



EFFECT OF MOBILE BANKING AND ONLINE BANKING SERVICES ON PERFORMANCE OF SMALL AND MEDIUM ENTERPRISES IN NAIROBI COUNTY, KENYA
ABSTRACT

Kenya's economy relies heavily on small enterprises, which stimulate local economies, provide jobs, and nurture innovation. Despite their enormous contribution to the economy, the performance of Kenya’s SMEs is not encouraging. Only three out of five small businesses survive for five months to a year after they are founded, and of those that do, eighty percent perish before the 5th year. Therefore, the investigation evaluated the effect of mobile bank and online banking services on performance of Small and Medium Enterprises in Nairobi County, Kenya. A cross-sectional explanatory survey design was used in this investigation. Multiple regression analysis was applied. Findings revealed that mobile banking service has insignificant negative effect on SME performance. Results verified a positive and significant relationship between the online banking service and SME performance. The study recommends that online banking services provide a host of opportunities for SMEs which should be maximised and explored fully, such as automated financial tracking, real-time transaction processing and credit facilities.
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1.1 Introduction

In Africa, mobile money and digital financial services have grown at fast pace in the last ten years (Demirgüç-Kunt et al., 2022). Mobile money adoption in the sub-Saharan Africa region has been impressive, with Kenya, Tanzania and Ghana being the countries with the greatest penetration in mobile financial services. Mobile money has been linked to better risk sharing, lower transaction costs and lower poverty in this region. Mobile platforms are considered effective at broadening outreach while strengthening customer participation. This in turn makes them critical components for financial inclusion (Naira & Akims, 2026). These services demonstrate the advantages of being able to make instant money transfers and increase access to financial services for the unbanked population using mobile money. However, the adoption rate varies by country and region, as do the advantages of FinTech, which rely on digital literacy, connectivity, fees and regulatory factors (Mbiti & Weil, 2016). For example, adoption in rural areas, among women and low-income groups, is often hindered by low levels of digital skills, high transaction fees, poor network coverage, among other factors. 

Kenya's SME sector contributes greatly to employment and output and is considered vibrant enough to attract special attention (Kenya National Bureau of statistics, 2022). The KNBS 2016 Micro, Small and Medium Establishments Survey indicate that SMEs make up the bulk of the enterprises in Kenya and employ a significant share of the workforce. Since its inception in 2007, mobile money has been an innovation that has revolutionised access to finance in Kenya, especially M-Pesa. Through M-Pesa, millions of Kenyans have had the ability to send and receive money, pay bills and secure credit by using their mobile phones. While the 2021 FinAccess survey shows high mobile money adoption, it also documents high credit, savings and insurance (Central Bank of Kenya [CBK, KNBS, & Financial Sector Deepening [FSD] Kenya, 2021). Mobile money is popular for transactions, while few have access to formal credit, including SMEs. However, underutilisation also exists in the area of savings and insurance products, and this makes many SMEs financially vulnerable. However, the association of FinTech adoption on SMEs' performance is not yet clear. High adoption rates for FinTech products and continued struggles of SMEs indicate that there is a potential underlying link between the two, possibly related to regulation, firm size, sector, and managerial capability.

Using mobile phones to conduct banking transactions is known as mobile banking technology. It also involves using mobile communications equipment to provide bank-related financial services. Customers can transfer and withdraw money to and from their banks using mobile phones thanks to mobile banking technologies (Pyoko et al., 2023). The usage of mobile phones in SMEs operations has increased due to a number of causes, including the phones' ease of use, flexible prepayment options, the use of local languages, and the deregulation of the telecommunications markets. By enabling instantaneous access to clients, vendors, and employees, mobile banking technology improves information and knowledge management within SMEs, increasing the productivity of small and medium-sized businesses.

