreed iwith i7.8%, i9.1%, i22.1% iand   

i28.6% irespectively. iIt ican ibe ideduced ithat i61.1% iof ithe irespondents iindicated ithat   

ithat ithere iwas ia imarked idecline iin itime ideposits i(interest iearning iaccounts) ivis-à-  

vis ian iincrease iin idemand ideposits i(non-interest iearning iaccounts).   

 

In iaddition, i33.8% iof ithe irespondents iindicated istrongly iagreed ithat ithe ishift iin   

ideposits iin ifavour iof idemand ideposits ifollowed iimmediately iafter ithe iinterest irate   

icapping ilaw iwas iimplemented. iBanking isector iremains iresilient idespite iinterest   

irates icaps. iWhile ithe irest iof ithe irespondents iindicated ithat   strongly  idisagreed,   

idisagreed, ineutral iand iagreed iwith i3.9%, i11.7%, i19.5%, iand i31.8% irespectively.   

iIt ican ibe ideduced ithat i65.8% ithat irespondents iindicated ithat ithat ithe ishift iin   

ideposits iin ifavour iof idemand ideposits ifollowed iimmediately iafter ithe iinterest irate   

icapping ilaw iwas iimplemented   
 

Also,  i29.9%  iof  ithe  irespondents  iindicated  istrongly  iagreed  ithat  ibanks  iremain   

iadequately icapitalized iwith icore iand itotal icapital ito irisk iweighted iassets iaveraging.   

iWhile ithe irest iof ithe irespondents iindicated istrongly idisagreed, idisagreed, ineutral   

iand iagreed iwith i5.2%, i13.0%, i24.7% iand i27.3% irespectively. iIt ican ibe ideduced   

ithat i57.2% iindicated ithat ibanks iremain iadequately icapitalized iwith icore iand itotal   

icapital ito irisk iweighted iassets iaveraging.     
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Finally, i36.4% iof ithe irespondents istrongly iagreed ithat ibanks’ iincome iby iinterest   

iis iextremely irelated ito iinterest irates ithat ishow ithe ibank’s iprofitability iis idependent   

ion  ithe  imonetary  ipolicy  itool  iknown  ias  iinterest  irate.  iWhile  ithe  irest  iof  ithe   

irespondents istrongly idisagreed, idisagreed, ineutral iand iagreed iwith i3.9%,     6.5%,   

i26.0% iand i27.3% irespectively. iIt ican ibe ideduced ithat i63.4% iof ithe irespondents   

iindicated ithat ibanks’ iincome iby iinterest iis iextremely irelated ito iinterest irates ithat   

ishow ithe ibank’s iprofitability iis idependent ion ithe imonetary ipolicy itool iknown ias   

iinterest irate.   
 

4.4.5 iFinancial iPerformance iof ithe iCommercial iBanks   
The istudy idetermined ithe ifinancial iperformance iof ithe itier i1 icommercial ibanks.   

iThe iresults iwere iindicated iin ithe itable i4.5.   
 

Table i4. i5 iFinancial iPerformance iof ithe iTier i1 iCommercial iBanks  

 

 

 

 

 

Interest  irate  icapping  iaffects  ireturn   

ion iassets iof ibanks   
 

Interest  irate  icapping  iaffects  ireturn   

ion iequity iof ibanks   
 

Interest  irate  icapping  iaffect  iasset   

iquality   ithat   iis   ia   irisk   ito   ithe   

iperformance iof ithe ibank   

 

 

 

 

 

2.6  7.8  26.0  31.2  32.5   
 

 

 

5.2  7.8  22.1  29.9  35.1   

 

 

 

3.9  10.4  15.6  20.8  49.4   



 

 

 

Decline iin iearnings iover itime imay   

ipose   irisks   ito   ifinancial   istability   

ithrough   iincreased   ibalance   isheet   

irisks   
 

Short  iterm,  iinterest  irates  ihave  ia   

isignificant ieffect ion ithe iprofitability   

iof icommercial ibanks   

 

 

 

6.5  13.0  18.2  29.9  32.5   

 

 

 

 

 

 

 

2.6  11.7  19.5  26.0  40.3   
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Table i4.5 ishows ithe ianalyses ifinancial iperformance iof ithe icommercial ibanks iin   

irelation ito ithe iinterest irate icapping. iAccording ito ithe ianalyses i49.4% iof ithe   

irespondents istrongly iagreed ithat iinterest irate icapping iaffected ireturn ion iassets iof   

ibanks. iWhile ithe irest iof ithe irespondents iindicated istrongly idisagreed, idisagreed,   

ineutral iand iagreed iwith i2.6%, i7.8%, i26.0% iand i31.2% irespectively. iIt ican ibe   

ideduced ithat i63.7% iof ithe irespondents iindicated ithat iinterest irate icapping iaffected   

ireturn ion iassets iof ibanks.   
 

