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ABSTRACT

In the recent past, the banking industry has fagextased competition and tremendous
challenges globalization, privatization of goverminewned banks, adverse changes in
economic and political patterns and narrowing affipimargins. This has prompted the
industry players to take competition to a higherele Increased competition is critical
advancing economy growth in banking industry. Teigdy sought to determine the
strategic responses by KCB to environmental chgdenn Kenya. The research design
applied in the study was a case study. The prirdatg was collected using interview
guide done on ten interviewees who are the healkpértments at the KCB head office.
The qualitative analysis was done using contenlyaisa The results indicated that KCB
has been experiencing environmental turbulencen&uoa: problems such as inflation
and the weakening currency were also found to Ipéitions creating business problems
to the KCB to a large extent. The company's kegtstyy was adoption of strategic
leadership. The other responses are on the appsedf ICT in its operations and e-
commerce in general. The prudent management plascisy KCB management also
involve corporate governance, management by obkgstiand the inclusion of
stakeholders especially management in strategyuiation and implementation. Owing
limitations the researcher was not able to coverdiudy objective conclusively. Thus,
the researcher recommends the following topicsesearcher on:-the impact of the
government regulations on response strategies edldgyt banks in Kenya, the effect of
internal challenges on the response strategiesedidyy commercial banking, the role of
organizational culture on strategic response ao@ir among financial institutions and
the benefits that accrue to the organization assaltr of competitive response strategies
on environmental challenges. KCB needs to put atela Research and Development
department. This will be charged with not only gaihg and analyzing competitor
intelligence information but also exploring new k&ts and new products. R & D will
also be charged with innovations and environmentahitoring and possible firm
investment. The firm should also consider additian#sourcing of non-core functions
such as auditing, archiving, public relations anfbimation technology, among others.
The company should review technology needs, haveouse group and individual
training, improve on a learning culture and rewardl implement innovations. More
fundamentally, all employees should be turned im&sketers of the firm. Also short term
products should be developed as well as empowermmieemployees to work from
wherever they are. IT improvement such as telecenteéng and working from outside
the official roofed home should be encouraged. A&bal performance management for
effectiveness whereby employees’ performance iggoegn surpassing key performance
indicators should be prioritized.
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CHAPTER ONE

INTRODUCTION

1.1 Background of the Study

Ansoff strategies success formula emphasizes tieat iis linkage between organization
and external environment. Organizations depend otermal environment for
procurement of resources and depend on it to atkeptproducts and value Ansoff and
McDonnel (1990). The business environment is coaliy changing and challenging
organizations in multiple dimensions. All businessgities do not operate in a vacuum but
in a turbulent and dynamic internal and externalirenment. Organizations therefore
need to be competitive in the market place as #reyfaced with internal and external
environmental challenges such as economic and maskaditions, competitors,
customer needs and demand, opportunities and shraltthese challenges affect the
profitability of organizations. The internal chaltees can be controlled and this depends
on the management capability to ensure that thesources have experience and

competent skills to be competitive in the markedrgizy, 1997).

Peter Drucker stressed the value of managing lyetiag well-defined objectives. This
evolved into his theory of management by objectidd80). According to him the
procedure of setting objectives and monitoring peeg towards them should permeate
the entire organization. Strategy theorist MichRelter argued that strategy target either
cost leadership, differentiation, or focus. These known as Porter's three generic
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strategies and can be applied to any size or fdrrhusiness. According to Porter a
company must only choose one of the three or rislaste of precious resources. In their
argument Kim and Mauborgne countered that an ozg#ioh can achieve high growth
and profits by creating a Blue Ocean Strategy lthe&ks the trade off by pursuing both
differentiation and low cost. On the other handrigasoff built on Chandler's work by
adding concepts and inventing a vocabulary. He ldped a grid that compared
strategies for market penetration, product develpm market development and
horizontal and vertical integration and diversifioa. He felt that management could use

the grid to systematically prepare for the future.

A firm's relative position within its industry demeines whether a firm's profitability is
above or below the industry average. The fundarhebésis of above average
profitability in the long run is sustainable conipeé advantage. There are two basic
types of competitive advantage a firm can posdesscost or differentiation. The two
basic types of competitive advantage combined wighscope of activities for which a
firm seeks to achieve them, lead to three genérategjies for achieving above average
performance in an industry: cost leadership, défiiation, and focus. The focus strategy

has two variants, cost focus and differentiatiorufd

In cost leadership, a firm sets out to become dhe dost producer in its industry. The
sources of cost advantage are varied and depertdeostructure of the industry. They
may include the pursuit of economies of scale, petgry technology, preferential access

to raw materials and other factors. A low cost piced must find and exploit all sources
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of cost advantage. If a firm can achieve and susteerall cost leadership, then it will be
an above average performer in its industry, pravidlean command prices at or near the

industry average.

