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Abstract  
   
Banking sector remains an essential portion of any economy and it is among the main drivers. It is one of the sectors that 
assists to achieve Kenya`s Vision 2030. Control measures of interest rates in Kenya due to accommodative economic plan 
with different administration has remained the basis of concern for the banking sector for a long period. A number of 
research have been performed in regard to the influence of market interest rate control on the income of registered banks 
within Kenya. However, only few authors have supported exploration on the topic of market terms of interest rates 
influence viability of listed money-making banks in developing economies particularly in Kenya. It was based on this 
contextual that this research was carried out. The research intended to scrutinize the influence of market interest rates 
on viability of listed money-making banks within Kenya. The four particular objectives were; to explore influence of real 
level of interest on viability of registered commercial banks at NSE in Kenya; to explore the influence of nominal interest 
rate on profitability of listed money-making banks within Kenya; to find out the influence of interbank level of interest on 
viability of listed profitmaking banks within Kenya and evaluate the controlling influence of bank size on correlation amid 
market interest rate and viability of listed commercial banks within Kenya. Longitudinal research design was embraced in 
this panel data. The scholar targeted eleven listed money-making banks in Kenya. Only listed banks were chosen for this 
research from 2003 to 2017. Eventually, 165 bank year data was involved in the sample. Data validity and reliability was 
undertaken to test for accuracy and consistency of the research instruments by involving professionals in finance. 
Document analysis was used to collect secondary data that related to market interest rate and profitability. 
Autoregressive distributed lag (ARDL) models were used and outcomes were within reach as depicted on tables and 
diagrams. The hypotheses testing for real interest rate, nominal interest rate, interbank rate and bank size was below 5% 
and significant. On the findings real interest rate, interbank rate, nominal interest rate and bank size have positive 
relationship on viability of listed money-making banks. The researcher found out that the estimated coefficient are positive 
for real, interbank and size and negative for nominal. It shows that real, interbank and size possess a progressive notable 
influence on ROA at 10% level whereas nominal has a negative notable influence on ROA at 10% level. The research results 
show that concentration on market interest rates influence banks’ profitability positively and the influence is relatively 
significant. The study recommends there is obligation of the government to continuously monitor interest rate levels 
because it would aid to protect borrowers from exploitation by registered money-making banks at NSE in Kenya. 
Therefore, listed commercial banks should adopt other avenues for income generation and increase their bank size to be 
more profitable. 
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Introduction 
 

Controlling measures of interest rates across the sphere 
due to changes of economic plans with different 
administration have remained the basis of interest in the 
financial sector for a long duration. Banking structure is a 
very important organ in any economy across the globe that 
aids businesses. Listed commercial banks have a capacity 
to promote the development of the country’s economy. It 
assists a state to mobilize resources, decreases poverty 
and controls public money.  
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Further, when listed commercial banks roll out operations 
in a country speedy development is observed. Listed 
commercial bank contribute immensely to the country’s 
fiscal development (Sergey, Alexandra, Pavel, & Elena, 
2017). 
 

Incorporation and liberalization of financial markets 
across the globe have brought instability in the global 
economy. Various economists and policymakers are keen 
on the variations of listed money-making bank’s revenue 
affected by market interest rate. When variations can be 
projected at that moment appraising trade-offs between 
market interest rates stability and other policies turn out 
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to be more likely. With this type of appraisal, policymakers 
had ability to put suitable weights on market interest rate 
policies and their relationship with other fiscal policies. 
Market interest rate is either payment received for 
postponing consumption or the expenditure associated 
with consuming when resources are limited. Customers 
with cash are prompted with two options; either spend the 
cash instantly or invest it for future use  (El-Kassem, 2017). 

Market interest rates are the major instruments of 
financial policy and a significant macro-economic variable 
associated with listed commercial banks profitability. 
Market interest rates is the amount received for funds 
utilized by a borrower. Listed commercial banks, due to 
their development function have a part to play in the 
processes of economic growth and its effectiveness affect 
fiscal progression. Financial services that listed commercial 
banks offer are different from other financial organisations 
and in return listed commercial banks charge interests on 
money borrowed (Wu & Liang, 2017).  

