
 

 

 

 

 

 

 

 

 

 

 

 

Effect of Agency Banking Services on Operational 

Performance of Commercial Banks in Rwanda. A Case of 

Bank of Kigali Plc 
 

 

 

Nsabimana Innocent 

 

 

ISSN: 2616-4965 

 



 

\\\ 

 

https://doi.org/10.53819/81018102t30151 

29 

Stratford Peer Reviewed Journals and Book Publishing 

 Journal of Accounting and Finance 

Volume 8||Issue 6 ||Page 29-39||May |2024|  

Email: info@stratfordjournals.org ISSN: 2616-4965 

 

 

 Effect of Agency Banking Services on Operational 

Performance of Commercial Banks in Rwanda. A Case of 

Bank of Kigali Plc 
 

Nsabimana Innocent 

Student, Master of Business Administration in Finance and Accounting, University of 

Kigali, Rwanda 

Email address: innocentnsabe2021@gmail.com 

 

 

 

Abstract 

The study aimed to determine the effect of agency banking services on the operational performance 

of commercial banks in Rwanda, specifically Bank of Kigali Plc. Using a sample of 70 respondents 

involved in agency banking services, data was collected via questionnaires and analysed using 

descriptive and correlational research designs. The findings revealed that the number of agents, 

cash deposits, cash withdrawals, bill payment transactions and online payment transactions all 

have a statistically significant effect on operational performance. Therefore, the study concluded 

that agency banking services significantly affect the operational performance of Bank of Kigali 

Plc. This research contributes to understanding the role of agency banking services in enhancing 

the operational performance of commercial banks. 
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1.0 Introduction  

The financial sector is a catalyst for every robust economy. If it fails, the economy will 

simultaneously fail. However, the introduction of agency banking has played a vital role in the 

development of the banking sector. Banks and other institutions, which have traditionally relied 

on physically established branches to provide banking services, are now moving towards the 

adoption of internet banking, point of sales (POS), Automated Teller Machines (ATM), and 

recently, agency banking has been introduced to the financial market. This has consequently 

lowered the cost of banking. Technology has therefore created greater opportunities for service 

providers to offer more flexibility to customers. The introduction of agency banking has 

revolutionized and redefined the way banks operate. Globally, agency banking was first developed 

in Brazil. In our region, Kenya was the first country to introduce agency banking by amending the 

Kenya Banking Act 2009, which allowed banks to start using agents to deliver financial services 

(Ladipo, 2008). In Rwanda, it took effect in May 2012. Agency banking refers to the contracting 

of a retail or postal outlet by a financial institution or a mobile network operator to process bank 

clients’ transactions. It is approved by the central bank to provide the services on behalf of the 

institution in the manner specified (NBR, 2011). It differs from a branch teller since it is the owner 

of the retail outlet who conducts transactions like deposits, withdrawals, and fund transfers, and 

inquiries about account balances, without reaching the bank place. Banking agents may include 

pharmacies, supermarkets, convenience stores, lottery outlets, and post offices (Siedek, 2008). 

Brazil is recognized as the pioneer of agent banking.  

The trend of agent banking is evident in many countries all over the world, such as Australia where 

post offices are used as bank agents, France utilizing corner stores, Brazil using lottery outlets to 

provide financial services, and other countries like Peru, Colombia, Mexico, Pakistan, Kenya, and 

South Africa also started experimenting with banking agent networks. In Rwanda, agency banking 

was introduced in May 2012 after the publication of prudential guidelines by the National Bank of 

Rwanda. For the purpose of this study, the researcher has chosen Bank of Kigali PLC as a case 

study to prove the effect of Agency Banking on operational performance in the Banking Sector in 

Rwanda. Operational performance is a measure against standard or prescribed indicators of 

effectiveness, efficiency, and environmental responsibility such as cycle time, productivity, waste 

reduction, and regulatory compliance (Kumar et al., 2011), (Swenson, et al., 2011). Achieving and 

sustaining operational performance is more important than ever in today’s challenging economic 

environment. Cost pressure, changing customer expectations, stronger competitors, and other 

industry and market disruptions are collectively causing a tremendous strain on operational 

capabilities and performance. Operational performance excellence is no longer a desired end state 

but a near-term requirement for any successful company. Bank operational performance 

contributes to the operation and growth of an economy through various roles, including that of an 

intermediary and provider of payment settlement facilities. Banks must also execute these roles 

faultlessly in order to promote confidence and stability in the system. The traditional role of a bank 

has been that of an intermediary, that is, bringing together borrowers and lenders. This can only be 

done successfully and for a sustainable period with the careful management of credit, liquidity, 

and risk factors. Essentially, a bank is funded primarily by depositors; it has an obligation to ensure 

that the risk to which depositors’ funds are exposed is minimized (Johnson & Susan, 2011). 
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1.2 Statement of the Problem 

The Central Bank of Rwanda (BNR) recognizes the financial inclusion challenges that the country 

faces. These include the cost of financial services and the distance to bank branches in remote 

areas (NBR, 2011). Agency banking has become popular among retail banks in Rwanda due to its 

ability to decongest banks and save time, which has been a concern for both banks and customers. 

