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ABSTRACT

This study aimed at establishing the relationship between electronic payment systems and financial
performance of commercial banks in Uganda, with specific focus on Equity Bank, Ndeeba Branch. As a
way of achieving this research purpose three research objectives were formulated and these included; to
establish the relationship between Mobile banking and financial performance at Equity bank, Ndeeba
branch, to assess the relationship between internet banking and financial performance at Equity bank,
Ndeeba branch, to examine the relationship between Electronic cards and financial performance at Equity
bank, Ndeeba branch. The researcher employed a cross sectional research design for the study. A cross
sectional design was adopted because it enabled a researcher to obtain both qualitative and quantitative data
at the same time. The study population was 60, and comprised top Management (10), finance staff members
(35), and (15) field staff members (Equity Bank Ndeeba branch records, 2024) from which 52 respondents
were sampled using Krejcie and Morgan (1970) table for sampling. Both purposive and simple random
sampling techniques were used in this study. Validity and reliability of the questionnaires were established
through expert judgement and pre-testing respectively. Data was analyzed using Special Package for Social

Scientists (SPSS). Frequencies and percentages were used to analyse respondents’ profiles while mean
values and standard deviations. Correlation and multiple regressions were also used to establish the
relationship between the research variables. Pearson’s correlation between mobile banking and financial
performance at Equity bank illustrates that there is a strong positive relationship between the two variables
with r = 0.655. Pearson’s correlation between internet banking and financial performance at Equity bank
illustrates that there is a strong positive relationship between the two variables with (r)= 0.635. Findings of
the study showed the relationship between electronic cards and financial performance at Equity bank shows
that there is a weak relationship between the two variables is (r) = 0.470. The study recommends that Equity
Bank should expand its mobile banking services by adding new features and targeting specific customer
segments while promoting adoption through awareness campaigns and incentives. Equity Bank should focus
on enhancing its internet banking platform with advanced features like personalized dashboards, automated
financial tools, and seamless integration with other digital services.

Key Terms: Electronic payment systems, commercial banks, Mobile banking, internet banking, Electronic cards

1.0 INTRODUCTION

The purpose of this study was to examine the relationship between electronic payment systems and financial
performance of commercial banks in Uganda, with specific focus on Equity Bank, Ndeeba Branch. In
Uganda, Equity Bank Uganda Limited is a significant player in the banking sector. It operates under the
license of the Bank of Uganda, providing banking services to individuals and small and medium-sized
enterprises. Equity Bank Uganda Limited is headquartered in Kampala and was ranked as the fourteenth
largest commercial bank in Uganda as of December 2013, with assets totaling approximately US$146.3
million (UGX: 370 billion) (Equity Bank Annual Report, 2018). The banking sector in Uganda has
undergone significant technological transformations to remain competitive, simplifying processes such as
account opening. Numerous banks have introduced innovative mobile banking products, including Equity
Bank's M Cash and Equi duuka, KCB's Mobi-bank, and Centenary Bank's Cente mobile.

The history of electronic payment systems can be traced back to 1918 when the Federal Reserve Bank in
the United States first utilized telegraph technology to transfer currency. However, it wasn't until 1972 that
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the Automated Clearing House (ACH) was incorporated, making a significant milestone in the widespread
adoption of electronic currency in the United States Concurrently, credit card usage began in 1914 when
various entities began issuing cards for payments. Over decades, credit cards evolved from paper-based
forms to entirely electronic formats, gaining widespread acceptance for various transactions, particularly in
the field of transportation (Mohamad et al., 2019).

In the 1990s, some African countries, including Uganda, started adopting electronic retail payment
procedures. This era marked the beginning of opportunities to enhance transaction security and the overall
efficiency of electronic payment systems (Kassie, 2019). Uganda introduced electronic payment systems in
commercial banks as early as 1997. However, customer adoption has only reached 39%, and there is a
notable gap in research exploring the relationship between electronic payment systems and customer
satisfaction, particularly concerning Automatic Teller Machine, online banking, and mobile banking
services.