Listed commercial banks profitability and market 
interest rate margins may be seen as indicators of 
effectiveness. Economies with poorly developed financial 
systems have high levels of profitability. High profitability 
margins are received by giving low returns on deposited 
funds and charging high market interest rates on credit. 
High market interest rates is a reflection of ineffectiveness 
of commercial banks. Entrenched in market interest rates 
are profitability, financial policy and effectiveness 
(Kiplangat, 2015). 

Many research studies provided information on the 
link between profitability and market interest rate. 
However, hardly in Kenya has focus be on listed 
commercial banks. Nyapara (2012) examined the link 
between interest rates as well as the effectiveness of all 
registered banks within Kenya. The research wrapped up 
that there existed a progressive link between nominal 
interest rate changes on the income of banks. Ngure 
(2014) explored on the influence of interest levels on 
profitability of moneymaking banks within Kenya. The 
research concluded that interest rates took a substantial 
progressive result on success of money-making banks 
within Kenya at 95% level of trust. Nzioka (2013) 
coordinated a survey on the relationship that existed 
among firm size and financial performance. It was 
established that there was reasonable correlation 
between three of the studied factors of bank size. Oduor, 
Sichei, Tiriongo, & Shimba (2014) conducted a study on 
division and profitability of the interbank market in Kenya. 
The study established that Kenya’s interbank market was 
partially and very much segmented by size. Additionally, 
the results acquired by various studies are not convincing 
on the influence of market interest rate on profitability.  

This research was geared towards establishing the 
influence of market interest rates on the profitability of 
listed commercial banks within Kenya over fifteen years 
from 2003 to 2017. The paper expands awareness on the 
Kenyan banking industry which is of great significant to 
scholars, the authority, citizens, stakeholders, related 

financial establishments and for decision makers. This 
formulates good guidelines and administration practices 
that promotes profitability in the industry.  
 
2. Overview of listed Commercial Bank 
 
In Kenya, financial sector encompasses of the Central Bank 
of Kenya which is a watchdog of the money-making banks; 
28 national and 14 international moneymaking banks with 
branches, agencies and other channels around the nation; 
1 loan finance firm; 8 representative offices of 
internationals commercial bank; 11 licensed deposit taking 
MFIs; 49 insurance firms; Post Office Savings Bank with a 
big setup of outlets across the nation; 79 foreign exchange 
bureaus; 3 accredited loan reference bureaus, 14 money 
remittance providers and nearly 200 deposit taking 
certified SACCOs with a market share of over 3 million 
Kenyans (CBK, 2017). 

Target population comprised 11 registered banks at 
NSE (2017) namely; KCB, Co-op, Equity, Barclays, 
StanChart, CFC Stanibic, DTB, NBK, Housing Finance 
Corporation, National Industrial Credit and Investment & 
Mortgage bank. The researcher used Nairobi Security 
Exchange (2017) listed commercial banks because financial 
statements were uploaded online and hence collecting 
data was easy and quicker. These banks were carefully 
chosen due to their control of huge market stake. NSE 
(2017) annual report indicated among the 11 listed 
commercial banks jointly were able to account for 73.14% 
of the market holding anchored on branch size and 
financial strengths. 
 
3. Market interest rate and Profitability 
 
On the article, bank viability is considered by: return on 
asset which provides an indication of how efficiently 
administration use company asset to generate profit 
(Ghosh, 2007). Return on asset has been applied to 
measure profitability by Zeitun & Tian (2007), Salteh, 
Nwidobie, & Ghanavati (2015) in their previous study. The 
empirical findings are not conclusive on lucrativeness of 
listed money-making banks as influenced by various 
variables. 

