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Determinants of Commercial Bank Growth Among Listed Banks in Nairobi Securities Exchange  John Kimaiyo Cherutich Masters Student, Jomo Kenyatta University of Agriculture and Technology, Kenya  Dr.Willy Muturi Jomo Kenyatta University of Agriculture and Technology, Kenya  Dr. Wallace Atambo Jomo Kenyatta University of Agriculture and Technology, Kenya  Abstract The main purpose of the research was to establish determinants of commercial bank growth. The specific objectives of the study was to; determine the effect of default rate on loans on growth of commercial banks, determine the effect of level of interest income on growth of commercial banks and to establish the effect of forex transaction volume on growth of commercial banks listed in Nairobi Securities Exchange. The study was guided by the interest rate theory, international fisher effect theory and time preference theory. Using multiple regression analysis, we found support for the proposition that loan default rate, interest rate and forex transaction had a significant effect on growth of commercial banks.  Keywords: Growth of commercial bank, default rate on loans, interest income and forex transaction volume DOI: 10.7176/DCS/9-1-06  1.1 Introduction  Growth is organizational outcome that resulting from the combination of firm-specific resources, capabilities and routines (Nelson and Winter, 1982). A firm’s growth opportunities are highly related to its current organizational production activities (Coad, 2009). Commercial bank growth is uncertain because of environmental conditions such as competition and market dynamics. Determinants of an organization or firm is classified into three dimensions: individual, organizational and environmental determinants (Baum et al., 2001). The fundamental tenet of investment theory and the traditional view of monetary policy transmission is that a rise in interest rates has a negative effect on firm capital expenditures which will eventually effect its growth. Banks today are the largest financial institutions around the world with branches and subsidiaries throughout everyone’s life. However, commercial banks are facing challenges in terms of maximizing shareholder wealth due to the volatility in interest rate dynamics.  Interest rate volatility influences loan default, interest income and forex transaction volume which in the long run affects the level of revenue and growth of commercial banks. High interest rates may lead to high cost of credit thus denying business enterprises the opportunity to venture into projects. The variability of interest rates has a significant relationship with inflation and prices of various products within any given economy. When interest rates are low most business establishments are able to access cheap credit from banks or through open market operations in order to finance their projects. This is likely to impact on the revenue and profitability of commercial banks. On the other hand, high interest rates may lead to high cost of credit thus denying business enterprises the opportunity to venture into projects that require employment of enormous financial resources (Beck and Hesse 2006). Interest rate is a key building block in firm’s capital cost, which, combined with the resulting stream of expected cash flows, constitute the primary determinants of whether and how much a firm will invest (Caballero, 1999).  Efficient financial systems has been associated to accelerate long-run economic growth (Levine and Zervos, 1998; Rajan and Zingales, 1998). The World Bank and IMF have strongly urged countries to adopt appropriate regulatory and supervisory measures in their financial systems so as to promote institutional and economic growth (Barth, Caprio and Levine, 2001). In Kenya, there is evidence of high interest volatility that is blamed on poor macroeconomic policies which include excessive government spending, high inflation, and overvalued exchange rates. Distortional macroeconomic policies are at times intentional since politicians believe that high interest, inflation and overvalued exchange rates are good for economic performance.  However firms/organizations are face challenges when macro-economic variables are affected by interest rate volatility will in the long run affect commercial banks performance and eventually growth. According to Williamson, (1990) normally when macroeconomics policy are formulated banks performance is usually not considered. There is little research that focuses on the effect of interest rate volatility on commercial bank growth. Specifically studies (Pierrre & Christopher, 2009: Olweny, 2011; and Archer, 1995) have looked at the relationship between interest rate and bank performance but not on commercial bank growth. Interest rate 
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volatility may affect the price of credit and this is likely to affect the financial performance of these companies. This study sought to bridge this gap by establishing the effect long term effect of interest rate volatility on loans, interest income and forex transactions on commercial bank growth.   2.0 Theory and hypotheses development 2.1 Empirical Review  Garner (1986) carried out a study to establish whether interest rate volatility can affect demand for money. The aim of the study was to confirm whether high interest rate volatility is the main reason behind higher average interest rates that discourage business investment decisions and consumer purchases of durable goods. The study also sought to establish whether high interest rate volatility may depress capital spending through increment of the risks that are associated with investment decisions. According to Garner (1986) interest rate volatility has no effect on demand for money and organizations will borrow when they want to meet their capital expenditures despite of interest rate volatility. According to Vaish (2000) the demand for capital consists of the demand for productive and consumptive purpose. Capital is demanded by the investors because it is productive. But the productivity of capital is subject to the law of variable proportions (additional units of capital are not productive as their earlier units).  