Further  ianalyses  iindicated  ithat  i35.1%  iof  ithe  irespondents  istrongly  iagreed  ithat   

iinterest irate icapping iaffected ireturn ion iequity iof ibanks. iWhile ithe irest iof ithe   

irespondents istrongly idisagreed, idisagreed, ineutral iand iagreed iwith i5.2%,     7.8%,   

i22.1% iand i29.9       %  irespectively.  iIt  ican  ibe  ideduced  ithat  i65.0%  iof  ithe   

irespondents iindicated ithat iinterest irate icapping iaffected ireturn ion iequity iof ibanks.   
 

More ianalyses iindicated ithat i49.4% iof ithe irespondents istrongly iagreed ithat iinterest   

irate icapping iaffected iasset iquality ithat iis ia irisk ito ithe iperformance iof ithe ibank.   
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iWhile ithe iof ithe irespondents istrongly idisagreed, idisagreed, ineutral iand iagreed iwith   

i3.9%,  i10.4%,  i15.6%  iand  i20.8%  irespectively.  iIt  ican  ibe  ideduced  ithat  i70.2%   

iindicated ithat iinterest irate icapping iaffected iasset iquality ithat iis a irisk ito ithe   

iperformance iof ithe ibank.      
 

Also ianalyses iindicated ithat i32.5% iof ithe irespondents istrongly iagreed ithat idecline   

iin iearnings iover itime iposed irisks ito ifinancial istability ithrough iincreased ibalance   

isheet irisks. iWhile ithe irest iof ithe irespondents istrongly idisagreed, idisagreed, ineutral   

iand iagreed iwith i6.5%, i13.0%, i18.2% iand i29.9% irespectively. iIt ican ibe ideduced   

ithat i63.1% iindicated ithat idecline iin iearnings iover itime iposed irisks ito ifinancial   

istability ithrough iincreased ibalance isheet irisks.   
 

Finally, i40.3% iof ithe irespondents iindicated ithat ithey istrongly iagreed ithat ishort   

iterm, iinterest irates ihad ia isignificant ieffect ion ithe iprofitability iof icommercial   

ibanks. iWhile ithe irest iof ithe irespondents istrongly idisagreed, idisagreed, ineutral iand   

iagreed i2.6%, i11.7%, i19.5% iand i26.0% irespectively. iIt ican ibe ideduced ithat i66.3%   

iof ithe irespondents iindicated ithat ishort iterm, iinterest irates ihad ia isignificant ieffect   

ion ithe iprofitability iof icommercial ibanks.   
 

4.5 Correlation of effect of interest rating capping on financial performance   

The itable i4.6 ishows ithe icorrelation iof ithe ieffect iof iinterest irating icapping ion   

ifinancial iperformance. i iThe icorrelation iof ithe ivariables iwhich iwere iunder istudy   

iinvolved ithe iindependent ivariables; iCredit isupply i(CS), iinterest icosts i(IC), iinterest   

irate ispread  i(IRS) iand  iinterest iincome  i(II) iand  ifinancial  iperformance  i(FP) ias   

idependent  ivariable  ianalysis  iinvolved  ithe  ibivariate  icorrelation.  iThe  iPearson   
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icorrelation i(R) iwas idetermined, ithe isignificance ilevel iwas imeasured iagainst ithe iP   

i<0.00, iand ilabeled ias i(sig.) ias iindicated iin itable i4.6. i i   
 

Table  i4.  i6  iCorrelation  iof  iEffect  iof  iInterest  iRate  iCapping  ion  iFinancial   

iPerformance   

 

Correlations   

 

  FP  CS  IC  IRS  II   

 

FP  Pearson iCorrelation    1           
 

  Sig. i(2-tailed)             
 

CS  Pearson iCorrelation  .505**  1         

 

  Sig. i(2-tailed)  .000           
 

IC  Pearson iCorrelation  .625**  .559**  1       

 

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

 

IRS  Pearson iCorrelation  .685**  .464**  .697**  1     

 

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

II  Pearson iCorrelation  .715**  .563**  .712**  .772**      1   

 

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

 

**. iCorrelation iis isignificant iat ithe i0.01 ilevel i(2-tailed).   
 

 

 

