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ABSTRACT

Today, it has become increasingly unfavorable fampganies to tie themselves to the
traditionally used methods of production. Due te thighly dynamic and competitive
environment, companies have been compelled to ve mnovative in order to survive.
This study sought to establish the effect of intioves management on the growth of
microfinance banks in Kenya. The researcher sotghinderstand the concepts and
context of study by critically evaluations previostidies to understand the research
gaps. The study was prompted by the fact that fn@aonce banks were on the rise in
Kenya. Literature was review was done on the kesasrof the study which were
innovations management and growth of microfinaneekb in Kenya. Moreover, a
review of previous empirical studies was conducted the interactions of the two
concepts in an attempt be better understand théaeship between the two variables.
After critical analysis of previous studies, theeaarcher identified a number of research
gaps that needed further investigation. The immdcihnnovation management on the
growth of microfinance banks in Kenya had not belearly established. It was this gap
that the study endeavored to fill. The study usechgry data that was gathered though
use of self-administered structured questions. Ratkected was sufficient enough to
warranty conclusions about the study. The respoatsewas high enough at 90% and all
guestions in the questionnaires were filled welheTdata was analyzed with the
assistance ofStatistical Package for Social Sciences softwarm@ @resented through
tables and figures. Regression analysis was als® do establish the relationship
between the variables of the study. Interpretatiwsase made on the results of the study
and revealed that the microfinance banks were asomgly innovative overtime.
Evidence from primary data also revealed that therafinance banks had achieved
significant growth in the past five years as meaduhrough branch network, number of
staff, average client deposits and level of asset®ng other parameters. Finally,

recommendations and conclusions were made as svellggestions for further studies.
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CHAPTER ONE: INTRODUCTION

1.1 Background of Study

Innovation has been described as the engine tbaelsr the business to the extent that
firms that do not embrace innovations are stagniaribday’s markets, there is absolutely
no room for organizations that cannot continualhyvision, conceptualize and bring
innovations that are highly valued by the custoniBtgde, 2010). The environment and
markets today are highly dynamic. For instanceew entrant shows up in the market
and doesn’t play by the rules. In such cases,doimes more difficult to even innovate
incrementally calling for radical innovations inetimarket. Proper management of
innovations results in improved profit margins ease; Customer satisfaction; improved
market share, market development, economies ofe seald eventually improved
competitive advantage. In organizations that keamhprace innovations management,
there employee participation and achievement ratogrwhich consequently results in
employee motivation. Motivated employees serve arusts better, especially in the
service sector. Innovation is about improving oigation and consequently developing
growth. Drucker (1988) views innovation as a debibe effort which is focused in
archiving change in an organization’s economic awmiad potential. He also argues that
there are a number of ways in which growth can osogh as shorter lead times, better
service quality and cost reduction, lower oppotiumosts, and increased turnover in

profit-focused organizations.

Scholars like Schumpeter (1942), Thomas (2007),A9rein (1991) propounded theories
and models in an attempt to explain innovationstaed impact on growth. Some of the
theories that have made significant contributiomghis subject include Schumpeter’s
theory of innovation; theory of creative destruntisesource based view and also the
planned behavior theory. Schumpeter argues in heory that innovation and
technological progress of any given economy coramfthe entrepreneurs. He used the
creative destruction theory to describe a situatwbiere through continuous product and
process innovation mechanisms, outdated unitsepiaaged by new production. Ajzen

(1991) in the theory of planned behaviors holdg tha behavior of an individual is



influenced by their behavioral intentions. Anothery contribution was resource-based
view in whereby organizations can effectively use tesources at their disposal to create

innovations.

The significance of microfinance institutions (MFl& reaching the majority of the

population has gained acceptance in Kenya overtimehe recent past, banks were
perceived as meant for the high economic statusithdls. However, over the past two
decades, Kenya’s microfinance sector has increiéseetwork to reach micro and small
scale entrepreneurs. There has been heightenectibwgpinnovations in the MFI sector
resulting in some of these MFIs been banks (MbogAskika, 2011). Moreover, there
have been close links between MFIs and entrepreteagtivity in the country. This

relationship has been encouraged by the governamang other partners in an effort to
address the number one challenge of entreprenpurst{enya, access to finance. For
instance, government funds in support of startupseibeen channeled through MFIs.
There have also been partnerships with various Iencarvice providers. There is an
urgent need for MFIs to foster entrepreneurshippvigdie opportunities, improve

employment and improve living standards among ta.p

1.1.1 Innovations Management

Innovations can be defined as the transformatioprotesses that eventually result in
new offerings both to the internal and externalt@orers of an organization. Lumpkin

and Dess (1996), believe that innovation can bene@fas “the tendency of a firm to

engage in and support new ideas, novelty, expetatien and creative processes that
may result in new products or technological proegssSchumpeter (1949) also defined
innovation as seen through new markets, new predumetw sources of raw materials,
methods of production which are new, or even thihongw ways of organization or

structures. Previous research has shown that neas itbr product have emerged and
process innovations in the SMEs to entrepreneueht{inaki, 1991). Consequently,

innovations lead to emergence of new ventures dsas/growth of existing companies.

According to Luecke and Katz (2003) innovation ngeraent results in the introduction
of new methods or things. It is the process of rgamtainnovations, or ideas in the

organizations through the stages of the innovatiae. This cycle involves the stages in
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which ideas are changed into market offerings. hcess involves gathering ideas,
find resources required, validating the ideas,iggtihe necessary patents, designing and
developing the product , marketing of the produntt generally commercialization of the
innovation. In a nutshell, innovation managementthe economic exploitation and
implementation of brand new discoveries and idéasavolves fostering innovation
culture in organizations and to promote the develamt of business opportunities and
new ideas. For innovative firms, innovations mamaget is included as part of the
business strategy (Turrell; Lindow 2003). Deloit#905) also observed that innovation
management involves the internal processes, org@mal structure, and the
management techniques. According to Kroy (1995powations management also
involves determining the optimal product innovationx. These include incremental

innovations, technological substitution, radicalomations and market innovations.

1.1.2 Business Growth

Business growth in financial terms is the increasebusiness revenues or sales.
According to the Gudda (2003), business growthlmeeen as the process of improving
some significant measure of an enterprise's sucltessn be achieved either by boosting
the core business or revenue of the business wathtey product sales or service income
or by increasing the bottom line or profitability the operation by minimizing costs. It
can be measured through jobs created; return a@siment; branch network and market
share (Ahmed 2005). Two main growth models weresliged to elaborate the stages of
growth of firms. These models include the evolutigntheory of small firm growth
which emphasizes firm history, adaptability, andtpentry learning as main influencers
of growth. The other is the entrepreneurial theoinbusiness growth cycle where the

stages of growth are seen as sequential but opénigp

Many scholars and researchers viewed growth asutpit of innovation. Most authors
agree that innovations involve the introductiomefv things which eventually result in
improved performance. For instance, according teines (1980), innovation is the as
departure from the old organization practices. Wil$1996) also added that innovation
involves changes or improvements in fundamentésta$the organization. According to

him, innovation involves change but it is not nesaeyg. Damanpour and Evan (1984) also
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defined innovation in organizations as the impletagon of internally or externally
borrowed ideas which result into a process or aywebwhich is considered new to the
organization. According to Penrose (1959) enteegrisomprise of resources which are
internal or external, the resources help enterpriseachieve competitive advantages.
Companies can increase their size continuouslyirbitimg the growth enterprise. The
growth of an enterprise can be determined by tleevir at which the experienced

managerial staff are able to design and implentenirtnovative strategies.

1.1.3 Microfinance Banks in Kenya

Robinson (2001), microfinance refers to all typddfinancial intermediation services

which including savings, credit funds transfer, amthittance of pension among others
which are offered to enterprises in both the ruadl urban areas. Employees in the
public and private sectors and those who are saeffi@yed are also included. They
provide services to both the formal and informaktse Microfinance has been defined as
“the attempt to improve accessibility to the smad#iposits and loans for poor the

households which are neglected by banks.”

According to Schreiner and Colombet (2001), the Reyformance Indicators (KPIs) of
microfinance institutions were clearly elaboratgdkereta (2007) using a diagrammatic
presentation named the microfinance triangle. Kemeferred to this as the critical
microfinance triangle. In this, he argues thatghecess of microfinance can be measured
through the impact it has on the society, the extemvhich its services are accessible by
the low-income earners, and the financial sustaitabrhe impact, in this case, can be
measured at three main levels namely; individuakllecommunity level, and the
regional level. However, it should be noted thaFIMperformance assessment is
multifaceted and cannot, therefore, be studiedatation. The products of microfinance
can be categorized into three broad categories Igaméro credit; micro savings; and
other financial and non-financial services. Undarding the client is a critical success
factor in MFIs. Their products are essentially daed to target the low-income clients

who have limited access to conventional banking.

In Kenya, the activities of MFIs are present in @stnevery county. These financial

institutions have identified the large market cosgm of the medium and low-income
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earners that have been untapped. Kenya is commdsgdarger informal sector which
presents a bigger opportunity for MFIs. Accordioghe Central Bank of Kenya (CBK)
(2016), there are fourteen licensed microfinanatitutions in Kenya which are deposit
taking. However, there are a number of other nqrede: taking MFIs. The government
of Kenya through CBK (2015) has devoted to contuslpexpand this sector in line with
vision 2016.

1.2 Research Problem

Innovations in the financial sector have been ifiedtas of key importance in spurring
the growth of microfinance institutions. According Mohanty and Panda (2007),
financial innovation is geared towards the intrddurc of new products and financial
intermediation which is an imperative factor in trewth of microfinance institutions. In
proposing this view, Chege (2008) adds that mineofce institutions generate marginal
revenues from new products. Surprisingly, a stugiWlugo (2012) indicated that more
than 50% of the Kenyan population is either bankwigh the informal sector or
unbanked. This is a great opportunity for microfioa institutions which will need to
design a different kind of products to target timarket. Undoubtedly, the capability to
present successful innovations in the market wél key detriment for upcoming
businesses. Today, the market is highly dynamicadterized by rapidly changing
market needs, globalization and new technologiesultiag in hostile moves by
organizations in attempt to stand and beat conpetiBhide, 2010). This is more visible
in liberal markets where players have no limit¢hte extent in which they could control
the market dynamics. In free market economies, th@ystrongest players succeed in the
market while weak players are suppressed by thavardble competition. This has
become a great concern especially for the thirdkweapitalistic economies where
indigenous productivity has been significantly aféel competition from developed

economies.