Electronic payment systems represent a critical innovation in the financial sector, providing a digital
alternative to traditional cash and check transactions. These systems facilitate various forms of transactions,
including purchases, bill payments, and fund transfers, enhancing convenience and accessibility for users.
Among these methods, Electronic Funds Transfer (EFT) enables the direct movement of funds between
accounts, bypassing the need for physical checks. Automated Teller Machines (ATMs) allow customers to
withdraw cash, make deposits, or conduct account inquiries at any time, providing round-the-clock banking
services. Debit and credit cards offer customers the ability to make payments directly from their bank
accounts or through credit lines, respectively, while electronic wallets (e-wallets) consolidate multiple
payment methods into a single, digital platform for seamless transactions. These innovations not only
streamline the payment process for individuals but also enable businesses to reduce transaction costs and
improve cash flow management through quicker and more secure settlements (Miao & Jayakar, 2019).

The performance of commercial banks is a critical indicator of the financial health and stability of the
broader economy, encompassing various dimensions such as profitability, liquidity, asset quality,
operational efficiency, and customer satisfaction. Key performance metrics include return on assets (ROA),
return on equity (ROE), net interest margin (NIM), and the efficiency ratio, which collectively reflect a
bank's ability to generate income relative to its assets and equity while managing costs effectively
(Athanasoglou, Brissimis, & Delis, 2018). High profitability is often associated with a bank’s ability to
efficiently allocate resources, manage risks, and leverage its customer base to drive revenue growth.
Liquidity, another vital aspect, ensures that the bank can meet its short-term obligations and customer
withdrawals, which is crucial for maintaining trust and stability. Asset quality, measured through indicators
such as non-performing loan (NPL) ratios, reflects the bank's effectiveness in managing credit risk and
minimizing potential losses from defaults (Ali & Puah, 2018).

1.1 Problem Statement

The banking sector in Uganda has experienced significant transformation in recent decades, largely due to
rapid technological advancements and the increasing adoption of electronic payment systems. Commercial
banks have played a key role in modernizing the country’s financial infrastructure, promoting financial
inclusion, and improving the efficiency of transactions (BOU, 2023).

Despite these efforts, challenges in achieving financial performance targets persist. For example, Equity
Bank Ltd aimed for a 40% improvement in financial performance from 2022 in its strategic plan, with

46



specific goals related to return on assets, return on equity, and liquidity (Equity Bank Strategic Plan, 2022).
However, between 2023 and 2024, the bank only realized a 17% improvement, falling short of its objectives
(Equity Bank Internal Audit Report, 2024). In response to these challenges, Ugandan banks have focused
on enhancing electronic payment systems, such as mobile and internet banking, and ATM services, to boost
financial performance (Bank of Uganda Report, 2024).

However, these measures have not delivered the expected outcomes, with active bank accounts stagnating
at 6 million while mobile money accounts have surged to over 21 million (Financial Inclusion Report, 2024).
Therefore, this study examined the impact of electronic payment systems on the financial performance of
commercial banks in Uganda, with a focus on Equity Bank Ndeeba Branch as a case study.

1.2 Purpose of the Study
The general objective of this study was to examine the relationship between electronic payment systems and
financial performance of commercial banks in Uganda, with specific focus on Equity Bank, Ndeeba Branch.

1.3 Study Objectives
(i) To establish the relationship between Mobile banking and financial performance at Equity bank, Ndeeba
branch.

(i1) To assess the relationship between internet banking and financial performance at Equity bank, Ndeeba branch.

(i) To examine the relationship between Electronic cards and financial performance at Equity bank, Ndeeba
branch.

1.4 Research questions
(i) What is the relationship between mobile Banking and financial performance at Equity bank, Ndeeba branch?

(i1) How does internet banking affect financial performance at Equity bank, Ndeeba branch?
(iii) What is the relationship between Electronic cards and financial performance at Equity bank, Ndeeba branch?

2.0 REVIEW OF LITERATURE

The review of literature precedes with the theoretical framework since it covers research theory preferred to
guide contextual application of the study. That’s why such theoretical review was preceded by the
conceptual framework from which the review of related literature was built.