However, most people, including business owners, prefer conducting their banking services in 

banking halls, thus intentionally frustrating the agent banking model. These individuals should be 

maximizing the options available as opposed to using the traditional brick-and-mortar system. In 

Rwanda, agency banking has seen dramatic expansion; lower-income people no longer need to use 

scarce time and financial resources to travel to distant bank branches. Since agency banking 

transactions cost far less to process than transactions at an Automated Teller Machine (ATM) or 

branch, banks can make a profit handling even small money transfers and payments (Belgrave et 

al., 2003), (Lustsik, 2004) (Couder et al., 2020). The adoption of agency banking is mainly geared 

towards improving market share by attracting and retaining customers, improving operational 

performance, and creating a variety of services. However, it is not clear whether the adoption has 

led to an increase in market share and operational performance. This study, therefore, aimed at 

assessing the contribution of agency banking on the operational performance of commercial banks 

in Rwanda. 

Rwanda still has 11% of the adult population who are unbanked, and most of them don’t have 

access to financial institutions due to the long distance they need to travel to reach bank branches. 

Only 4 out of 11 commercial banks in Rwanda have quickly recognized that agency banking is a 

viable strategy for expanding formal financial services into unbanked regions (Agarwal, et al., 

2018). Regionally, (Mbugua et al., 2017) looked at the importance of adopting agency banking in 

Kenya and concluded that security and infrastructure costs related to agency banking are vital in 

improving financial performance. (Nganga & Mwachofi, 2013) investigated the adoption of 

technology and banking agency in rural areas and noted that the customers who accessed the 

agency banking services were a small percentage despite the existence of agency banking services 

in the sector (Kishore & Sequeira, 2016). Globally, (Berger & DeYoung, 2001) investigated the 

expansion of bank outreach through retail partnerships in Peru. (Oburu, 2018) evaluated the impact 

of agency banking adoption in Mexico, and (Mwangi & Kalui, 2022) examined the role of agency 

banking as a diversifiable strategy by banks. Creating value and achieving a competitive edge in 

commercial banks heavily relies on better operational efficiency and the creativity of financial 

institutions (Hussain, 2014). The benefits of efficient operation in commercial banks have 

increased customer satisfaction, lower operation costs, and the ability to stay ahead of competition 

(Munguti, 2006). Therefore, by using agency banking in commercial banks, this efficient operation 

can be achieved. Therefore, the necessity of this study was taken into consideration by the banks 

that have embraced agency banking, all in answering the research question of the effect of agency 

banking on the operational performance of the banking sector.  

1.3 Research Hypothesis  

H01: Number of agents has no statistically significant effect on operational performance of Bank 

of Kigali Plc. 

H02: Number of agent’s deposits transactions has no statistically significant effect on operational 

performance of Bank of Kigali Plc. 
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H03: Cash withdrawals have no statistically significant effect on operational performance of Bank 

of Kigali Plc. 

H04: Bill payment transactions have no statistically significant effect on operational performance 

of Bank of Kigali Plc. 

H05: Online payment transactions have no statistically significant effect on operational 

performance of Bank of Kigali Plc. 

H06: Agency banking services have no statistically significant effect on operational performance 

of Bank of Kigali Plc. 

2.0 Literature Review 

The literature review comprises the theoretical review and empirical review. 

2.1 Theoretical Review 

Four theories are discussed below to support the research objectives which discuss the effect of 

agency banking transactions on operational performance of commercial bank in Rwanda case 

study in Bank of Kigali Plc. 