However, this position has been debated by a numbecholars. Research has shown
that innovation can be risky and failure can beoamcome of product innovations

(Cooper, 2001). West and Farr (1989) argued theflisrof innovation can vary and may



not accrue at all. Other scholars argued thatioglship can be U-shaped, with low and

high levels of innovation resulting in the highpstformance (Cooper & Brentani, 1991).

Previously, MFIs in Kenya have faced many challengwwing down their growth.
However, through innovations, these firms have kad#a to achieve considerable levels
of growth. For instance, four MFIs have becomeyfuigistered banks namely Family
Bank, Equity Bank, Jamii Bora Bank K-Rep Bank ahd while others are seen to be
struggling to penetrate the market. However, thiapse of major banks like Imperial
bank, Dubai bank and Chase bank has caused unrést financial industry. Currently,
MFIs have captured the attention of banks and atiahile banking service providers as
they have proven to be a viable business with apetitive edge. MFIs have grown
immensely in the recent past since they targetnta@rity of the population. Current
statistics indicate that in every five Kenyans, am@ member of a MFI or a SACCO.
Microfinance banks must innovate and go beyondntieo loans to make sector more
profitable and sustainable (Imady & Seibel, 2003).

Studies have been conducted to establish the molenmvations in the growth of
microfinance institution, there is no sufficientidence of similar studies in Kenya. For
instance, Imady and Seibel (2003) studies microfieanstitutions in Syria. In analyzing
the factors of growth of microfinance, studies dameé<enya have not considered the
impact of innovations. An example is Chege (200Bpwanalyzed a case of the common
strategies applied by Equity Bank, which did nantify the trend of MFI's innovation
over time. Moreover, these studies have been dasées of a few firms rather than a
survey to give a more comprehensive descriptiothisf relationship. Regardless of the
contributions of previous researchers, there iksastireat need for a more comprehensive
study to explain the role of innovations in micnafnce growth. This study is necessary
to determine what kinds of innovations have beerdus these institutions and what

level of growth has resulted from these innovations

1.3 Objective of the study
The general objective of this study is to deterntlreeeffect of innovations in the growth

of microfinance banks located in Nairobi.



1.4 Value of the study

Findings of the study contribute to existing innbwa theories and more specifically
innovations in the growth of Micro Finance Instituts. The study findings will also add
to the existing theory of financial innovation tberelation between financial innovation
and growth.

This will be a reference point for scholars andufatresearchers. Its findings shall be
used by other researchers on scholars in undemstaadd describing other phenomena
in the area of innovation and financial sector. $hely shall also suggest further studies
that in this area those researchers can condectitance the body of knowledge.

The recommendations and conclusions of the studlyheip managers to understand
importance of innovations in achieving growth. Tdtady will be very informative for
management teams especially in MFIs and will hélent in strategy and decision
making. It will provide answers to some of the tdradjes that face this institutions from
day to day.

To the regulators, it will assist the governmentieate favorable policies and contusive
environment to encourage innovation at differemele (LIanto & Fukui, 2003). Through
this study, policy makers will appreciate and ustherd the relevance of innovations in
transforming societies and the economy as a whdle.information will also guide their

choice of policies.

Moreover, the findings of this study will help potml and existing and potential
customers the efficiency and convenience that comvél microfinance banks.
Innovations enables organizations win the trust aondfidence in the market. By
providing evidence to support this statement, thei be more confidence in the

industry.



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter reviews both the theoretical framewaakd empirical studies that been
conducted around the major concepts of this stuayhe theoretical framework, this
chapter discusses Schumpeter’s Theory of Createégtruttion and Ajzens theory of
planned behavior which lay a fundamental backgraumthe role of innovations. On the
other hand, in the empirical framework, althougimeoof these studies may have been
conducted in a different context or using slightifferent concepts, this chapter shall
review majority of previous studies in the fieldinhovations in microfinance to enable

clearly understand the research gaps.

2.2 Theoretical Foundations of the Study

The concept of innovations has been describedrdiftly by different theorists. One of

the earliest proponents of innovations was Schueng@934) who used the concept of
innovation to explain entrepreneurship. Lumpkin @weks (1996) define innovation as
“the tendency of a firm to engage in and suppow itkeas, novelty, experimentation and
creative processes that may result in new prodsetsjces or technological processes”
Moreover, innovation has been defined as the tanydtward technological leadership

resulting in a rigorous and frequent product innmra(Covin & Slevin, 1991).

This study shall adopt two main theories namelyhuBtpeter's Theory of Creative
destruction and Ajzens theory of planned behaBchumpeter’s views innovations as
interruptions in the market that result in new pratd, markets, sources of raw materials,
methods and markets. On the other hand, theorylafinpd behavior holds that
innovative and entrepreneurial behaviors are inibeel by a number of factors as

discussed below.

2.2.1 Schumpeter’s Theory of Creative destruction

The study of entrepreneurship owes a lot to theksvof Joseph Schumpeter. As such, he
has been referred to as the “Prophet of innovatid@’propounded the earliest theories of

entrepreneurship. This theory was coined by Schtan&942). In this theory, creative
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destruction was a term used to describe the canisiproduct and process innovation
mechanisms by which outdated units are replaceddwy production. He argued that
competition was a major determinant of creativerdeson. Other factors linked to this
included both microeconomic and macroeconomic fadim the firm. In his first theory,
he argues that innovation and technological pregoésany given economy come from
the entrepreneurs. According to Schumpeter, ihteepreneurs and not bureaucrats who
make things happen in nations. He further arguedl ldrger and established firms are
more likely to be innovative since they have thpacdty to widely invest in research and

development (Thomas, 2007)

In this theory, Schumpeter highlighted innovatios the dominant determinant of
economic revolution. His view was that economiewvoh&e around innovation,

entrepreneurial activities, and market power. Hethr sought to confirm that

innovation-oriented companies could realize betésults than the invisible hand and
price competition. According to him, technologicanovation eventually creates
temporary monopolies, allowing abnormal profitsttvauld soon be competed away by
rivals and imitators. However, these temporary npaties provided the incentive
necessary for firms to be more innovative (Carr@006). The theory is therefore
criticized as been more applicable only in devetbpapitalistic economies. Similarly, it
is more suited to large-scale production and ighoigk taking and organizing as key

elements of entrepreneurs.

Schumpeter sees an entrepreneur as one who se@ferta or revolutionize the pattern
of production by exploiting an innovation. Howev&chumpeter viewed innovation
along with knowledge as the main catalysts of ssgfcé entrepreneurship. He believed
that creativity became more necessary if an erdgregur was to accumulate a lot of
profits in a heavily competitive market. He assighs role of an innovator to an
entrepreneur. He further distinguishes innovatifnasn inventors who create a new
product in that innovators utilize inventions angcdveries in order to make new

combinations.



2.2.2 Theory of Planned Behavior

Key proponents of this theory include Ajzen (19%9)o argues that an individual's
behavior is greatly influenced by their behaviomlentions. These intentions are
determined by three main factors namely; perceilveldavioral control, attitude of an
individual towards the subjective norm and behavildre behavioral intention, in this
case, refers to the individual's motivation to eyggan certain behaviors while the
subjective norm is the extent of others belief. @ii@ude towards the behavior refers to
degree of the negative or positive behavior ofrege Theory of planned behavior,

predicts an individual’s intention in engaging grtain behaviors.

This theory has made a great contribution in defjrthe concept of innovation. Many
researchers have found it extremely resourcefueiscribing entrepreneurial behaviors
that are likely to result in innovations. Ajzen 88); Hartwick & Barki (1994) and Lee &
Kozar (2005) agree that behavioral intentions adeamhen individuals perceive to own
more confidence and resources. This, therefore,liempthat medium and large

enterprises are likely to be more entrepreneunah ISMES.

Ajzen (1991) also refers to this theory as the thed planned action. According to him,

our intentions determine our behavior; this behavsoexhibited in terms of actions

taken. To increase innovations in organizatiomagahanism for influencing individual’s

intentions should be put in place. This is becaunsentions result in innovations. For
instance, when people intent to achieve some obgs;tthey would tend to figure out

the most convenient means of achieving those abgsct Positive intentions can be
achieved through motivation, recognition of achreeats, talents, and abilities among
stakeholders.

2.3 Types of Innovations

Innovations can broadly be viewed in terms of thganizational configuration, market
offering and customer experience. More specificadignfiguration involves the profit
model in place, the organizational structures ace) networks and production processes.
Market offering basically describes the producteséfl to the market in terms of its

performance and quality. Finally, customer expermeran be measure through the
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quality of services, distribution and marketing mhels, branding and customer

engagement.

Organizations can use radical or incremental intioma. Radical innovation is mainly
about major changes or shifts that could complegange the organization and
eventually altering the market leading to the ngr¢at wave (Christensen, 1997,
Utterback, 1996). It comes with a major investnfenthe firm hence higher risk. On the
other hand, incremental innovations are low-risk lleturn improvements in product
features and processes. Moreover, innovations ealdssified as disruptive if they are
triggered by scientific discoveries or new techgads. Disruptive innovations can
appear in the niche markets and take time to shmir potential in the dominating
mainstream markets (Christensen, 1997). Innovattamsbe grouped into a number of
categories to distinguish them. Johne (1999) caimg innovations as mainly: product

innovation, process innovation, and market inn@ratis discussed below.

2.3.1 Product Innovations

A product innovation involves making an improvementhe existing products in terms
of its features and quality. This involves actedtilike product design, new product
development and research and development. Eachhesfe t activities represents a
particular degree of change to products. Wheelwragid Clark (1992), argue that the
degree of change can include Incremental improvésnemext-generation products,
additions to product families, and new core proslu@ver time, many organizations
have admitted that organizational development ady be achieved through improved
product offering. According to Cooper (1998), protdevelopment achieved through
several stages namely: Idea generation, prelimimamgstigation, detailed investigation,
development, testing and validation and market dauand full production. Product
development process involve the cycle from the dgveent of ideas through research
and development to feasibility studies, productingsand commercialization (Clark
1992).