In a differentiation strategy a firm seeks to baque in its industry along some
dimensions that are widely valued by buyers. leatsl one or more attributes that many
buyers in an industry perceive as important, anduely positions it to meet those needs.
It is rewarded for its uniqueness with a premiumgrThe generic strategy of focus rests
on the choice of a narrow competitive scope withimindustry. The focuser selects a
segment or group of segments in the industry amargats strategy to serving them to

the exclusion of others.

For Porter (2004), competitive strategies primaglolve explicitly through planning

process or implicitly through approaches dictatgd llirm’s professional orientation and
the incentives of its directors. The purpose ofkdmiompetitive strategy is to build a
sustainable competitive advantage over the orgtoiZa rivals. Banks therefore focus
on gaining competitive advantage to enable themores to, and compete effectively in
the market. The competitive situation in the indudtas a decisive effect on banks'

earnings, and consequently has a bearing on fiabstability.



1.1.1 Concept of Strategy

Chandler (1962) stated that strategy determines bgic long-term goals of an

enterprise, and the adoption of courses of actstrategy as plan of action) and the
allocation of resources necessary for carrying these goals (strategy as re-source
allocation). While Porter (1996) viewed strategtlas process of creating a unique and
valuable position with means of a set of activiiiea way that creates synergistic pursuit

of the objectives of a firm.

Mintzberg (1990) suggests that the term strategyésl to mean a plan, a ploy, a pattern,
a position or a perspective the 5 Ps. Mintzbergndsfstrategy in terms of a process.
Since strategy has almost inevitably been conceirngdrms of what the leaders of an
organization plan to do in the future, strategyrfation has, not surprisingly, tended to
be treated as an analytic process for establidbimgrrange goals and action plans for an
organization, that is, as one of formulation foleivby implementation. Strategy can be
viewed as building defenses against the competitivees, or as finding positions in the

industry which forces are weakest (Pearce & Rolnin$697).

Porter (1980) also noted that strategy is all abowunpetitions and trying to gain

competitive advantage. Batemand (1990) suggestddsthategy is a pattern of actions
and resource allocations designed to achieve thés g the organization. The strategy
that an organization implements is an attempt tecméhe skills and resources of the
organization to the opportunities found in the Ex& Environment. Jauch (1988) argued

that decisions and actions taken will lead to tieetbpment of an effective strategy.
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1.1.2 Context of the Study

Environmental challenges in the banking industryehldeen enormous and organizations
are working day and night to come up with the rigtiategic responses to counter the
ever changing working environment. Some of thelehgks that commercial banks are
facinginclude; uncertainty, globalization, regulationglaachnology. Uncertainty in the
global economy, uncertainty in the credit marketsgertainty in how new regulations
will affect business and therefore organizationsdn® come up with strategies that will

enable them survive in the market (Wambugu, 2011).

Kenya Commercial Bank over the last decade hasifelcallenges in trying to meet ever
changing customer preferences, technological agé&gas well as competition. Owing
these challenges, KCB management has worked stglesensure the bank is profitable
and it is meeting its business objectives accofdirf§ome of the strategic responses the
bank has adopted include investment in technoldgrsification into new markets as

well as embracing agency banking strategy.

1.1.3 Strategic Response

The strategy of an organization involves matchisgcorporate objectives and available
resources. In this development of strategy, masagex concerned with reconciling the
business the organization is in with the allocattbmesources. This allocation process is
concerned with the general purposes of an orgaoigatvhether it is part of the grand

plan, the overall objectives or a strategy desigiwelleep the organization in business

(Tim and Hannagan, 2005). According to Drucker,)8&ategy is the pattern of major



objectives, purposes or goals and essential pslicieplans for achieving these goals,
stated in such a way as to define what businessaimpany is in or to be in and the kind

of company it is or is to be.