2.1.1 Bank Led Theory 

Bank led theory is related to study as it focus on how financial institution like bank deliver their 

financial services through a retail agent; where the bank develops financial products and services, 

but distributes them retail agents who handle all or most customer interaction (Lyman, Ivatury, & 

Staschen, Focus Note 38, 2006) .This model promises the potential to substantially increase the 

financial services outreach by using different delivery channels (Retailers/Mobile Phones) having 

experience and target market distinct from traditional banks, and may be significantly cheaper than 

the bank based alternatives. In Model the bank retail the role of customer relations (Tomaskova, 

2010). This retail agent may operate in hard to reach or dangerous areas and they lack physical 

security systems and special trained personal. The lack of expert training may seem a particular 

problem if retail agents function range beyond the cash in/cash out transactions of typical bank 

tellers to include in a role in credit decisions (Babar & Zeb, 2011). Banking regulation typically 

recognizes multiple categories of risk   that bank regulators and supervisors seek to mitigate. Five 

of these risks are: credit risk, operational risk, liquidity risk and reputation risk. The use of retail 

agents also potentially raises special concerns regarding consumer protection and compliance with 

rules for combating money laundering and financing terrorism (Kumar et al., 2011) (Tiwari, Gepp, 

& Kumar, 2020). Bank led theory offers a distinct alternative to conventional branch-based 

banking since the customer conducts financial transactions using retail agents instead the bank 

branches. 

2.1.2 Nonbank Led Theory 

In this theory customers do not deal with a bank; nor do they maintain a bank account. Instead, 

customers deal with nonbank firm either a mobile network, operator, or a prepaid card issuer and 

retail agents as the point of customer contact. Customers exchange their cash for e-money stored 

in a virtual e-money account on non-bank’s server, which is not linked to a bank account in the 

individual name (Mwando S. , 2013)This model is riskier as the regulatory environment in which 

these nonbanks operate might not give much importance to issues related to customer identification 

which may lead to significant Anti Money Laundering and counter-terrorism Financing 
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(AML/CFT) risks. According to (Owoeye, 2023) to mitigate the e-money risk (which are peculiar 

to nonbank led model), necessary changes in the existing regulations are required.it starts by 

bringing nonbanks under financial regulatory net by giving these entities special status of some 

sort of quasi bank/remittance agent etc. Nonbanks are not much regulated in areas of transparence 

documentations and record keeping which is the prerequisite for a safe financial system. 

2.1.3 Agency Theory 

This theory was first proposed by (Ross, 1973)in the 1973. Any Agency relationship is one which 

one or more personal (the principal) engage another personal (Agent) to perform some services on 

their behalf which involves delegating some decision-making authority to the agent. The various 

form of agency relationship is employer (Principal) and employee (Agent); state (Principal) and 

ambassador (Agent); Organization (Principal) lobbyist (Agent); and shareholders (Principal) chief 

executive officer (Agent) (Abdelnour & El-Farr, 2023). Agency theory is founded on seven 

fundamental assumptions: self-interest, goal conflict, bounded rationality, information asymmetry, 

preeminence of efficiency, risk aversion, and information as a commodity (Onjewu, Walton, & 

Koliousis, 2023). These assumptions overlap and build on numerous preeminent articles and 

theories. Agency theory is associated with agency cost that is monitoring cost, which are incurred 

by shareholders (Commercial bank) to ensure that managers (Retail agent outlets) maximize 

wealth rather than behave on their own interest. Despite the fact that agent banking is a lower cost 

transaction model that unable people to use it at their convenience and save on time consumed in 

bank queues, the commercial banks will incur extra costs in ensuring proper training on the retail 

agent employee for efficiency, suitability, and satisfactory to the customers. Agency problems in 

commercial bank sectors; (Aduda, Kiragu, & Ndwiga, 2013) as asserts are becoming more 

complex as stakeholders in the banking sector. 

2.1.4 Intermediation Theory 

Financial intermediary theory is based on economic aspects of information imperfection that come 

up with during 1970s after seminal discoveries by (David & Njogu),. Intermediation aids in the 

reducing the cost of completing transactions that are associated with banking operations. (Koziuk 

& Shymanska, 2023) posit that banks are an amalgamation of depositors offering households with 

financial services. The aspects of information asymmetry focus on relations of borrowers and 

lenders where commercial banks face challenges in the lending process; moral hazards, adverse 

selection, credit rationing, screening and monitoring the function of the bank. Financial 

intermediaries exist because they can reduce information and transaction costs that arise from an 

information asymmetry between borrowers and lenders. 

2.2 Empirical Review 

The research conducted by Ndegwa (2017) and Mbugua (2017) highlighted the effectiveness of 

agency banking as a strategy for achieving operational performance among commercial banks. 