According Kleinschmidt and Cooper’'s [(1998), newogucts can be categorized

depending on the extent of newness. They distihgdidetween ‘high moderate’ and

‘low innovativeness. Highly innovative products gm®ducts that are new to the world
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and to the firm lines; they are also new to thekatrnnovative products consist of less
innovative new lines to the firm and new produdaisthie existing product line. Low
innovative products include modifications, costugttbns, and repositioning on already

existing products.

2.3.2 Process Innovation

In simple terms, product innovation can be defirmesdthe shift or improvement in
production and delivery methods resulting in vadalelition. Davenport (1998) defines a
process as a set of interrelated tasks and aesividesigned to transform inputs into
outputs. In the 1970s and 1980s, process innovati@re revolutionized. The Japanese
industry brought competitiveness in the productd cars and electronics. For instance,
the adoption of the Toyota production system anidekasignificantly improved the
production of Toyota Company making it the largesttor company in the world.
Process innovations are characterized by the oreafivalue through the transformation
of input to output. Due to the complexity of inntieas, processes innovations take a
relatively long period of time (Billing, 2003).

The most commonly used examples of process inmatinclude: total quality
management (TQM), just-in-time (JIT), supply chamanagement (SCM), lean
manufacturing, and enterprise resource planning®jERT improves efficiency in large
production by ensuring that inventory is availajigt as when it's needed. TQM entails
eliminating defects in the organization to ensunalidy and continuous improvements.
Lean productions aim at improving efficiency byn@hating all forms of waste. SCM
involves building and maintaining relationships twitsuppliers to ensure high
responsiveness, shorter lead times and reducedtoryecosts. ERP is a software-based
tool that integrates the information within the angzation making it easily accessible to
the user, making decision making quicker and makiegsier to identify bottlenecks and

waste.

2.3.3 Market Innovation

Product and process innovation seem to be the dmstinant types of innovations
(Johne, 1999), marketing is critical in commercialg the output. Market innovation

involves improving the marketing mix to ensure tthet targeted market is well served. It
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involves identifying new markets and finding newywao serve the existing markets.
Tidd et al. (2005) highlights that technology and markets aymadhic. Therefore
understanding the trends could make a firm inngeatMarket innovation strategies
involve improvement on the marketing mix througlegarct promotion, pricing models
and distribution. It also involves decisions likeanket targeting, segmentation and
channels of distribution (Johne, 1999).

According to Cooper (1983), Yoon & Lilien (1985) carCalantone et al. (1993),
investment in market research is usually considaredccess factor. Inadequate market
research is considered as the main factor of &ilBome of the well-known pitfalls are
over-estimated forecasts of demand and wrong #@osl of engineers desires into
customer’s needs. Firms should adequately underdtesn market and competition and

consequently introduce new ways of gaining competédvantages.

2.4 Innovation Management Strategies

Innovations can be defined as transformation otgsees that eventually result in new
offerings both to the internal and external custen@$ an organization. One of the most
significant strategies involves choosing the typ@&novation to embrace. According to
Lumpkin and Dess (1996) they define innovationtae tendency of a firm to engage in
and support new ideas, novelty, experimentationcaedtive processes that may result in
new products or technological processes”. Schumg2g9) also defined innovation as
seen through new products, new markets, and nehoaebf production, new sources of
raw materials or even through new ways of orgaimmabr structures. Previous research
has shown that the emergence of new ideas for pt@hd process innovations in SMEs
to entrepreneur (Lehtimaki, 1991). Consequentlgpuations lead to emergence of new
ventures as well as growth of existing companieanyauthors (Tidd et al., 2005) view
innovation as a key factor for a company to sunamd grow on the long run. However,
the success of these innovations large dependsoantlie innovations are managed.
Pratali (2003) observe that managing innovationsgusded by the objectives of
competitiveness which involve improving product kifyeand improving the company's

overall technological quality.
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There is a wide spectrum of innovation strategiéghvfirms may follow depending on
their resources, organizational culture, capaéditiand aspirations. SWOT analysis
technique has been found to be a useful to in iamow strategy. However, the four
main strategies have been identified by RobinsahGmang (2002); Tidd et al., (2005);
Trot (2005) as; leader strategy, fast follower tefyg, cost minimization strategy and
market segmentation strategy. Leader strategyrs@uct innovation strategy that is also
referred to as offensive strategy and involves ¢aurg products before competition
(Trot, 2005). It requires intensive research asl et marketing. It involves strong
corporate commitment to creativity and risk takikgst follower or defensive strategy is
suitable for firms that are very agile in desigrd atevelopment and marketing. This
strategy can be used in product and market innmv&tiThe cost minimizer or imitative
strategy is a process innovation strategy that tesgsology that is borrowed from other
and doesn't intent to take the risk associated wiithovation and research and
development (Trot, 2005). Market segmentation gististrategies target niche markets

with an intention to serve them best.

2.5 Growth of Microfinance Institutions

Business growth occurs through several stages wganelrvival, Growth, Success,
expansion and Maturity (Scott & Bruce, 1987). Thevval stage is highly informal with
the major focus on getting new customers. The majatlenge here is accessing niche
markets and establishing a competitive advantagehé growth stage, business has
gained some traction in the market and it has dymiowith a predictable sales cycle. In
the success stage, the business has achieved sosiderable success (Scott & Bruce,
1987). However, there are challenges of that néedse ironed out. In the expansion
stage, the firm is certain about most aspectsso€atre business and begins to explore
new opportunities for expansion. However, as tlgaoization expands, its systems and
structures get more complex (Scott, 1971).

When a firm has matured, poor planning and higrettagty the business has become
stable and predictable; multiple large revenueastie are in place; Margins begin to
become a problem as more competitors enter theetpdake and start lowering prices,

and acquisitions become a way of life for drivingpwth (Kathure, 2005). However,
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according to Kibas (1995) and King (1996) MFIs dat grow as they would be expected,
they remain in their original size categories. Resle has been done and it has shown
that 50% and 60% modern MFIs in Latin America arglaAgrow from low to medium
income (Kibas, 1995). According to Gudda (2003)ké&eves that only few enterprises
can grow naturally from micro to small and medidrhe situation was worst in Rwanda
at 10.75% and 20.7% in Botswana.

While growth is the main goal of any organizatidrcomes with a number of challenges.
Decisions on how to progress a business it takestrategic plan and a solid
understanding of how businesses grow. Based oletlet at which growth occurs, there
can be four types of growth which are internal bass organic business growth, strategic
business growth, and partnerghgrger/acquisition and usually grows (Mohanty et al
2007). Organic business growth is the traditiomal enost basic form of growth where
organizations expand by increasing products andesfma business. In this, firms expand
by opening more business needs to suit the demahgdenetrate the market. Although it
improves new business, it involves higher risk amdertainty. Secondly, when firms
have exhausted most of their opportunities for miggrowth, strategic growth begins to
take shape (Mohanty et al., 2007).This form of bess growth involves focusing on the
long term growth objectives. There is gradual giowt sales as funds are invested in
creating future sustainability. The third form afdiness growth is through partnerships,
joint ventures, mergers and acquisitions. Theselertae organizations to bring together
their unique strengths and opportunities for maekgtansion. The last but most complex
form of business growth is through internal bussngowth. In this, rather than looking
outward to production, this business growth strateges current resources and
determines how they can be used better. It ainmm@ioving internal processes without

significant use of resources. This could be throusg of technologies and innovations.

According to Jackelen and Rhyhe (1991) microfinamees an intervention that could
lessen poverty, sustain itself and realize prafttshe same time. Empowerment for the
low income earners occurs by providing materialitedgo them and improving their
sense of dignity (Otero, 1999). The microfinance péayed a big part in eradicating

poverty, promoting education, improving health antgpowering women (Otero, 2003).
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2.6 Innovations Management and Business Growth

Innovations management is a major driving force doganizational and economic.
According to Calantone et al, (1195), innovatioreggib from a vision of excellence
which is broken to tasks and communicated to prapeovation teams. Flexibility in
coordination, configuration and leadership respalhtsi is necessary in the innovation
process. The innovation vision should be guidedthyy CEO encouraging people’s
participation towards great performance. Innovaioam organizations are manifested
through product, process, market and organizatistnatture improvements that result in
improved efficiencies and customer benefits. Rdgasdof the capital contribution of all
these types of innovations, Utterback and Abernafh975) recognized product
innovations as more significant in ensuring custobenefits. Innovations management

is therefore key to competitive advantage esp@dialhighly turbulent environments.

In a critical review of previous studies, variowntibutions have been highlighted and
information gaps have been identified as discussddw. Meyer (2002) conducted a
study in 2002 to investigate the relationship beveutreach and financial sustainability
of the organization. His study revealed that as fincreases its client base, it enjoys
economies of scale which consequently results duged costs of production and
eventually improved sustainability. His study sautghresolve the debate as introduced
by Kereta (2007) in the critical microfinance trigga However, contrary views were
raised by Hulme and Mosley (1996) who argued theateiased outreach increases the

transactional costs making the operations unsusiben

Overtime, innovations have been linked to significamprovements in business
efficiency. For instance, an analysis of profii@éncy of banks in Saudi Arabia between
1987 and 2007 was conducted (Nader, 2011). Thiystvealed that improved access to
banking services through Automated Teller Machi(®$Ms) and a branch network
coupled with phone banking had a positive impacgpmiit efficiency. However, it is still
in question as to whether success innovations mmoercial banks would yield the same
level of profit efficiency in MFIs. A related studyas conducted by Agboola (2006) on
Information and Communication Technology (ICT) ianking operations in Nigeria.
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This study looked at ICT both in terms of naturel aegree of adoption of innovative
technologies; a degree of utilization of the idiedi technologies; and the impact of the
adoption of ICT devices on banks. This study rex@dhat technology was the main
driving force of market leaders in the banking istiy. In this study 36 out of the 89
banks in Nigeria were sampled as at December D&% was gathered from employees,
customers and Head of Systems Units of each ofsthgects. Some of the major
innovations he highlighted were; use of ATMs, Hlenic Funds Transfer (EFT), smart
cards, electronic home and office banking and telap banking. He observed that ICT
oriented companies were perceived as well develapédefficient due to faster, secure,
convenient and accurate services. Similar obsensatwere made by Shirley &
Sushanta (2006) and Berger (2003) who found tha@enditures were likely to; reduce
payroll expenses, increase market share, and sereaenue and profit.