Table i4.6 ishows ithe icorrelation ianalyses iof ieffect iof iinterest irating icapping ion   

ifinancial  iperformance  iin  itier  i1  icommercial  ibanks  iand  iindicates  ithat  iall  ithe   
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ivariables ihad ia ipositive icorrelation. iIt ican ibe ideduced ithat icredit isupply ihad ia   

weak  positive  icorrelation  iwith  ifinancial  iperformance,  iwhich  iwas  istatistically   

isignificant i(r i=.505, iP= i0.00). iAlso, iinterest icost ivariable iwith ipositive iPearson   

icorrelation i(R) iof i0.625 iwhich iwas isignificant isince ithe iP i= i0.00. iInterest irate   

ispread ivariable iwith ia iPearson icorrelation i(R) iof i0.685 iwhich iwas isignificant   

isince ithe iP i= i0.00. iThe ilast ivariable iwas ithat iof iinterest iincome ifactor iwith   

ipositive iPearson icorrelation i(R) iof i0.715 iwhich iwas isignificant isince ithe iP i=   

i0.00. i   
 

4.6 Multiple Regression Analysis for effect of interest rating capping on financial   

performance   

In ithis istudy, ia imultiple iregression ianalysis iwas iconducted ito itest irelationship   

iamong ivariables ion ieffect iof iinterest irating icapping ion ifinancial iperformance iof   

itier i1 icommercial ibanks. i   
 

4.6.1 iModel iSummary iof ieffect iof iinterest irating icapping ion ifinancial iperformance   

 

The imodel isummary iof ithe imultiple iregression ion ieffect iof iinterest irating icapping   

ion ifinancial iperformance iin itier i1 icommercial ibanks iwas ipresented ion itable i4.7. i   
 

 

 

Table i4. i7 iModel iSummary iof iEffect iof iInterest iRate iCapping ion iFinancial   

iPerformance  

 

Model        R  R iSquare        Adjusted  iR   

iSquare   

 

Std. iError iof ithe   

iEstimate   



 

 

 

1  .757a  .574  .550  .53643   

 

 

 

a. iPredictors: i(Constant), iInterest iIncome, iCredit   

iSupply, iInterest iCosts, iInterest iRate iSpread   
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Table i4.7 ishows ithat ithe ifour iindependent ivariables ithat iwere istudied, iexplain   

i75.7% ion ithe ieffect iof iinterest irating icapping ion ifinancial iperformance iin itier i1   

icommercial ibanks ias iindicated iby ithe iadjusted iR isquared iof i0.574. iThis imeans   

ithat i57.4% ichange iin ithe iperformance iof ithe icommercial ibanks ican ibe iattributed   

ito ithe iinterest irate icapping.   
 

4.7.2 iANOVA iof ithe iEffect iof iinterest iRrating icapping ion ifinancial   

iperformance   
The istudy ialso idetermined ithe ianalysis iof ivariance i(ANOVA) ion ieffect iof iinterest   

irating icapping ion ifinancial iperformance iof itier i1 icommercial ibanks ias ipresented   

ion itable i4.8 i   
 

 

 

Table i4. i8 iANOVA iof ithe iEffect iof iInterest iRating iCapping ion iFinancial   

iPerformance  

 

Model  Sum  iof   

iSquares   

 

Df  Mean   

iSquare   

 

F  Sig.  

 

1  Regression     27.893  4  6.973  24.233  .000b   



 

 

 

Residual  20.718  72  .288       

 

Total  48.611  76         
 

 

 

a. iDependent iVariable: iFinancial iPerformance   
 

b. iPredictors: i(Constant), iInterest iIncome,   
 

 iCredit iSupply, iInterest iCosts, i   

 

Interest iRate iSpread   
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From itable i4.8 ishows ithat ithe imultiple iregression imodel iwas isignificance ibecause   

iP i-value iis i0.00, iwhich iis, iless ithan i0.05 ithus ithe imodel iis istatistically isignificant   

iin ipredicting ieffect iof iinterest irating icapping ion ifinancial iperformance iof itier i1   

icommercial ibanks. i iThe iF i= i24.233 icritical iat i5% ilevel iwas isignificant, isince ip   

i< i0.05 ithis ishows ithat ithe ioverall imodel iwas isignificant.   
 

4.8.3 iRegression iCoefficients iof ieffect iof iinterest irating icapping ion ifinancial   

iperformance   
Multiple iregression ianalysis iwas iconducted iin iorder ito idetermine ithe ieffect iof   

iinterest irating icapping ion ifinancial iperformance iof itier i1 icommercial ibanks. iThe   

iresults iwere iindicated iin itable i4.9.   
 