However, the supply of capital according to Jhingan (2001) depends upon savings rather upon the will to save and the power to save of the community. Some people save irrespective of the rate. They would continue to save even if the rate of interest were zero. There are others who save because the current rate of interest induces them to save and reduce when the rates are low. The higher the rate of interest, the larger the community savings and more will be the supply of funds. The supply curve of capital or the savings curve moves upward to the right. Based on the findings of Ali, Akhtar, and Ahmed (2011) commercial banks should consider the effects of organization policy on interest rate volatility since it may possibly affect real economic variables such as business investment spending and bond prices. Piere and Leslaw (2001) also conducted a study on the volatility clustering in real interest rates among 10 countries. The main aim of the study being the establishment of how real interest rates are influenced by the introduction of inflation targets. The study findings reveled that introduction of inflation targets reduces the volatility of real borrowing or lending rates, even when we control for the stage of the business cycle. However the conditional covariance depends on the level of the short rate which has implications for hedging equity returns against short term interest rate movements. Interest rate volatility has also been linked to mortgage financing sector. According Duarte (2006) carried out a study to find out the empirical evidence and theoretical implications of the causal effect of mortgage re-financing on interest-rate volatility. An empirical examination by the study suggests that the inclusion of information about mortgage backed securities considerably improves model performance in pricing interest-rate options and in forecasting future interest-rate volatility. The empirical findings from the results showed consistent with the hypothesis that mortgage backed securities hedging affects both the interest-rate volatility implied by options and the actual interest-rate volatility. The results also indicate that the inclusion of information about the mortgage backed securities universe may result in models that better describe the price of fixed-income securities. According to Maana et al., (2010) carried out a study on modeling the volatility of exchange rates in the Kenyan market. The considered the application of the generalized autoregressive conditional heteroscedasticity process in the estimation of volatility in the Kenyan exchange rates. The findings from the study confirm that exploratory analysis showed that the exchange rates are leptokurtic and slightly positively skewed. This implies that the exchange rate depreciation was preferred during the period, probably to ensure that Kenya’s exports remained competitive.  According to Kim and Stock (2011) if interest rate volatility increase it has an effect on firm’s debt volatility, the firm is more likely to reach a critical value for default, which will result to a higher yield spread. The study established that interest rate volatility is positively related to yield spreads on non-callable bonds. The main aim of the study was to determine whether the positive effect of interest rate volatility on yield spreads is stronger or weaker for callable bonds than for non-callable bonds. Olweny (2011) also conducted a study on modeling volatility of short-term interest rates in Kenya. The main purpose of the study was to establish the link between the level of interest and the volatility of interest rates in Kenya using the Treasury bill rates.   2.2 Determinants of Commercial Bank Growth  2.1.1 Loan Default and Growth of Commercial Banks  Loan default can be defined as the inability of a borrower to fulfil his or her loan obligation as at when due (Balogun and Alimi, 1988). High default rates in commercial banks should be of major concern to policy makers in developing countries, because of its unintended negative impacts on commercial bank financing. Von-Pischke (1980) states that some of the impacts associated with default include: the inability to recycle funds to other borrowers; unwillingness of other financial intermediaries to serve the needs of small borrowers; and the creation 
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of distrust. As noted by Baku and Smith (1998), the costs of loan delinquencies would be felt by both the lenders and the borrowers. The lender has costs in delinquency situations, including lost interest, opportunity cost of principal, legal fees and related costs. For the borrower, the decision to default is a trade-off between the penalties in lost reputation from default versus the opportunity cost of forgoing investments due to working out the current loan. Evidence suggests that collateral values and recovery rates on corporate defaults can be volatile and, moreover, that they tend to go down just when the number of defaults goes up in economic downturns (Gambacorta, 2004). This link between recovery rates and default rates has traditionally been neglected by credit risk models, as most of them focused on default risk and adopted static loss assumptions, treating the recovery