In the banking industry, increased competitior#tens the attractiveness of the industry
and reduces the profitability of the players in $leetor. It exerts pressure on banks to be
proactive and to formulate successful strategieg fhcilitate proactive response to
anticipated and actual changes in the competitimer@nment. Banks therefore focus on
gaining competitive advantage to enable them responand compete effectively in the
market. By identifying their core competences, lsagaile able to concentrate on areas that
give them a lead over competitors, and provide rmpmditive advantage. According to
Johnson and Scholes (1997), core competences aeerotmust and difficult to imitate
because they relate to the management of linkaglegvithe organizations value chain

and to linkages into the supply and distributioaios.

1.1.4 Business Environment and Challenges

Drucker (1958) noted that management is primablyud the continuing development of
the organization and its employees. The demandsnaeds of the environment are
constantly evolving and management is about adigstie company according to the
needs and demands of the environment. Some of hakenges that face businesses
include; uncertainty, globalization, regulationgld@achnology. Uncertainty in the global
economy, uncertainty in the credit markets, ungagain how new regulations will
affect business and therefore organizations neecbioe up with strategies that will

enable them survive in the market.



Globalization poses a top challenge in the busingsdd. Understanding foreign

cultures is essential to everything from the apiid penetrate new markets with existing
products and services, to designing new products semvices for new customers, to
recognizing emergent, disruptive competitors thaly anonths earlier weren’'t even

known. The problem to be solved is to better urtdads international markets and
cultures through better information gathering aettdy analysis of what it all means. A
changing regulatory environment is always of congercertain industries, but uncertain
energy, environmental and financial policy is wregkhavoc for nearly all companies
today. Whether a demand from customers or sharet®oltd become more “green,” or
the threat of increased costs due to new carbagstaenvironmental considerations are

among the biggest challenges businesses face today.

The pace of technological improvement is runningratexponentially increasing rate.
While this has been true for several decades, dloe ppday makes capital investment in
technology as much an asset as a handicap becausepetitor can wait for the next-

generation technology, which may only be a yearyawhen use it to achieve an
advantage. According to Ansoff and McDonnell (199@) is through Strategic

management that a firm will be able to position aeldte itself to the environment to
ensure its continued success and also secure fitsgif surprises brought about by the

changing environment.



1.1.5 Strategic Response and Business Environment

The strategy is the way by which a firm fulfillss imission and attains its objectives.
According to Brandenburger and Stuart, the essehstategy lies in creating favorable
asymmetries between a firm and its rivals. Accaydio Barney (1997), Strategy is a
pattern of resource allocation that enables firms nhaintain or improve their
performances. A good strategy neutralizes thresadgloits opportunities, capitalizes on
strengths and/or fixes weaknesses. According totePofl980), a company can
outperform rivals only if it can establish a di#ece that it can preserve. He further
wrote that a firm can be different by creating &ue and valuable position, involving a
different set of activities and making trade-ofiscompeting e.g. choose what NOT to do

(Porter 1980).

The ability of a firm to command a competitive adizage depends on the practicability
of their strategic responses (Barney, 1997). Theness environment in the country has
drastically changed resulting in some banks opeaingmber of branches across borders
and thus increasing competition in the industrybglty. Banks have ended up hawking
their services to potential clients and this halsttedownward prices due to competition.
Strategic management in the banking industry dentlwiadl companies should have
effective systems in place to counter unpredictalbnts that can sustain their operations
and minimize the risks involved (Hambrick, 1983hefefore, venturing in this area
gives hope that, areas of interest for further aede can be identified and further
understanding of the concept of competitive stiagegparticularly in the banking

industry in Kenya will be enhanced.



Commercial Banks in Kenya have also made very heavgstment in information
technology. Modern banks are very dependent omtdofgy. Banks use technology to
operate their communication networks, operate ATMBd offer e-banking services
among others. These systems are operated by vpegnsixe ERS (Enterprise Resource
Systems) like Oracle, SAP and Flexi-cube, whicht several million dollars. Kenya
Commercial Bank spent US$ 6 Million in 2002 on @sntroversial system upgrade

(Karkhanis 2002).

1.1.6 Banking industry in Kenya

The Companies Act, the Banking Act, the Central lBah Kenya Act and the various

prudential guidelines issued by the Central BanKefiya (CBK), governs the Banking

industry in Kenya. The banking sector was libesdizn 1995 and exchange controls
lifted. The CBK, which falls under the Minister fétinance’s docket, irresponsible for
formulating and implementing monetary policy andtéwing the liquidity, solvency and

proper functioning of the financial system. The CB#blishes information on Kenya’s

commercial banks and non-banking financial ingbng, interest rates and other

publications and guidelines.

