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ABSTRACT

This main objective of the study is to analyze dldeption of information technology and
competitiveness of commercial banks in Kenya. Tliea@ the main objective the study
established the extent of adoption of informatienhhology by commercial banks in
Kenya, determine whether the extent of adoptionirdbrmation technology by

commercial banks in Kenya is related to bank coitipebtess and determine the
challenges faced in adoption of information tecbgglby commercial banks in Kenya.
The study adopted a descriptive research desigmnpdpulation of study consisted of all
the registered commercial banks in Kenya. Purposeenpling in which chief

Information Communication Technology (ICT) managatihe headquarters of each of
the commercial banks in Kenya was applied in thelyst Data was collected using
guestionnaires and analysis was done using StalisRackage for Social Sciences
(SPSS) for quantitative data while content analysss used for qualitative data.
Descriptive statistics (frequencies, mean and stahdeviations) and multiple regression
models was generated using SPSS and the findings presented using tables and
charts. From the findings, the study found that e@rcial bank’s overall performance
was influenced by information technology adoptionspecifically marketing, credit,

finance, Information Communication Technology dépa&nts, customer relations and
human resource departments. The study revealeddogition Information Technology
enhanced competitiveness as it enabled the bankrdotices had retail-banking,
automated banking and other financial services, aathin customers through
strengthening customer relationships. The studpmeeends that commercial banks
should do a research for developing informatiommetogy and guidance to promote its

positive competitive advantage.
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CHAPTER ONE
INTRODUCTION
1.1 Background of the study

The banking industry is confronted with changesniglplace in the business environment. The
impact of the changing function; the physical nataf money; and the changes in the services
offered have a tremendous impact on the functidsaoking facilities and on the organization of
a bank’s real estate management. Information Tdobgois one leading driving force in
different businesses (Tavares, 2000). It is theeefmportant to research the investments in
technology and their impact in the bank businesth{Sand King, 1994). It is particularly
important to assess how technology is reducindaheur intensive activities, reducing service
and processing cost, increasing service levels, a@ngroving the productivity and

competitiveness of the Kenyan financial sector.

To meet customer needs, keep up with competitarémprove efficiency, new technologies
such as advanced computer operating systems, watléoaal area networks (WAN, LAN), and
the Internet, are becoming significant strateg&aarfor financial institutions. The scope of this

research focuses on information technology and etithgeness of commercial banks in Kenya.

1.1.1 Firm competitiveness

Competitive advantage takes a center stage inubméss strategy of every firm. According to,
Porter (1980), competitive advantage means hawmgdosts, differentiation advantage, or a
successful focus strategy. In addition, Porter @sguhat competitive advantage grows
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fundamentally out of value a firm is able to crefteits buyers that exceeds the firm’s cost of
creating it. Competitive strategies is a two dimenal phenomenon with a supply side- strategic
scope, which looks at the strength or core conmogtef a firm; and a demand side — strategic
strength, which looks at the size and compositibthe market a firm intends to target (Porter,
1980). Johnsort al. (2006), looks at competitive strategies from aimess level perspective
and believe that it is the achievement of compeetiidvantage by a business unit in its particular
market. They advocate for a hybrid strategy whiabvigles a market-facing element to Porter’s

model in the form of price as a new dimension asdambination with differentiation.

Barney (2002) says that a firm experiences competiddvantages when its actions in an
industry or market create economic value and wkendompeting firms are engaging in similar
actions. Barney goes on to tie competitive advantagperformance, arguing that a firm obtains
above-normal performance when it generates gréiader expected value from the resources it

employs.

When a firm earns a higher rate of economic pitbfiin the average rate of economic profit of
other firms competing within the same market, tie fhas a competitive advantage in that
market (Besanko, Dranove, and Shanley, 2000). Enanprofit is the difference between the
profits obtained by investing resources in a paldic activity, and the profits that could have
been obtained by investing the same resource®imtst lucrative alternative activity (Besanko
et al., 2000). Competitive advantage also means eithérattian can produce some service or
product that its customers value than those pratlbbgecompetitors or that it can produce its

service or product at a lower cost than its compesi(Saloner, Shepard and Podolny, 2001).



Sidorwicz (2007) on the other hand sees competstirsegies as more skill-based and involving
strategic thinking, innovation, execution, critidhinking, positioning and the art of warfare.
Combined strategy of an organization involves matgits corporate objectives and its available
resources. In this development of strategy, masager concerned with reconciling the business
the organization is in with the allocation of resms. This allocation process is concerned with
the general purposes of an organization, whethes ipart of the grand plan, the overall

objectives or a ‘strategy’ designed to keep theoization in business.

The competitiveness of firms can greatly be impcoNe¢he chosen strategy is carefully executed
by linking three processes: people, strategy amtation (Hrebiniak, 2005). Should a firm face
difficulty in executing a particular strategy, thiéms advisable for that firm to create an effeeti
structure, enhance its communication, improve nf®rimation sharing, introduce incentives,
control systems, institute adequate policies armmtqmures and employ an effective change

management strategy (Hrebiniak, 2005).

1.1.2 Adoption of information technology

Technology-based self-service has greatly changedmay that service firms and consumers
interact, and are raising a host of research aactipe issues relating to the delivery of e-service
which has become increasingly important not onlydetermining the success or failure of
electronic commerce, but also in providing consunwath a superior experience with respect to
the interactive flow of information (Ombagt al., 2010). Although adoption of IT has been
implemented in many developed countries such asUhiéed States and those in Europe

(Pikkaraineret al.,2004), there is a growing trend in the adoptiolmine banking by banks in
3



developing countries too (Gurau, 2002). Rogers42@fentified five characteristics or attributes
of innovations that affect the rate at which innowas are adopted (and ultimately their usage
patterns): their relative advantage, compatibiliogmplexity, divisibility (trialability), and
communicability (observability). Additional charadstics were later added; perceived risk and

financial and social cost (Zeithaml, 2005).

To assess the adoption scenario of IT applicatiche market, such as internet banking, a lot of
previous studies and research have carried ouvamous frameworks were proposed to identify
the factors or determinants influencing the acasgeof technology in the consumer context
(Lin and Lee, 2005). One of the most common modelsd by researchers in the study of
individual's adoption of technology is Technologgc&ptance Model (TAM) (Davis, 1989).
TAM proposed that both the perceived usefulness @erdeived ease of use can be used to
predict the attitude towards using new technolagyich in turn affects the behavioral intention
to use the actual system directly (Venkatesh eR@D3). Pikkaraineet al. (2004) in their study

of online banking in Finland found that perceivesefulness is one of the most significant
influences on the intention to use online bankimgoag the consumers. Besides perceived
usefulness, perceived ease of use has also badatedlas important determinant in adoption of

lot information technologies, such as intranet (@h&004)

1.1.3 Adoption of Information Technology and Firm competitiveness

Information technology has enhanced competitivemeshe banking industry. IT has enabled
banks to adjust their services to meet the cliesteleeds. IT provides opportunities to track a
customer’s behavior and respond at the right tidusdphet al., 2003). Accessibility has been

extended through introduction of new service deliveethods that allow consumers to do
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business with service firms from the home and effithe potential competitive advantage of the
internet for banks lies in the areas of cost radacand satisfaction of consumer needs (Elliot
and Loebbecke, 2000). According to Schultze (206®)bile technology enables the user to
access information wherever they are assuminggbeis within the cellular broadcast area. The
mobility of the hardware, e.g cellular handsetaypts the user to conduct transactions and/ or
receive information even when the user is engagedniother activity such as traveling or
working, dissemination. Turbagt al., (2008) argued that IT has benefits such as resluati
cost, increasing business opportunities, reduadagl ltime and providing a more personalized

service to the consumers

Information technology has removed repetitive, ticoasuming tasks, reduced human error and
extended access to banking related facilities. feldyy also provides customer information

that it would be much more expensive to provide aoperson-to-person basis. Telephone
banking facilities allow non-cash transactions & darried out, which would have required a
visit to a branch earlier (Dabholkar, 2000). In#rbanking allows customers to perform tasks at
a time and in a place convenient to them. Dabhd&@00) suggests that direct contact with such

technology also gives customers a feeling of greatetrol.