Online banking often referred to as internet banking, e-banking, or visual banking, this electronic payment system allows bank or other financial institution customers to perform a variety of financial activities via the website of the financial institution (Rahaman, Sarker & Chowdhury, 2022). To accomplish common financial tasks, online banking usually eliminates the need to visit physical banks. The internet banking system usually connects to or is a part of a bank's primary banking system, in contrast to branch banking, which is the traditional way that customers obtain financial services (Roberte & Velasquez, 2025). SMEs can handle their finances more intelligently, quickly, and safely using online business banking, which goes beyond simple convenience. One promising way to close the gap between SMEs and financial institutions is through the development of online banking systems.  Online banking platforms transform how SMEs manage their finances and expand their operations with features like automated financial tracking, real-time transaction processing, and easy access to credit facilities (Djibran, 2025).

1.2 Statement of the Problem
Small and Medium Enterprises (SMEs) are vital contributors of economic activities, hence serving as important sources of growth, employment and innovation (Pyoko et al., 2023). Small and Medium Enterprises contribute significantly to national economies by stimulating entrepreneurship, generating income, and   supporting   sustainable   development (Marcel & Akims, 2026). Small and medium enterprises in Nairobi County report a continued lack of access to finance, high transaction costs and ongoing performance challenges (KNBS, 2016; Nairobi City County, 2018). While Kenya has reached comparatively high rates of mobile money penetration, access to formal credit, savings and insurance products is still low, especially for smaller businesses. Some Small and Medium Enterprises (SMEs) have poor working capital, have slow payment settlements and are unable to access larger markets (KNBS, 2016; Nairobi City County, 2018). Although the number of FinTech services has increased (mobile phone technology, agency banking, online banking, and digital wallets, these challenges remain. These events occurred alongside growing FinTech provision and continued SME performance issues. This implies that adoption alone is not necessarily enough to positively association upon a FinTech's performance and that the relationship between FinTech and SME performance might be dependent on other factors (Demirgüç-Kunt et al., 2022). This could be attributed to the benefits of FinTech on improving liquidity, payment reliability, customer reach, and transaction efficiency which can be offset by transaction fees, exposure to fraud, low digital capability, and inappropriate credit terms or regulatory restrictions. Other factors may account for the results, such as management skills, age of the firm, industry shocks, access to other resources, and selection into the adoption of technology.

Previous research has focused on a range of contexts of FinTech adoption and SME performance. For instance, Alfzaria and Al-Shboul's (2025) study focused on the financial performance of the IT industry in the United Arab Emirates, whereas Akande's (2025) study focused on transforming SMEs in Nigeria. These studies' conclusions cannot be applied to Kenyan SMEs. Furthermore, studies like Mushi (2024) in Tanzania, Adukpo and Mensah (2025) in Ghana, Alfzaria & Al-Shboul (2025) in the UAE, and Ojima (2026) in Nigeria were carried out in places with regulatory and operational environments that differed from the Kenyan context. Also, a number of studies have explored mobile phone technology, agency banking and online banking and digital wallets as separate FinTech dimensions in isolation, as it were (Demirgüç-Kunt et al., 2022). Some studies have researched the association of regulation as a direct driver of FinTech adoption or the association of regulation as a driver of the performance of FinTech (Mbiti & Weil, 2016), but few have tested its association on the strength or direction of the relationship between FinTech and performance. 

Evidence from the past studies is cross-sectional and often mixed association with causation. This is because cross-sectional designs are methodologically flawed, as they are used to draw causal inferences only after accounting for reverse causality and cannot account for temporal ordering, many studies have drawn causal inferences from cross-sectional data. To address these gaps, this study explores the relationship between dimensions of FinTech and the performance of SMEs in Nairobi County and the conditional role of government regulation. It is explicitly associational and will not make causal claims. The study is justified on contextual, conceptual and methodological grounds: it provides evidence specific to the context of Nairobi; it takes an approach of considering FinTech as a multidimensional construct; and it uses a moderation model that suits to the cross-sectional data available.

1.3 Objectives of the Study 
i. To examine the effect of mobile phone service on performance of Small and Medium Enterprises in Nairobi County, Kenya.

ii. To evaluate the effect of online banking service on performance of Small and Medium Enterprises in Nairobi County, Kenya.

1.4 Research Hypotheses

H01: Mobile banking service has no significant effect on performance of Small and Medium Enterprises in Nairobi County, Kenya.