In Kenya, a related study was conducted by GakndeNgumi (2013) on the influence
that innovations have in the financial sector. HBbady used data collected from 320
employees across 20 banks in Kenya. It revealet ititmovations have a moderate
influence on the profitability of commercial banksKkenya. Some of the key innovations
observed in this study were; mobile banking, inéérbanking and agency banking
introduced in the recent past. Another similar gtuwgs conducted by Odhiambo (2008)
at Standard Chartered Bank on innovation strategefindings were that with increased
globalization the financial institutions need topiove their ways of conducting their
business in order to attract and maintain custonidrsse innovations need focus on all
aspects of business. Another study on innovatiom$ fnancial performance was
conducted in Kenya by Mwangi (2013). He observeat thnovation had a significant
influence on income, return on assets, profitabdind customer deposits. Mobile phones

were identified as a stronger moderating facton théernet banking.
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2.7 Conceptual Framework

Innovations can be broadly grouped into four catego This study shall seek to

understand the contribution of each of these caiegito the growth of microfinance. As

such, the categories will become the independenthas of the study while the

performance of the MFIs will be the dependent \@eas illustrated below.

Figure 2.1: Conceptual Framework
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

The methods of study are outlined in this chapthickv includes the research design,
sampling, target population, test of reliabilitydavalidity, data collection procedures and
data analysis.

3.2 Research Design

This study adopted Cooper and Schindler’s (200fiphitien who view a research design
as the plan and structure of inquiry that is foraed to obtain a solution to a problem
through providing answers to research questionsachieve optimal results of the study,
a descriptive research design was adopted in dgfisdme major concepts of this study
and consequently set the grounds for further caysahalysis. According to Saunders,
Lewis and Thornhill (2003), use of multiple desigmproves the validity of a study.

3.3 Target Population

According to Mugenda and Mugenda (2003), a targpufation is viewed as a universal
set of the study of all members of a real or hyptitlal set of people, events or objects to
which an investigator wishes to generalize the Iltesihe population of this study
composed all the Microfinance banks in Nairobi éua fully licensed (CBK, 2016). This
population was deemed suitable as it was compokédrs that had survived through
the challenging environment through innovationsiréda was the area of study since all
these microfinance banks in the study were baséthirobi. This study was therefore a
census since all the elements of the populatiore vetndied. A census increases the
validity of data due to the heterogeneity of theudation under study (Zikmund, 2003;
Cooper & Schindler, 2010).

3.4 Data Collection

Both qualitative and quantitative data was gathémettiis study. More focus was put on

data relating to the variables and using the pat@mddentified in the conceptual

framework. At least two structured questionnairegrev administered to each

microfinance bank, one to the financial manageramather to the strategic or operations
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manager. As such, data was collected from thirgpeadents. This questionnaire had
three main sections namely; basic company infolnainnovation management section
and MFI performance and growth section. These resiires were then administered
to individuals in management. According to Coopeat &chindler (2010), questionnaires
are easy to administer and are not bias sinceeg@ondents views are not influenced by
the researcher’s opinions unlike a face to faceruw. A Likert scale was widely used
guided by a review of the available literature Bit989; Kantis et al, 2002, Lumpkin &
Dess 1986). Due to a large number of respondemtdvied, researcher assistants were

used to enable the researcher to meet the pr@astraints involved.

3.5 Data Reliability and Validity

Reliability in this study was viewed as the extemtwhich the measuring instrument(s)
provide consistent results (Kothari, 2004). To eeshe reliability of the questionnaire to
used, a pilot study involving five respondents waaducted and found highly reliable.
On the other hand validity indicated the level thista the proposed instruments
measured what they purported to measure (Koth@@i4R To ensure validity, both the
research moderator and supervisor examined theumshts that were used for this

study.

3.7 Data analysis

Data was collected was thoroughly cleaned up tmiedite the cases of insufficiently
field questionnaires. A code book was then develdpeenable entry of the data into
statistical software for analysis. Data was theterenl intoStatistical Package for the
Social Sciences for a more objective analysis. Tihdings were then represented
through figures and tables. Data on innovations agament was majorly represented

through figures to show the growth or increasenmowvations over the past five years.

Moreover, measures of central tendency were inctudnean, mode and median were
widely used to analyze the growth of microfinan@ks overtime. This data was then
presented through graphs to show the growth orirdedabver the past five years.

Interpretations were then made based on the trebsisrved and empirical relationships

were derived from the observations.
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Regression analysis will be used where the regmessoefficient will represent the
strength of the relationship between the independanables and dependent variable.
Other tests that will be done to complement regrassclude correlation analysis,
coefficient of correlation (R) which measures theersgth and direction of a linear
relationship between variables, coefficient of deiaation (R-squared) which gives the
proportion of the variance of one variable thgtrsdictable from the other variables, and
analysis of variance (ANOVA) which is a model toabmze the differences between
group means and their associated procedures withb@ed out to analyze the effect of
working capital management on firm‘s financial penhiance. Test of significance will
carried out for all variables using t-test at a 9&el of significance. To examine the

relationship among these variables, Pearson ctomeleoefficients will be calculated.

The model below will be used to show the extentvtoch the independent variables

influence changes in the dependent variable (Y-@r@md development of MFIs).

The following model will be used;

Y = Bo + P1 X1 + P2 X2 + B3 Xat+ Bg X4+ ¢

Whereby:Y = Growth and development of Microfinance banks;
X1, X2, X3, and X are subsets of innovation management namely;
X1- Product innovation,

X2~ Process innovations,

X3- Marketing innovation and

X4- Organizational innovation)

Bo. Constant

B1, B2, B3, Ps= Regression model coefficients.

e¢= Error Term.
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CHAPTER FOUR: DATA ANALYSIS, PRESENTATION AND
INTERPRENTATION

4.1 Introduction

The chapter presents the output of data analysiefyrting of the findings of the study
and the interpretation in relation to the effecirafovations management on the growth
of microfinance banks in Kenya. Data was carefathalyzed through the stages of data
cleaning, data coding and data entry. Data was ¢méered into Statistical Package for
the Social Sciences (SPSS) for actual analysis.det@ was then presented by use of
tables and figures as discussed in this chaptezgrd?sion analysis was also done to
establish the relationship the dependent and inkp# variables of the study

4.2 Response Rate

The response rate was sufficiently high at 90.9%er&h30 out of 33 administered
guestionnaires were adequately filled, indicatinigigh response rate. Moreover all the
guestions were answered correctly which consequemtlant that the data was highly
reliable. The study aimed at collecting data alibateffect of innovations management
on the growth of microfinance banks in Nairobi. eTiesearcher considered the response
rate good enough to provide valid and reliable tsions about the objectives of the
study. In terms of job capacity of respondents, tmasrked in the capacities of credit
officers (20%), operations managers (40%), margetianagers (10%), finance officers

(20%) and customer relations officers (10%) as shiowtable 4.1 and figure 4.2 below.

Table 4.1: Job Capacity of respondents

Job Capacity Frequency | Percent | Valid Percent Cumulative Percent
Operations manager 12 40 40 40
Customer manger 3 10 10 50
Finance manager 6 20 20 70
Credit officer 6 20 20 90
Marketing manager 3 10 10 100
Total 30 100 100
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Figure 4.2: Job Capacity of respondents
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Table 4.2: Age of microfinance banks

Valid Cumulative
Year Frequency | Percent| Percent| Percent
2006 3 10 10 10
2009 3 10 10 20
2010 9 30 30 50
2011 3 10 10 60
2012 6 20 20 80
2015 3 10 10 90
2016 3 10 10 100
Total 30 100 100

Source: Primary Data

As shown in table 4.2, most of the microfinanceksawere licensed in 2010 (30%).
Evidence from field data shows that a majority led firms were licensed in less than 6

years ago (80%).
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4.3 Innovations Management

4.3.1 Innovations Management Team

The study sought to measure the extent of the comeni of the microfinance banks in
innovations by inquiring the level of staff parpation in innovation. As shown in figure
4.3, most of the respondents (60%) said that agg than 20% of the employees were
involved in innovations managemettis indicated minimal participation of employees
in innovations. 30% of the respondents said thatd®680% of their employees were
involved in operations management. However, sommesfihad a very high level of staff
participation in innovations management where 1G%he respondents said that more

than 80% of their employees were involved in operatmanagement.