Banks in Kenya have come together under the Keray&&s Association (KBA), which
serves as a lobby for Thebans interests and addressies affecting its members. There
are forty-six banks and non-bank financial insittas, fifteen micro finance institutions
and forty-eight foreign exchange bureaus in Kenifairty-five of the banks, most of

which are small to medium sized, are locally ownguk industry is dominated by a few



large banks most of which are foreign-owned andsgete partially locally owned. Six

of the major banks are listed on the Nairobi Stégkhange (CBK, 2007).

The commercial banks and non-banking financialitunsbns offer corporate and retail
banking services but a small number, mainly compyishe larger banks, offer other
services including investment banking. The Kenyamking sector has demonstrated a
solid growth over the past few years. The industgtinues to offer significant profit
opportunities for the major participants. Bankseagatly earn their revenues from taking
in funds and lending them out at a higher rate. 3jpread between deposits and loans

continues to be around 8.5%, offering much pradfieptial.

Profit after tax of the overall banking systemreased by 38.61%, or Kshs 5.08 billion,
from Kshs 13.15 billion in December 2005 to Kshs2P&billion in December 2006. This

growth is continuation of the strong growth in praifter taxes that the industry has
achieved for the past several years. The increapeoiit reflected an increase in interest
income on loans and advances, which rose by 14@&6Kshs 5.51 billion to Kshs43.9

billion in December 2006 from Kshs 38.39 billion ecember 2005. The increase in
interest income was due to the growth of 16% im$ogiven out. The rate on loans in the

industry has been stable at an average of 11% (QB&7).

1.1.7 Kenya Commercial Bank
The origin of Kenya Commercial Bank dates back 86l when its predecessor, the
National Bank of India (NBI) opened a branch in Mmsa. In January 1958, NBI

merged with Grindlays Bank Limited, which was later1970, acquired by the Kenya
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Government and renamed Kenya Commercial Bank Ldnitépon independence the
Government of Kenya acquired 60% shareholding itiadal &Grindlays Bank in an

effort to bring banking closer to the majority okeiyans. In 1970, the Government
acquired 100% of the shares to take full contraheflargest commercial bank in Kenya.
National and Grindlays Bank was renamed Kenya ComialeBank. In 1972, Savings &

Loan (K) Ltd was acquired to specialize in mortgégance. In 1997, another subsidiary,
Kenya Commercial Bank (Tanzania) Limited was incogbed in Dar-es-Salaam,
Tanzania to provide banking services and promatsseborder trading. The subsidiary

has 11 branches.

In pursuit of its Vision: To be the best bank ie tiegion, in May 2006 KCB extended its
operations to South Sudan following licensing af ypungest subsidiary, KCB Bank
South Sudan, to provide conventional banking sesvi@he subsidiary has 19 branches.
In 2008, KCB Rwanda subsidiary was incorporatedhwite branch in Kigali. Currently
the branch has ten branches. KCB Bank Burundiestayperations in May 2012 and has
a Head Office, one branch and an Advantage BanRemgre. The Government has over
the years reduced its shareholding to 35% and mewently to 26.2% following the
rights issue exercise in 2004, which raised KSHsbidlion in additional capital for the
bank. In the third Rights Issue held in 2010, theveggnment further reduced its

shareholding to 17.74% after raising additionalitedor Kshs 12.5billion. KCB South
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1.2 Research Problem

Competitive strategy consists of all those moves approaches that a firm has and is
taking to attract buyers, withstand competitivesgtge and improve its market position
(Thompson and Strickland, 2003). It concerns whétma is doing in order to gain a
sustainable competitive advantage. Porter (1980)ined the three approaches to
competitive strategy these being maintaining lowtgoi.e. low cost leadership strategy.
Secondly, seeking to differentiate one’s produderaig from that of its rivals that is
differentiation strategy and lastly focus on a aarportion of the market, focus or niche

strategy (Porter, 1980).

Porter (1985) argues that superior performancebeaachieved in a competitive industry
through the pursuit of generic strategy, which bBBnés as the development of an overall
cost leadership, differentiation or focus approtcindustry competition. Every bank has
to consider how to enter a market and then buildl @mtect its competitive position.
Ansoff strategies success formula emphasizes tiea¢ s linkage between organization
and external environment. Organizations depend otermal environment for
procurement of resources and depend on it to adbept products and value (Ansoff

andMcDonnel1990).