Several theories suggests market interest rate that 
influence profitability. The exercise was established on 
Irving Fisher Theory of Interest, Liquidity Premium Theory, 
Economic Theory, and Liquidity Management Theory. 
Irving Fisher Concept of Interest states that real rate of 
interest is the difference of the anticipated rise rate and 
nominal rate of interest (Gylfason, 2017). According to 
Fisher nominal interest level is regarded as i, real interest 
level is r and inflation level is π, and  thus a progressive 
correlation between a bank`s profits and change in interest 
rate.  Liquidity Premium Theory (Keynes 1946), argued that 
money is demanded for transaction, speculative, and 
precaution purposes. Therefore, viability of money-making 
banks is measured by the profit received from interests 
charged on loans. Focusing on the article, shareholder 
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concept showed in what manner commercial banks spread 
market interest rates by enhancing credit performance 
(Fowowe, 2017). Economic Theory suggested that when 
firm size increases, it permits an incremental advantage 
since firm size allows it to raise obstacles of entry to 
possible competitors and then achieve influence on 
economies of scale to achieve more profits (Wambari & 
Mwangi, 2017). The shift-ability concept of bank liquidness 
was deepened by Moulton (1918) who affirmed that if an 
institution retains a considerable amount of resources that 
can be transferred for currency without material damage 
in case of obligation, then there is irrelevance on 
maturities.  

From the literature, market interest rate is a charge 
that customer pays to the bank and is meant for using 
borrowed money within a certain period (Scannella, 2016). 
Market interest rate comprises of real, nominal and 
interbank interest rate. Nominal interest rate is worked 
out by adding real interest rate and anticipated price rises 
level (Fisher,1975). In computing the real interest rate, we 
use the actual inflation rate (Mushtaq & Siddiqui, 2017). 
The inter-bank money market is a market in which 
commercial bank extends credit to one another on stated 
term (Khan, Kutan, Naz, & Qureshi, 2017). As a controlling 
variable, size of a bank is considered to affect viability of 
money-making banks (Lee, 2017). 

From the literature, the situation is perceived that the 
influence of market interest rate on viability of listed 
money-making banks are not conclusive. The techniques 
used in the aforementioned studies generally consisted of 
the OLS, RE and FE approaches. Panel data occasionally 
experiences issues of autocorrelation or heteroscedasticity 
hence the researcher used of ARDL model. 
 
4. Data source and Research methodology 
 
This research used longitudinal research which is a 
research approach with recurrent observations of the 
same items over long periods of time. It involved tracking 
fluctuations over time (Bryman & Bell, 2017). The research 
used quantitative approach to make a decision concerning 
the influence of market interest rates on profitability. Also, 
it utilized longitudinal data to see the insights on the 
influence of market interest level inconsistency (Bryman & 
Bell, 2017). 

The data gathering tool used in this research was 
document analysis. The researcher gathered relevant text, 
developed an organization and management scheme of 
the data, extracted original financial statements for 
annotation, assessed authenticity of the financial 
statements, explored financial statement’s agenda, biases, 
contextual information and asked questions about 
financial statements (Bowen, 2009). The research was 
carried out using secondary sources which were attained 
by analysing the content of financial reports of 11 banks 
quoted at NSE. This was appropriate for this research since 
all the audited information about the banks was freely 
accessible for the public as required by the company law 

of Kenya Act. Bowen (2009) used document analysis to 
collect secondary data. Document analysis schedule was 
applied because the data gathered was secondary in 
nature. Mohajan (2018), said this method is never reactive 
and data collected is never subjected to likely 
misrepresentation. Document analysis has been used by 
Angers & Machtmes (2005) to explore views, environment 
factors and practices of middle school educators. Wild et 
al. (2009) conducted a research where engineers’ 
information essentials were investigated. Document 
analysis schedule was used to gather secondary data.  

The following ARDL approach was applied to identify 
how market interest rate influenced revenue of listed 
money-making banks within Kenya. A distinct method for 
measuring the income of listed money-making banks 
within Kenya was employed. Thus, the researcher used the 
proxy ROA as accounting profitability measure and reflects 
the dependent variable. The explanatory variables were 
nominal interest rate, real interest rate, interbank rate plus 
bank size.  
 
General ARDL typical is written as follows: 
 
ROA = β0 + β1*ROAt-1 + β2*REt + β3*REt-1 + β4*REt-2 + β5*NOt 
+ β6*NOt-1 + β7*NOt-2 + β8*IBt + β9*IBt-1 + β10*IBt-2 + 
β11*SIZEt + β12*SIZEt-1 + εit 
 
5. Empirical results 
This area makes available the first-hand results of this 
article using descriptive, correlation and econometrics 
analysis. 
 