2.1 Theoretical Framework

Analysis of related literature covers all scientific data in the field specified by the authors. Much of this is
usually achieved by reference to previous publications or reviews. This study draws on the Technological
Acceptance and Innovation Diffusion Theory as its theoretical framework.

2.1.1 Technological acceptance Model

It regarded as one of the most commonly model that was linked to the electronic payment system, it includes
Innovation, acceptance and use of new technologies that influences the performance of organisation and
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individuals and customer’s services being easy and fast. For Example, focusing on Technological issues
(Davis 1989) and improving technological acceptance model (TAM). This theory deals with individual
behavioral intentions and how they apply ICT to solve their problems on daily basis. TAM suggests that the
conduct of some bodyis influenced by his intentions to use the information communication technology
and ultimately affect the user's height in terms of perception of the usage of technology and its impact on
the use. On the other hand, the usage will depend on the attitude and flexibility in terms of use.

When using the Theory, the requirements regarding how it is easy to use should be recognized (Pederson, Leif,
Methlie and Thorbjornsen,2020)

2.1.2 Innovation Diffusion Theory

This diffusion of innovation is considered as most widely used model in technological world for
organizational and individual analysis. This theory brings a number of factors that can have impact or affect
diffusion of innovation. The first explains how all technological innovations pass from one level of
invention to the wide spread use or not Rogers (2018) , the innovations will be useful it provides a relative
which is the level in which technological innovations provides some improvements over the existing, in
harmony with the social practices and beliefs among the users, in terms of complexity which is easy to learn,
training opportunity which is ability to provide experiment with innovation before the use, and the level to
which the results of technology are beneficial and clearly visible .these issues do not depend on each other
and therefore it’s not easy to predict the speed or diffusion. Dissemination research has shown that
innovation that offers advantages comparability with the current practices and norms, limited training skills
and the observability are more likely to spread easier and faster than innovations with a set of reciprocity
features Dillon and Morris, (2019)

2.2 Review of related literature
Different papers carried out on electronic payment systems and financial performance of commercial banks.

2.2.1 The Effect of Mobile Banking on the Financial Performance of Banks

Mobile banking has revolutionized the financial sector by enhancing accessibility and convenience for
consumers. According to a study by Masinga and Nkosi (2020), mobile banking has led to increased
transaction volumes and customer engagement, significantly impacting banks' financial performance. The
authors highlight that the adoption of mobile banking platforms has enabled banks to reach previously
underserved populations, thereby expanding their customer base and increasing revenue streams. Mobile
banking's role in driving financial inclusion has proven to be a critical factor in enhancing the profitability
and operational efficiency of banks, as it reduces the reliance on traditional branch networks and operational
Costs.

The impact of mobile banking on operational efficiency and cost reduction is further supported by research
conducted by Li and Zhang (2021). Their study emphasizes that mobile banking services streamline banking
operations by automating routine transactions, thus lowering transaction costs and improving service
delivery. Li and Zhang found that banks with robust mobile banking platforms experience significant
reductions in overhead costs related to branch maintenance and manual processing. The study also notes
that mobile banking contributes to higher customer satisfaction by providing a more convenient and user-
friendly banking experience, which in turn enhances customer loyalty and retention.
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However, challenges related to security and regulatory compliance remain significant concerns for banks
implementing mobile banking solutions. A study by Tetteh and Nkrumah (2022) explores the risks
associated with mobile banking, including fraud and data breaches, which can negatively impact financial
performance if not adequately addressed. Tetteh and Nkrumah argue that while mobile banking offers
substantial benefits, banks must invest in robust security measures and regulatory frameworks to mitigate
potential risks. Their research underscores the importance of balancing innovation with security to ensure
sustainable financial performance and maintain customer trust in the mobile banking ecosystem.

2.2.2 The Impact of Internet Banking on the Financial Performance of Banks

The advent of internet banking has significantly reshaped the banking industry, leading to substantial
improvements in financial performance for many institutions. Research by Batiz-Lazo and Wood (2020)
highlights that online banking facilitates a reduction in operational costs by minimizing the need for physical
branch infrastructure and manual processing. The authors demonstrate that banks with wellimplemented
online banking systems experience increased efficiency and cost savings, which positively impact their
profitability. By leveraging digital channels, banks can streamline their operations, reduce overhead
expenses, and allocate resources more effectively, resulting in improved financial outcomes.