1.1.4 Bankingindustry

Banking can be traced back to the year 1694 wethetitablishment of the bank of England. The
bank was started by a few individuals who were attunoney lenders with an aim of lending
money at interest. Banking in Kenya started in 1846 the National Bank of India opening its
first branch. Standard Chartered Bank opened iigt branches in Mombasa and Nairobi in

January 1911.The Kenya Commercial Bank was eshedglisn 1958 with Grindlays Bank of
5



Britain merging with the National Bank of India. @hCooperative Bank of Kenya was
established in 1965 for the express purpose ofigiry financial services to Co-operative

societies. Three years later, National Bank of KefiyBK) was incorporated (Ojung’a 2005).

The banking industry is facing tremendous changesn the few stable securities that were left
are susceptible to erosion. Aggressive growth egjiat against increasing competition; the
diminishing use of cash; the worldwide trend tovsamglobal banks through mergers and
acquisitions; and the growing importance of infotima technology, confront the banking

industry with huge changes both in real estate fanilities management. While the design of
bank facilities has for centuries focused on expngswealth and magnitude, today even the
banking industry, often regarded as one of the romsservative of industries, is transforming its

buildings into lean, customer oriented faciliti&ym, 1998).

1.1.5 Commercial banksin Kenya

The Kenyan Banking sector has demonstrated a gpbdith over the past few years. The
industry continues to offer significant profit opfumities for the major participants During the
period ended June 30th, 2011, the sector composéd commercial banks, 1 mortgage finance
company, 6 deposit taking microfinance institutiodsredit reference bureaus, 3 representative
offices and 124 foreign exchange bureaus (CentaakBf Kenya, 2012). The Banking Sector
recorded improved performance as indicated byitteedf assets which stood at Ksh. 1.9 trillion,
loans and advances of Ksh. 1.1 trillion, depodit&sh.1.4 trillion and profit before tax of Ksh.
40.8 billion as at 30th June 2011. Equally, the benof bank customer deposit accounts stood

at 12.8 million with a branch network of 1,102, \ehihe bank loan accounts were 2.1 million.



The banking sector aggregate balance sheet gre2é Gypercent from Ksh 1.5 trillion in June
2010 to Ksh 1.9 trillion in June 2011. The majompmnents of the balance sheet were loans and
advances, government securities and placementshwccounted for 55.0 percent, 22.0 percent

and 6.0 percent of total assets respectively (@eBank of Kenya, 2012).

1.2 Research Problem

The adoption of information technology into servigdustries, more so in banking is becoming
a strong trend as service providers are now beirggdi by industry bodies to invest in
technology. Parasuman and Colby (2001) argued ltdmeg lines, limited time for customer
servicing, transaction errors, excessive bureaycsmrurity and network failures have been said
to be the most frequent problems using bankingisesy This highly lower customer’s
perception on the quality of service offered anddeereduces the bank’s profitability and
credibility hence the need for IT. While technologgn save time and money and eliminate
errors, thereby addressing certain issues assdondth changing cultural and social trends, it
can also minimize direct customer interaction angl associated service value to be gained
(Bitner, 2001). It is therefore important for firns evaluate the effectiveness of technologies it

has adopted in enhancing their competitiveness.

A number of studies have been done on informagchriology in the Kenyan banking industry
for instance, Nyambati (2001) carried out a surekinformation technology planning practices
in Kenyan banks, Onduso (2001) did a survey ofcathissues in the use of information
technology among commercial banks in Kenya, Kips&hg(2003) surveyed outsourcing
information technology services by commercial bamkkKenya, Gumbo (2006) investigated

adoption of broadband technology in Kenyan bankiegfor, Gachiri (2007) examined the extent

7



and challenges of application of information andanowunication technology in marketing in
commercial banks in Kenya and Kanini (2008) analyisgplementation of strategic information

systems by commercial banks in Kenya.

The previous studies on information technologyh@ Kenyan have not focused on adoption of
information technology and competitiveness of comua¢ banks in Kenya the Kenyan Banking
industry. This study therefore, seeks to analyze d@boption of information technology and
competitiveness of commercial banks in Kenya. Thalys sought to answer the following
research questions: What is the extent of adopmtiomformation technology in the Kenyan
banking industry: Is the extent of adoption of mmf@tion technology by commercial banks in
Kenya is related to bank competitiveness? What thee challenges faced in adoption of

information technology by commercial banks in Kehya

1.3 Objectives of the study

The objectives of the study are as follows:

I.  To establish the extent of adoption of informatteshnology by commercial banks in

Kenya

ii.  To determine whether the extent of adoption of rim@ation technology by commercial

banks in Kenya is related to bank competitiveness

iii.  To determine the challenges faced in adoption fofration technology by commercial

banks in Kenya
1.4 Value of the study

The findings of the study will be valuable to bamlanagers. Bank managers will use the
information to formulated strategies that will enba adoption of information technology as a

8



tool to enhance competitiveness. Bank mangersusélthe findings of the study as a benchmark
for review and realignment of the present competistrategies in order to solve the current

challenges in the banking industry.

Government of Kenya is a major player in the cogstbanking industry. Through the Central
Bank of Kenya (CBK), the Ministry of Finance anc tNinistry of Trade, Kenyan government
serves a main regulator of the banking industrye Trtiormation resulting from this study will

therefore form a basis for policy formulation wahview to enhancing adoption of information

technology as competitive tool for Kenyan banks.

The study will contribute to the existing body aidwledge on information technologyhe
study findings will therefore serve as a sourceedérence for researchers and academicians in

the fields of information technology and strategianagement.



CHAPTER TWO
LITERATURE REVIEW
2.1 Introduction

This chapter presents review literature. The revieawvers concept of strategy, firm
competitiveness, bases of competitive advantage iafmmation technology and bank

competitiveness. The chapter also presents theepturad framework for the study.

2.2 Concept of Strategy

Strategy is a combination of competitive moves huasiness approaches that managers employ
to satisfy organizational vision and objectives diitpson and Strickland, 2003). Strategy has
also been defined as the direction and scope obripnization over the long term that enables
an organization utilize its resources effectivelithim a changing environment and to fulfill
stakeholder’s expectations (Johnson and Schol@8)2Pearce and Robinson, (2001) noted that
the purpose of strategy is to give directional cteethe organization that allow it to attain its
objectives while responding to the opportunitied #meats in the environment. Strategy results
in future oriented plans interacting with the conipe environment to achieve the company’s

objectives.

Porter (1985) argues that business strategy istailut competition and gaining competitive
advantage over rivals in the market. Competitivategy is the ability of a firm to meet and beat
the performance of its competitor (Porter, 198%)e purpose of competitive strategy therefore is
to establish a profitable and sustainable posiagainst the forces that determine industry

competition. A unique strategy contributes effeglyvto the competitiveness of business firms.
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Strategies enables organizations attain their teng goals and objectives thus enables the firms

survive in the unstable environment.

Strategy ensures the survival and prosperity ofrra by implementing strategies to fulfill
stakeholder expectations in an uncertain futurefGr2005). Competitive strategies can lead to
high organizational performance, customer satigfactand increased competitiveness in the
face of other rival businesses. However, achiegoigpetitive advantage and increased market
share in a competitive environment is rather compieseveral aspects as businesses would need
to operate with distinguished principles and chiarstics in order to continually adapt to

change (Grant, 2005).

2.3 Firm Competitiveness

Competitiveness is a multidimensional concept. éans different to different people depending
on the context and level. It can be looked at tidigierent but inter-related levels: Country,
Industry and Firm level. Competitiveness descriaamomic strength of a country or industry or
firm with respect to its competitors in the globabrket economy in which goods, services,
people, skills and ideas move freely across gedgecap borders (Murths, 1998).
Competitiveness involves a combination of assetispracesses, where assets are inherited (e.g.
natural resources) or created (e.g. infrastructame) processes transform assets to achieve

economic gains from sales to customers (DC, 2001).

Firm level competitiveness is of the greatest gdgelamong practitioners and has attracted the
maximum attention of researchers among the thnesdeof competitiveness: country, industry
and firm. Many researchers and authors have tirdeagain written about the importance of firm

level competitiveness. Porter (1998) stated thad ithe firms, not nations, which compete in
11



international markets. The firms actually competethe global arena and face the direct
competition. The environmental factors are mordeses uniform for all competing firms. The
variance in profitability could be attributed tcoetfirms' characteristics and actions (McGahan,

1999).