Table 1: Summary of Descriptive Statistics 
 

 ROA Real Nominal Interbank Size 

Mean 3.629576 -1.839667 8.428333 6.885333 11.29498 

Median 3.680000 -0.620000 8.800000 7.110000 11.47742 

Maximum 7.700000 6.350000 15.75000 13.60000 13.22786 

Minimum -1.340000 -17.35000 1.460000 0.800000 8.275631 

Std. Dev. 1.743540 6.127279 3.155258 3.305538 1.047188 

Observations 165 165 165 165 165 

Source: Researcher (2020) 
 

As it is presented in table 1 above, between 2003 and 2017, 
the mean value of profitability which is measured by ROA 
is 3.629576% with a maximum of 7.700000 and a minimum 
of -1.340000. There is minimal variation of ROA close to 
the average value between 2003 and 2017 along Std. Dev. 
of 1.743540. The significance of this is that listed 
commercial banks with highest profitability is at 7.700000.  

As demonstrated in Table 1 above, mean of the real 
interest rate is -1.839667%, highest and lowest value 
of 6.350000 and -17.35000 individually. These findings 
indicate that listed commercial banks recorded positive 
profits within the period 2003 and 2017. Standard 
deviation of real interest rate is 6.127279. This is evident 
that a real interest rate is fluctuating and therefore listed 
commercial banks in Kenya could adjust interest earning 
positively within the period 2003 and 2017.  
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It is as well evident from the descriptive statics that the 
mean for nominal interest rate is 8.428333% and the Std. 
Dev. is 3.155258. The best and worst are 15.75000 and 
1.460000 individually. It denotes that listed money-making 
banks in Kenya have positive profits.  

The mean value for interbank rates is 6.885333% and 
the Std. Dev. of 3.305538. The highest and lowest values 
are 13.60000 and 0.800000. This implies that borrowing 
between banks allowed banks to make positive profits.  

The mean value for assets is 11.29498% and the Std. 
Dev. of 1.047188. The highest and lowest are 13.22786 and 
8.275631. It is an indication of differences between banks 
in terms of assets in reference to the fifteen year lagged 
bank size. Large banks make more profits than small banks 
by enjoying their competitive advantage. 
 

Table 2: Correlation Matrix 
 

 ROA Real Nominal Interbank Size 

ROA 1.000000     

Real 0.276335 1.000000    

Nominal 0.308033 0.550367 1.000000   

Interbank 0.279189 0.430407 0.864848 1.000000  

Size 0.550899 0.465965 0.380302 0.344634 1.000000 

Source: Researcher (2020) 

 
From Table 2 above there exists a positive correlation 
concerning ROA and actual interest rate, nominal interest 
rate, interbank rates and size given that they are more than 
0.05. Correlation matrix indicates that ROA is significantly 
and positively associated with real, nominal, interbank 
level of interest and bank size.  
 
Time-Series Analysis -Variables Trend  
 
(a) Return on asset: Figure 1: below traces the movement 
of the variable ROA for the assessment period. 
 

-2

0

2

4

6

8

25 50 75 100 125 150

ROA

 
NIC     NBK      I&M    HFC      DTD    CFC    BARCLAYS STANC COOP KCB   EQUITY 

 

Figure 1: ROA (Source: Researcher (2020)) 
 

Figure 1 above shows an upward trend for each bank until 
2016 where it started declining, this was due to the effect 
of capping that took place and set at 10%. Though NBK 
recorded a drop of 1.34% in the year 2015 before capping 
and started growing its profits slowly. 
 

(b) Real interest rate: Figure 2: below shows the trend of 
real interest rate. 
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Figure 2: Real interest rate (Source: Researcher (2020)) 

 
Figure 2 above shows that average real interest rate went 
down to negative 17.35% in 2008 and this was due to the 
effect of post-election violence in 2007. Generally prices 
for commodities went high thus resulting to high inflation 
rate. The real interest rate started growing slowly but 
steadily and fell to -5.7% in 2011. 
 
(c) Nominal interest rate: Figure 3: below shows the trend 
of nominal interest rate 
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Figure 3: Nominal interest rate (Source: Researcher (2020) 

 
From the figure 3 above, average nominal interest rate had 
an upward trend until 2008 and started declining due to 
the effect of post-election violence in 2007. The nominal 
interest rate started growing slowly but shot to 15.75% in 
2012 and fell down in the following year. After 2013, the 
nominal interest rate started growing slowly and steadily 
until 14th September 2016 when capping took place at 
10%. 
 