It has made customers become more discerning. Owitigese challenges, banks have
led to the re-engineering of their processes \&rueturing; engaging in cost reduction

initiatives, adoption of customer oriented markgtohilosophy, employee empowerment

12



and community empowerment. In the recent past, ldaeking industry has faced
increased competition and tremendous challengedaligation, privatization of

government owned banks, adverse changes in econanucpolitical patterns and
narrowing of profit margins. This has prompted ih@ustry players to take competition
to a higher level. Increased competition is critedvancing economy growth in banking

industry.

Previous research studies have concentrated omiblementation of the competitive
strategies adopted by various institutions like KsanFor example Chege (2008)
researched on the competitive strategies adoptddabking industry. Kiptugen, (2003)
identified strategic responses by Kenyan commeiéalk to a changing competitive
environment. Wambugu,(2011) carried out a reseafdhe strategic responses adopted
by Kenyan commercial bank to cope with the comjeetitn banking industry. Warucu
(2004) studied the competitive strategies emplolggdcommercial banks. Nyakang'o
(2007) carried out a research on the competitivatefies adopted by audit firms in
Nairobi and found out that audit firms are ableprform better when they adopt

competitive strategies.

Gakenia (2008) surveyed on the strategy implemientat Kenya Commercial Bank. No
one has researched on the strategic response gakemmercial bank to environmental
challenges. This study focuses on carrying an tiyatson on strategic response of
Kenya Commercial Bank to environmental challendé®re is a gap between theoretical
background and operation of the Strategic Respomde&CB to Environmental
Challenges. The problem therefore is to find oet$trategic Response to Environmental

Challenges by KCB in Kenya.

13



1.3 Research Objectives

To determine the Strategic Responses by KCB torBnriental Challenges in Kenya.

1.4 Value of the Study

This research will be beneficial to KCB in thatwtll expose the gaps in its strategy,
which if addressed in time will help it to deterngoetition. It will also identify the
strategies it can leverage to sustain its competdige, it will be creative enough in the
strategies they uphold in order to cope with ddfdér dynamic changes that are

spontaneous and the demand paradigm shift.

The study will also make significant contributiom ¢urrent and potential investors of
Kenyan banking industry, as it will provide a Idtinsight on the strategies they can use
to respond to competition. The investment bankadsiavestors (existing and potential)
will benefit from this research as it will give thegainful insight on KCB Bank business

model.

The government will benefit in that it will focus ahe different policies it seeks to keep
relax or bring on board as it will also foresee thiee we need to borrow any funds from
different countries that we usually seek to borfoam which the economic development
of the country will increase and improve indepermdem terms of funds which will

trickle to reserve thus a paradigm shift from bairg to lending to other countries.

14



The academia will benefit in that they strive taibrstorm to come up with new methods
of banking in relation to the competition experiedcas they will eventually come

through to the market and as they come up withedsfit competitive strategies that can
be embraced in different organizational scenariguid their needs. The study findings
will be of benefit for further theoretical reviewné development on the topic under

review.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction
In order to attain the objective of the study, tth&pter discusses theoretical foundation,
strategy, strategic response that firms adopt 40 aarb competition and environmental

challenges facing the banking industry.

2.2 Theoretical Foundation

The strategic management discipline originatedhe 1950s and 1960s, among the
numerous early contributors, the most influentiarevAlfred Chandler, Philip Selznick,
Igor Ansoff, and Peter Drucker. The discipline dsafrom earlier thinking and texts on
'strategy’ dating back thousands of years. Alfréar@ler recognized the importance of
coordinating management activity under an all-enuassing strategy. Interactions
between functions were typically handled by managéro relayed information back and
forth between departments. Chandler stressed tiporiance of taking a long term
perspective when looking to the future. In his 1¢8@und breaking worl&rategy and
Sructure, Chandler showed that a long-term coordinatedegjyawas necessary to give a
company structure, direction and focus. He say®ritcisely, structure follows strategy.
In 1957, Philip Selznick formalized the idea of ofahg the organization's internal

factors with external environmental circumstances.
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This core idea was developed into what we now 8MOT analysis by Learned,
Kenneth Andrews, and others at the Harvard Busirg&s®wol General Management
Group. Strengths and weaknesses of the firm asssad in light of the opportunities and
threats in the business environment. Igor Ansofftmn Chandler's work by adding
concepts and inventing a vocabulary. He developgddathat compared strategies for
market penetration, product development, marketeldgwment and horizontal and
vertical integration and diversification. He felat management could use the grid to
systematically prepare for the future. In his 19@assic Corporate Srategy, he
developed gap analysis to clarify the gap betwlercurrent reality and the goals and to

develop what he called gap reducing actions.