Firms can be viewed as autonomous entities, sgivar competitive advantage from either
external sources, or from internal resources ampalmaties (Gulatiet al., 2000). Accelerating
changes in industries and economies resulting aball competition have led to an increased
popularity of strategic planning (Rigby, 2001). Amderstanding of how technology and
globalization affects a company's competitive posihg and creating global competitive
advantage are the most important determinants rategic management today. With the
liberalization of international trade and finanamérkets, an increasingly interconnected global

economy has been emerging (Dicken, 2007).

A competitive strategy is one that specificallyedis an organization in gaining a competitive
advantage above its rivals (Porter, 1986). Comipetiess is about ensuring the survival and
prosperity of a firm (Grant, 2005) by implementistgategies to fulfill stakeholder expectations
in an uncertain future. Firms that engage in sgiatplanning and have appropriately designed
and applied competitive strategies tend to havddrigperformance than those that do not.
Competitive strategies can lead to high organinaligperformance, customer satisfaction, and
increased competitiveness in the face of othet buainesses. However, achieving competitive
advantage and increased market share in a competitivironment is rather complex in several
aspects as businesses would need to operate stthgtiished principles and characteristics in

order to continually adapt to change.
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Firma can gain competitiveness through cost redagctinnovation and quality-enhancement
(Schuler and Jackson, 1987). All the three typestraitegy can be used simultaneously to gain
domestic and international competitive advantaggardless of industry. The ease with which
competitors can enter or expand in a given markean essential factor in determining a
competitive advantage (Greenwald and Kahn, 2005.dompany can erect strong barriers to
entry, through customer captivity, lower productmosts, or economies of scale, it can manage
these advantages, anticipate competitors' movescloleve stability through bargaining and
cooperation. It is claimed that addressing bartiemntry is by far the most important activity in
business strategy, and avoiding competition isotlg way to escape an open playing field in

which only the best survive and prosper.

Barneyet al. (2001) emphasizes on the role of internal fadioithe firms such as firm’ strategy,
structures, competencies, capabilities to innovateer tangible and intangible resources for
their competitive success. Ability to develop anepldy capabilities and talents far more
effectively than competitors can help in achieviexcellent competitiveness. In a turbulent
business environment, dynamic capabilities, fldiibi agility, speed and adaptability are
becoming more important sources of competitiver{(&sshil, 2000). Farel{1992) focus on

price, quality, design, marketing, flexibility antanagement as sources of firm competitiveness.

2.4 Bases of Competitive Advantage

The following is a discussion of strategies thaveeas bases of competitive advantage. Porter
(1985) identified strategies that server as basesompetitive advantage which include cost
advantage, differentiation, offensive strategiesfedsive strategies, collusive strategies and

strategic alliances. Cost Leadership is a stratefpgre a company aims to out-price its

13



competitors by reducing overheads or the fixed scas$sociated with manufacture and
distribution. It requires a focus on the efficierafyproduction lines and economies of scale. This
strategy is employed where customers have thayatnlichange supplier easily and the products
or services are standardized and well understoodhbyconsumer. By using this strategy,
marketing the product becomes less important. Bisnieiclude raising barriers for competitors

to enter the market and easing the effect of fizesk-rises across the industry (Porter, 1985).

Differentiation strategy is employed where a unicatribute of a product or service is

highlighted relative to similar alternatives preteehby the competition (Porter, 1985). It allows
a higher price to be charged or a greater abiitgdmmand customer loyalty. Differentiation

strategy is used where the company sees its keyupracompetencies as a more profitable
advantage than simple cost leadership. Customarg te this strategy by paying more for a
perceived greater reliability or quality or by neting to a trusted brand. It relies heavily on
marketing or advertising to maintain the brand tdgrand raises the barrier to competitors

entering the market.

Offensive strategies involve strategic moves thgirove the firm's position relative to that of

rival firms in the industry (Porter, 1985). Sucdek®ffensive strategy are almost always a
source of a competitive advantage because theynawes intended to yield a cost leadership
position, differentiation advantage, or provide thest value product/service to industry
consumers. At the core of these strategies ar@rthis competitive resources — the tangible and
intangible assets and organizational capabilitias &re linked to what industry consumers value.
Offensive strategies can be launched by existwva firms seeking to improve their position or

new entrants seeking to establish a position inrttiestry.

14



Defensive strategies are those moves that redecabihty of rival firm strategies to threaten the
firm's competitive strength or organizational reses. Their intended purpose is to defend an
industry position, protect competitive resourcesrfimitation, and sustain an existing advantage
by lowering the risk and weakening the impact @fkifirm offensive attacks. There are five
basic defensive strategies; retaliation, commitmgoeernment intervention, strategic flexibility,
and avoidance. Retaliation strategies describedPdnger as discipline, denying a base, and
commitment are efforts to discourage rival firmsnfr attacking. Discipline involves one
immediate response directed at the initiator st fival firms can always expect retaliation to
occur. Denying a base involves preventing a newaahtfrom meeting its goals so they

withdraw or deescalate their efforts (Porter, 1985)

Commitment strategies include those that 1) detatfiation by communicating a commitment to
unequivocally follow through on offensive moves, #gter threatening moves with a
commitment to direct and continued retaliationivial firms make certain moves and 3) create
trust by communicating a commitment to make no mesves or forego existing moves in an
effort to deescalate a competitive battle (Pori&85). Government intervention strategies
involve the use of political and legal tactics teyent rival firms from changing the rules of the
game. Strategy flexibility protects firm resourdbsough the ability to move quickly out of

declining markets into more prosperous ones. Lastlpidance strategies dodge confrontation

by focusing on market segment of little interestival firms.

Collusive strategies involve collaborative effatat tamper with the industry balance of supply
and demand. Price/output collusion occurs when fitras reduce the supply of an output below
its competitive level in order to raise price abatgecompetitive level and earn a greater than

15



economic return. Because this strategy is illegalttforms are more common than explicit
forms. The industry structure can influence theception that tacit collusion is non-threatening
and facilitate its use by rival firms. Opportun&ifor tacit collusion are more likely in industries
where 1) a small number of firms that are largesize control the industry, 2) rival firms
produce and sell similar products that are diftictd differentiate, 3) the industry leader
establishes and maintains an acceptable industcg @nd profit margin, 4) rival firms are
unaffected by large inventories and order backl&ysporms for competitive behavior define
some rival strategies as unacceptable and mostriantly 6) entry barriers are high(Porter,

1985).

Strategic alliances are cooperative arrangementsaiffirms that don't involve the reduction of
industry output to control prices. They are peredito be non-threatening when performance
improvements arises across participating firms watldn't be possible without the cooperative
efforts of those involved (Porter, 1985). They daalval firms 1) to manage risks and share
costs when the economies of scale and learnintpekeng, 2) facilitate low cost entry into new
markets, industries, and industry segments by rivals that individually lack the required
products, capabilities, and resources, and 3) geovival firms with strategic flexibility and a

point of entry without incurring the cost of fuléale under conditions of high uncertainty.

Strategic alliances take many forms but fall intoee broad categories. Non-equity alliances
(licensing and distribution agreements) are codperaarrangements enforced by contractual
obligations without any equity position being slthby rival firms. Equity alliances are the same
as non-equity ones except that one rival firm er dkher or both make an equity investment in
the arrangement. This involves supplementing cotued relationships with stock purchases.
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Joint ventures involve the formation of an indepstdirm in which participating firms invest

and share the profits (Porter, 1985).

2.5 Information Technology and Bank Competitiveness

Information technology (IT) is increasingly beinges by management as an opportunity to
leverage sustainable competitive advantage in trgeinization (Remenyi 1991). In this way IT
has become one of the most powerful strategic taolmanager can possess, but creating
sustainable competitive advantage from IT, howekias, not been easy (Domegan, 1995). The
identification and implementation of these IT ogpaities for competitive advantage would
seem, therefore, to be an important decision. Cheramd Row (1991) underline this point by
noting that there is a widespread and continuitgr@st in IT and its effect on business strategy,
particularly in those IT applications that can @nGustainable competitive advantage for
innovative firms. Clemons and Row, (1991) suggeshed there is a growing realization that
achieving competitive advantage through IT may lweendifficult it there are implementation
problems. However, if these implementation problecas:: be overcome, IT can provide
sustainable competitive advantage and rewards reategy than those that so far have been
realised in operational areas, in relation to iase&l market share and a shift in the industry

balance of power (Clemons and Row, 1991).

The financial services industry, specifically tie¢ail-banking sector, has experienced significant
changes brought about by the interaction betweenpettive pressure, customer needs, and
technological innovation. A service delivery evadat has occurred as customers move toward
technology-based self-service as an alternatithedraditional inter-personal service encounter.