(d) Interbank interest rate: The interbank level of interest 
within the period are shown in Figure 4. 
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Figure 4: Interbank interest rate (Source: Researcher (2020)) 
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From the figure 4 above, the average interbank interest 
rate had an upward trend with a slight drop in 2006 and 
started growing again steadily. In the year 2009 it started 
declining and went as low as 1.89% in 2010 indicating that 
banks had minimal liquidity issues. Thereafter the 
interbank interest rate shot to 13.6% in 2012 with minimal 
fluctuations up to 2015 then went high and later dropped 
to 6.5% in 2017. 
 
(e) Bank size: the bank size time-series log for the period. 
 

Figure 5 below shows an upward growth of bank size in the 

fifteen years for each bank that is over the years, banks 

grew their asset base. 

 

Stationary variable characteristics 

 

The model study variables were tested using Unit Root 

Test, ADF Test and PP Test so that the researcher can 

explore the stationary and order of incorporation 

characteristics as given in the Table 3 below. 
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Figure 5: Bank Size (Source: Researcher (2020) 

 

Table 3: Unit root Test result 
 

Sequences     
 

Order Exogenous 
ADF Test 
t-statistic 
(p value) 

PP Test 
t-statistic 
(p value) 

ROA Level 
Intercept 

Trend and intercept 
-3.50(0.0093) 
-3.98(0.0112) 

-3.906424(0.0025) 
-4.447885(0.0024) 

Real interest rate Level 
Intercept 

Trend and intercept 
-6.33(1.0000) 
-4.93(1.0000) 

-10.74688(0.0000) 
-10.73660(0.0000) 

 
First 

Difference 
Constant 

Constant &Trend 
-1.01(1.0000) 
-9.75(1.0000) 

-90.57897(0.0001) 
-90.08331(0.0001) 

Nominal interest rate Level 
Intercept 

Trend and intercept 
-3.00(1.0000) 
-3.74(1.0000) 

-11.93340(0.0000) 
-11.84271(0.0000) 

 
First 

Difference 
Constant 

Constant & Trend 
-5.63(1.0000) 
-6.01(1.0000) 

-51.31993(0.0001) 
-51.58589(0.0001) 

Interbank interest rate Level 
Intercept 

Trend and intercept 
-1.63(1.0000) 
-1.66(1.0000) 

-9.122552(0.0000) 
-9.041189(0.0000) 

 
First 

Difference 
Constant 

Constant & Trend 
-1.25(1.0000) 
-1.26(1.0000) 

-26.65078(0.0000) 
-26.45570(0.0000) 

Size Level 
Intercept 

Trend and intercept 
-4.01(0.0004) 
-4.90(0.0005) 

-4.602612(0.0002) 
-5.186600(0.0002) 

Author: Researcher (2020) 

 
Result in Table 3 above confirms that null hypothesis for 
ROA and bank size was rejected. Hence, they are fixed I(0) 
in the level. Real, nominal and interbank variables, ADF 
tests statistic failed to discard null hypothesis. The PP test 
statistic demonstrates that null hypothesis is ruled out and  

variables are stationary.  ADF test within the first 

differences in the series demonstrate that null hypothesis 

did not reject the unit root test within the first differences 

hence they are non-stationary. 
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Table 4: ARDL Model output 
 

Dependent Variable: ROA   

          
Variable Coefficient Std. Error t-Statistic Probability.* 

     
     

ROA(-1) 0.807813 0.051104 15.80723 0.0000 

Real 0.010213 0.015050 0.678634 0.4984 

Real(-1) -0.000382 0.017188 -0.022243 0.9823 

Real(-2) -0.040503 0.020671 -1.959430 0.0519 

Nominal -0.026182 0.059225 -0.442070 0.6591 

Nominal(-1) 0.041617 0.059687 0.697258 0.4867 

Nominal(-2) 0.174320 0.052978 3.290443 0.0012 

Interbank -0.032629 0.055876 -0.583951 0.5601 

Interbank(-1) 0.039923 0.053951 0.739992 0.4605 

Interbank(-2) -0.187022 0.065801 -2.842228 0.0051 

Size 0.670310 0.177433 3.777812 0.0002 

Size(-1) -0.556929 0.179255 -3.106915 0.0023 

C -0.993133 1.198160 -0.828882 0.4085 

     
     