H02: Online banking service has no significant effect on performance of Small and Medium Enterprises in Nairobi County, Kenya. 

2.1 Literature Review
2.2 Theoretical Review

Technology Acceptance Model (TAM) was developed by Davis (1989). The theory proposed the factors that influence an individual's adoption and use of a technology are mainly two beliefs: perceived usefulness and perceived ease of use (PEOU). Perceived usefulness is the extent to which he or she feels using a specific system would improve his or her job performance, and perceived ease of use is the extent to which he or she feels using a specific system will be effortless (Davis, 1989). These two beliefs affect the attitudes towards the technology, which associations the behavioural intention and actual use. When considering SMEs, TAM means that owner-managers will use FinTech services when they think those will be beneficial to enterprise operations and simple to use.

The Resource-Based View (RBV) was developed by Penrose in 1959. This research study builds upon the RBV theory to conceptualise FinTech as a resource which can be linked to SME performance. It makes sense to include SME performance as a dependent variable and helps to explain why the relationship between FinTech and performance might be contingent upon other resources, such as managerial capability and firm age. But RBV is not enough, as it does not cover the institutional and regulatory context where FinTech resources are used. Therefore, it is complemented by the agency theory that looks at the regulatory and governance aspect of the FinTech–performance relationship. RBV is considered an adjunct to theory and not as a substitute for it.
Marshall (1890) developed the profit maximization theory. According to the principle, a company's primary duty is to maximize profits for its investors while abiding by the law. As a result, companies make choices and distribute resources only in order to maximize shareholder wealth. Profit maximization theory is predicated on the ideas that there are no externalities or market failures, people behave rationally to maximize their own interests, and markets are efficient. These presumptions serve as the basis for the claim that maximizing profits is consistent with the more general objective of economic efficiency. A company's capacity to balance expenses and revenues while gaining a competitive edge is reflected in its profitability (Wong, 2012). This theory is therefore relevant to the current study since it helps SMEs determine how to make things at the lowest possible cost in order to maximize profit. The theory's premise is that all SMEs would want to boost profits. Successful SMEs can accomplish this by cutting production costs, raising the price at which they offer their goods or services, and growing sales. Because they have better access to resources than other organizations, SMEs may decide to do this. The theory supports the dependent variable (SMEs Performance).

2.3 Empirical Review

2.3.1 Mobile Banking Service and Performance

Mosoti, Wafula, and Nyangau (2024) explored how mobile banking technology affected Kenyan microfinance institutions' (MFIs) financial results from 2017 to 2022. Additionally, the association amongst the 2 variables is moderated by business size. The inquiry collected data from 204 employees of 13 MFIs licensed in Nairobi, Kenya, using a questionnaire and a descriptive research approach. Descriptive and inferential statistics were utilized to estimate the data. The outcome of the inquiry demonstrated that mobile banking technology had a favorable and noteworthy association on MFIs’ financial success. Furthermore, the link amongst the two variables is moderated by business size. The inquiry deduced that one of the key factors influencing business performance is mobile phone technology. The aforementioned investigation considered performance of Kenyan MFIs for the year 2017 to 2022 while the present investigation centered on performance of SMEs in NCC for the year 2020-2026.

Similar to the findings in the study conducted by Mosoti et al. (2024), in Uganda's Mukono Central Division, Akankwasa (2024) found that show that mobile money notably and favorably contributes to increased income, improved cash flow management, and overall business development in Uganda. The inquiry evaluated how mobile money technology association the performance of SMEs, using a cross-sectional method that integrated elements of a quantitative and qualitative approach was used to collect the data. The inquiry is intended for all Ugandan SMEs. The data was estimated using the multiple regression estimation technique. The inquiry inferred that a notable number of SMEs have successfully integrated the use of mobile money into routine business operations, reducing transaction times and raising customer satisfaction. The ongoing inquiry differs from the previous study as the focus was on Kenyan SMEs for the year 2020-2026. In addition, the previous investigation design was a cross-sectional survey while the present investigation design is causal comparative.

