SJBIR

ISSN: 2319-1422 Vol 10, Issue 2, March 2021, Impact Factor SJIF 2021 = 7.58

SAARJ Journal on
Banking & Insurance
Research (SJBIR)

(Double Blind Refereed & Peer Reviewed International Journal)

DOI: 10.5958/2319-1422.2021.00012.6

REVENUE DIVERSIFICATION, RISK AND PROFITABILITY OF BANKS:
EVIDENCE FROM ZAMBIA

Dr Kelvin Mukolo Kayombo™

*School of Business, ZCAS University,
Dedan Kimathi Road, Lusaka, Zambia, EAST AFRICA
Email id: kelvin.kayombo@gmail.com

ABSTRACT

The aim of this study was to evaluate the extent to which banks in Zambia were enhancing their
performance as a result of undertaking revenue diversification activities. The study was
quantitative in design. Panel data from 12 of the 18 banks in Zambia were analysed using several
techniques such as the Herfindahl-Hirschman Index to measure income diversification, Z-Score to
measure bank income volatility and the risk adjusted returns on assets to measure profitability.
The study indicated that while some banks failed to enhance their profit performance through on-
interest income diversification, others yielded better profit performance in some years, but not
always. The overarching finding, however, was that non-interest income diversification improves
profitability of banks in Zambia. With regard to bank risk, the study suggests that while some
banks fail to minimize their income volatility through diversification into non-interest income,
others reduce income volatility in some periods, but not always. The overall picture, however, is
that larger banks use diversification to minimize their income volatility better that smaller banks.
Considering the reduction in bank income diversification activities and the consequent decline in
profitability of banks in Zambia, the Bank of Zambia should relax the regulatory regime for banks
to encourage revenue diversification. On the other hand, given that bank income diversification is
not a panacea for improving bank performance, banks should scrutinise whether their business
models support non-bank activities as they make revenue diversification decisions.
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