Peter Drucker was a prolific strategy theorist,hautof dozens of management books,
with a career spanning five decades. He stressedallne of managing by targeting well-
defined objectives. This evolved into his theorynmhnagement by objectives (MBO).
According to Drucker, the procedure of setting objes and monitoring progress
towards them should permeate the entire organizaStrategy theorist Michael Porter
argued that strategy target either cost leadershiferentiation, or focus. These are
known as Porter's three generic strategies andbeaapplied to any size or form of
business. Porter claimed that a company must drdgse one of the three or risk that the
business would waste precious resources. Chan KonRenée Mauborgne countered
that an organization can achieve high growth arafiter by creating a Blue Ocean

Strategy that breaks the trade off by pursuing biifferentiation and low cost
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2.3 Strategic Responses Development

Ansoff and McDonnell (1990) define strategy as tao$alecisions making rules to guide
the organizational behavior. They add that it igaedstick by which present and future
performance of firm is measured. According to Lyrig¢B97) strategy is about winning.
It is the organizations sense of purpose. Strategyommunication thread in a firm,
giving direction and scope of organization in tbed run (Ansoff,1987). A good strategy
will help the organization to allocate resources unique and viable posture based on its
relative competencies and shortcomings, anticipakeshges in the environment and the

contingent moves by intelligent opponents.

Mintzberg,Quinn and Ghoshad(1998) define strategyaaplan, ploy, position and
perspective. As a plan strategy specifies intenomdse of actions that is designed in
advance of the actions it governs. As a ploy, sgraintends to outwit competitors.

Aosa(1992) found that formal strategic planning geacticed in Kenya s large
manufacturing company with foreign companies bemgre involved in strategic

planning than the local ones.

Strategy is the way by which a firm fulfills its ssion and attains its objectives.
According to Brandenburg and Stuart, the essencrafegy lies in creating favorable
asymmetries between a firm and its rivals. Accaydia Barney (1997), strategy is a
pattern of resource allocation that enables firms nbaintain or improve their
performances. A good strategy neutralizes threadgsloits opportunities, capitalizes on

strengths and/or fixes weaknesses. According totePofl980), a company can
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outperform rivals only if it can establish a di#ece that it can preserve. He further
wrote that a firm can be different by creating &ue and valuable position, involving a
different set of activities and making trade-ofiscompeting e.g. choose what NOT to do

(Porter 1980).

The ability of a firm to command a competitive adizage depends on the practicability
of their strategic responses (Barney, 1997). Theness environment in the country has
drastically changed resulting in some banks opemingumber of branches a cross
borders and thus increasing competition in the shguglobally. Banks have ended up
hawking their services to potential clients and thas led to downward prices due to
competition. Strategic management in the bankimdustry demand that companies
should have effective systems in place to countgredictable events that can sustain
their operations and minimize the risks involvedauiibrick, 1983). Therefore, venturing

in this area gives hope that, areas of interesfudher research can be identified and
further understanding of the concept of competisitrategies particularly in the banking

industry in Kenya will be enhanced.

Strategy is the sustained pattern of resource allmt by which companies align
themselves effectively to their external environinétence, a useful place to start is to
consider the macro environmental context in whiaustry finds itself. This is a period
of unparalleled change, driven by factors such @somics, information technology,
demographics, health economics and globalizati@chEof these factors individually

would call for a considered response from the itrgubut taken together they represent
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a fundamental change in the market environment.s Timplies a concomitant

fundamental response by the industry.

2.4 Environmental Challenges

Organization depends on the external environmergutwive. Environmental changes
shape opportunity and challenges facing the orgdiniz. Organizations need to adjust to
these changes to remain competitive in the futirbost of external factors influence a
firms choice of direction an action and also itgaizational structure and internal
processes. Ansoff and McDonnell(1990)described rorgéions as environment serving
in that they depend on environment for inputs anstamers for their finished goods.
Customers are highly valued in organizations emvitent since they are the end users.
Their likes and dislikes changes rapidly therefibie important to anticipate changes in
users product requirement emerging technologieisddia charge how the products are
used. Competition from related industries with $miproducts and services, their
geographic location and market form a critical pairtorganization environment. Its
important for any organization to have knowledgeitsrcompetition so that to develop

superior strategies to outwit them.