Figure 4.3: Innovations Management Team
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4.3.2 Types of Innovation Management

The study also sought to find out evidence of ddifie types of innovation management
in the microfinance and the level of importance eafch of the innovations to the
organization. The find revealed that all the firamgler study (100%) were committed and

prioritized product innovations. This meant tha¢ thanks were actively involved in
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improving existing products as well as new prodietelopment. imilarly, as shown in
figure 4.4 process innovations were also identified he most important type «
innovation by 80% of the respondents while 20% #aa@d process innovations were vi
import. Evidently, microfinance banks today are enaommitted to this kind ¢
innovations. Similar responses were reported faketang nnovation as shown in figur

4.5showing that marketing and process were given egjtehtion

Figure 4.4 Process Innovations
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Figure 4.5 Market Innovations
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In regard to organizational innovations, althoughvas also important to the firms,
received the least attention. Only 40% of the radpats said that organizatior
innovations were very important while 60 said thiaese innovations were mc

important as shown in figure <

Figure 4.6: Market Innovations

Organizational innovation

Source: Primary Data

4.3.4 Investment in Research and Developme

Based on the literature reviewed, the researcherdoesearch and development as
to success ofnnovations. The researcher therefore sought totifgethe level of
resourcesnicrofinance banks in Kenya  dedicated to research and development.
results of the study as table 4.3 indicated thdb &0 the organizations invested up
20% of theirresources in innovations. Moreover, 30% of micrafice banks investe
between 21 and 40% of the resources in innovatimasagement while 10% of the firr
dedicated a majority of the assets -80%) of their resources to innovations. T
indicated that rajority of the microfinance banks today acknowledge importance c

dedicating resources to innovatic
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Table 4.3: Investment in Research and Development

Percentage of Valid Cumulative
Assets Frequency Percent | Percent | Percent

0-20% 18| 0-20% 60 60
21-40% 9| 21-40% 30 90
61-80 % 3| 61-80 % 10 100
Total 30 100 100

Source: Primary Data

4.4 Product Innovations

4.4.1 New Products

To measure innovations, the study sought to findlo&i number of the new products that
banks had introduced in the past five years. Algflosome of them were younger than 5
years, findings as shown in figure 4.7 revealed thajority of the organizations (60%)

had introduced more than 9 new products while 20% @ firms introduced between 3

and 5 new products in the past five years. A sigaitt 10% of the microfinance banks
introduced between 6 and 8 new products while @086 had introduced less than two
products. However, companies that introduced fgweducts were relatively new. The
results here showed that the microfinance bankse wery innovative in through

introducing new products.

Figure 4.7: New Products
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4.4.2 Improvements on Existing Products

Similarly, the study also measure product innovegithrough improvements on existing
products. Results presented in figure 4.8 repotteat a majority (50%) of the
microfinance banks in Kenya had continuously impiwn their existing products. This
was followed by 30% of the microfinance banks whalicated that they had
continuously improved of 6 to 8 of their produ@8% of the respondents said that they
had only improved on less than 5 of the producty tiffered to the market. These results
showed that the organizations were very innovéteeause they improved on almost all

the products they offered.

Figure 4.8: Improvements on Existing Products
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4.4.3 Investment in New Product Development (NPD)

Moreover, the researcher measured product innowatihrough funds investment/
dedicated to NPD. As shown in table 4.4 resultsicetdd that a majority of the
microfinance banks invested up to 10% of their @sg®@ NPD while 30% invested
between 11 and 20% of their assets in developimgpreducts. 20% of the microfinance
banks invested between 21 and 50% of the compa®stsam introducing new products.
Evident, microfinance banks had put aside a corside budget to introduce new

products. This showed that they were adequatelymatied to innovations through NPD.
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Table 4.4: Investment in New Product Development (RD)

Percentage of

Assets Frequency| Percent| Cumulative Percent
0-10% 15 50 50
11-20% 9 30 80
21 -30% 3 10 90
41-50 % 3 10 100
Total 30 100

Source: Primary Data

4.4.4 Patents, Trademarks and Copyright Acquired

The research sought to find out if the microfinabemks had any form of intellectual

properties that could yield competitive advantagesshown in figure 4.9, majority of

the microfinance banks have not clearly protectedtrof their intellectual properties. A

larger percentage of 40% had only less than twall@dtual properties while 30% of the
institutions only acquired between 3 and 5 propsrivith the past five years. 20% had
acquired between 6 and 8 intellectual propertieslewbnly 10% of the banks had

acquires more than five in the past five yearshéligh the patents were not many,
almost every firm under study had made effortsctguae intellectual properties showing

a positive orientation toward innovation.

Figure 4.9: Patents, Trademarks and Copyright Acquied

50% -

40% -

30% -

20% -

% of respondents

[any

o

X
1

0% -

3to5 6to 8 Over 9

Source: Primary Data

29



4.5 Process Innovations

4.5.1 New Technology Procedures

In measuring process innovations, the study soughfind out the new process

technologies that have been adapted by the mienod® banks. Results as shown in table
4.5, on average, more than 92% of microfinance $amére current using Electronic

money transfer, Mobile internet banking, CCTV silfaace, Enterprise resource

planning and Agency Banking. More specifically, #ie microfinance banks (100%)

were using Mobile internet banking and CCTV sutaeite. Similarly, 90% of the banks

were using both agency banking and electronic mamaysfer. Enterprise resource

planning scored lowest but at a high percentag808b. This clearly indicated that

microfinance banks had highly adopted these nelntdogy procedures.

Table 4.5: New Technology Procedures

Percent of

Technology N Cases

Electronic money transfer 27 90.00%
Mobile internet banking 30 100.00%
CCTV surveillance 3( 100.00%
Enterprise resource planning P4 80.00%
Agency Banking 21 90.00%
Total 138 460.00%

Source: Primary Data

4.5.2 Access to Mobile Banking
Data was also gathered about the level of custorabls to access mobile banking
services. Results as shown in figure 4.10 as itelichy 50% of the respondents revealed
that 61 to 80% of their clients were using mobiking services. According to 30% of
the respondents, more than 80% of their clientdentmly 20% of the respondents said
that only 41 to 60% of their clients could accessbite banking services. Evidently, a
majority of the clients to microfinance banks weable to access mobile banking
implying a higher level of flexibility and innovain.
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Figure 4.10: Access to Mobile Banking
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4.5.3 Investment in Information, Communication andTechnology

The study also asked the percentage of resourcanitrefinance banks were willing or
already investing in ICT projects. Results as shawtable 4.6 indicated that 60% of the
respondent firms invested up to 20% of their fumdkCT development while 30% of the
respondents invested 21 to 40% in ICT. A small @etage of 10% dedicated between 41
to 60% of their resources to ICT. These were omgiuns that were probably in the
phase of automating their processes. Generallysetheesponded indicated high
commitment to ICT development. From literature eswi ICT was identified as one of
the key dimensions of innovations in the bankindustry. It can therefore be inferred

that the microfinance banks in Kenya were very vative.

Table 4.6: Investment in Information, Communicationand Technology

Percentage of

Assets Frequency | Percent Cumulative Percent
0-20% 18 60 60
21-40% 9 30 90
41-60 % 3 10 100
Total 30 100

Source: Primary Data
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4.5.4 Queue Management Systems

Recognizing queues as one of the major challermesustomer in operations, the study
sought to find out queue management technologiesl g/ banks to address this
challenge. The results of the study were as reptedein table 4.7 revealed that all

microfinance banks in Kenya (100%) used televisibannels keep clients engage as
they queue for services while 90% of the banks usading materials like magazines,
periodicals and newspapers to manage waiting limesdvance methods of managing
gueues, half of the banks used electronic quewstgess while only 40% provided free

Wi-Fi network in their customer service points. @merage, 70% of the microfinance

banks in Kenya had a system of managing waitingsliresulting in improved service

guality and customer satisfaction.

Table 4.7: Queue Management Systems

Queue management Percent of
technique N Cases
Electronic queuing system 15 50.00%
Television channels 30 100.00%
Reading materials 27 90.00%
Free wireless Network 12 40.00%

Total 84 280.00%

Source: Primary Data

4.6 Marketing Innovations

4.6.1 Marketing Segmentation

In regards to marketing the study targeting the stiudy sought to find out the number
market segment target over years. The resultsedindings were as showed in table 4.8

and figure 4.11
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Table 4.8: Marketing Segmentation

Market Percentage
Year segments increase
2011 9
2012 18 100
2013 23 28
2014 27 17
2015 44 63

Source: Primary Data

The percentage of markets targeted overtime has lmeeeasing over the years. For
instance, between 2011 and 2012, markets targetechitrofinance banks increased
from by 100% from 9 to 18%. Between 2012 and 2ah8re was 28% increase in
markets from 18 markets targeted in 2012 to 230it32 From 2013 to 2014, the markets
targeted increased by 17% from 23 to 27 marketsréltvas a significantly high increase
in markets target between 2014 and 2015 of 63% evimarkets increased from 27 to 44

as seen in table 4.8

Figure 4.11: Marketing Segmentation
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4.6.2 Investment in Corporate Social ResponsibilityCSR)

Recognizing the importance of social marketingetation to CSR as discussed in the
literature review, the researcher sought to finttba percentage of resources dedicated
by organizations to CSR programs. As shown in tdl® 70% of the respondents said
that their organization committed up to 20% of tressets to CSR programs. Moreover,
20% of the microfinance banks focused 21 to 40%hefr resources to CSR while a
small percentage of 10% invested 61 to 80% of tlweids in CSR programs. Institutions
that invested high in CSR were probably targetipgcgl groups like women, youth and
people with disabilities. However the organizatis@®med to be innovative enough to
create good relations with the community which tessilted in indirect but faster growth

of the firms.

Table 4.9: Investment in Corporate Social Responsility (CSR)

Percentage of Cumulative

Assets Frequency Percentage Percentage

0-20% 21 70 70
21-40% 6 20 90
61-80 % 3 10 100
Total 30 100

Source: Primary Data

4.6.4 Investment in Marketing Programs

The study also sought to establish the level ofisumvested by microfinance banks on
marketing programs. The findings of the study wase@eported in figure 4.12. As shown
in figure 4.12, half of the banks said that theyested up to 20% of their resources in
marketing programs. A significant percentage of 4id#icated that they spend 21 to
40% of their resources in marketing while 10% ingdsbetween 61 and 80% of their
resources in marketing programs. Organizations the¢sted heavily in marketing

programs were relatively new in the market anchigyto penetrate the market.
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Figure 4.12 Investment in Marketing Programs
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4.7 Organizational Innovations

4.7.1 Performance of Supplier

Following from the literature review, suppliers ygal a key role in ensuring tl
efficiency and effectiveness of operation of thecnaiinance banks. As such t
researcher sought to understand the performandkeobanks’ suppliers. In regard
competitiveness, 60% of the respondents said th@petitiveness of the supplier w
key to the success of their operations while 40% idiedtiit as the most importa

supplier dimension of to theiperations as show in figure 4.13

Figure 4.13 Competitiveness Supplier
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Source: Primary Data
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According to 70% of te respondents and as shown in figure Asisbplier reliability wa:
the most important dimension of suppliers as ib a@ffected supply of services by t
microfinance banks. 30% of the respondents also &t supply reliability was vel

important in @erations

Figure 4.14 Reliability of suppliers

Reliability

Very important
30%

Source: Primary Data

Figure 4.15 Innovativeness of supplier
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Source: Primary Data

As presented in figure 4., 60% of the respondents said that sup innovativeness was
the most important dimension of suppliers as ib @ffected the innovativeness of 1
microfinance banks. 40% of the respondents alsb thait supplier innovativeness w

very important in operatior
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Figure 4.16: Responsiveness of the supplier
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In regard to responsiveness of the supplier andhasvn in figure 4.16, 60% of the
respondents said that supplier responsiveness waserya important dimension of
suppliers as it also affected the ability of mianahce banks to respond to changing
demand. 20% of the respondents also said that isuppsponsiveness was very
important in operation while an equal percentag@¥ said that responsiveness was

moderately important.