Table i4. i9 iRegression iCoefficients iof iEffect iof iInterest iRate iCapping ion iFinancial   

iPerformance   



 

 

 

Model  Unstandardized   

iCoefficients   

 

  B  Std.   

iError   

 

 

 

Standardized i   

 

Coefficients   

 

Beta  T  Sig.   
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1  (Constant)  .556  .296    1.879  .000   

 

Credit iSupply  .107  .094  .111  1.149  .000   
 

Interest iCosts  .101  .106  .116  .960  .000  

 

Interest  iRate   

iSpread   

 

.296  .137  .278  2.171  .003  

 

Interest iIncome  .373  .142  .356  2.625  .001   

 

 

 

a. iDependent iVariable: iFinancial iPerformance iof itier i1 icommercial ibanks   
 

 

 

From itable i4.9 ithe imode iformulates ithe ifollowing iequation i   
 

𝑌=  𝑖0.556 +  𝑖0.107𝑋1 +  𝑖0.101𝑋2 + 0.296𝑋3 + 0.373𝑋4   

We ican ideduce ifrom ithe icoefficient itable ithat iwhen ithe iunstandardized icoefficient   

iof icredit isupply iis i.107 ithat imeans iholding iall ithe iother ivariables, iconstant ione   

iunit ichange iin icredit isupply ileads ito i10.7% ichange iin ifinancial iperformance.   

iSimilarly ione iunit ichange iin ithe icost iof icredit iwas iattributed ito icause i10.1%   

ichange iin ithe iperformance iof ithe icommercial ibank. iIn iaddition, ithe ieffects iof   

iinterest icost iwas ifound ito isignificantly iaffect ifinancial iperformance iof itier i1   
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icommercial ibanks iwith ia iP-value i= i0.000, isimilarly, ithe ieffect iof iinterest irate   

ispread iwas ifound ito isignificantly iaffect ifinancial iperformance iof itier i1 icommercial   

ibanks i(P iValue i= i0.003), iwith ia iunit ichange iin iinterest ispread icontributing ito   

i29.6% ichange iin ifinancial iperformance. iFinally, ithe ieffects iof iinterest iincome iwas   

ifound ito ihave ithe ihighest icontribution ito ithe ichange iin ifinancial iperformance   

iwhere ia iunit ichange iin iinterest iincome iwas iassociated iwith i37.3% ichange iin ithe   

ilevel iof ifinancial iperformance iof itier i1 icommercial ibanks i(P iValue i= i0.001). i   
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CHAPTER    iFIVE:    iSUMMARY    iOF    iFINDINGS,    iCONCLUSION    iAND   

iRECOMMENDATIONS   

5.1 Introduction   

This ichapter iis igoing ito ipresent ithe isummary, iwhich iis idrawn ifrom ithe iresearch   

idata iwhich iwas ianalyzed, idiscussion iof ithe istudy iand iconclusion iabout ithe istudy.   

iFinally, ithe iresearch iis igoing ito igive irecommendation ion ithe ieffects iof iinterest   

irate icapping ion ifinancial iperformance iof itier i1 icommercial ibanks.   
 

5.2 Discussions   

The icore ipurpose iof ithis istudy iwas ito idetermine ithe ieffect iof iinterest irating   

icapping ion ifinancial iperformance iof itier ione icommercial ibanks iin iKenya. i iThe   

istudy ifindings irevealed ithat icredit isupply, icost iof iinterest, iinterest irate ispread iand   

iinterested iincome iprofitability, isize iof ithe ifirm, icash ireserve iratio iand icash iflow   

ihad ipositive ieffects ion ithe ifinancial iperformance iof itier ione icommercial ibanks iin   

iKenya.    
 

5.2.1 iCredit isupply i iand iFinancial iperformance   
The  icorrelation  ianalysis  irevealed  ithat  icredit  isupply  ihad  ia  isignificant  ipositive   

iPearson icorrelation i (R= i0.505, ip i= i0.000) iwith ithe ifinancial iperformance iof itier   

ione icommercial ibanks. iThe ifindings iof ithe istudy iindicated ithat icredit isupply ihas   

ieffect ion ithe ifinancial iperformance iof itier i1 icommercial ibanks. iThis iconcurs iwith   

ithe istudy iof iWanja iet ial. i (2013) iwhich ifound ithat icredit ipolicy iused iby ibusiness   

ibanks  ion  itheir  iperformance  iterminated  ithat  ithe  inature  iterms  iand  iconditions   

iconnected ito iloan ihad ia imajor iimpact ion ithe iaggressiveness iof ithe ibank iand   

itherefore ithe isize iof iloan iapplications ireceived iby ithe ibank ion ia ismall ilow iextent.   
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iThis iwas ialso isupported iby ithe istudy iof iMiyauchi i (2017) iwhich iindicated ithat   

irate icaps ifound ithat ibank ibranches ithat iaccustomed icharge ihigher iinterests ibefore   

ithe iregulation ireduced ithe irate ia ilot iof ionce ithe isecond iquarter.   