In a similar study conducted by Akankwasa (2024), Waris et al. (2024) investigated how mobile phone technology associations Ghanaian SMEs' access to financial services. Primary data was gathered from a target audience of 1000 employees of Ghanaian SMEs using structured questionnaires. Descriptive statistics and the multiple regression estimation approach were utilized for the analysis. The outcome of the inquiry indicated that the success of many SMEs in Ghana has notably improved with the introduction of mobile phone technology. The inquiry inferred that, every respondent had a thorough comprehension of the fundamental operations of mobile money. However, due to issues with the service's functionality, the majority of respondents have doubts about its cost and convenience. Contrary to the prior inquiry, the present investigation focused on NCC, Kenya’ SMEs for the year 2020-2026.

The link amongst Bangladeshi money deposit banks' financial success from 2018-2023 and the expansion of mobile banking was explored by Sarker et al. (2024). A descriptive survey was utilized as the investigation's methodology. A survey was conducted among all 13 money deposit banks that are registered with Bangladesh Bank. Multiple regression analysis and correlation analysis were used to evaluate the link amongst the parameters. The outcome stated that the quantity of transactions and the number of mobile banking customers are now significant factors in determining the financial performance of Bangladesh's money deposit institutions. Nonetheless, the financial status of Bangladesh's money deposit institutions is mostly unaffected by transaction volume. The inquiry deduced that, mobile banking is critical to enhancing Bangladesh's money deposit banks' financial performance. While the prior inquiry based on Bangladeshi commercial banks, the present investigation was based on NCC, Kenya’ SMEs for the year 2020-2026.  In addition, the previous investigation design was a descriptive while the present investigation design is causal comparative.

2.3.2 Online Banking Service and Performance

Using a descriptive investigation approach, Ibrahim (2022) explored how Kenyan commercial banks' financial performance was affected by online banking. A sample of 5 Kenyan money deposit banks made up the population. Questionnaires were used to gather the primary data. Chi square and regression estimation techniques were used to assess the data. According to the outcome, online banking has had a favourable and substantial association on Kenyan money deposit banks' financial success. The inquiry deduced that banks' financial success has improved due to cost savings from more online transactions, decreased traffic to physical branches, and consumer convenience. The aforementioned investigation centered on Kenya’s money deposit banks for the year 2022. The present investigation centered on NCC, Kenya’ SMEs for the year 2020-2026.Also, the previous investigation design was a descriptive approach while the present investigation design is causal comparative approach.

Pyoko et al. (2023) investigate how Kenyan SMEs' financial inclusion is associationed by online banking services. Explanatory research design was utilized in the inquiry. The target audience consists of the top 100 SMEs in Kenya, and the sample size was 200 using simple random sampling and purposive sampling, with 2 respondents chosen from each SME of interest. Data analysis was done using the multiple regression technique. A questionnaire was utilized to gather the primary data. According to the outcome, online banking services notably associationed Kenyan SMEs' financial inclusion. The inquiry inferred that, business managers would enhance their business's success if they fully utilize and explore the many options offered by internet banking. In a similar vein, the ongoing inquiry also focused on NCC, Kenyan SMEs, however, the time scope was 2020-2026 period, thereby providing up to date empirical evidences. More so, the previous investigation design was an explanatory approach while the present investigation design is causal comparative.

To reflect the overall inquiry’s audience in the investigation, Adamu, Kawugana, and Abdullahi (2024) used a total of 250 respondents in the evaluation of how online banking affects the success of a few chosen SMEs in the state of Bauchi. While secondary data came from online sources, primary data was gathered using a questionnaire. This paper employs a descriptive investigation approach. Regression analysis was utilized to estimate the collected data. The outcome stated that, the success of SMEs in Bauchi state is notably linked with internet banking. The inquiry inferred that in order to boost the performance of SMEs in Bauchi State, all relevant institutions should raise more knowledge about online banking. Contrary to this study, the present inquiry was centered on NCC, Kenyan SMEs. In addition, the prior inquiry focused on the year 2024 while the ongoing inquiry centered on the year 2016-2026.