R-squared 0.800429 Mean dependent var 3.642883 

Adjusted R-squared 0.784464 S.D. dependent var 1.749437 

S.E. of regression 0.812192 Akaike info criterion 2.498233 

Sum squared resid 98.94827 Schwarz criterion 2.744974 

Log likelihood -190.6060 Hannan-Quinn criter. 2.598407 

F-statistic 50.13449 Durbin-Watson stat 1.995758 

Prob(F-statistic) 0.000000    

*Note: probability values and whichever following tests do not justify for model selection. 

Source: Researcher (2020) 

 
Table 5: ARDL Model Analytical examinations outcomes 

 
Test Statistics  LM Version  F Version  

A: Serial Correlation  CHSQ (2) = 2.138792[0.0341]  F(1,149)=4.57429[0.0341] 
B: Functional Form CHSQ(2)  = 5.044867 [0.0803] F(2,148)=3.136044[0.0464] 

C: Normality  CHSQ (2) = 45.41837[0.0000]  Not Applicable  
D: Heteroscedasticity  CHSQ (7) = 22.14039[0.0360]  F(12,150)=1.964757[0.0312]  

Source: Researcher (2020) 

 
Table 6: Predictable Long-Run Values 

     

Variable Coefficient Standard Error Test Statistic Probability 

Constant -0.993133 1.198160 -0.828882 0.4085 
ROA(-1)* -0.192187 0.051104 -3.760698 0.0002 

D(Real(-1)) 0.040503 0.020671 1.959430 0.0519 
D(Nominal(-1)) -0.174320 0.052978 -3.290443 0.0012 

D(Interbank(-1)) 0.187022 0.065801 2.842228 0.0051 
D(Size1) 0.670310 0.177433 3.777812 0.0002 

Source: Researcher (2020) 

 
The researcher included the second lag values of 
dependent and independent variable then the model used 
ARDL (2, 2). The equation is as following: 
 
ROA = β0 + β1*ROAt-1 + β2*REt + β3*REt-1 + β4*REt-2 + β5*NOt 
+ β6*NOt-1 + β7*NOt-2 + β8*IBt + β9*IBt-1 + β10*IBt-2 + 
β11*SIZEt + β12*SIZEt-1 + εit 
 

Measured Long-Run Values for Model  
  
The univariate cointegration checks the estimates of the 
long-run coefficients using ARDL (1, 2, 2, 2, 1) specifications 
which is given by AIC on Table 6. 

The expected coefficients of the long-run relationship are 
important for size, real, nominal as well as interbank. The 
assessed coefficient is positive for real, interbank and size 
and negative for nominal. This indicates that real, 
interbank and size take a progressive statistically notable 
influence on ROA at 10% level but nominal takes a negative 
significant influence on ROA at 10% level. In addition, real, 
interbank and size have a positive significant association 
with ROA at the 10%. 

The long run model that corresponds to ARDL (1, 2, 2, 
2, 1) for the relationship between return on assets and 
other explanatory variables is written as:  

 
ROA = -0.993133– (0.040503*RE -0.174320*NO+ 0.187022*IB + 0.670310*SIZE) 
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Table 7: Error Correction Model Estimates  
 

Variable Coefficient Standard Error Test Statistic Probability    
     

     
Constant -0.993133 0.182640 -5.437669 0.0000 
D(Real) 0.010213 0.011709 0.872276 0.3845 

D(Real(-1)) 0.040503 0.012151 3.333214 0.0011 
D(Nominal) -0.026182 0.048920 -0.535193 0.5933 

D(Nominal(-1)) -0.174320 0.046255 -3.768688 0.0002 
D(Interbank) -0.032629 0.036232 -0.900556 0.3693 

D(Interbank(-1)) 0.187022 0.047479 3.939048 0.0001 
D(Size1) 0.670310 0.125790 5.328807 0.0000 