This provides benefits to both the bank, as it el@ses the cost per transaction, and the customer,
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who is offered increased convenience (FarquharRPardher, 2007). Mobile phone banking is a
rich platform for automated banking and other ficiahservices. It is a wireless service delivery
channel that offers increased value for customgrprbviding “any time, anywhere” access to
banking services (Lee and Chung, 2009). M-banknayigdes value for consumers, above other

banking channels, through ubiquitous access, tongenience, and Luarn and Lin, 2005).

Marketing Information System Technology (MIST) htee potential to create competitive
advantage for retail banks (Colgate, 1998). Markgtinformation system technology is IT
within the Marketing Information System (MkIS) whids a set of procedures and methods for
the regular planned analysis and presentation fafrnmation for use in making marketing
decisions (Liet al. 1993). Colgate (1998) stated that MIST strengtloaissomer relationships by
enabling banks to build up a complete picture diiidual customers. This information can then
be used to forge stronger ties with them. Compédete accurate information on the customer
through MIST can enable the bank to reduce the inskransacting with the customer by
establishing whether the customer is likely to difan a loan, for example. This will then assist
them in the decision to reject the application thee loan or the setting of an interest rate to
reflect this risk. MIST can facilitate cross-sefjirand establish switching costs between the
financial institution and its customers. MIST ereabfinancial institutions calculate profitability
of customers and to retain customers through sthengng customer relationships, cross-selling

and the creation of switching costs (Colgate, 1998)
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction

This chapter presents the research methodologywthatused in this study. It focuses on the
research design, population of study, data coblactnethods and data analysis methods that

were used in this study.

3.2 Resear ch Design

The study adopted a descriptive survey design. égumiethod involves asking participants
guestions on how they feel, what their views are] ahat they have experienced (Babbie,
2002). The goal of descriptive survey is to degoeparable data across subsets of the chosen
sample so that similarities and differences carfobed (Cooper and Schindler, 2006). Survey
method is useful when a researcher wants to caliget on phenomena that cannot be observed
directly. Survey allows the collection of large amts of data from a sizeable population in a
highly effective, easily and in an economical waging questionnaires. Survey findings are

projectable to large and diverse population (Co@per Schindler, 2006).

3.3 Target Population

The study targeted registered commercial bankseimyld. A census was carried out in which all
the 43 registered commercial banks in Kenya asraladrom the Central Bank of Kenya dated
2012 participated (see appendix i). The bank bramefere not be considered as separate entities
because decision-making and governance are normoafiglucted from the bank headquarters

and executed in all branches. The data was calletten chief Information Communication
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Technology (ICT) manager, Marketing manager, Ojpamat manager, Customer Relation
Manager, Human Resource Manager and Finance Mdnger each commercial bank. The
managers have been chosen because they are kneualdel@n the contribution of information

technology to bank competitiveness.

3.4 Data Collection

The study used questionnaires to collect primatg fil@m the respondents. The questionnaires
included structured (close-ended) and unstructufegen-ended) questions and were
administered through drop and pick method to redpots. The unstructured questions were
used so as to encourage the respondent to give-@epih and as much information as possible

without holding back.

The questionnaire consists of four sections. Secfioof the questionnaire asks questions on
banks’ profile. Section B asks questions on themxbf adoption of information technology by
commercial banks in Kenya. Section C asks questionthe relationship between adoption of
information technology and competitiveness of comuia¢ banks in Kenya. Finally, section D
asks questions on the challenges faced in adopfianformation technology by commercial
banks in Kenya. Questionnaires provided quantieatiata which is easy to collect and analyze.
Mugenda and Mugenda (2003) observed that quesii@snare very economical in terms of

time, energy and finances.

3.5 Data Analysis

The study used Statistical Package for Social 8ee(SPSS) as the main tool for data analysis.

Data was analyzed using descriptive statisticg(ieacies, mean and standard deviations) and

20



inferential statistics (correlation and regressaaoialysis). Mean and standard deviation was used
to determine the extent of adoption of informattenhnology by commercial banks in Kenya.
The challenges faced in adoption of informatiortextogy by commercial banks in Kenya were
analyzed using mean and standard deviations. Regneanalysis was done to determine the
nature of relationship between adoption of infoiorattechnology and competitiveness of
commercial banks in Kenya whereas correlation wasduto determine the strength of
relationship between adoption of information tedbgyg and competitiveness of commercial
banks in Kenya. The qualitative data from open-dngeestions was analyzed using content

analysis. The findings were presented using tedotelscharts.
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CHAPTER FOUR
DATA ANALYSIS, INTERPRETATION AND DISCUSSIONS
4.1 Introduction

This chapter discussed the interpretations andeptagsons of the findings based on the
objective of the study. This chapter focused orma @daialysis, interpretation and presentation and
presented the discussion and conclusion of theysterdm the study, the target population was
308 where 229 respondents responded and retureegutstionnaires. This constituted to 74%
response rate. Mugenda and Mugenda (2003) indicateglspondent rate of above 50% is

sufficient for a study and therefore a response 0&74% for this study was very good.

Of the 229 respondents were the chief Informatiom@unication Technology (ICT) manager,
Marketing manager and Operations manager, Custéte&tion Manager, Human Resource

Manager and Finance Manger from all the registeagdmercial banks in Kenya.

4.2 General Information

The study requested the respondents to indicatedhee of the bank in which they work in.
From the finding 70% of the respondents were frommify Bank Ltd, Commercial Bank of
Africa Ltd, Co-operative Bank of Kenya Ltd, Kenyam@mercial Bank Ltd, National Bank of
Kenya Ltd, Savings And Loan Kenya Ltd, Standard r@&mad Bank (K) Ltd, Paramount

Universal Bank Ltd, Bank Of Africa (K) Ltd and Haog Finance Bank Ltd.
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4.2.1 Operational years of the bank

Table 4. 1 Operational years of the bank

Operational years Frequency Percentage

11-15 years 115 50
16-20 years 64 28
5-10 years 30 13
Over 20 years 18 6
Less than 5 years 7 3
Total 229 100

The study sought to investigate the years in wiihehr bank had been in operation. From the
findings, the study found that majority 50% of ttespondents indicated that the bank had been
in operation for 11 to 15 years, 28% indicated tih& bank had been in operation for 16-20
years, 13% of the respondents indicated the traik had been in operation for 5 to 10 years,
6% of the respondents indicated over 20 years va%teof the respondents indicated the their

bank had been in operation for less that 5 years.

4.2.2 Number of Branches

Table4. 2 Number of Branches

Branches Frequency Percent
Above 200 branches 85 37
151-200 branches 71 32
100-150 branches 55 24

51— 100 branches 18 8

Total 229 100

The study requested the respondents to indicatengingber of Branches their bank had as
indicated in the table 4.2. From the findings 37Pthe respondents indicated that their bank had

above 200 branches, 32% indicated that their bak 190 to 200 branches. The study further
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found that 24% indicated that their bank had 10Q5& branches while 8% of the respondents
indicated that their bank had 51 to 100 branchdss Tmplied that the majority of the

commercial banks in Kenya have many branches iedhatry.

4.3 Adoption of Information Technology

The first objective of the study was to establish ¢xtent of adoption of information technology

by commercial banks in Kenya and results were baxe.