Technology acquired for production and technicaldpadvancing in communication
technologies have revolutionaries how organizatiopsrate in current error. Porter
(1985) stated that strategy is concerned with ositg a business to maximize the value
of the capabilities that distinguishes it from ¢tsmpetitors. According to porter, a farm
must formulate a business strategy that incorpsratest leadership, differentiation or
focus in order to achieve sustainable competitiheaatage and longtime success in its

industry.
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Competition is a term that encompasses the nofidinnas striving for a greater share of
a market to sell or buy goods and services. Meridabster defines competition in
business as "the effort of two or more partiesngctindependently to secure the business
of a third party by offering the most favorablentst’ (Competition, 2008).Seen as the
pillar of capitalism in that it may stimulate inration, encourage efficiency, or drive
down prices, competition is touted as the foundatipon which capitalism is justified
(Kohn, 1986). According to microeconomic theory, system of resource allocation is
more efficient than pure competition. Competitiagcording to the theory, causes
commercial firms to develop new products, servicasd technologies. This gives
consumers greater selection and better products.gféater selection typically causes
lower prices for the products compared to what gphee would be if there was no
competition (monopoly) or little competition: oligoly (Kohn, 1986). The primary
objective of managers of profit seeking organizaidike banks is to maximize the

performance of the firm over time (Rappaport, 198%&ynor, 1981;Van Horne, 1992).

Bowman and Helfat (2001) found that corporate sttis inessential management tool
and is important to firm performance, and achievpegformance advantage through
strategic initiatives is increasingly importanttire financial services industry (Farrance,
1993; Wilkinson and Balmer, 1996; Young,1999; DeyI2000).Porter (1980, 1985)
argues that superior performance can be achievadcompetitive industry through the
pursuit of a generic strategy, which he definesh&sdevelopment of an overall cost
leadership, differentiation, or focus approachniuistry competition which is among the

strategic responses that a firm can adopt.
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2.5 Organizational Responses

The ability of a firm to command a competitive adizage depends on the practicability
of their strategic responses (Barney, 1997). Theness environment in the country has
drastically changed resulting in some banks opeaingmber of branches across borders
and thus increasing competition in the industrybglty. Banks have ended up hawking
their services to potential clients and this halsttedownward prices due to competition.
Strategic management in the banking industry denthiatl companies should have
effective systems in place to counter unpredictalknts that can sustain their operations

and minimize the risks involved (Hambrick, 1983).

Pearce and Robinson (1997) define strategic resgasthe set of decisions and actions
that result in the formulation and implementatidnptan designed to achieve a firm’s
objectives. According to Johnson and Scholes (2@@2y the environmental analysis,
the firm will choose a strategy in response to opputies and threats it is facing.
Strategy is a bridge between firm’s resources, dppdies and risks it is facing in the
environment. It incorporates the competitive moaes approaches to deliver the best

performance and satisfaction to all stake holders.

Well developed and targeted responses are fornadabhpons for a firm in acquiring
and sustaining competitive edge. Some of the gfi@teesponses may include;
development of new product and services, new psesesnew markets, abandoning
unprofitable markets, new competition strategiasrfew market penetration, business

processed re-engineering, Information and commtinitéechnology and leadership.
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Porter (1980) defines cost leadership as the aement of “overall cost leadership in an
industry through a set of functional policies ainadhis basic objective. Cost leadership
requires aggressive construction of efficient-scaeilities, vigorous pursuit of cost
reductions from experience, tight cost and overheautrol, avoidance of marginal
customer accounts, and cost minimization in arées R&D, service, sales force,
advertising, and so on. Essentially, low cost nedato competitors becomes the theme
running through the entire strategy. It is worthimg that Porter does not focus on the
possible pricing tactics related to cost, insteadu$ing on overarching strategic
considerations and the importance of achieving foeasts than rivals, regardless of
pricing method used. Researchers have associatstl leadership with mass
merchandisers such as the retail firms K-Mart aral-Wart or fast food restaurants such

McDonald's and Kentucky Fried Chicken (Helms etE392).