Cointeq(-1)* -0.192187 0.032810 -5.857568 0.0000 
     
     

R-squared 0.319503     Mean dependent var 0.021840 
Adjusted R-squared 0.284152     S.D. dependent var 0.947400 

S.E. of regression 0.801574     Akaike info criterion 2.449154 
Sum squared resid 98.94827     Schwarz criterion 2.619974 

Log likelihood -190.6060     Hannan-Quinn criter. 2.518505 
F-statistic 9.038140     Durbin-Watson stat 1.995758 

Prob(F-statistic) 0.000000    

Source: Researcher (2020) 

 
5. Interpretation of findings 
 
The results of the ECM indicate that short-run values for 

size, real, nominal and interbank take 10% significance 

level. Values of error adjustment term ecm(-1)* is adverse 

and its significance is at 10% level. This means that ROA, 

real, nominal, interbank and size are co-integrated. The 

ECM coefficient presents nearly 19% of the uncertainty in 

return on assets remains compensated as a result of the 

short-run changes within the year.  

The result for ARDL specification indicates the presence 

of long-run relation amongst real, nominal, interbank, 

bank size and ROA. The ARDL estimations for the long-run 

coefficients in the specification indicates that the relation 

amongst ROA, real interest rate, interbank interest rate 

and size are positive and statistically significant. 

Consequently, for the assessment period 2003 to 2017 

there is significant proof to show that profits earned by 

listed money-making banks in Kenya have remained linked 

with market interest rate changes. Nevertheless, the long 

run coefficients of size is progressive and significant at 10% 

level showing that size has been associated with return on 

assets variations that bank size induces economies of scale. 

Similarly, the correlation between real, interbank interest 

rates and profitability is positive. This indicates that they 

are linked with variations of ROA. The value on level of 

nominal interest within the findings is negative and has a 

10% significance.  

According to the ARDL estimates real interest rate is 
positively interrelated with profitability. A coefficient 
estimate of 0.040503 and the probability value is 0.0519 
indicates that the 10% level is significant. This is consistent 
with Mugabi (2017), he found out that interest rate had a 
positive correlation using bank’s effectiveness and 
concluded that with advanced interest rate, the higher the 
business performance. 

According to the ARDL estimates nominal interest rate is 
negatively related with profitability with a coefficient 
estimate of -0.174320. This means holding everything else 
constant, a 100% growth in nominal interest rate 
decreases ROA and the probability value of 0.0012 unveils 
that it is unfavorable and statistically notable at 10% level 
of significance in the long run. According to ARDL 
outcomes it supports the alternative hypothesis where 
there is significant relationship concerning nominal 
interest rate and viability of listed money-making banks. 
The finding of this article is consistent using the findings of 
Lopez et al. (2018) specified that there is link between 
anticipated profitability and nominal interest rate in the 
long-run. Lee (2017) went ahead to explain that nominal 
interest rate are adjusted in connection with the 
transformation of anticipated profitability.  

According to the ARDL result, interbank interest rate 
had a positive relation with profitability. A coefficient 
estimate of 0.187022 and probability value of 0.0051 
reveals that it is statistically significant at 10% level of 
significance. Interbank level of interest relates positively 
with ROA. This is attributed to the emphasis on 
relationship amongst banks and this is statistically 
significant. The result of the research supports working 
hypothesis of a positive and significant influence on 
viability of listed money-making banks. The above study 
outcomes are as well comparable to past research findings 
done by (King, 2015) who carried out a research and 
established that higher interest rates, inflation rates and 
interbank rates decrease the present discounted value of 
the assets. Sattar & Khan (2014) carried out research and 
said interest rates, profitability rates and interbank rates 
considerably impact listed commercial banks interest 
revenue.  

A coefficient estimate of 0.670310 and probability 
value of 0.0002 reveals that it is statistically important at 
10% level of significance and agrees with an alternative 
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hypothesis. The control of bank size and profitability on 
return on asset recommends that bank holding more 
assets tend to earn more returns. In reference to prior 
empirical evidence this study is consistent with Noor and 
Ahmad (2010) found out that use of economies of scale by 
large banks than smaller banks made larger banks 
attractive and money-making. The outcome implies that 
larger banks earn higher profit than smaller banks in 
Kenyan banking business. The result of this article is 
consistent with the finding of (Damena, 2011). 