Figure 4.17: Efficiency of suppliers
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Efficiency of suppliers was also identified as erperative dimension by respondent as
show in figure 4.17, 50% of the respondents saat supplier efficiency was a very
important dimension of suppliers as it also affdctiee costs of services microfinance
banks. 30% of the respondents also said that sipgliiciency was very important in

improving operations while 20% said that efficiewegs moderately important.

4.7.2 Form of Business Ownership

Realizing the importance of ownership in decisiomking processes and change
management, the researcher sought to find out Ih@set micro finance banks were
owned. Results revealed that all microfinance bankikenya (100%) are corporations

and declare financial performance to the public.

4.7.3 Major Partnerships with other Organizations

As in the background of this study, one of the mapethods of innovations is through
partnerships, acquisitions and mergers. The stoelsetsought to under the number and
frequency of partnerships microfinance banks hatered into with other major
organizations. As presented in table 4.10, 60%®inicrofinance banks had entered into
contractual arrangements with between 3 and 5 aitwpanies while 10% had entered
into partnerships with less than 2 other compartiesvever 30% of the respondents said
that they had entered into partnerships with mbes t6 other companies as shown in
table 4.10.

Table 4.10: Major Partnerships with other Organizatons

Cumulative
Number of partnerships | Frequency| Percentage Percentage
0-2 3 10 10
3to5 18 60 70
6to8 3 10 80
Over 9 6 20 100
Total 30 100

Source: Primary Data
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4.7.4 Organizational Structure Decisions

4.8 Growth of Microfinance Banks

Having established that the microfinance bank&émya were increasing becoming
innovative, the researcher sought find out whether organizations were achieving
growth overtime and see if there was any relatignbbtween innovations management
and level of growth. Growth was measured througtumber of parameters as shown
below.

4.8.1 Number of Savings Accounts

The researcher sought to establish the numbervafigsaaccount held by each of the
microfinance banks in Kenya as well as observergal over the years. Results were as

reported in table 4.11 and figure 4.18

Table 4.11: Number of Savings Accounts

Percentage
Years Average savings Growth | Cumulative growth
2012 109757 0
2013 232358 112 112
2014 216611 -7 105
2015 395667 83 188
2016 483244 22 210

Source: Primary Data

Evidently, the average number of savings accoumts lbeen increasing overtime.
Although a 7% decrease was observed between 2@13044, generally there have been
positive changes. The number of savings accountiseinndustry seems to have growth
by 310% in the past 5 years. Considering that smmeofinance banks in the study were

relatively new in the market, the percentage wdadanuch higher.
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Figure 4.18: Number of Savings Accounts
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4.8.2 Number of Branches

As shown in table 4.12, the average number of brasdave continuously increased
overtime with the biggest increments been obsebatdeen 2012 and 2015. The number
of branches has increased by 222% over the lastyiars. This is a good indicator of

rapid growth of the microfinance banks.

Table 4.12: Number of Branches

Average number of Percentage Cumulative
Years | Branches Growth growth
2012 4 0
2013 6.25 56 56
2014 9.13 46 102
2015 10 10 112
2016 11 10 122

Source: Primary Data
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4.8.3 Number of Staff
Table 4.13: Number of Staff

Percentage Cumulative
Years | Average number of staff | Growth growth
2012 79 100
2013 122 54 154
2014 160 31 186
2015 180 13 198
2016 193 7 205

Source: Primary Data

The number of staff in these organizations has heereasing in decreasing rate
overtime. The highest increase in average numberalbaerved between 2012 and 2013
when most of these banks were licensed by the aldméink of Kenya. On average, the

number of staff has grown by 205% in the past frears as shown in table 4.13 and
figure 4.19.

Figure 4.19: Number of Staff
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4.8.4 Growth in Assets

The study sought to find out how the assets ofleeofinance banks had increased

overtime. The findings of the research were asgntesl in table 4.14

Table 4. 14: Total Number of Assets

Years | Average Assets Percentage Growth Cumulative growth
2012 321762500 0
2013 504087500 56.7 56.7
2014 507975000 0.8 57.4
2015 605081111 19.1 76.6
2016 766990000 26.8 103.3

Source: Primary Data

Evidently there had been significant growth in thamber of assets owned by
microfinance banks in the past five years. A tredoers increase in assets of 56.7% was
witnessed in the period between 2012 and 2013 whest microfinance banks were
licensed by the central bank and favorable polisiese passed by the government. Over
the past five years, the assets of the microfindrvasgks have increased by more than
103.3% as shown in the table.

4.9 Regression Analysis

The primary objective of this study was to estdbttse relationships between innovations
management and growth of microfinance banks in KenyPSS was used to analyze the
data collected and Regression analysis was doestablish the strength and direction of
the relationship of the variables of concern. Theerall average on growth of
microfinance banks in Kenya was used as the depéndeiable while the independent
variables were the four types of innovations mansge. The Coefficient of
determination (B was used to show how well the data fit in the elott was also used
to illustrate the degree of growth of microfinarzanks. A regression analysis was done
and the output of the analysis was as tabulatemibel
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Dependent Variable Growth of Microfinance banks in Kenya

Independent variables:Product innovations, Process innovations, margetin

innovations and Organizational innovations.

Table 4.15: Summary of regression model

R R? Adjusted R* | Std. Error | Change Statisticy
Model of the
Estimate
R Square F
change Change dfl df2 Sig. F Change
1 737 |.405 450 48973 | .40 48.255 5 339 .000

Source: Primary Data

As seen through R2 = 0.543 and p<.001), the moded uwwas statistically

significant. Adjusted Rvalue was 0.543 and this illustrated a positiVatienship

between the independent and dependent variablesmbadel accounted for 54%

of the variances in the dependent variable. Inrotnerds, management of the

different types of innovations contributed to 54%ittee growth of microfinance

banks in Kenya.

43



Table 4.16: Regression Coefficients

Model Unstandardized | Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta

1 (Constant) 430 .281 2.021 | .050
Product Innovations 0.205 [0.55 0.780 3.372 0.001
Process innovations 0.483 [0.59 0.350 6.102 0.000
Marketing 0.120 [0.51 0.119 2.434 0.025
innovations
Organizational 0.460 |0.55 0.109 2.087 0.040
innovations

Y (Growth of SMESs) =0.430+0.205(Product innovatip#8.483(Process
Innovations) + 0.120 (Marketing innovations) +0.460ganizational

innovations) + €
Y=0.430 +0.205X +0.483% + 0.120X% +0.460%; + €

4.10 Discussion of Research Findings

As shown in the regression model above, the firglofgthe study are to a greater extent
consistent with previous studies and theories. iRstance, Schumpeter (1942) in his
creative destruction theory states that firms s«ervn the competitive environment by
being continuously innovative. From the findingsgardless of stiff competition from
established banks, microfinance banks have sunawedsurpassed competition through
innovation. Similarly, Schumpeter highlighted ination as the dominant determinant of
economic revolution. Evidently, findings indicatéht the microfinance had growth by

more than 200% in the past five years indicatingnemic growth. According to Ajzen
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(21991) in his theory of planned behavior medium kmde enterprises are more likely to
be more entrepreneurial than SMEs. The findingthisf study were consistent with his
view in that microfinance banks which fit in thetegory of medium firms were highly

innovative.

Similarly, Johne’s (1999) categorization of thedgmf innovations is clearly seen in the
findings of the study where product innovation, g@ss innovation, organizational and
market innovation were evident in all the organaat studied. However, in contrast
with other previous studied which identified protumovations as the most important
type of innovation, these study found out that psscinnovations were the most
important type of innovations for microfinance bank Kenya due to the nature of the

service.

Moreover, the findings of this study were consist®ith majority of previous empirical
studies. According to studies by Mwangi (2013), fadibo (2008), Agboola (2006),
Gakure and Ngumi (2013) innovation had a significaositive influence on income,
return on assets, profitability and customer ddapoSlimilar results were evident in this
study where innovations by microfinance banks esthlthem to significantly increase
their asses, branch network, employee and numbeegdsits. This study was unique in
that it focused on innovation by breaking it doventhe four types of innovation and
examining the impact of each type of innovatiorgtowth of the firm, something that

was missing in previous studies.
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CHAPTER FIVE: SUMMARY, CONCLUSION AND
RECOMMENDATIONS

5.1 Introduction

This chapter includes the summary of findings, dagion, recommendations, limitation
of the study and suggestions for further studidthogh a number of studies have been
conducted on innovations management and growthrwisf there is insufficiency of
studies focusing on microfinance banks in Kenyaer&fore, the aim of this paper was to
put together all factors from a theoretical persipec empirical and analytical

perspective.

5.2 Summary of Findings and Interpretations

Data collected and analyzed in this research wadeti into seven main sections namely
general information, innovations management, produtvations, process innovations,

marketing innovations, organizational innovations e growth of microfinance banks.

Although not many studies had been done on thevatians and growth of microfinance

banks in Kenya, the findings of this study werdiie with those of previous studies

indicating a positive relationship between innowas management and growth of
microfinance banks in Kenya. In the general infdiorasection, it was noted that most
of the microfinance banks were licensed in 201@4BEvidence from field data showed

that a majority of the firms were licensed in l&s3sn 6 years ago (80%). Moreover, most
of the respondents in the study were operationsagens, credit officers, marketing

managers and customer relation officers.