4.3.1 The Extent of Adoption of Information Technology

Whether bank periodically upgrade technology used in various departments

Table 4. 3 Whether bank periodically upgrade technology used in various departments

Responses Frequency Percentages
ves 229 100
Total 229 100

This study sought to know the whether bank peratlicipgrade technology used in various
departments. From the findings, all 100% of th@oeslents indicated that bank periodically

upgrade technology used in various departments.
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4.3.2 Success adoption of the latest technologies applied

Table 4. 4 Success adoption of the latest technologies applied

Success adoption of the latest technologies T g
g 8
c T ©
3 g3
= " o
Marketing 4.83 0.76
Customer relationship managen 4.7C 0.6t
Financial management 4.66 0.69
Operations management 4.69 0.56
Corporate governance 4.66 0.69

The study sought to know extent to which bank seded in adoption of the latest technologies
applied in the given areas. From the findings, ltheks succeeded in adoption of the latest
technologies applied in marketing, customer retesiop management, corporate governance and
financial management to a very great extent acated by a mean of 4.83, 4.70, 4.69 and 4.66
with standard deviation of 0.76, 0.65, 0.56 and90.Bhis implied that adoption of the
information technology improves management prastie@d ease service delivery by the
employees to the customers therefore gaining catiyeeddvantages. The findings were in line
with Gumbo, (2006) who found out that technologpattbn influences employees in delivery

quality work as it provides tools which enabledntht® offer high quality products and services
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4.3.3 Extent to which bank adopted the latest technologiesfor the bank applications

Table 4. 5 Extent to which bank adopted the latest technologiesfor the bank applications

Statement on the latest technologies for the bank =
applications o =
@ S
[ T 3
= n_ o
Internet banking 4.76 0.77
Mobile banking 4.71 0.67
Automated Teller Machines 4.73 0.69
Automated credit referencing 4.64 0.73

The respondents were requested to indicate thentetdewhich the bank adopted the latest
technologies for the given bank applications. Frdm findings, bank adopted the latest
technologies for iinternet banking, Automated TreNé&achines, Mobile banking and automated
credit referencing to a very great extent as inditdoy a mean of 4.76, 4.73, 4.71 and 4.64 with
standard deviation of 0.77, 0.69, 0.67 and 0.73s Thearly indicated that adoption of the
information technology in banking system improveddvation of new delivery channels and
production of competitive products in the markedteTinding concurred with Domegan, (1995)
who indicated that adoption of information techmploenables banks to meet such high
expectations of the customers who are more demgndimd are also more techno-savvy
compared to their counterparts of the yester yaadsfacilitates the introduction of new delivery

channels in the form of Automated Teller Machindst Banking and Mobile Banking.

4.3.4 Other information technologies adopted in bank

The respondents were also required to state otifermation technologies that have been

adopted in commercial banks. From the findings,réspondents suggested that there has been

quick and efficient transmission of information, ppa work has reduced greatly hence

availability of space and an environment free oftdumore customers have been created,

automated meter reading as opposed to manualr lvetidx processes due to technological
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advancement, there has been improved communicatigmoved systems analysis, increase in
speed of performance and also easy accountal®erations are now online and real-time;
customer data is more secure and properly store@ninorganized manner, records and
information is readily available online and alseerth has been improved flow of customer

application and processing of the same.
4.4 Adoption of Information Technology and Competitiveness
The second objective of the study sought to deteenwhether the extent of adoption of

information technology by commercial banks in Kerg/eelated to bank competitiveness.

4.4.1The number of ATMs subscribed from 2006 to 2011

Figure4. 1 Thenumber of ATMssubscribed from 2006 to 2011
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The respondents were requested to indicate the ewailATMs subscribed from 2006 to 2011.

From the results, most of the respondents indicate2D06/2007, there were about 2 million
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customers subscribed to mobile banking in KenyailBon customers had subscribed to mobile

banking while 2.5 customers had subscribed tonetdoanking in 2007/2008 financial year.

The study further found that there were Smilliorcamt for mobile banking subscribers, 4
million for internet banking and 0.5 million visdeetronic cards had been issued in 2008/2009

financial year.

From the findings, most of the respondents indatateat in 2009/2010 financial year, 7.7
million subscribers joined mobile banking, 8 millisubscribed for internet banking and 2
million visa electronic cards had been issued. nfiihe results, most of the respondents
indicated that the 18.9 million customers subscribee mobile banking, 16 million customers
subscribed to internet banking and 6 million viksconic cards have been issued by 2010/2011
financial year. From the findings, customers die &0 make loan payments, send money from
their bank accounts to their mobile phones andlchecount balance and mini-statements. This
implied that the commercial banks in Kenya are ceting to embrace mobile banking following
the rise in the number of people who own mobiler@soand have subscribed to mobile money

transfer services
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4.4.2 Financial statistics about the given measures of performancein thelast five financial
years

Table4. 6 Measuresof performancein thelast fivefinancial years

Financial Year
Financial statistics

2006/2007 | 2007/2008, 2008/2009  2009/2010 2010/2011
Financial Power (Million
KSh)
Assets 6,437,308 12,189,289 21,664,721 31,140,688 42,147,508
Debts 3,736,681 10,741,570 8,723,230 26,628,396 35,286,657
Equity 594,104 1,222,612 2,944,965 4,501,568 6,543,456
Earnings 80.01 81.48 82.07 83.95 84.32
Net Income 5.11% 5.76% 6.09% 6.39% 6.81%
Investment in 1,142 11,269 27,597 223,622 2,524,160
Information Technology

The study sought to know the financial statistioswt the given measures of performance in the
commercial banks in the last five financial yedsom the findings, in the year 2006/2007 the
average financial statistics for the assets, degsity, earnings, net Income and investment in
Information Technology was 6,437,308, 3,736,6814,594, 80.01, 5.11% and 1,142

respectively.

The average financial statistics for the assetstsdequity, earnings, net Income and investment
in Information Technology in the 2007/2008 finamcyear was 12,189,289, 10,741,570,

1,222,612, 81.48, 5.76%, 1,269

The average financial statistics for the assetstsdequity, earnings, net Income and investment
in Information Technology in the 2008/2009 finamcigear was 21,664,721, 8,723,230,

2,944,965, 82.07, 6.09% and 27,597.
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The average financial statistics for the assetstsdequity, earnings, net Income and investment
in Information Technology in the 2009/20010 finacyear was 31,140,688, 26,628,396,

4,501,568, 83.95, 6.39%, 223,622.

The average financial statistics for the assetstsgdequity, earnings, net Income and investment
in Information Technology in the 2010/2011 finahcyear was 42,147,508, 35,286,657,

6,543,456, 84.32, 6.81%, and 2, 524,160.

4.4.3 Financial performance of bank areasfor thelast fivefinancial years

Table4. 7 Financial performance of bank in the given areasfor thelast fivefinancial years

Financial Year 2006/20072007/2008 | 2008/2009 | 2009/2010]  2010/201}1
Profitability (Million 114,546 304,491 576,645 800,805 1,220,115
KSh)

Market Share (Million| 74,819 219,873 487,619 843,809 1,343,072
KSh)

The study sought to know the financial performaoteommercial banks in the given areas for
the last five financial years. From the findingselage profitability of commercial banks was
114,546 million, 304,491 million, 576,645 millioB00,805 million and 1,220,115 million for

2006/2007, 2007/2008, 2008/2009, 2009/2010 and/201Q financial years.

Average market share of commercial banks was 74/8l1%on, 219,873 million, 487,619
million, 843,809 million and 1,343,072 million foR006/2007, 2007/2008, 2008/2009,

2009/2010 and 2010/2011 financial years.

4.4.4 Extent to which information technology influenced overall performance of bank

Table 4. 8 Extent to which information technology influenced overall performance of bank
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Statement on extent to which information technolodlpenced _
overall performance of bank .%

] s S

= 53
Information Communication Technology 4.53 0.55
Human Resource 3.99 0.34
Marketing Department 4.67 0.63
Customer Relations 4.03 0.41
Finance 4.61 0.53
Credit 4.64 0.73

The table 4.10 indicates the respondent’s respongke extent to which information technology
influenced overall performance of bank and perfarogain each of the given departments. From
the finding, majority of the respondents indicatledt information technology influenced overall
performance of bank and performance in marketinggdit finance and Information
Communication Technology departments to a vergtgegtent as indicated by a mean of 4.67,

4.64, 4.61, 4.53 supported by standard deviatidh@8, 0.53 and 0.55 respectively.

The study further found that most of the resporslentlicated that information technology
influenced overall performance of bank and perforogain customer relations and human
resource departments to a great extent as indidgteml mean of 4.03 and 3.99 supported by
standard deviation of 0.41 and 0.34 respectivelyis Timplied that commercial banks had
adopted the information technology as a busineagegly of gaining competitive advantage over
rivals in the market and meets and beat the pedooe of its competitor. This concurred with
Grant, (2005) who stated that competitiveness aibnsuring the survival and prosperity of a
firm by implementing strategies to fulfill stakelder expectations in an uncertain future. Porter,
(1985) confirmed that firms that engage in stratqgganning and have appropriately designed

and applied competitive strategies tend to haviedrigerformance than those that do not.
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4.4.5 Rating the overall effectiveness of Information Technology competitiveness

Figure 4. 2 Rating the overall effectiveness of Information Technology competitiveness
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The study rated the overall effectiveness of Infation Technology in enhancing bank
competitiveness in the last five years. From thwdifigs majority 51% of the respondents
indicated that there was a highly effective Infotima Technology in enhancing bank
competitiveness in the last five year, 40% of tegpondents indicated that there was a highly
effective Information Technology while 9% of thesppndents indicated that there was a highly
effective Information Technology in enhancing badknpetitiveness in the last five year. This
implied that Information Technology is a most pofukrstrategic tools management in
commercial banks can possess to create sustaicafmpetitive advantage. this concurred with

Clemons and Row (1991) underlined this point byimgptthat there is a widespread and
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continuing interest in IT and its effect on busmatrategy, particularly in those IT applications

that can confer sustainable competitive advantagamhovative firms.