The studies found that geographical coverage by agents is a significant driver of operational 

performance, reducing transport costs for customers and the need to queue at ATMs and banking 

halls. The availability of liquidity to enable agents to make withdrawals is another benefit of 

agency banking. The application of agency banking is expected to propel financial institutions to 

offer banking services more cost-effectively and customer-friendly, enhancing financial access for 

those people who are currently not reached by financial inclusion (CBK, 2011). Han & Melecky 

(2013) found that in times of financial stress, a variety and broader access to use bank deposits can 
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greatly reduce deposit withdrawals or cause growth slowdown (Han, et al., 2013). Studies 

conducted by Jagongo & Molonko (2014) and Mwirigi (2010) investigated the role of agency 

banking operations in the financial performance of commercial banks. They found that by using 

agency banking, commercial banks were able to increase their transactions, including cash 

withdrawals, funds transfer, and deposits, from people who were considered to be of low income. 

Bankable Frontier Associates (BFA) and Bill & Melinda Gates Foundation (Lehman, 2010) 

examined the role played by agents in widening access to financial services in Brazil. The study 

concluded that agency banking had brought a significant aspect to enhancing the penetration of 

banking products to the unbanked market. The study also concluded that the agency banking model 

has not only demystified banking among low-income populations but it also has placed 

beneficiaries on a sure path towards electronic money banking since they perform transactions 

over a bank device, to make it possible for customers to transform funds to electronic form; an 

important role in enhancing financial sector deepening (Dorine & Fred, 2013). 

2.3 Conceptual Framework 

Conceptual framework has been developed to establish the influence of independent variable of 

operation performance of listed financial institutions. 

Independent variables                                                               Dependent variable 

Agency banking services                                                           Operational performance 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: Conceptual framework 

3.0 Research Methodology 

The study adopted a correlational research design, considering both quantitative and qualitative 

data. The target population was the staff of BANK OF KIGALI PLC, comprising 70 employees 

from various units such as payment, retail, finance, and budgeting departments. The entire 

population was taken as the sample using quota sampling techniques. Primary data was collected 
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using questionnaires, with their reliability tested using Cronbach’s Alpha coefficient. A score 

greater than 0.7 was considered an acceptable level of internal consistency (Orodho, 2004). 

Secondary data was gathered by reviewing published financial reports for the relevant years. Data 

analysis was conducted using both descriptive and inferential statistics. Descriptive statistics, 

including percentages, means, and standard deviations, were used to describe data characteristics. 

Further, regression analysis was used to deduce meaning from the data. The Statistical Package for 

Social Science (SPSS V 21.0) software was used to analyze the quantitative data. The findings 

were summarized and presented using tables, graphs, and charts.  

4.0 Findings  

The inferential statistics were produced using a combination of correlation analysis and a linear 

regression model, as detailed in the techniques section. Using Pearson's correlation, the 

relationship between the independent and dependent variables was investigated. Furthermore, 

Pearson's correlation coefficients (r), which vary from -1 to +1, indicate whether there is a positive 

or negative link. 

Table 1: Correlation Analysis 

 

Number of 

agents 

Cash 

deposits 

Cash 

withdrawals 

Bill 

payment 

Online 

payment 

Operational 

performance 

Number of agents 1.000      

       

Cash deposits .653** 1.000     

 0.000      

Cash withdrawals .514** .683** 1.000    

 0.000 0.000     

Bill payment .682** .636** .619** 1.000   

 0.000 0.000 0.000    

Online payment .936** .725** .528** .647** 1.000  

 0.000 0.000 0.000 0.000   
Operational 

performance .631** .947** .756** .591** .636** 1.000 

 0.000 0.000 0.000 0.000 0.000  

The main objective of the study was to establish the effect of agency banking services on 

operational performance of Bank of Kigali Plc. The results from the table 1 above indicates that 

number of agency and operational performance have a strong positive correlation (r = 0.631**, p 

= 000, n = 70). It is also established that cash deposits and operational performance have a strong 

positive correlation (r = 0.947**, p = 000, n = 70).  The findings established that cash withdrawals 

and operational performance have a strong positive correlation (r = .756**, p = 000, n = 70).  It 

was also indicated that bill payment services and operational performance have a strong positive 

correlation (r = 0.591**, p = 000, n = 70).  The study results also discovered that online payment 

services and operational performance have a strong positive correlation (r = 0.636**, p = 000, n = 

70). Therefore, agency banking services have a strong positive correlation with the operational 

performance of Bank of Kigali Plc. 
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Table 2: Model summary  

Model R R 

Square 

Adjuste

d R 

Square 

Std. 