In a bid to differ from the study by Adamu et al. (2024), Ndia and Omagwa (2025) focused on a time period of 5 years (2019-2023) in assessing how financial technology affected the profitability of SMEs in NCC. 269 SME representatives of the population were chosen using the stratified sampling approach. The questionnaire was the tool used to collect the data. Analysis of multiple regression was utilized. The outcome stated that, online banking notably increased the profitability of SMEs in NCC, Kenya. The investigation established that, SMEs in NCC that use ICT and communicative online support typically record notable SME performance as a result of timely information obtained for quicker and more efficient decision making. In a similar vein, the ongoing inquiry also focused on NCC, Kenyan SMEs, however, the time scope was 2020-2026 period, thereby providing up to date empirical evidences.

3.1 Research Methodology

Cross-sectional survey design is appropriate for this study since the researcher was able to examine the association between financial technology, government regulations, and SME performance at a single point in time (McCusker & Gunaydin, 2015). The design is explanatory since it aims to understand how variation in SME performance can be explained in terms of financial technology use and government regulations. The target population was SMEs operating in Nairobi City County, Kenya. For this study, an SME is treated as a business classified as small or medium under the eligibility criteria applied during recruitment. Given this process, the study arrived at a sample size of two hundred (200). One owner or manager from each selected SME and any other person because they consist of individuals most knowledgeable about the firm's operations and activities, hence they are requested to complete the questionnaire. Regression method served as the foundation for the inferential analysis. The gathered data was subjected to correlation analysis in order to determine the strength and direction of relationships between the different study variables. 

PER = β0 + β1MPS+β2OBS + ε
Where:

PER = Performance

MPS= Mobile banking Service 
OBS = Online Banking Service 
β0= Constant Term

β1-β2= Beta Coefficients 

ε = Error term

4.1 Data Analysis and Discussions

4.2 Regression Analysis 
The sought to establish the effect of mobile banking and online banking services on performance of small and medium enterprises in Nairobi County, Kenya. The results of this assessment are shown in the following subsections.

4.2.1 Model Summary

The model summary gives an overview of the explanatory power of the regression model, showing the percentage of the variance in the dependent variable being explained by the independent variables. The data are tabulated as shown in Table 4.

Table 1: Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	.422a
	.178
	.159
	.45568

	a. Predictors: (Constant), MPT, OBT


Source: Researcher (2026)

The value of R-squared in Table 1 is 0.178, showing that 17.8% of the variance in SME performance score is accounted for by the independent variables that were tested in the model (mobile banking and online banking services). The adjusted R-squared value of 0.159 indicates that about 15.9% of the variance in SME performance can be accounted for by the independent variables after adjusting for the number of independent variables in the model. The model's R-squared is 0.17.8, which indicates that the mobile banking and online banking services account for a moderate amount of the variance in SME performance score. This means that mobile banking and online banking services are important but not the sole factor that affects SME's performance. 
4.2.2 Analysis of Variance 

The analysis of variance (ANOVA) tests the overall significance of the regression model and the difference between the variance explained by the model and the unexplained variance. Table 2 shows the results.

Table 2: Analysis of Variance 
	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	7.484
	4
	1.871
	9.011
	.000b

	
	Residual
	34.469
	166
	.208
	
	

	
	Total
	41.954
	170
	
	
	


Source: Researcher (2026)

The results of the ANOVA of the regression model are presented in the outcomes of Table 2 The F-statistic is 9.011, and the associated probability p < .001, indicates that the overall regression model is statistically significant at the 0.05 level. This indicates that the independent variables have a significant association on the performance of at least one of the SMEs. The F-statistic is significant, suggesting that the model outperforms a model that contains no independent variables and confirming overall the importance of mobile banking and online banking services for explaining the performance of SMEs.

4.2.3 Regression Coefficients

The regression results give the coefficient of each independent variable, which shows the nature, direction, and significance of the relationship between mobile banking service, online banking service and SME performance. The results are shown in the following table (Table 3).