In the innovations management sections, severareaigsons were reported and found to
be very useful for this study. These organizatibad majority of their staff involved in
innovation management where more than 60% of theleymes were involved.
Moreover, all the types of innovations were mogbamant in these organizations where
product innovations were practiced by 80%, Processovations by 80% and
organizational innovations by 60%. Moreover, 60%h# organizations invested up to

20% of their assets in research and development.
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In regard to product innovations, 60% of the fifnasl introduced over 9 new products in
the past five years while over 50% of the respotedéad continuously improved the

product features overtime. 80% of the firms investp to 20% of their assets in new
product development. Similarly, about 40% of then8 had acquired some form of

intellectual properties. Process innovations wédse avident where more than 80% of
the microfinance banks had Electronic money trandf®bile internet banking, CCTV

surveillance, Enterprise resource planning and Agé&anking services. More than 50%
of the banks invested up to 20% of their assetkCih as well as queue management
systems. Marketing innovations were also obserliealigh increased market segments,
CSR activities and marketing budgets where 50%hefdrganizations invested up to
50% of their assets in marketing. Organizationaoirations were measured through
supplier prequalification criteria and banks ratbdir suppliers above average. These
findings clearly revealed that microfinance banlksl lbeen very innovative in the past

five years.

In measuring the growth of microfinance banks, fthdings showed that the number of
savings accounts had increased by 310% over the fivas years. The number of
branches had also increased by 222% over the ipasydars. Moreover, the number of
employees employed by microfinance banks had isecéy 205% in the same period.
Moreover, findings indicated that over the pasefixears, the assets of the microfinance
banks have increased by more than 103.3% as showreitable. These indicated that

the organization in growth by more than doublertb&es five years ago.

A regression analysis was also done to establigh nthture and strength of the
relationship between innovations management andtgrof microfinance institutions.

An analysis of primary data resulted into the mduedbw.
Y=0.430 +0.205X +0.483% + 0.120X +0.460%, + €

In this model, Y represented the dependent varialiieh in this case was growth of
microfinance banks in Kenya.; XX, X3, and X4represented the types of innovations
management. The study found out that 43% of thevtjr@f microfinance resulted from

factors not related to innovations. However, thedgtempirically established that
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innovations management was responsible for 54%eftowth of microfinance banks.
Otherwise, 20.5% of product innovations directiyiriouted to growth while 48.3% of
process innovations translated to growth. Sumpglgi only 12% of market innovations
resulted in company growth while 46% of organizagiloinnovations were linked to
growth of the institution. Evidently, process andjamizations innovation were very

significant in growth of these firms.

5.3 Conclusions

Today, the markets environment is highly dynamid aampetitive and the participants
are highly hostile and responsive to trends. Sirlyi] customers’ expectations are
increasing day by day prompting organizations toraase their market offerings. To

survive and success in this environment, orgamnatiare encouraged to be market
leaders in pioneering innovations. Customer fosual$o important to achieve success
where organizations should produce products tratasst preferred by the customers.
Innovative organizations tend to have competitislgamtages which give them an edge
over other producers. As seen from the findingshid study, innovation results to

regardless of the harsh environment.

From the finding, it can also be empirically cort#d that microfinance banks in Kenya
have been very innovative in the past five yedrs has been occasioned through the
introduction of new products, improvements in ergtproducts, adoption of new
technologies and improved marketing among othectofs. These innovations have
enabled them build competitive advantages regadiéshe stiff competition from the
already established commercial banks. Similarlygséhinnovations have resulted in
accelerated growth of microfinance banks in Kenyaeen from the findings. It also be
concluded that a majority of the revenues for thrasgofinance banks today comes from

products they did not produce five years ago.

Evidently, the study gathered and analyzed sefficdata on the variables of concern.
Data collected gave strong evident of increasamovations management and increased
growth of microfinance banks over the years. It ttearefore be confidently concluded

that there was a strong relationships between mimmvs management and the growth of
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microfinance institutions to the extent that comparnhat were more innovative achieved

growth much fasters than ones that were not inmaat

5.4 Recommendations

The findings of this study can be significant iartsforming a number of areas. To the
microfinance banks, this study established a stn@hgtionship between microfinance
banks in Kenya and their growth. As such, micrafcebanks are encouraged to adopt
all types of innovations management to as a waydfieving continuous growth.
Innovations relating to ICT, process innovationad groduct innovation are highly
recommended for these institutions as they resuthere accelerated growth. Also it is
recommended for these institutions to expand tbeerations through acquisitions,
mergers and partnerships. Evidently, process agdn@zations innovation were very
significant in growth of these firms. Organizationsuld therefore realize much growth

by focusing on these types of innovations.

Similarly, the findings of this study can also bseful to organizations in different
industries. Evidently, innovations have a positigact on profitability, growth and
expansion. The objective of many organizationisthieve growth and profitability.
Innovations management would therefore be recometeras mean of achieving
organizational success in competitive environmeatmrdless of the industry in which

the firm operates.

To government, this study can be very useful ingydiormulation especially in policies
relating to economic growth, empowerment of spemd group and promoting
entrepreneurship. The MFI sector has be given rateation by the government due the
role it plays in development. The government camdfore use the findings of this study
to create policies that suit both the developmémadividual person and MFIs as well as

improve accessibility of banking services by Kergian

5.5 Limitations of the Study

There are not many earlier studies on the innomatimanagement and growth of
microfinance banks in Kenya and generally acrosgtbbe and this posed a challenge in
getting empirical literature. Similarly, the micihodnce banks are located in Nairobi
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hence the findings could not be generalized toetimé&e country. Moreover, collecting
primary data involved major constraints in thatvés time consuming and costly due to

transport and cost of hiring research assistantels

Due the highly competitive status of the financsa&ctor, some of the respondent’s
hesitated to disclose data resulting in more tiored&ta collection. Moreover, junior staff
had to consult with the management before givingestinancial information which took

more time than expected.

5.6 Suggestions for Further Research

This study only focused on microfinance banks imy& The study may be replicated on
other industries as well as other segments withenfinancial sector like financial banks

and Sacco’s. Similarly, data was collected on nficemce banks that are located in
Nairobi. The study can also be redone using data fsther counties to establish whether

innovations had the same impact on the growthgiftirtions outside Nairobi County.

50



REFERENCES

Agboola A (2006). Information and Communication fieclogy (ICT) in Banking
Operations in Nigeria: An Evaluation of Recent Bxgeces. Retrieved August 12,
2013

Ahmed, R. 2005. Microfinance under the MicroscoRENTERPRISE, Topic 08. SA
Media, University of the Free State. Ref no: 17§80FRC).

Ajzen, 1. (1991). The theory of planned behaviorg&hizational Behavior and Human
Decision Processes, 50 (2), 179-211.

B. R. Scott, Stages of corporate development. Ratinpublished paper, Harvard

Business School (1971).

Berger, A.N. (2003). The Economic Effects of Tedbgaal Progress: Evidence from
the Banking Industry. Journal of Money, Credit, &ahking, 35, (2), 141-176.
Bhide, A. V. (2010). The Judgment defieiaarvard Business Revie®8(9), 44-53.

Calvin, R.J. (2002)Entrepreneurial Managemeniiew York: McGraw-Hill.

Carlton, A., Manndorff, H., Obara, A., Reiter, N.R&yne, E. 2001.Microfinance in
Uganda.Commissioned by the Austrian Ministry ofdtgn Affairs, Department for

Development Cooperation. 17 December 2001. Avaalditkp://www.oecd.org.

Chandy, R. & Narasimhan, O. (2011). How micro-gmte@eurs could change the world.
Business Strategy Review, 22(1), 52-55

Chege, B. K. (2008).Competitive strategies adopted by Equity Bank ladhit
Unpublished MBA project. University of Nairobi

Cooper, D. R., & Schindler, P. S. (200Business Research Methods 0" dgijston:
McGraw-Hill. Saunders, M., Lewis, P., & Thornhili®003)Research Methods for

Business Students (3rd eHparlow: Prentice Hall.

Cooper, R.G., (1988)Vinning at New Products: Accelerating the Procesmfidea to
Launch 2nd ed., Addison-Wesley, Reading, MA.

Covin, J.G. veSlevin, D.P. (1991). “A conceptual dédb of Entrepreneurship as Firm
Behavior,”Entrepreneurship Theory and Practit6(1):7-25.

51



Daley, J. (2001). The Intangible Economy and Alistiaustralian Journal of
Management26(3) Special August Issue.

Damanpour, F. and Evan, W. M. (19&)ganization innovation and performance, the
problem of organizational lagAdministrative Science Quarterly 29: 392-409.

Davenport, T.H., and Prusak, L., (1998), Workingoktedge: How Organizations
Manage What They Knowjarvard Business School Preg&oston, MA.

Drucker, P.F. (1998), Discipline of innovatidfiarvard Business Review6(6), 149-57

Gakure, R. & Ngumi, P. (2013). Do Bank Innovatiohgluence Profitability of
Commercial Banks in Kenya. Prime Journal of So8@énce, 2 (3), 237-248.
Hartwick, J., & Barki, H. (1994).Explaining the eobf use participation in information

system use. Management Science, 40 (4), 440-465.
https://www.centralbank.go.ke/index.php/bank-sugsmm/microfinance-institutions/14-

bank-supervision/83-list-of-licensed-deposit-taking

Imady, O. and Seibel, H. D. (2003).Sandadvicrofinance Innovation InJabal Al- Hoss,
Syria NewsletterRetrieved from http://www.ruralfinance.org/detagis/

Johne, A., (1999), Successful market innovatieuropean Journal of Innovatiop 6-10

Kantis, H., Ishda, M. & Komori, M. (2002).Entrepeamrship in Emerging
Economies.The Creation and Development of New Firmkatin America and

East Asia.Tokyo: Inter-American Development Bank

Lee, Y., & Kozar, K. (2005).Investigating factoréfezting the anti-spyware system
adoption. Communications of the ACM, 48 (8), 72-77

Lehtimaki, A. (1991). Management of the InnovatiBrocess in Small Companies in
FinlandIEEE Transactions on Engineering Managem@&ast(2), 120-6.