Error of 

the 

Estimate 

Change Statistics 

R 

Square 

Chang

e 

F 

Change 

df1 df2 Sig. F Change 

1 .980a .961 .958 1.33572 .961 
314.82

8 
5 64 .000 

The overall prediction of independent variables (number of agents, cash deposit, cash withdrawals, 

bill payment services, and online payment services) on the dependent variable (operational 

performance of Bank of Kigali Plc) is 0.980 which signifies a positive and strong relationship. The 

coefficient of determination is indicated by R square of .961 indicating that the predictors 

considered in the model can explain 96.1% of the changes in operational performance of Bank of 

Kigali Plc. The study shows that there are other factors that explain 3.9% of the change in 

operational performance of Bank of Kigali Plc that are not captured in this model. 

Table 3: ANOVA  

Model Sum of 

Squares 

df Mean 

Square 

F Sig. 

1 

Regression 2808.514 5 561.703 314.828 .000b 

Residual 114.186 64 1.784   

Total 2922.700 69    

The findings from the ANOVA help in indicating the weakness or the strength of the model. 

According to Cohen & Sayag (2015), an insignificant F-test indicate a weak regression model. 

From findings obtained in table 4.33, the researcher came to the conclusion that there isn't enough 

evidence, with a P-value of.000<0.05, to support the claim that agency banking services have had 

no significant effect on the operational performance of Bank of Kigali Plc. This is because F 

calculated (314.828) is greater than F critical (2.358) and, as a result, falls in the rejection region. 

Table 4: Regression Coefficients 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. 

Error 

Beta 

1 

(Constant) .042 1.299  .032 .005 

Number of 

agents 
.715 .098 .550 7.316 .000 

Cash deposits .982 .044 .967 22.427 .000 

Cash 

withdrawals 
.203 .033 .221 6.157 .000 

Bill payment .150 .039 .146 3.837 .000 

Online 

payment 
.753 .098 .603 7.656 .000 
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Table 4 provides the summary of results of regression analysis for the effect of agency banking 

services (number of agents, cash deposit, cash withdrawals, bill payment services, and online 

payment services) on the operational performance of Bank of Kigali Plc.  

The results indicated that there is a positive and significant effect of number of agents, cash deposit, 

cash withdrawals, bill payment services, and online payment services on the operational 

performance of Bank of Kigali Plc (β1= 0.550, t= 7.316, p= .000 < 0.05, β2=0.967, t= 22.427, p= 

0.000 < 0.05, β3=0.221, t= 6.157, p= 0.000 < 0.05, β4=0.146, t= 3.837, p= 0.000 < 0.05, β5=0.603, 

t= 7.656, p= 0.000 < 0.05). This implies that 1% increase in number of agents, cash deposit, cash 

withdrawals, bill payment services, and online payment services leads to 0.550, 0.967, 0.221, 

0.146, and 0.603 increase in the operational performance of bank of Kigali Plc respectively. 

Therefore, the regression model or equation of the findings of this study is presented as follows: 

Y = 0.042 + 0.550NA + 0.967CD + 0.221 CW + 0.146BP + 0.603OP +1.299 

Where: 

Y: Operational performance 

NA: Number of agents 

CD: Cash deposits 

CW: Cash withdrawals 

BP: Bill payment 

OP: Online payment 

5.0 Conclusion 

The model summary results show that 96.1% of the variations in the operational performance of 

Bank of Kigali Plc can be explained by the model, while other variables not captured by this model 

can explain 3.9% of the variations. The F value of the model produces a p-value of .000, which is 

significantly different from zero. This means that the model is significant in explaining the 

operational performance of Bank of Kigali Plc in Rwanda. Comparing the value of F calculated 

(314.828) to that of F critical (2.358), the researcher concluded that there is significant evidence 

to suggest that agency banking services have had a significant effect on the operational 

performance of Bank of Kigali Plc in Rwanda. 

6.0 Recommendations 

Upon careful examination of the research findings, the researcher proposes the following 

recommendations for all stakeholders in the banking sector, particularly those in charge of agency 

banking services in Rwanda. These recommendations provide valuable insights into optimizing 

agency banking services and enhancing the overall operational performance of banks. Commercial 

banks are recommended to select and train agents carefully to ensure they have the necessary skills, 

integrity, and understanding of banking services. They also need to implement cost-effective 

strategies to manage operational expenses and ensure the sustainability of agency banking 

operations. Banks should deploy agents in strategic and convenient locations, including rural areas 

and places with limited banking infrastructure. Moreover, they must conduct awareness campaigns 

to educate customers about the benefits and security of using agency banking services. Banks 

should also implement robust security protocols to protect both customer data and financial 
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transactions. Further, they need to strengthen and implement risk management strategies to 

safeguard against fraud and operational risks. 
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