rate either as a constant parameter or as a stochastic variable independent from the probability of default. Loan default is the failure to promptly pay interest or principal when due. Default occurs when a debtor is unable to meet the legal obligation of debt repayment. Borrowers may default when they are unable to make the required payment or are unwilling to honor the debt. The failure to perform on a futures contract as required by an exchange. Defaulting on a debt obligation can place a company or individual in financial trouble. Loan default level can be measured as the ratio of Non-performing loans to total loans ratio (NPLR) which will be the indicator of loan default rate level. An increase in provision for loan losses implies a higher cost of bad debt write offs. Given the risk-averse behavior, banks facing higher credit risk are likely to pass the risk premium to the borrowers, leading to higher spreads (Gambacorta, 2004). Hence the higher the risk, the higher the pricing of loans and advances to compensate for likely loss. The traditional focus on default analysis has been partly reversed by the recent significant increase in the number of studies dedicated to the subject of recovery rate estimation and the relationship between default and recovery rates. This link between recovery rates and default rates has traditionally been neglected by credit risk models, as most of them focused on default risk and adopted static loss assumptions, treating the recovery rate either as a constant parameter or as a stochastic variable independent from the probability of default. This traditional focus on default analysis has been partly reversed by the recent significant increase in the number of studies dedicated to the subject of recovery rate estimation and the relationship between default and recovery rates. This paper presents a detailed review of the way credit risk models, developed during the last thirty years, treat the recovery rate and, more specifically, its relationship with the probability of default of an obligor.  Hoque and Hossain (2008) investigated the association of loan defaults rate and higher interest rates and found out that interest rate policy should be stabilized to enhance the repayment capacity of borrowers for lowering the default rates. They found that loan "defaults were highly correlated with higher interest rates which increase the debt burden on borrowers and leads to defaults resulting in capital erosion of banks. Research conducted by Asari, et al. (2011) was also on the same lines and concluded that Non-performing loans and interest rates have significant relations. Their study suggested that increase in the Non-performing loans result in deterioration of bank assets and subsequently capital erosion. According to Dash and Kabra (2010), commercial banks with aggressive lending strategies charging relatively higher rents on lending incur greater Non-performing loans. Study conducted by Kaplin, et al. (2009), empirically supported negative correlation between interest rate volatility and loan defaults using data of large non-financial US firms for the period 1982-2008. 2.1.2 Level of Interest Income and Growth of Commercial Banks The structural changes in a bank’s net interest income  which is equivalent to net interest margin always have a huge impact on profitability of commercial banks which is likely to lead to changes in the bank’s behavior, for instance in its risk taking. The bank’s net interest margin results from a mix of interest-bearing products and as the rates of these products are differently linked to (market) interest rates, the structural impact of changes in the (market) interest rate level on this margin is not obvious. According to Dash and Kabra (2010) all the interest-bearing assets and liabilities are directly linked to market rates and if there is no gap between the volumes of interest-bearing assets and liabilities, then, in the long run, a bank’s net interest margin will not be affected by (parallel) shifts in the interest rate level.  In the short run, the net interest margin may fluctuate as a consequence of shifts in the interest rate level, even if all assets and liabilities are completely linked to market rates. To illustrate this point, we take the example of a bank that recursively invests in long-term government bonds and that finances this investment by issuing short-term bonds. In the short run, its net interest income fluctuates when there is a parallel shift in the term structure of interest rates. This is so, because the assets have a longer maturity than the liabilities, with a given time span, a portion of the assets is adjusted to the new interest rates which is smaller than the portion of liabilities that is adjusted. In the long run, however, the net interest margin of this bank will be unaffected by parallel shifts in the term structure, because all the assets and all the liabilities will then be adjusted to the new interest rates(Baum, Mustafa, and Neslihan, 2009). Memmel (2011) empirically analyzes the short-term effects of changes in the term structure on the banks’ net interest margin. Constructing a passive trading strategy in risk-free government bonds and scaling its return with a bank’s exposure to interest rate risk, he finds that this scaled return explains a significant part of the 