4.4.6 Enhancing competitiveness through adoption Information Technology

The study sought to know how else the banks enldath@@r competitiveness through adoption
Information Technology. From the findings, majordi/the respondents indicated that adoption
Information Technology enhanced competitiveness esabled the bank to practices had retail-
banking, automated banking and other financial isesy calculate profitability of customers
through MIST and retain customers through strengtiygecustomer relationships. This implied
that Information Technology provides benefits tahbthe bank, as it decreases the cost per
transaction, and the customer, who is offered ss®md convenience. This concurred that
Farquhar and Panther, (2007) who stated that acsedelivery evolution has occurred as
customers move toward technology-based self-seagcan alternative to the traditional inter-

personal service encounter.

4.4.7 Regression Analysis
To determine whether the extent of adoption ofnmi@tion technology by commercial banks in

Kenya is related to bank competitiveness, a mulat@ regression model was applied.

The logistic regression used in this model was:
Y = o+ B1Xy + X+ PiXz+¢

Where

Y= Firms Performance

a = Constant Term

B,= Beta Coefficients
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X1= Internet operational cost
Xo=Transaction Costs
Xs=Internet loan cost application

Model Summary of Regression Analysis

Table4. 9 Model Summary

R R Adjusted | Std. Change Statistics
Square| R Square | Error of
Model the
Estimatt
R F dfl |df2 |Sig. F
Square | Change Change
Change
1 .817(a)| .787 .753 0.34 1.762 5 .214.106| .001(a)

a Predictors: (Constant) Internet operational,dasbme growth and Internet loan cost
Dependent: Financial Performance

R is the square root of R-Squared and is the @iioal between the observed and predicted
values of dependent variable implying that the eission of 0.87 between internet banking
factors influence financial performance that inéudternet operational cost, income growth and

internet loan cost was strong.

R-Squared is the proportion of the variance independent variable financial performance that
was explained by variations in the independentabdes internet operational cost, income
growth and internet loan cost. This implied thagréhwas 78.7% of variance or correlation

between variables in general.

Adjusted R is called the coefficient of determination whichdicates how the financial

performance varies with variation in use of intérbanking influencing financial performance
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which included internet operational cost, incomewgh and internet loan cost. From table
above, the value of adjusted R 0.753. This implies that, there was a variatér/5.3% of
financial performance varied with variation in imtet banking affecting financial performance
which includes internet operational cost, incomewgh and internet loan cost and was
statistically significance with P-Value of 0.01 whiwas less than 0.05 at a confidence level of

95%.

ANOVA (b)

Table4. 10 ANOVA (b)

Model Sum of | Df Mean Square | F Sig.
Squares
1 Regression| 4.104 9 227 5.231 0.01(a)
Residual 1.762 36 .021
Total 6.466 45

a Predictors: (Constant) Internet operational,aasbme growth and Internet loan cost
Dependent: Financial Performance

The Total variance (11.556) was the difference thivariance which can be explained by the
independent variables (Model) and the variance whvas not explained by the independent
variables (Error). The strength of variation of hredictor values of internet operational cost,
income growth and internet loan cost influencefth@ncial performance of commercial banks at
0.01 significant levels. From the study, the meathe dependent variable differs significantly

among the variables.
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From the Analysis, the study sought to establighetktent to which internet banking influence
financial performance of commercial banks. From fthdings, the strength of variation of the
predictor values of Internet operational cost, meogrowth and Internet loan cost influence
financial performance of commercial banks signiiita as P Value was 0.01 less than 0.05
confidence level.

Regression Coefficients (a)

Table4. 11 Coefficients (a)

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Beta
Error
1 (Constant) 6.000 535 4600 0.01
Internet operational | 0.823 455 797 3.191 0.002
cost
Income growth 0.701 .626 .691 3.383 0.004
Internet loan cost 0.753 248 125 2.606 0.03

Predictors: Internet operational cost, Income ghoartd Internet loan cost

Dependent: Financial Performance

Y =6.000 +0.823 X+ 0.701% + 0.753%+e

Where XL Internet operational cost,,Xncome growth, X3internet loan cost growth

The values, 0.823, 0.701 and 0.753 are the ungidirdd coefficients and indicated the extent
to which the dependent variable varied with vaomatin predictors values Internet operational

cost, income growth and internet loan cost
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The first variable constant of 7.000 representeddbnstant which predicted value of financial
performance when commercial banks gad not adoptedhiet banking .The effort made to use
of internet banking to reduce operations cost imimgp bank profitability by a factor of 0.823
with a P Value of 0.002. The study found that in&trbanking led to increase income growth
improvingfinancial performance in commercial bamisfactor of 0.701 with P value of 0.002
while use of internet banking lead to decreasl®an costs influencing bank profitability by a
factor 0.753 with P value of 0.004. This clearlglizated that there existed a positive relationship
between effects of internet banking and financiatfgrmance in commercial banks clearly
indicating that internet banking improve financggrformance of commercial banks through
encouraging lowering operating costs, increasednmec and reducing loans costs . The results
were statistically significant with a P-Value oD@, 0.04 and 0.03 at 95% confidence level.This
concurred with Genay, (2000) who found that thenmeét banks show higher asset quality as
compared to non-Internet banks and that Internek$aere having lower net Non Performing
Assets (NPAs) to net advances as compared to mbernet banks. And that Internet banks
generated a higher proportion of their income aondcluded that there existed a positive

relationship between internet banking and commkEbeaiak financial performance.

4.5 The Challenges Faced In Adoption of I nformation Technology
The third objective of the study was to determime ¢hallenges faced in adoption of information

technology by commercial banks in Kenya

4.5.1 Extent to which bank encountered the given challengesin adoption I nformation
Technology

Table 4. 12 Banks encountering challengesin adoption Information Technology
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Statement on Extent to which bank encountered irengchallenges
in adoption Information Technology

i)
ke
>
o 35
3 =
= n
Incompatibility of various technologies 4.79 0.83
Complexity in the use of new technologies 4.45 0.3%
Perceived risks in IT 4.52 0.87
High cost of installation 4.61 0. 95

Lack of affordability of technological devices suak computers and3. 92 0.38
mobile phones by custom

Lack of proper regulatory policies 4.48 0.59

Resistance in acceptance of new technology 4.63 0.71

The study sought to know the extent to which barmdoantered the given challenges in adoption
Information Technology. From the findings, bank @matered incompatibility of various
technologies, resistance in acceptance of new tdopy, high cost of installation and perceived
risks challenges in adoption Information Technoldgya very great extent as indicated by a
mean of 4.79, 4.63, 4.61 and 4.52 supported bygtstandard deviation of 0.83, 0.71, 0.95 and
0.87. The commercial banks lack of proper regujapmlicies and complexity in the use of new
technologies were the challenges faced by comnietugaks in adoption Information
Technology to a great extent as indicated by a noédn48 and 4.45 with standard deviation of
0.59 and 0.35. The study further found that mosthaf respondents indicated that lack of
affordability of technological devices such as comeps and mobile phones by customers to a
moderate extent as indicated a mean of 4.48 arilwith standard deviation of 0.59 and 0.35.
This implied that commercial banks encounteredoarichallenges in adoption of Information

Technology. This concurred by Clemons and Row, 119&o suggested that there is a growing
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realization that achieving competitive advantageugh IT may be more difficult as there are

implementation problems.