Moreover, internet banking has been shown to enhance customer acquisition and retention, contributing to
banks' financial performance. A study by Gounaris and Dimitriadis (2019) reveals that online banking
platforms offer customers greater convenience and accessibility, which helps banks attract new clients and
retain existing ones. The authors find that banks with robust online banking services see increased customer
engagement and loyalty, leading to higher transaction volumes and revenue. Gounaris and Dimitriadis argue
that the ability to offer 24/7 banking services through digital channels not only meets the evolving needs of
customers but also enhances banks' competitive positioning in the market.

However, the growth of internet banking also brings challenges related to cybersecurity and regulatory
compliance. According to a study by Huang and Zhao (2021), the expansion of online banking services
increases the risk of cyber threats and data breaches, which can negatively affect banks' financial
performance and reputation. Huang and Zhao emphasize that while internet banking provides numerous
benefits, banks must invest in robust security measures and adhere to regulatory standards to protect
customer data and maintain trust. Their research underscores the importance of balancing innovation with
security to ensure that the financial gains from internet banking are not overshadowed by potential risks and
vulnerabilities.

The influence of internet banking on the financial performance of banks also extends to improved customer
service and satisfaction. Research by Gupta and Kaur (2018) underscores that online banking platforms
enhance customer experience by providing faster, more convenient access to banking services. Their study
shows that features such as real-time account monitoring, online bill payments, and instant fund transfers
contribute to higher levels of customer satisfaction. Gupta and Kaur find that banks with effective online
banking services often see increased customer loyalty and reduced churn rates, which translate into stable
and growing revenue streams.

2.2.3 The Effect of Electronic Cards on the Financial Performance of Banks
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The proliferation of electronic debit and credit cards has had a profound impact on the financial performance
of banks by driving increased transaction volumes and revenue. According to a study by Nguyen and Sim
(2019), the widespread adoption of electronic cards has significantly boosted transaction activity and fees
for banks. The authors find that electronic cards facilitate more frequent and higher-value transactions
compared to cash or checks, which enhances banks' fee income from transaction processing and interchange
fees. Nguyen and Sim's research highlights that banks benefiting from high card usage can experience
substantial revenue growth and improved financial performance as a result of these increased transaction
volumes.

In addition to revenue growth, electronic cards contribute to improved customer loyalty and retention.
Research by Jones and Wilson (2020) indicates that banks offering a diverse range of electronic card
products, including rewards and cashback options, can attract and retain customers more effectively. The
authors demonstrate that electronic cards with value-added features enhance customer satisfaction and
encourage repeat usage. Jones and Wilson find that banks leveraging these features see higher customer
engagement and loyalty, leading to more stable and predictable revenue streams. Their study underscores
the role of electronic cards in strengthening customer relationships and contributing positively to banks'
financial performance.

However, the increased reliance on electronic cards also brings challenges related to fraud and security,
which can impact financial performance. A study by Patel and Gupta (2021) explores the risks associated
with electronic card transactions, including data breaches and fraudulent activities. The authors note that
while electronic cards provide numerous benefits, they also expose banks to significant security threats that
can lead to financial losses and reputational damage. Patel and Gupta emphasize the need for banks to invest
in advanced fraud detection technologies and robust security measures to mitigate these risks. Their research
highlights that addressing security challenges is crucial for maintaining the positive financial impact of
electronic cards and ensuring long-term success in the competitive banking industry.

The adoption of electronic debit and credit cards has also been shown to enhance banks' operational
efficiency and cost management. Research by Martinez and Fernandez (2020) highlights that electronic card
transactions streamline payment processes, reducing the need for manual processing and handling of cash.
The authors find that the automation of transaction processing through electronic cards lowers operational
costs associated with traditional payment methods, such as cash handling and check processing. Martinez
and Fernandez’s study suggests that banks can achieve significant cost savings and improved operational
efficiency by leveraging electronic card systems, which positively impacts their overall financial
performance.