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changes in the banks’ net interest margins. However, the long-term effects of parallel shifts in the term structure are zero by construction, because he implicitly assumes that all interest-bearing positions in the banks’ balance sheet are completely linked to market interest rates. The bank net interest margin will affect present book value of the bank. Since increase in the interest rate level leads to a temporary decline in the banks’ net interest rate margins (Memmel, 2011, 2014). Alessandri and Nelson (2014) provide a theoretical model with a positive relationship between the interest rate level, the banks’ net interest margin and bank growth. The bank’s mark-up on loans is a constant multiple of the market interest rate which affect bank growth (Memmel, 2011). The net interest margin of bank increases with the level of interest rates. However the theoretical model of Ariccia et al. (2014), an increase in the interest rates leads to a decline in the net interest margin, which then has an impact on the banks’ risk taking and hence low profit and decline in commercial bank growth. 2.1.3 Effects of Forex Transaction Volume on the Growth of Commercial Banks It is widely believed that changes in exchange rates have important implications for financial decision-making, profitability and growth of firms. At the macro level, there is evidence that the creation of such currency unions results in a dramatic increase in bilateral trade (Frankel and Rose, 2002). The existing literature on the relationship between international stock prices (at the industry or firm level) and exchange rates finds only weak evidence of systematic exchange rate exposure (Doidge et al., 2003; Griffin and Stulz, 2001). This is an empirical evidence of US firm hence need to establish the effect in developing countries such as Kenya.  According to Hudon et.al. (2006) financial institutions are still exhibit better management ratings. According Omagwa (2005) most banks consider credit/default risk to be the most critical of all the financial risks though empirical evidence shows that foreign exchange risk is the most critical risk for most firms.  Since most banks, foreign exchange risk management systems were governed by guidelines set by at head office (highly centralized foreign exchange risk management systems). Most banks, regardless of their size, extensively utilized most of conventional hedging instruments. Transaction exposure was rated as most critical. Transaction exposure was through buying and selling foreign currencies, cross currency dealings and investing and financing in foreign currencies. The US dollar, sterling pound and Euro were currencies that were greatly traded and thus had the greatest contribution to foreign exchange risk. The foreign exchange risk management practices they used to mitigate foreign exchange risk were forward contracts (most frequently used), money market hedge, currency swap, and currency option Ubindi (2006). According to Kipchirchir (2011) there is a significant relationship between financial performance for multinational corporations and exchange rate volatility in Kenya. This was attributed to the difference between trading currency and financial reporting currency.   2.2 Research Gap Volatility of interest rates is mainly caused by the monetary policy changes that are applicable by the central bank of any government. The volatility of interest rates may have an impact on the entire economy and even greater impact to some other sectors of the economy. Volatility of interest rates for instance does affect capital investments and stability of prices in any given economy (Henry, 2005). The empirical evidence available reveals that short term interest rates in any country have a positive correlation with the volatility of interest rates. This means that when the short term interest rates are high, there are high chances of having high interest rate volatility which will affect cash flows and eventual growth of commercial banks. Theoretical investors pay interest because they have engaged capital in productive activities, therefore the study will seek to establish the impact of interest rate volatility affect growth of commercial banks in Kenya putting in consideration that studies that have establish the effect of interest rate volatility on growth of commercial banks have establish contradicting  results.  

 Figure 1. The study model. (Study survey 2016)  
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3.0 DATA AND METHODOLOGY  3.1 Research Design The study used a descriptive design since we focused on getting inferences from the findings on the effect of default loans rate, interest income and the effect of forex transaction volume on growth of commercial banks listed in Nairobi Securities Exchange, Kenya.  3.2. Population and Sample Size The population of the study consisted of the study consisted of 10 commercial banks listed in Nairobi Securities Exchange, that were listed before 2010. The study utilized a data set of between 2011 and 2014 (Central Bank Directory, 2015).  According to the central bank of Kenya directory (2015), there are six banks that have been listed in Nairobi stock exchange and categorized as large commercial banks. The six commercial banks selected purposively formed the sample size of the study.  Table 1 Target Population  Bank Name  Size  Year of Establishment  1. Diamond trust bank  Medium  1946 2. CFC Stanbic holding Ltd  Large  1955 3. Cooperative Bank of Kenya Large  1965 4. I&M Holding Ltd  Medium  1974 5. Equity Bank Large  2004 6. NIC Bank Ltd  Medium    1959 7. Kenya Commercial Bank Ltd  Large  1953 8. Barclays Bank Ltd  Large  1953 9.  National Bank of Kenya Medium  1968 10. Standard Chartered  Large  1910 Source: (NSE, 2015)  3.3Data Collection Instruments The growth of commercial bank is regarded as a relatively complex process where expectations as well as real economic variables together affects the value of the firm. Among the core variables, which are seen to affect the growth of commercial banks based on the reviewed literature are the following: default loans rate, interest income level and forex transaction volume. A document analysis guide was used to collect and summaries data for the study.  