The study sought to know the other challenges éinatencountered in adoption Information
Technology. From the findings majority of the resgents indicated that Software errors, an
inadequate security function, contradictory datay Ispeed of the product, and insufficient
support was encountered. Commercial banks facéebato, and constraints on, organizational
change, as well as uncertainty about the efficany effects of technology applications. A
resistance to change might come from denial ofribed to change, the inability to manage
change, uncertainties about the types of changededeand how best to make them, mistaken
assessments of optimal changes, and failures icuérg changes. From the findings, the
distillation of truth from an overload of informati is an error-prone and inefficient process and
that managers attempting to learn about the pedoo® maturity, and potential of new
technologies are often confronted with exaggeratkdms. This implied that significant
technological changes can create major dislocagtioradering adoption of Information
Technology in existing technologies obsolete. Tdoacurred with Clemons and Row, (1991)
who stated that the IT implementation problems mustovercomed in order to provide
sustainable competitive advantage and reward fater in relation to increased market share

and a shift in the industry balance of power.

4.5.2 Over coming challenges encountered in adoption Infor mation Technology
The study sought to know could be done to overcama&lenges encountered in adoption
Information Technology. From the findings majoritgf the respondents indicated that

management should help the staff member to know tte information technologies are
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effective and that they do not materially damagelibnk system and consumers. There should
be model policies and procedures for the effecth@nagement of adoption of Information
Technology as this would enable the banks to addtesissues before they become problems.
Assessment of the information technology capahitityesolve (or not resolve) the bank system's
persistent difficulties with implementing and mamagolder information technologies would
provide guidance on the value added. Case studi#isecstaffing levels and skills needed to
develop, implement, and support technological @pgibns could assist planning for adoption of
Information Technology. This implied that there glibbe a research done for developing
information and guidance to promote a positive cetitipe advantage of the commercial banks.
This concurred with Colgate, (1998) who stated Matketing Information System Technology
enables financial institutions calculate profitapibf customers and to retain customers through

strengthening customer relationships, cross-seflimgjthe creation of switching costs.

4.6 Discussions of Findings

The adoption of the information technology improveanagement practices and ease service
delivery by the employees to the customers theeef@ining competitive advantagd$e study
established thatommercial banks had succeeded in adoption ofatestl technologies applied
in  marketing, customer relationship management,parate governance and financial
management to a very great extent as indicated mean of 4.83, 4.70, 4.69 and 4.66. The
finding were consistent with Gumbo, (2006) findinthat technology adoption influences
employees in delivery quality work as it providesls which enabled them to offer high quality

products and services.
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Adoption of the information technology in bankingsgeem improved innovation of new delivery
channels and production of competitive productthenmarket. From the findings, bank adopted
the latest technologies for iinternet banking, An#ted Teller Machines, Mobile banking and
automated credit referencing to a very great exdsnhdicated by a mean of 4.76, 4.73, 4.71 and
4.64 with to gain competitive advantage. The figdconcurred with Domegan, (1995) who
indicated that adoption of information technologyabkles banks to meet such high expectations
of the customers who are more demanding and acenadse techno-savvy compared to their
counterparts of the yester years and facilitatesirttroduction of new delivery channels in the

form of Automated Teller Machines, Net Banking &ndbile Banking.

Adoption of new technology has influengeick and efficient transmission of informationppa

work has reduced greatly hence availability of gspanad an environment free of dust, more
customers have been created, automated meter geadiropposed to manual, better work
processes due to technological advancement, tlasrbden improved communication, improved
systems analysis, increase in speed of performandelso easy accountability. Operations are
now online and real-time; customer data is moraigeand properly stored in an organized
manner, records and information is readily avadathline and also there has been improved

flow of customer application and processing ofshme.

Adoption of technology has improved bank financp@rformance. The average financial
statistics for the assets, debts, equity, earnimgs$, Income and investment in Information
Technology in the 2007/2008 financial year was 89,289, 10,741,570, 1,222,612, 81.48,
5.76%, 1,269The average financial statistics fer dssets, debts, equity, earnings, net Income

and investment in Information Technology in the 2009 financial year was 21,664,721,
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8,723,230 , 2,944,965, 82.07 , 6.09% and Z7)]5% average financial statistics for the
assets, debts, equity, earnings, net Income anestment in Information Technology in the
2009/20010 financial year was 31,140,688, 26,6#8,34,501,568, 83.95 , 6.39%,
223,622. The average financial statistics for thgets, debts, equity, earnings, net Income and
investment in Information Technology in the 201@/20financial year was 42,147,508,
35,286,657, 6,543,456, 84.32, 6.81%, and 2,1&MAThis clearly depict that adoption of new
technology has enabled bank to gain competitiveaaihge and improve assets, debts, equity,

earnings, net Income and investment.

The adoption of information technology influencedrell performance of bank and
performance in marketing, credit and financial ng@ment. Adoption of Information
Technology enhanced competitiveness as it enabledank to practices had retail-banking,
automated banking and other financial servicessutatle profitability of customers through
MIST and retain customers through strengtheningooosr relationships. Therefore Information
Technology provides benefits to both the bankt @ecreases the cost per transaction, and the
customer, who is offered increased convenience .atloption of IT has an effects in reducing as
the internet banks improve asset quality and lowetrNon Performing Assets (NPAs) to net
advances as compared to non- Internet banks. Tdadled to establishment that there existed

a positive relationship between internet banking emmmercial bank financial performance.
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CHAPTER FIVE

SUMMARY, CONCLUSIONSAND RECOMMENDATIONS
5.1 Introduction

This chapter provides a summary of the findingsnftbe previous chapter and also it gives the

conclusions and recommendations of the study base¢lde terms of reference of the survey.

5.2 Summary of thefindings

From the findings, the study established that coroiakebanks periodically upgraded technology
used in various departments. The study revealedttieabanks succeeded in adoption of the
latest technologies applied in marketing, customelationship management, corporate

governance and financial management to a very greant.

From the findings, bank adopted the latest techgietofor internet banking, Automated Teller
Machines and mobile banking. This has enabled #mkdto transmit information efficienttly

and effectively, reduce paper work, create mordgorners and automate meter reading. The
banks have also been able to improve working psssescommunication, systems analysis,

increase in speed of performance and also easyaiztnlity.

The study revealed that commercial bank were ojpaiag online and real-time, secure
customer data and properly organize and store decdrhis has improved flow of customer
application and processing of the same. It is entidleat there has been a rise of the number of
ATMs subscribed by customers from 2006 to 2011nftbe findings, the study revealed that
banks increase efficiency, visibility, control arsécurity through adopting of information

technology.
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The study found that commercial bank’s overall perfance was influenced by information
technology adoption in specifically marketing, dtedinance, Information Communication
Technology departments, customer relations and huesource departments. From the findings
majority 51% of the respondents indicated that éheras a highly effective Information

Technology in enhancing bank competitiveness irlakefive year.

The study revealed that adoption Information Tetbgyp enhanced competitiveness as it
enabled the bank to practices had retail-bankintnmaated banking and other financial services,
calculate profitability of customers through MISTdaretain customers through strengthening

customer relationships.

From the finding the study revealed that bank entsmed incompatibility of various

technologies, resistance in acceptance of new tdopy, high cost of installation and perceived
risks challenges in adoption Information Technoldagya very great extent. The commercial
banks lack of proper regulatory policies and comipfein the use of new technologies were the

challenges faced by commercial banks in adoptiésrimation Technology to a great extent

The study established that Commercial banks faeedelss such as software errors, inadequate
security function, contradictory data, low speedtioé product, and insufficient support in

adoption Information Technology.

From the regression analysis, the study reveakdiiere existed a positive relationship between
effects of internet banking and financial performain commercial banks clearly indicating that
internet banking improve financial performance aimenercial banks through encouraging

lowering operating costs, increased income andaied loans costs
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5.3 Conclusions of the Study

The study concludes that information technologyuoed operation costs in commercial banks
through minimizing staff costs, reducing averag@msaction costs, increasing banks savings and
efficiency thus improving banks profitability due the quality products and services offered by
employees. The study concluded that informatiorhrietogy adopted by commercial banks
enables the bank to facilitate through variousveeli channels. This has made the banks to
increase sales, income earned through interest foams, savings, therefore improving profit

margin.

Significant technological changes can create maj@locations, rendering adoption of
Information Technology in existing technologies alte therefore there should be a research
done for developing information and guidance tonpote a positive competitave advantage of

the commercial banks.

The study concluded that that the charges fornetebill payments, real-time access to products
and services increasing banks income, increaséganid internal cash reserves improving bank

financial performance.