3.0 METHODOLOGY
3.1 Research Approach

The researcher employed a cross sectional research design for the study. A cross sectional design was
adopted because it enabled a researcher to obtain both qualitative and quantitative data at the same time. In
addition, it enabled the researcher to make an in-depth study about the impact of electronic payment systems
on the financial performance of commercial banks in Uganda. This is supported by Sekaran (2003) who
recommends that a study which takes days, weeks and months is justified to use a cross sectional study
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design. In the study, both quantitative and qualitative techniques were employed in the data collection
process, analysis, presentation and discussion of findings. Under quantitative techniques, the researcher used
the self-administered questionnaires to collect quantitative data, which were later analysed with the aid of
the Statistical Package for the Social Sciences (SPSS) while an interview guide was used to collect
qualitative data that was analysed using thematic analysis.

3.2 Population of the Study

The study population was 60, and comprised top Management (10), finance staff members (35), and (15)
field staff members (Equity Bank Ndeeba branch records, 2024). The above population was used because it
constituted members involved in electronic payment systems who were in position to provide reliable data
on its effect on financial performance of the bank.

3.3 Determination of Sample Size

The researcher had a total sample selected for the study as 52 respondents using the table for sample
determination (Krejcie& Morgan, 1970). The table for sample determination by Krejcie and Morgan was
used because it satisfies that the general rule relative to acceptable margins of error in educational and social
research which is that of a 5% margin error in determining the sample size (Hashim, 2010). The study
considered 52 who included top management, finance staff and field staff members. The total population
was considered for this study since it was already small and hence sampling further reduced the chances of
getting more respondents.

Table 3.3 Sample Size

Category of respondents Population Sample size Techniques
Top Management 5 5 Purposive
Finance staff 25 20 Purposive
Field staff 30 27 Simple random
Total 60 52

Source: Equity bank Ndeeba branch records (2024)

3.4 Data Collection

Data was collected by conducting a questionnaire survey using of a structured questionnaire. The
questionnaire comprised of close-ended items that provided choice alternatives from which study
participants were requested to tick the best choice that matches their opinion about the problem of
investigation and situation._The researcher also used in-depth interviews to obtain data from bank
Management.

3.5 Data Analysis

Data analysis was completed using descriptive and inferential statistics based on the Scientific Package for
Social Scientists (SPSS), v.23. The descriptive statistical analysis tools used included the frequency and
percentage tables and inferential statistics comprised the Pearson’s correlation coefficient and simple linear
regression analyses. For qualitative data analysis, the researcher organized statements and responses to
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generate useful conclusions and interpretations on the research objectives (Sekaran, 2003). During the study,
thematic analysis was employed thereby identifying all data that related to the already classified patterns
and the identified patterns expounded on.

4.0 FINDINGS/ RESULTS

Findings of the study were also presented and analyzed in a formation consistent with the specific research objectives stated
in section 1.3 above.

4.3.2 Inferential findings on correlation and regression

To establish the relationship between mobile banking and financial performance at Equity bank, the
researcher carried out a correlation and linear regression test. The results are presented in the tables below;
Table 4.3.2: Correlation between mobile banking and financial performance at Equity bank

Financial
Mobile banking performance

Mobile banking Pearson Correlation 1 655"

Sig. (2-tailed) .000

N 45 45
Financial performance Pearson Correlation 655" 1

Sig. (2-tailed) .000

N 45 45
**_Correlation is significant at the 0.01 level (2-tailed).

Source; Primary Data, 2024

Correlation results in table 4.3.2 above show that there is a positive strong significant relationship between
mobile banking and financial performance at Equity bank (r = 0.655, Sig= 0.01). The positive correlation
implies that mobile banking affects financial performance at Equity bank and vice versa. Thus this implies
that mobile banking affects financial performance at Equity bank.