Levine, A. (1980)Why innovation failsAlbany: State University of New York Press.

Llanto, G. and Fukui, R. (200®)novations in Microfinance in Southeast Asia”
Discussion Paper Series No. 2003-11 Philippinettristfor Development

Luecke, R. and Katz, R. (2003).Managing creativatyd innovation. Boston, MA:
Harvard Business School Press

52



Lumpkin, G. T., & Dess, G. G. (1996). Clarifyingethentrepreneurial orientation
construct and linking it to performancécademy of Management Revié4, (1):
135-172. Management Review, 27(1), 17-40.

Mbogo, M. & Ashika, C. (2011factors Influencing Product Innovation in Micro
Finance Institutions in KenyaA case study of MFIs registered with the assoamatio
of microfinance institutions Unpublished MBA projec at USIU.
http://www.icsb.org/documents/ICSB_web.pdf

McCraw, Thomas K. (2007Prophet of Innovation: Joseph Schumpeter and Creati
Destruction Belknap Press. ISBN 9780674025233.

Mohanty, J. & Panda, D.(2007)Innovation spurs growth.Retrieved from
https://www.highbeam.com/doc/1p3-1383142991.html

Mugenda, O. M & Mugenda, A. G, (200Research, Qualitative and Quantitative
ApproachedNairobi: ACTS Press.

Mugo.G (2012), “The effect of financial innovatimn the growth of micro-finance
institutions in Kenya” University of Nairobi.

Mutua, I.M. (2006). The linkages between MFIs & commercial banks in
KenyaUnpublished MBA project.University of Nairobi.

Nader, A. (2011). The Effect of Banking ExpansionRrofit Efficiency of Saudi Arabia
Commercial Banks, Journal of Global Business arghBmics, 3 (1), 11-23.

Odhiambo, G. (2008). .Innovation Strategies at &sth Chartered Bank.(Unpublished
MBA Project), School of Business, University of .

Otieno, R. O. (2006)Performance of Micro Finance Institutioinpublished MBA
project.University of Nairobi.
Pratali, P., (2003), Strategic management of teldgnmal innovations in the small to

medium enterprisdzuropean Journal of Innovation Managemes(tl), pp. 18-31.

Pricewaterhousecoppers (2012) Howw to drive innovation and business
growth”Leveraging emerging technology for sustainable ¢gmowwC Advisory

Oracle practice 2012

53



Quinn, James B. (1980), Strategies for Change: dabgincrementalism, Richard D.

Irwin Inc

Robinson, M. 2001. The Microfinance Revolution; tausble Finance for the
Poor.Vol.1 Washington.World Bank.

Schumpeter, J. 194€apitalism, Socialism, and Democra¢yew York: Harper & Bros.
Schumpeter, J.A. (1934)’he Theory of Economic Developme@ambridge, Mass.:

Harvard

Scott, M., and R. Bruce (1987), "Five Stages ofv@hoin Small Business," Long Range
Planning 20, 45- 52.

Shirley, J. H. & Sushanta, K. M. (2006). The Impatinformation Technology on the
Banking Industry: Theory and Empirics. Retrievedgast 12, 2013

The Central Bank of Kenya.“Annual Report 2008.” idai: Central Bank of Kenya,
2008. Accessed July 15, 2011.

Tidd, J., Bessant, J., and Pavitt, K., (2008)anaging Innovation: Integrating
Technological, Market and Organizational Chandgd ed., Wiley, Chichester,
UK.

United Nations. (2005)Economic and Social Commission for Asia and theiffeac
Trade Finance Infrastructure Development Handboalkr fEconomies in
Transition,Thailand: United Nations Publications.

Utterback, J. and Abernathy, W. (1975) ‘A Dynamiodél of Process and Product

Innovation’ Omega, 3: 639-656

Wheelwright, S.C., and Clark, K.B., (199&evolutionizing Product Development —
Quantum Leaps in Speed, Efficiency, and Qualihe Free Press, New York, NY.

Wilson, J. Q. (1966). Innovation in organizationstes toward a theory. in Thompson, J.
D. (Ed.).Approaches to organizational desigimiversity of Pittsburgh Press.
Zikmund, W. G. (2003)Business Research Methad@sh Ed.).Mason, Thomson South-

Western.

54



APPENDICES

Appendix 1: Questionnaire

My name is Denis Ndolo Matayo, a Master of Sciefta@repreneurship and Innovations
Management) student at the University of Nairols.part of the requirement for the
award of the degree, | am expected to undertakeearch study dhrhe effect of
innovations management on growth of Microfinancal&ain Nairobi”. | am therefore
seeking your assistance to fill the questionnaila@ched herewith. Kindly complete all

the questions. The results of the study will bedysérely for academic purposes and data
will be treated with confidentiality. Thank you fgour cooperation and assistance.

SECTION A: GENERAL INFORMATION

Name of Microfinance Bank:

Contact Information:

Job title of respondent:

Year founded:

SECTION B: INNOVATIONS MANAGEMENT

1) What percentage of your staff are in the innovaioranagement function/team?

0-20% 21-40 1 -460% 61 - 80¢ 81-100¢

2) On ascale of 1 to 5, how much attention do yoe gveach of the following types of
innovatior? Where 1 is the least important and 5 being mosbant.
1 2 3 4 5

Product innovation
Process innovations
Marketing innovation
Organizational innovation

3) What is the average percentage of investment garel and development over total
Net assets in your organization over the pastyears?

0 - 209 21-40 809 61 - 80% 81-10
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4)

5)

6)

7)

8)

9)

0 -

PRODUCT INNOVATIONS SECTION

How many new products have your introduce in thst pee year?
0-2 3-5 6-8 Over 9

How many of your existing products have you cortiungly improved to suit market
needs in the past five years?

0-2 3-5 6-8 Over

What percentage of your assets is dedicated topnesluct development?

0-109 11 - 20 2094 41 - 509 Over 5

How many patents/ trademarks/ copyrights have youiged in the previous five
year?

0-2 3-5 6- Over

PROCESS INNOVATIONS SECTION

Which of the following new procedures technologies present in your
organization?

Electronic money transfer

Mobile/ Internet Banking

CCTV surveillance

Enterprise resource planning

Agency Banking

Others (SPeCify).....ccov i,

What percentages of your clients have access anthabile banking services?

20% 21-40 1 -460% 61 - 809 81-100¢
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10)What is the average percentage of investment ind@F total Net assets in your
organization over the past five years?

0 - 209 21-40 1 -4609 61 - 809 81-1¢

11)Which of the following queue management systeme lyaw used in the past 5
years?

Electronic queuing system

Television channels

Reading materials

Free Wireless Network

Others (SpecCify).......coeovveiiinnnenn.

MARKETING INNOVATIONS SECTION

12) What total number of markets segments did youetargeach of the following
years?

2011 2012 2015 2015 2015

13)What percentage of your assets have you investedrporate social responsibility?

0-20% 21-40% 1 -460% 61 - 80% g10%

14)On a scale of 1 to 5 with 1 being least importardt & been most important, rate these
dimensions of marketing depending on how importhay are in your organization.

1 2 3 4 5

Promotion and advertising
Markets segmentation
Niche marketing

Pricing decisions

Delivery channels

Product features/ Branding
Marketing teams

15)What percentage of your assets do you spend omtesilvg, promotions and
marketing programs?

0-20% 21-409 41 - 60% 61 - 8( 81-100%
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ORGANIZATIONAL INNOVATIONS SECTION

16)On a scale of 1 to 5, with one being the least awpd and 5 being the highest, how
would you rate your current suppliers in the pagears?

1 2 3 4 5

Competitiveness
Reliability
Innovativeness
Responsiveness
Efficiency

17)What is the form of business ownership of the oizgion?

Sole Proprietorship
Family Business
Partnership
Corporation

Joint Venture

18)How many partnerships or contractual agreementydiagsompany established with
other major organizations/ parties in the past ywars?

0-2 3-5 6-8 Over 9

19)How important do you think the following aspectsooganization structure are
important to determine the success of your instit On a scale of 1 (least
important) to 5 (most important)

Organizational Restructuring

Process reengineering

Rebranding

Working capital management

Partnerships/acquisitions/ mergers
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SECTION 2: GROWTH OF MICROFINANCE BANKS

20)Kindly indicate the figure against each of the eets below showing the
performance across a period of time from when ti@afinance bank started to its

current status.

2012

2013

2014

2015

2016

Number of savings accounts

Number of Branches

Number of staff

Number of active borrowers

Gross Loan Portfolio

Total client Savings

Total Assets

Return on Assets

Financial Expense Ratio

Operating Expense Ratio

Write Off Ratio

Average loan size

THANK YOU FOR YOUR PARTICIPATION
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Appendix 2: List of Microfinance Banks in Kenya
1. Choice Microfinance Bank Limited
Date Licenced:13th May 2015
Branches: 1
2. Faulu Microfinance Bank Ltd
Date Licenced:21st May 2009
Branches: 32

3. Kenya Women Microfinance Bank Ltd
Date Licenced:31st March 2010
Branches: 29

4. SMEP Microfinance Bank Ltd
Date Licensed:14th December 2010
Branches: 7

5. Remu Microfinance Bank Ltd
Date Licensed: 31st December 2010
Branches: 3

6. Rafiki Microfinance Bank Ltd
Date Licensed:14th June 2011
Branches: 17

7. Uwezo Microfinance Bank Ltd
Date Licensed: 08 November 2010
Branches: 2

8. Century Microfinance Bank Ltd
Date Licensed: 17th September 2012
Branches: 1

9. Sumac Microfinance Bank Ltd
Date Licensed: 29th October 2012
Branches: 3

10. U&l Microfinance Bank Ltd
Date Licensed: 8th April 2013
Branches: 2

11.Daraja Microfinance Bank Ltd
Date Licensed: 12th January 2015
Branches: 1
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12. Caritas Microfinance Bank Ltd
Date Licensed: 2nd June 2015
Branches: 1

13. Maisha Microfinance Bank Limited
Date Licensed: 21st May 2016
Branches: 1

61