 

The study however contradicts with a number of studies that argues that interest capping   

reduces loan appetite and applications. For instance, according to (Okwany, 2017) interest   

vapping reduces the number of people taking loans in a given period. In addition, Neil 2015   

also argues that interest capping reduces the number of new borrowers in the bank. This   

study cleary indicates that interest capping have played a great role in increasing the   

number of potential investors who uses loans from the banks for investment purposes.   

Furthermore, the research shows a great increase of debtors and loaners even with the   

introduction of interest capping. Interest capping have created a better environment for   

people to borrow money from the banks. Nevertheless, the central bank of kenya should   

ensure that the number of collateral for acquiring loans is reduced to ensure that even small   

borrowers can acess this loans.   
 

 

 

5.2.2 iInterest iCost iand iFinancial iperformance   
The isecond iof iobjective iof ithis istudy iwas ito idetermine ithe ieffect iof iinterest icosts   

ion ifinancial iperfomance iof itier i1 icommercial ibanks iin iKenya. iTable i4.6 irevealed   

ithat iinterest icost ivariable ihad iwith ipositive icorrelation icoefficient iof i0.625 iwhich   

iwas isignificant isince ithe iP i= i0.000. iThe istudy ifound ithat iinterest icosts iaffect ithe   

iperformance iof itier i1 icommercial ibanks. iThe istudy iof iNyakio i (2017) iagrees iwith   

ithe  ifindings  ithat  iinterest  iprices  iare  iseen  ito  iinfluence  iindustrial  ibanks  iand   

ispecifically ion ithe istock icosts. iThere's ia ipositive irelationship ibetween ibanks' irates   
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iof iloaning iand icosts iof istocks iwithin ithe imarket. iAlso, ithe istudy iof iNganga iet   

ial. i (2017) iis iin iline iwith ithe ifindings ithat iamendment iin iregulation ialthough   

icapping iof iinterest irates iinfluenced imoney iflows ioffered ifor iinvestment. iOn ithe   

icontrary ithe ifindings iof i i iCapera iet ial. i (2011) ithat ifound ia inegative iassociation   

ibetween irestrictive ilimits ion ithe irate iof iinterests iand imonetary idepth iin ieighteen   

icountries iin iLatin iAmerica ifor ithe iamount ibetween i1980 iand i2008 iand ilocated   

ithat ithere ihave ibeen iincreased iprices irelated ito iinterest irate icaps. In summary, it is   

clear to say that interest cost has a direct correlation with the financial performance of a   

bank. The interest rate may in one way or the other discourage borrowing from the   

borrowers, however if an enabling environment is created, the bank investors can borrow   

the loans without fear of high interest rates.   
 

5.2.3 iInterest irate iand iFinancial iperformance   
The ithird iobjective iwas ito ifind iout ithe ieffect iof iinterest irate ispread ion ifinancial   

iperfomance iof itier i1 icommercial ibanks iin iKenya. Correlation ianalysis irevealed ithat   

iinterest irate ispread ihad ia isignificant ipositive iinfluence iof i0.685 iwith ithe ifinancial   

iperfomance iof itier i1 icommercial ibanks iin iKenya. iThe istudy ifound ithat iinterest   

ispread ihad ia ipostive ieffect ion ithe ifinancial iperformance iof i itier i1 icommercial   

ibanks. i iThis iis iin iline iwith ithe ifindings iof iLagat i(2016) ithat ifound ithat ithere   

iwas ia ipositive irelationship ibetween iinterest irates iand ibanks imoney iperformance.   

iIn iaddition, ithis iis iin iline iwith ithe istudy iof iIrresberger i(2015) ithat ifound ithat   

iCapping iof iinterest irates iwithin ithe iUSA ipushed idown ithe igain iof ibanks iand iso   

iinfluencing itheir icosts iwithin ithe istock iexchange.   
 