The study revealed that adoption of internet bagmkaduces loan costs as it reduces the banks
cost of loan administration transaction and sta§tdmproving banks financial performance.
The study also concluded that bank earns moreesitérom the loan, increased the bank’s net

interest income, improve asset quality improvingkbfinancial performance.
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The study concluded that information technologyaidusiness strategy to gain competitive
advantage over rivals in the market and improve ritern on assets through encouraging

lowering operating costs, increased income andaiaduoans costs.
5.4 Limitations of the Study

The study was constrained by limited financial éntk resources. The researcher drew a time
schedule and a budget that to enable the studye toompleted using the budget drawn and

within the required time of the study.

The study also encounters unwillingness by resparglénancial managers and credit officers
to reveal information, which may be thought confiti?l. However, the researcher assured the
respondents that the information they offered wdwtt confidentially and would be used for
academic purposes only in seeking to assess teet®fbf mortgage financing on financial

performance of commercial banks.

5.5 Policy Recommendations

The study recommend that commercial banks shouidrere and employ more resources in use
of information technology to reduces loan costst ©f loan administration transaction and staff
cost bank earns more interest from the loan, ise@ahe bank’s net interest income, improve

asset quality gaining the competitave advantages.

As noted earlier banking through information tedbgy has emerged as a strategic resource for
achieving higher efficiency, control of operaticarsd reduction of cost by replacing paper based
and labour intensive methods with automated presegwus leading to higher productivity and
profitability. Therefore, banking institutions sHduntegrate the use of internet for exploring and

finding new customers, enhancing speedy of comnatioic, developing new products,
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collecting and managing information, generating idewange of product ideas from a wider

range of sources, access documents and sharedaldnformation.

The study further recommends that in order to thalpks improve their competitive advantage,
they need to heighten awareness to the public ghroegular open day forums, media and
exhibitions on the need and uses of internet bankmobile banking and visa cards. This will be
a developed strategy that will capture new custen@rithe banks. Public awareness initiatives
will let the public know about the advantages @éinet banking, mobile banking and visa cards.
The public becomes aware of how they can acceddargpafacilities and services and go about
their businesses from the comfort of their spad®ré is need to encourage the public and set up
education initiatives especially directed to thealuyeople to dispel the notion that internet

banking is only accessible to the people livingiiban areas.

5.6 Recommendations for further research

The study analyzed the adoption of information tedhgy and competitiveness of commercial
banks in Kenya. The study recommend that a furstedy should be carried out to establish
effects of information technology in other bankingstitutions such as credit Unions and
Microfinance so as a broad analysis on impact foirmation technology in banking industry can

be provided.
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APPENDICES

Appendix i: Questionnaire
Dear Sir/Madam,

My name is Alec Mose Onchwari and a student pegqudifasters Degree in Business
Administration at the School of Business, Univgrgf Nairobi. Currently, | am conducting a
research projectEntitled Information Technology and Competitiveneis€ommercial Banks in
Kenya” in partial fulfillment of requirements for the awlaof masters degree. You have been
chosen to provide information and your kind resgorsshighly appreciated. The information

collected will be treated with high confidentialiyd used for academic purpose only.

Section A: Background Information of the bank
a) Name of the bank ... ...,

b) The period the bank has been in operation:
Lessthan 5 years|[ ]5-10 years [ ] 11-&8rg [ ] 16-20 years [ ] Over 20 years [ |

¢) Number of Branches: Less than 50 [ ] 51— 1Q@p0-150[ ] 151-200[ ] Above 200 [ ]

Section B: The Extent of Adoption of Information Technology by Commercial Banksin
Kenya

1. Does your bank periodically upgrade technologgaun various departments?
Yes [] No []
2. To what extent has your bank succeeded in antopfithe latest technologies applied in the

following areas? Rate your response on a scaleentwot at all, 2= Little extent, 3=Moderate

extent, 4= Large extent and 5 Very large extent.
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Little extent

M oder ate extent
Great extent
Very great extent

Not at all

Marketing

Customer relationship management

Financial management

Operations management

Corporate governance

3. To what extent has your bank adopted the l&tebnhologies for the following bank
applications? Rate your response on a scale whdetlat all, 2= Little extent, 3=Moderate

extent, 4= Large extent and 5 Very large extent

Little extent
M oder ate extent

Not at all
Great extent
Very great extent

Internet banking

Mobile banking

Automated Teller Machines

Automated credit referencing

4. Which other information technologies have been setbm your bank?



Section C: The Relationship between Adoption of Information Technology and
Competitiveness of Commercial Banksin Kenya

5. Please indicate the number ATMs, number of ecaste subscribed to mobile banking,
number of customers subscribed to internet bankirige following years, number of visa
electronic cards issues in the last five finangesrs.

Financial Year | 2006/2007 2007/2008 2008/2009 2009/2010 2010/2011

ATMs

Customers
subscribed to
mobile banking

Customers
subscribed to
internet banking

Number of visa
electronic cards
issued

6. Kindly provide financial statistics about théldaing measures of performance in your bank
in the last five financial years.

Financial Year

Financial 2006/2007 2007/2008 2008/2009 2009/2010 2010/2011
Power (Million
K Sh)
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Assets

Debts

Equity

Earnings

Net Income

Investment in
Information
Technology

7. Please indicate financial performance of younkiia the following areas for the last five
financial years.

Financial Year | 2006/2007 2007/2008 2008/2009 2009/2010 2010/2011

Profitability
(Million KSh)

Market Share

(Million KSh)

8. Kindly provide performance indices for the foliog departments an overall performance
index in your bank for the last five financial ysar

Performance Indices per Financial Year
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Department Jan 2006- Jan 2007- Jan 2008- Jan 2008- Jan 2009-
Dec 2006 Dec 2007 Dec 2008 Dec 2008 Dec 2009

Information
Communication
Technology

Human Resource

Marketing
Department

Customer Relations

Finance

Credit

Overall
performance index
for the bank

9. To what extent has information technology infloed overall performance of your bank and
performance in each of the following departments?

Little extent

M oder ate extent
Great extent
Very great extent

Not at all

Department
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Information Communication Technology

Human Resource

Marketing Department

Customer Relations

Finance

Credit

Overall performance of thebank

10. Rate the overall effectiveness of Informati@tfinology in enhancing bank competitiveness

in the last five years.
a) Highly effective []
b) Effectives [ 1]
c) Moderately effective [ ]
d) Less effective []

e) Not effective []

11. How else can banks enhance their competitigetiesugh adoption Information

Technology?



Section D: The Challenges Faced In Adoption of Information Technology by Commercial
Banksin Kenya

12. To what extent has your bank encountered tl@nimg challenges in adoption Information
Technology? Rate your response on a scale wheretlatll, 2= Little extent, 3=Moderate
extent, 4= Large extent and 5 Very large extent

Little extent
M oder ate extent
L arge extent
Very large extent

Not at all

Incompatibility of various technologies

Complexity in the use of new technologies

Perceived risks in IT

High cost of installation

Lack of affordability of technological devices suab

computers and mobile phones by customers

Lack of proper regulatory policies

Resistance in acceptance of new technology

13. Which other challenges are encountered in &moptformation Technology?



14. What can be done to overcome challenges amuetered in adoption Information
Technology
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Appendix ii: List of Commercial Banks

ABC Bank

Bank of Africa Kenya

Bank of Baroda

Bank of India

Barclays Bank of Kenya
Chase Bank

Citibank N.A.

City Finance Bank
CFC-Stanbic Bank
Co-operative Bank of Kenya
Commercial Bank Of Africa
Consolidated Bank of Kenya
Credit Bank

Development Bank of Kenya
Diamond Trust Bank of Kenya
Dubai Bank Kenya
Equatorial Commercial Bank
Equity Bank

Ecobank

Family Bank

Fidelity comm. Bank

First Community Bank

Fina Bank

Guardian Bank

Giro Commercial Bank

Gulf African bank

Habib A.G. Zurich

Habib Bank Kenya

Imperial Bank
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30.
31.
32.
33.
34.
35.
36.
37.
38.
39.
40.
41.
42.
43.

| & M. Bank

K-Rep Bank

Kenya Commercial Bank
Middle East Bank
National Bank of Kenya
N.I.C. Bank

Oriental Commercial Bank
Paramount Universal bank
Prime Bank

Southern Credit bank
Standard Chartered Bank
Trans-National Bank

UBA bank

Victoria Commercial Bank

Source: Central Bank of Kenya (2012). Registered Commer cial Banks. Available at

http://www.centralbank.go.ke/financialsystem/bank s/Register.aspx.
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