The researcher picked Irving fisher theory as the 
anchoring theory in this thesis. According to Irving Fisher, 
what the creditor receives after giving out credit is never 
payment but a promise for overheads expected to be done 
and because there is no inevitability about the future, 
obligation is that there is declaration that these overheads 
will be settled. The theory states that real rate of interest 
is the variance concerning anticipated rise rate and the 
nominal rate of interest. Findings in chapter four 
particularly regression analysis and correlation analysis 
indicates that changes in market interest influence 
profitability. This concludes that the findings in this thesis 
conforms to the market interest rates and profitability. The 
changes in interest rates being positively correlated with 
subsequent ROA and growth in assets.  Profitability is 
determined by investment in net assets and the rate at 
which they earn returns, the researcher concludes that 
variations in interest rates are definitely associated with 
successive changes in ROA. So, to the extent that variations 
in nominal rates are due to ups and downs in probable 
inflation, the researcher appreciates the influence 
conjectured by Fisher. 
 
Conclusions 
 
The research intended to scrutinize the influence of 
market interest rates on profitability of listed commercial 
banks within Kenya. The research used longitudinal data 
and was carried out to attain the four particular objectives; 
to explore influence of real level of interest on viability of 
registered commercial banks at NSE in Kenya; to explore 
the influence of nominal interest rate on profitability of 
listed money-making banks within Kenya; to find out 
influence of interbank level of interest on viability of listed 
profitmaking banks within Kenya and determine 
controlling influence of bank size on the relationship 
between market interest rate and viability of listed money-
making banks within Kenya. 

This research applied ARDL, descriptive and correlation 
analyses to search for the influence of market level of 
interest on lucrativeness of registered banks at NSE found 
by ROA. The dependent variable in this research was ROA 
and explanatory variables included real interest rate, 
nominal interest rate, interbank rate and bank size. The 
research established that there was significant positive 
association with real, nominal, interbank and bank size 
with ROA. Listed commercial bank profitability was as well 
found to be negatively influenced by nominal interest rate 

whereas real interest, interbank rate and bank size 
influenced profitability positively. 

On the results above, the researcher resolved that real 
interest rate, interbank rate and bank size have a positive 
influence on viability of listed money-making banks within 
Kenya. Nominal interest rate has a negative influence on 
viability of listed money-making banks in Kenya as shown 
by regression model. The link amongst real interest rate, 
nominal interest rate, interbank rate and bank size were 
found be linear with ROA. This research also recorded that 
registered commercial banks at NSE make high profits 
where more than 91% of all the registered commercial 
banks’ revenues are positive. This is shown by the positive 
ROA. Finally, this research similarly concluded that real, 
nominal, interbank interest rate and bank size all have 
positive correlation with ROA.   

Since controlling measures touch on profitability of 
listed commercial banks, they need to diversify their 
products and services, increase adoption of technology 
and innovation to improve on efficiency to get alternative 
sources of finance. This approach will assist listed 
commercial banks to supplement profits that they receive 
from loans that customers and financial institutions 
borrow. 

The demand for credit in Kenya normally decreases 
when real interest rate increases meaning that the need 
for loans in Kenya is inelastic and thus in-sensitive to 
fluctuations. Clients require mitigation of listed 
commercial banks by Central Bank. CBK must carry out 
checks continuously and impose fines on banks that 
accumulate real, nominal and interbank interest rate 
dishonestly to manipulate Kenyans. 

Similarly CBK needs to collaborate with KBA in order to 
emphasize the need to put in place alternative business 
gateways for financial institutions. By doing so, commercial 
banks will earn revenue using non-interest avenues. The 
result is that there will be decrease in market interest rates 
since money-making banks will not require to increase 
interest rates to generate more returns. If the market 
interest rates are reduced, Kenyans can afford loans hence 
high businesses and economic development.  

Further policy suggestion is that CBK and KBA together 
with the ministry of national treasury to develop strategies 
friendly and non-volatile. With these guidelines in place 
small banks will begin to enjoy economies of scale. In 
addition, strategies are needed that inspire financial 
appropriation that target countryside un-banked small 
businesses. 
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