5.2.4 iInterest iincome iand iFinancial iperformance   
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The  ilast iobjective  iof  ithis  istudy  iwas  iassess ithe  ieffect iof  iinterest  iincome  ion   

ifinancial iperfomance iof itier i1 icommercial ibanks iin iKenya. iCorrelational ianalysis   

irevealved ithat iinterest iincome ihad ia isignificant ipostive ieffect ion i (R= i0.715),   

(p=0.000) ion ithe ifinancial iperfomance iof itier i1 icommercial ibanks iin iKenya. i iThe   

istudy ihas ifound ithat ithere iwas ia ipostive ieffect ion iinterest iincome iand ifinancial   

iperfomance iof iteir i1 icommerocial ibanks. iThis findings were in iline with the findings   

iof iKhan iand iSattar i(2014) iwho if+ound ithat irate iof iinterest isignificantly iaffects   

ithe ibanks' iinterest ifinancial igain. iIt iso imeant ithat ibanks' ifinancial igain iby iinterest   

iis ivery iregarding ithe irate iof iinterests ithat ishow ithe ibank's iprofitableness idepends   

ion  ithe  ifinancial  ipolicy  itool  iis  iunderstood  ibecause  iof  ithe  iinterest  irate.  iHe   

icounseled ion ithe ibanking iconcern iof iWest iPakistan ito irequire ia ibig irole ito   

imanage ithe irate iof iinterest iunfolds iwithin ithe icountry. i(Tuyishime, iMemba i&amp;   

iMbera, i2015) iMistreatment ieach iPearson iand iSpearman icorrelation idid ia istudy ion   

ithe iresults iof ideposit imobilization ion ithe imonetary iperformance iof ibusiness ibanks   

iin ithe iRwandese iRepublic iwhose ifindings iindicate ithat ia ipositive iamendment iin   

ideposits irate iof iinterest iaffect ithe inumber iof ideposits ireceived iand ishortly ithe   

iprofitableness iof ithe ibank.   
 

5.3 Summary of Major Findings   

On icredit isupply imajority iof ithe respondents (65.0%) indicated ithat inature iterms iand   

iconditions iattached ito iloan ihad ia ilarge ieffect ion ithe icompetitiveness iof ithe ibank   

iand ithe isize iof iloan iapplications ireceived iby ithe ibank. i iFurther, i66.6% iof ithe   

irespondents  iindicated  ithat  ibanks  iwhich  iused  ito  icharge  ihigher  iinterest  irate   

iincreased ithe icredit isupply imore iright iafter ithe iintroduction iof ithe icap. iThe   
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icorrelation ianalysis irevealed ithat icredit isupply ihad ia isignificant ipositive iPearson   

icorrelation i(R= i0.505, ip i= i0.000) iwith ithe ifinancial iperformance iof itier ione   

icommercial ibanks.   

 

On  ithe  iinterest  iit  iwas  ideduced  ithat i68.9%  iof  ithe  irespondents  iindicated  ithat   

icapping  iof  iinterest  irates  ihad  iincreased  iinterest  icosts.  iFurther,  i62.4%  iof  ithe   

irespondents iindicated ithat iinterest irates ihad iaffected iperformance iof istocks iin ithe   

imarket. iBesides, i67.6% iof ithe irespondents iindicated ithat iinterest irate icaps ihad   

iinfluence ihigh icost iof icredit. iCorrelation ianalysis irevealed ithat iinterest irate ispread   

ihad ia isignificant ipositive iinfluence iof i0.685 iwith ithe ifinancial iperfomance iof itier   

i1 icommercial ibanks iin iKenya.   
 

On iinterest irate ispread iwas ideduced ithat i68.9% iof ithe irespondents iindicated ithat   

ieven iwith ihigh iinterest ispreads iin ibanking isector ihad iremained ihighly iprofitable   

icompared ito ipeers ithus iprovoking idebate ion iinterest irate icapping iin ithe icountry.   

iIt iwas ialso ideduced ithat i70.1% iof ithe irespondents iindicated ithat ithat ihigher   

iinterest  irate  ispreads,  ion  iaverage  ihad  iaffected  ithe  iperformance  iof  ithe  ibanks.   

iFurther, iit ican ibe ideduced ithat i68.9% iof ithe irespondents iindicated ithat icapping   

iinterest irates iwere imainly ianchored ion ithe ihigh ispreads ibetween ilending irates iand   

ideposit irates icompared ito iother ideveloping ipeer ieconomies, iand ithe iresulting ihigh   

iprofitability iin ithe isector. iCorrelation ianalysis irevealed ithat iinterest irate ispread   

ivariable  ihad  ia  ipositive  isignificant  i(R=0.685,  ip=0.000)  iwith  ithe  ifinancial   

iperformance iof itire ione ibanks iin iKenya. i i   
 

Lastly, ion iinterest iincome iit iwas ideduced ithat i70.2% iof ithe imajority iindicated ithat   

iinterest irate icapping ihad iaffected ilong iterm ideposits iin ithe ibanks. iFurther, iit iwas   
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ideduced ithat i61.1% iof ithe irespondents iindicated ithat ithat ithere iwas ia imarked   

idecline iin itime ideposits iwhile i65.8% iof ithe irespondents iindicated ithat ithat ithe   