4.4.1 Inferential findings on correlation and regression

To establish the relationship between internet banking and financial performance at Equity bank, the
researcher carried out a correlation and linear regression test. The results are presented in the tables below.
Table 4.4.1: Correlation between internet banking and financial performance at Equity bank

Financial
Internet banking performance
Internet banking Pearson Correlation 1 635"
Sig. (2-tailed) .000
N 45 45
Financial performance Pearson Correlation 635" 1
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Sig. (2-tailed) .000

N 45 45

**_ Correlation is significant at the 0.01 level (2-tailed).

Source; Primary Data, 2024

Results in table 4.4.1 above show the relationship between internet banking and financial performance at
Equity bank. It shows that through bivariate means, the correlation between internet banking and financial
performance at Equity bank is (r) = 0.635. This implies that there is a strong positive relationship between
the two variables since the p-value is 0.000 which is less than 0.05 (p < 0.05). This implies that internet
banking affects financial performance at Equity bank.

4.5.2 Inferential statistics on correlation and regression

To establish the relationship between electronic cards and financial performance at Equity bank, the
researcher carried out a correlation and linear regression test. The results are presented in the tables 4.5.2
Table 4.5.1: Correlation between electronic cards and financial performance at Equity bank

Financial
Electronic cards performance

Electronic cards Pearson Correlation 1 470"

Sig. (2-tailed) .000

N 45 45
Financial performance Pearson Correlation A470™ 1

Sig. (2-tailed) .000

N 45 45
**_Correlation is significant at the 0.01 level (2-tailed).

Source; Primary Data, 2024

Findings of the study in table 4.5.2 above show the relationship between electronic cards (independent
variable) and financial performance at Equity bank (dependent variable). It shows that through bivariate
means, the correlation between electronic cards and financial performance at Equity bank is (r)= 0.470. This
implies that there is a low positive correlational relationship between the two variables since the significant
value is 0.000 which is less than 0.05 (p < 0.05). This therefore implies that electronic cards affect financial
performance at Equity bank.

5.0 DISCUSSION OF FINDINGS

5.2.1 Relationship between mobile banking and financial performance at Equity bank

The findings revealed that there is a strong positive relationship between mobile banking and financial
performance which is r = 0.655. These finding are in agreement with Masinga and Nkosi (2020) who found
that mobile banking has led to increased transaction volumes and customer engagement, significantly
impacting banks' financial performance. The authors highlight that the adoption of mobile banking platforms
has enabled banks to reach previously underserved populations, thereby expanding their customer base and
increasing revenue streams.
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5.2.2 The relationship between internet banking and financial performance at Equity bank

The findings revealed that there is a strong positive relationship between internet banking and financial
performance which is r = 0.635. These finding are in agreement with Batiz-Lazo and Wood (2020) who
highlighted that online banking facilitates a reduction in operational costs by minimizing the need for
physical branch infrastructure and manual processing. The authors demonstrate that banks with
wellimplemented online banking systems experience increased efficiency and cost savings, which positively
impact their profitability.

5.2.3 Relationship between Electronic cards and financial performance at Equity bank, Ndeeba branch
The findings revealed that there is a weak relationship between electronic cards and financial performance
which is r = 0.470. These finding are in agreement with Nguyen and Sim (2019) who found that the
widespread adoption of electronic cards has significantly boosted transaction activity and fees for banks.
The authors find that electronic cards facilitate more frequent and higher-value transactions compared to
cash or checks, which enhances banks' fee income from transaction processing and interchange fees.

6.0 CONCLUSIONS

The study concludes based on the adjusted R Square, that 42.5% of financial performance at Equity bank,
Ndeeba branch is affected by mobile banking, the remaining 57.5% of financial performance at Equity bank,
Ndeeba branch being explained by other factors. This therefore means that there is a relationship between
mobile banking and financial performance at Equity bank, Ndeeba branch.

The study concludes that; internet banking affects financial performance at Equity bank, Ndeeba branch
considering Pearson product-moment correlation coefficient of r = 0.635. The positive value of (r) implies
that, improvement in the internet banking improve on financial performance at Equity bank, Ndeeba branch
and vice versa. Therefore, research objective two was achieved and research question two was answered.

The study concludes that; electronic cards affect financial performance at Equity bank, Ndeeba branch,
considering Pearson product-moment correlation coefficient of r = 0.470. The positive value of (r) implies
that a better electronic card affects financial performance at Equity bank, Ndeeba branch and vice-versa.
Therefore, research objective three was achieved and research question three was answered.
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