3.4 Measures of variables The study used pooled cross-section and time series data of individual banks’ balance sheet items from the 6 commercial bank (listed in Table 3.1) for the banks, over a 4 year period from 2011 to 2014. The study utilized Secondary data since it was readily available and reflects the real position of the selected commercial banks. The level of default rate on loan was a proxy of Non-performing loans to total loans ratio (NPLR) which was the indicator of loan default rate level. While level of interest income was a proxy log interest income. Finally volume of forex transaction was a proxy of income from forex transaction to total income from non-banking activities. Firm growth which was measured by log of market shares (Ardishvili, Cardozo, Harmon & Vadakath, 1998; Weinzimmer, Nystrom & Freeman, 1998; Wiklund, 1998).  Therefore the study measured firm growth as a proxy of total market share.   3.5 Data Processing and Analysis Data was obtained from published financial reports of selected commercial banks, coded, cleaned, and entered into the computer for analysis using the SPSS and AMOS. The data was summarized in order to see emerging trends and issues around specific themes, which are dependent on the variables and objectives. The researcher compounded scores from indicators for the variables to obtain the scores respectively. According to Parveen and Leonhauser (2004) the compounding of scores from various indicators into indices is based on an integration of both qualitative and quantitative methods depending on collected data. Descriptive statistics was done to identify characteristics of demographic data of respondents while inference statistics was done for the purpose of Correlation i.e. identify the relationship between loans default rate, interest income and the effect of forex transaction volume on growth of commercial banks listed in Nairobi Securities Exchange.   3.6 Model Specification To test for the effect of default loans rate, interest income and the effect of forex transaction volume on growth of commercial banks listed in Nairobi Securities Exchange, Kenya. Multiple regression analyses was conducted and the coefficient significances being examined. The multiple linear regression models that was used for the 
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study is as shown below;   y = βo + β1X1 + β2X2 + β3X3+ ε…………........…………………….. (i) Simple regression analysis with Y =  Commercial Bank Growth (growth in dividend)  α =  Constant   β1… β3 = the slope representing degree of change in independent variable by one unit variable. X1= default rate on loan  X2= level of interest income   X3= volume of forex transactions     ε = error terrm  All the Significant levels was measured at 95% confidence level with significant differences recorded at [p < 0.05]  3.7 Preliminary Analysis Descriptive statistics in table 2 to 3 shows the descriptive information on interest income, growth, non-performing loan interest rate volatility and forex transaction volumes of the six selected commercial banks listed in Nairobi stock exchange and categorized as large by the central bank.  Table 2  Descriptive Statistics  N Minimum Maximum Mean Std. Deviation Loan default 96 1.2 9.9 6.904 2.22670 Interest income 96 4.0 9.8 7.112 1.14201 Forex transaction 96 1.1 8.1 3.454 1.13102 Growth 96 0.44 4.20 1.6794 0.84334 The above result on table 2 shows results of how loan default, interest income, forex transaction and growth for the all the banks as obtained from the financial statements. Loan default rate had an average of 6.09% with the standard deviation indicating high variation. Interest income had an average 7.112% with a variation close to one an indication that interest income was not vary so much from the average an indication that it will not cause so much variation on growth of commercial banks. Further forex transaction volume had average 3.454 % and a variation of 1.13102. finally the average growth of commercial banks was 1.679% which was very low while the variation was less than one an indication that all the commercial banks attributed a low growth for the five years period  also   reflects an upward rise over the 4 year period, with the highest being 8.14 in 2014. In other words, the loan default rate has risen from 6.56 to 8.14% over a period of4 years.  Table 3 Descriptive Statistics Non-Performing Loans  N Minimum Maximum Mean Std. Deviation 2011 financial year  6 2.35 6.56 3.745 1.56057 2012 financial year  6 1.49 5.43 3.095 1.60764 2013 financial year  6 0.70 5.27 3.050 1.90605 2014 financial year  6 1.29 8.14 4.698 2.60902 From the findings in table 3 above shows the  averages for non-performing loans for the all the banks as obtained from the financial statements reflects an upward rise over the 4 year period, with the highest being 8.14 in 2014. In other words, the loan default rate has risen from 6.56 to 8.14% over a period of 4 years. In addition, the standard deviation depict high variation in default rates in different commercial banks. The variation was high in 2014 recording a high variation of 2.609. The findings presented in Figure 1 show that the interest rate volatility average at 14.5% close to constant in the short term than in the long term, therefore interest rate volatility can be predicted over a long period of time. There was high variability in interest rates within the last half of 2011 (June and December) before maintaining an all-time high of 20% then dropping in the last quarter of 2014. This could owe to the monetary policy adopted by CBK following the Kenya shilling depreciation of 2011. 