ishift iin ideposits iin ifavour iof idemand ideposits ifollowed iimmediately iafter ithe   

iinterest irate icapping ilaw iwas iimplemented. iCorrelational ianalysis irevealved ithat   

iinterest iincome ihad ia isignificant ipostive ieffect ion i(R= i0.715, ip=0.000) ion ithe   

ifinancial iperfomance iof itier i1 icommercial ibanks iin iKenya. i i   
 

5.4 Conclusion   

The igeneral iobjective iof ithe istudy iwas ito idetermine ithe ieffect iof iinterest irating   

icapping ion ifinancial iperformance iof itier ione icommercial ibanks iin iKenya. iBased   

ion ithe istudy ifindings iit iwas irevealed ithat icredit isupply, icost iof iinterest, iinterest   

irate  ispread  iand  iinterest  iincome  ihad  ia  ipositive  isignificant  irelationship  iwith   

ifinancial iperformance iof itier ione icommercial ibanks iin iKenya. iIt iwas iconcluded   

ithat  icredit  isupply,  icost  iof  iinterest,  iinterest  irate  ispread  iand  iinterest  iincome   

iinfluenced ithe ifinancial iperformance iof itier ione icommercial ibanks iin iKenya.   
 

5.5 Recommendations   

The ifollowing irecommendations ican ibe iobserved as ifrom ithe istudy ion ieffects iof   

iinterest icapping ion ifinancial iperformance iof itier i1 icommercial ibanks.   
 

First, ion icredit isupply, ithe ibanks ishould ichange ithe nature of terms and iconditions   

iattachedito loaniso asito beicompetitiveness ienough. If the security and the requirements   

of acquiring a loan are reduced, more potential customers will be attracted. The ibanks   

ishould ialso increase the credit supply idespite ithe ichange ion iinterest irate iso ias   

imaintain itheir iclients by having less strigent policies attached to their loans.   
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Also, it is recommended that on interest costs, the central banks should ensure that interest   

rate caps should not influence the cost of credit.   
 

Further, ion iinterest irate ispread ithe ibanks ishould iavoid ianchoring ion ithe ihigh   

ispreads ibetween ilending irates iand ideposit irates icompared ito iother ideveloping ipeer   

ieconomies, iand ithe iresulting ihigh iprofitability iin ithe isector.   
 

5.6 iAreas ifor iFurther iResearch   
The istudy iwas iabout ithe ieffect iof iinterest irate icapping ion ifinancial iperformance   

iof  itier  i1  icommercial  ibanks,  iFurther  istudy  iresearchers  imay  ifocus  ion  istill   

idetermining ithe iwhether ithe iCentral iBank iof iKenya ishould irepeal ithe iinterest irate   

icapping ias iit iis iaffecting ithe ismall ibusiness. Additionally, due to the fact that interest   

capping is a new phenomenon in East Africa further reaserch should be undertaken on   

other East African countries which have different banking system with Kenya, to evaluate   

the effect of interest capping on their performance and market generally. Finally, further   

research may also be done using regional percepectives using extended time periods to   

establish the effect of interest capping in diffent regions in the country. Extended time   

periods will help establish the effect of interest capping without being affected by the   

country economic cycles. In conclusion, this furher recommended research will enable   

comparability of studies and enhance knowledge in regard to interest capping.   
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APPENDICES    

APPENDIX I: LETTER OF INTRODUCTION   

Dear Sir,   

77  

 

This letter is to introduce Mr. Evans Nyakundi who is an MBA student in the School of   

Business at Africa Nazarene University. He will produce his student card, which carries a   

photograph, as proof of identity.   

 

He is undertaking research leading to the production of a thesis or other publications on   

the subject of "Effects of interest rate capping on the financial performance of banks in   

Kenya. A case study of tier one commercial banks."   
 

He would like to invite you to assist in this project, by granting an interview which covers   

certain aspects of this topic. Be assured that any information provided will be treated in the   

strictest confidence and none of the participants will be individually identifiable in the   

resulting thesis, report or other publications.  You are entirely free to discontinue your   

participation at any time or to decline to answer particular questions. He has a questionnaire   

that is a guide on the kind of answers he expects to be able to complete this assignment.    
 

Any inquiries you may have concerning this project should be directed to me at the address   

given above or by telephone on 0703970520/5 by email (info@anu.ac.ke).    
 

Thank you for your attention and assistance.   
 

Yours sincerely    
 

Dr. Kimani   
 

MBA Coordinator School of Business   

mailto:info@anu.ac.ke
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APPENDIX II: QUESTIONNAIRE   

I am a Master of Business Administration student carrying out a research on effects of   

interest rate capping on financial performance of tier 1 commercial banks”.   
 