Table 3 Regression Coefficients
	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	2.471
	.410
	
	6.026
	.000

	
	Mobile Banking Service
	-.044
	.055
	-.059
	-.799
	.425

	

	
	Online Banking Service
	.204
	.089
	.178
	2.290
	.023

	
	
	
	
	
	
	


Source: Researcher (2026)

The direct association regression results give the regression coefficient values for each independent variable, which reflect the nature, direction, and significance of the relationship between mobile banking service, online banking service and SME performance. The intercept term has a coefficient of 2.471, which indicates that the intercept is significant at the 0.05 level (p = 0.000). This implies that without the use of mobile banking service and online banking service, the performance of SMEs will still be at a certain level.

The result showed that the mobile banking service has a negative (β = -0.044) influence on the performance of SMEs. But this association of mobile banking service was not statistically significant (ρ = 0.425) on the performance of SMEs. The results revealed a slight but insignificant adverse association with the performance score of SMEs due to mobile banking service. Based on the results, the null hypothesis is not rejected. This implies that the use of mobile banking service has a negligible association on the performance of the SMEs. The comparatively small coefficient and negative sign indicate that mobile banking service and SME performance are not strong. The moderate adoption of mobile banking service among SMEs in Nairobi County is likely the reason for this finding, as shown in the descriptive statistics. The result contradicts the result obtained by Mosoti et al. (2024), who discovered that the mobile banking technology had a positive and significant association on the financial performance of the microfinance institutions in Kenya. Additionally, Akankwasa (2024) discovered that mobile money significantly and positively influences income generation, cash flow management and business development in Uganda. Some differences in the results may be explained by the different contexts in which the research took place and by the type of enterprises analysed.

The result showed that online banking service had a positive (β = 0.204) association with the performance score of SMEs. Online banking service was found to have a statistically significant association on the performance of SMEs (ρ = 0.023). Given the results, the null hypothesis is rejected. This indicates a positive and significant association of online banking service on the SME performance, which means that if the online banking service is increased, then the SME performance would be increased. The positive association of online banking service on SME performance is in accordance with Ibrahim's (2022) study that stated that online banking has had a positive and significant association on the financial performance of commercial banks in Kenya. Moreover, the results support the study of Pyoko et al. (2023), who also revealed that online banking services significantly influenced financial inclusion of Kenyan SMEs. This is significant because from the descriptive statistics, indicating a high level of online banking technology adoption among SMEs in Nairobi County, this positive influence is felt.

5.1 Conclusion

The following conclusions are drawn based on the results of the study in relation to the research objectives. The study revealed that the use of mobile banking service on the performance of SMEs in Nairobi County, Kenya, is insignificant. The use of mobile banking service in Kenya has become widespread, but business use of the technology might not extend beyond the use of the mobile phone for basic transactional functions, like payments and money transfer. SMEs might not be fully utilising the capabilities of mobile banking service in more advanced business functions like inventory control, customer relationship management and data analysis. 

The study found that the online banking service has a significant positive association on SMEs' performance in Nairobi County, Kenya. Online banking makes financial management easier, more efficient and cost-effective for SMEs, allowing them to better manage their finances and lower transaction expenses, while also streamlining cash flow. Moreover, online banking offers SMEs with loans and credit facilities, streamlined financial monitoring, and instant transaction processing, further improving their efficiency and performance.

5.2 Recommendations

Small and Medium Enterprises owners and managers may evaluate online-banking services for payment processing, transaction tracking, reconciliation and access to account information, where these services meet the firm’s needs and costs are transparent. Decisions should be based on the service’s actual cost, reliability, security and usefulness rather than on the expectation that adoption will automatically improve performance. Firms should keep records of transaction fees, failed payments, sales, operating costs and cash flow so that the commercial value of digital services can be assessed over time.

Financial institutions and FinTech providers should communicate service charges, settlement times, transaction limits, data-use practices and complaint procedures clearly. They should monitor system availability, failed transactions and customer-service resolution times. SME-focused features such as downloadable statements and transaction reconciliation may be useful, but providers should assess demand and costs rather than assume that every firm requires the same service package.
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