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Figure 1 Interest Rate Volatility  

  4. Results Correlations results among the study variables are reported in Table 4. The levels of correlations among the variables are relatively modest, with most variables exhibiting significant correlations. Since a number of independent variables were relatively correlated, a multicollinearity analysis was conducted using Variance Inflation Factors (VIF). The results indicated that multicollinearity was not a problem since all the variables were within the recommended threshold of 10 (Hair et al., 2006). Hypothesis 1 predicted that the more the default rate on loan in a firm, the low the growth of commercial bank. However, results on Table 5 reveals that the hypothesis hold (β = -.408, p < .05). Hypothesis 2 suggested that the greater the level of Interest income of commercial banks the higher the growth of commercial banks. This hypothesis was supported by the results (β = .307, p < .05). Hypothesis 3 proposing that the greater the volume forex transaction, the greater the growth of commercial banks, also received support from the results (β = .310, p < .05). Table 4 Correlation Test Results  Control Variables Growth  Default Rate Interest Income Forex Transaction 
type1 Growth Correlation  1.000    Default  rate on loan  -.199 1.000   Interest income  .556** -.159 1.000  Forex transaction  .480** .112 .260 1.000 Notes: Pearson’s product moment correlation, 2 tailed test: *p < .05; **p < .01; N = 175.   Table 5 Regression Test Results  Model Unstandardized Coefficients Standardized Coefficients t Sig. Collinearity Statistics B Std. Error Beta Tolerance VIF 
1 (Constant) .742 .625  1.187 .041   default rate -1.516 .448 -.408 -3.387 .001 .947 1.056 Interest income 1.822 .732 .307 2.491 .017 .904 1.106 forex transaction 1.993 .797 .310 2.500 .016 .894 1.118 a. Dependent Variable: Commercial Bank Growth   b. Default rate, interest income and forex transaction volume R= .630a   R2= .396 Adjusted R2=.355 F test =  141.914* Notes: N = 175; *p < .05; **p < .01.  5.0 Discussions and conclusions This paper focused on three key issues: First is whether default rate on loan affects commercial bank growth, whether Interest income affects commercial bank growth and lastly whether forex transaction volume affects 
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commercial bank growth. Using pooled cross-section and time series data of individual banks’ balance sheet items from the 6 commercial bank, over a 4 year period from 2011 to 2014. We found support for the proposition that Interest income and forex transaction enhance growth of commercial banks. While default rate on loan affects growth of commercial banks negatively. Consistent with previous results, Loan default rate is influenced by interest rate volatility that will significantly influence growth of commercial banks (Goldstein & Turner, 1996). In line with sentiments of Goldstein and Turner (1996) increase default rate on loans will result to increase in non-performing assets in banks and will led to increase in cost of loans charged on the borrowers which lead to loan default and hence affect bank growth negatively.  The study findings also revealed that interest income influences positively commercial banks growth. Since interest rates are highly sensitive to various factors beyond our resistor, including monetary policies and domestic and international economic and political conditions. As with any bank, changes in market interest rates will affect the interest rates charge on interest-earning assets differently than the interest rates paid on interest-bearing liabilities. Finally, forex transaction volume on growth of commercial banks, it is concluded that Forex transaction volume positively affect growth of commercial banks as it is widely believed that changes in exchange rates have important implications for financial decision-making, profitability and growth of firms. At the macro level it is evidence that the creation of such currency unions results in a dramatic increase in forex exchange volume (Frankel & Rose, 2002).  5.1 Limitations The primary purpose of the study was to explore the relationship between loan default rate, interest income level and forex traction volume on growth of commercial banks listed in Nairobi securities exchange, Kenya. It is important to appreciate the study limitations. First, we cannot attribute commercial bank growth on the three studied variables (loan default rate, interest income level and forex traction volume), since there might be other factors that contribute to commercial bank growth.  Secondly, the study utilized a smaller sample size and therefore future research to consider using different sectors and larger samples may provide additional insights and add to the understanding of issues explored in this study. Finally, the study focused on a single industry, although this is one way of controlling for industry effects, the results may not be representative of other sectors and so we need to interpret the results with caution. Finally it may also be fascinating to examine the establish the antecedents of interest rate volatility and effect of interest rate volatility on growth of commercial banks so as to establish the indirect effect on performance of commercial banks.  Reference  Alessandri, P. and B. Nelson (2014). Simple banking: profitability and the yield curve, Journal of Money, Credit 
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