Section A:  Background Information   
 

 1.  Gender   

 

  a) Male                b) Female        

 

Indicate your age   
 

a)     18-25                b)  26-35                c)   36-45      
 

          d)   46-55                e)   >55        

 

Level of education   
 

                    a) Primary                        b) Secondary                             c) Tertiary    
 

d) University                       e) PhD   

 

How long have you be working in the banking sector?   
 

a)1-2         b) 3-5            c)  6-10          d) >10    

 

What is your position in the bank     

 

Top Management                b)  Middle management           c) lower management    
 

Other Staff   
 

Section B: Credit Supply   

 

What are the effects of credit supply on financial performance of the commercial banks?   

where; strongly disagree =1, disagree=2, neutral=3, agree=4 and strongly agree=5.   
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Other  comments  on  (specify)   

…………………………………………………………………............................................   
 

Section C: Interest Costs   

 

What are the effects of interest costs on financial performance of the commercial banks?   

where; strongly disagree =1, disagree=2, neutral=3, agree=4 and strongly agree=5.   
 

 

 

   1   2   3   4   5   

Nature terms and conditions attached to loan had a large   

effect on the competitiveness of the bank and the size of   

loan applications received by the bank   

     

Banks which used to charge higher interest rate increased   

the credit supply more right after the introduction of the   

cap   

     

Supply of credit appeared to contract, acceptance of loan   

applications fell, and illegal lending rose   

     

Interest  restrictions  reduced  both  supply  to  credit  and   

welfare   

     

Lenders have used revolving credit to reach lower-income   

households   

     

   1   2   3   4   5   
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Other  comments  (specify)   

…………………………………………………………………............................................   
 

Section D: Interest Rate Spread   

 

What are the effects of interest rate spread on financial performance of the commercial   

banks? where; strongly disagree =1, disagree=2, neutral=3, agree=4 and strongly agree=5.   
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Capping of interest rates have increased interest costs                  

Interest rates has affected performance of stocks in the   

market   

     

Increased costs associated with interest rate caps                  

Interest rate caps has influence high cost of credit                  

Interest cost has decrease the risk-taking behavior of credit   

providers   

     

   1   2   3   4   5   

High  interest  spreads  in  banking  sector  has  remained   

highly profitable compared to peers thus provoking debate   

on interest rate capping in the country   

     

Higher interest rate spreads, on average has affected the   

performance of the banks   

     

Capping interest rates were mainly anchored on the high   

spreads between lending rates and deposit rates compared   
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Other  comments  (specify)   

…………………………………………………………………......................................   
 

 

 

 

 

 

 

 

Section E: Interest Income   
 

What are the effects of Interest Income on financial performance of the commercial banks?   

where; strongly disagree =1, disagree=2, neutral=3, agree=4 and strongly agree=5.   
 

 

 

 

 

 

 

to other developing peer economies, and the resulting high   

profitability in the sector   

     

The variation in lending rates largely reflects variations in   

pricing of actual or perceived risks for different categories   

of borrowers, while variation across banks reflects the   

different funding constraints that  characterize the bank   

tiers   

     

Interest rate Spread influence the financial perfomance of   

commercial banks   

     

   1   2   3   4   5   

Interest rate capping has affected long term deposits in the   

banks   
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Other  comments  on  (specify)   

…………………………………………………………………......................................   
 

Section F: Financial Performance   

 

What are the effects of Interest rate cap on financial performance of the commercial banks?   

where; strongly disagree =1, disagree=2, neutral=3, agree=4 and strongly agree=5.   
 

 

 

 

 

 

 

 

There is a marked decline in time deposits (interest earning   

accounts) vis-à-vis an increase in demand deposits (non-  

interest earning accounts)   

     

The  shift  in  deposits  in  favour  of  demand  deposits   

followed immediately after the interest rate capping law   

was implemented. Banking sector remains resilient despite   

interest rates caps.   

     

Banks remain adequately capitalized with core and total   

capital to risk weighted assets averaging   

     

Banks’ income by interest is extremely related to interest   

rates that show the bank’s profitability is dependent on the   

monetary policy tool known as interest rate   

     

   1   2   3   4   5   

Interest rate capping affects return on assets of banks                  

Interest rate capping affects return on equity of banks                  
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Other  comments  on  (specify)   

…………………………………………………………………......................................   

Interest rate capping affect asset quality that is a risk to the   

performance of the bank   

     

Decline in earnings over time may pose risks to financial   

stability through increased balance sheet risks   

     

Short term, interest rates have a significant effect on the   

profitability of commercial banks   
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