There are some environmental conditions that fdm foundation of cost leadership.
First, the target customers need to be industrewiié. demand should be market wide,
not segmented (Porter, 1980). Also, the customersatiding the product(s)need to be
price sensitive (Murray, 1988). To meet this bread substantial demand, considerable
resources are needed. This generally prevents $mmadl from successfully following a

cost strategy (Wright, 1987).
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According to Porter, (1980), firms often drive theiost lower through investments
inefficient-scale facilities, tight cost and ovegldecontrol, and cost minimizations in such
areas as service, selling and advertising. Thegnasell no-frills, standardized products
to the most typical customers in the industry. Thhe primary thing for a firm seeking
competitively valuable way by reducing cost is tmeentrate on maintaining efficiency
through all activities in order to effectively conitevery expense and find new sources of
potential cost reduction (Dess and Davis, 1984} @aslership is valuable if; buyers do
not value differentiation very much, buyers arec@isensitive, competitors will not
immediately match lower prices (do gametheoretalyamig and it is sustainable if; there
are no changes in consumer tastes, technology mogeeous prices/costs and the

activities taken to achieve low costs are rarecargdly to imitate

With the differentiation strategy, the unique #ilites or perceptions of uniqueness and
characteristics of a firm’s product other than qmivide value to customers. The firm
pursuing differentiation seeks to be unique iningustry along some dimension that is
valued by customers, which means investing in ptbdR&D and marketing (Porter,
1980).1t is the ability to sell its differentiatgmoduct at a price at a price that exceeds
what was spent to create it that allows the firnottperform its rivals and earn above-
average returns. A product can be differentiatedvanious ways. Unusual features,
responsive customer service, rapid product innomatiand technological leadership,
perceived prestige and status, different tasted,esmgineering design and performance
are Rather than cost reduction, a firm using tlierdintiation needs to concentrate on

investing in and developing such things that atimjuishable and customers will
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perceive. Overall, the essential success factodifbéérentiation in terms of strategy
implementation is to develop and maintain innowai®ss, creativeness, and
organizational learning within a firm (Ireland dt, 2001; Dess and Davis, 1984;Porter,

1985).

Successful differentiation is based on a studywfelbs’ needs and behavior in order to
learn what they consider important and valuablee Tdesired features are then
incorporated into the product to encourage buyefepence for the product. The basis for
competitive advantage is a product whose attribdiffer significantly from rivals
products. Competitive advantage results when buyeceme strongly attached to these
incorporated attributes and this allows the firmdimarge a premium price for its product,
benefit from more sales as more buyers choosingtbeéuct and more buyers become
attached to the differentiating features resulimgreater loyalty to its brand. Efforts to
differentiate often result in higher costs. Prdfieadifferentiation is achieved by either
keeping the cost of differentiation below the prigeemium that the differentiating

features command, or by offsetting the lower pnafetrgins through more sales volumes.

Kotler (2001) insists that anything that a firm cdmto create buyer value represents a
potential basis for differentiation. Once it findsgood source of buyer value, it must
build the value, creating attributes into its produat an acceptable cost. These attributes
may raise the product’'s performance or make it nem@nomical to use. Differentiation
possibilities can grow out of possibilities perf@thanywhere in the activity cost chain.
Currently, technology is fundamentally re-aligniogsiness relationships between banks

and their customers. Competitive contention in plagment innovations moves from
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single delivery channel towards integrated delivemgnnels. This is because consumers
no longer express the preference to any singlengaAs banks face new challenges in
the electronic payment (e-payment) world, they néedeverage their information
technology (IT) strategy to be aligned with bussesategyThe traditional strategy of
banks in the payment innovations is competitivatstyy aiming to compete based on the
size. Banks with extensive branch networks tendajature more customers than those
with fewer branches. Currently, the Internet anel World Wide Web have impacts on
the way banks doing the business. The traditionigk and mortar banks are moving
towards integrated delivery channels and the adopif the click strategy (Pennathur,

2001; Hensmans, et al., 2001).

The changing landscape of electronic payments regjlianks to change their strategies
to collaborative strategy in order to meet e-payntEmands. Banks faced competitive
pressures, which forced them to migrate their bdranetwork system towards the

development of integrated service channels (frastaised channels to an integrated one)
(Vishal, 1997). This is because the competitiveerattives in the bank “payment

transmission system (Internet, mobile phones) ntleanbanks cannot use a network for
clearing and settlements to achieve competitiveaathge. The overall thrust is that
banks realize the importance of having control dtierpayment networks so that banks
have market power, and accordingly, competitiveaatiwge over other competitors. For
many banks in Kenya, information and communicati@ehnology is viewed as

potentially capable of helping achieve competifideantage (Mcforlan, 1984).
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction
The chapter covers the research design, the papulatample and sampling technique,

data collection methods and data analysis.

3.2 Research Design

The research design applied in the study was astagg. A case study is a qualitative
study that has been narrowed down to a specifichuticomprehensive enough to give
representative information for similar units opergtin the same environment. It is an in-
depth investigation of an individual, institution ghenomenon (Mugenda and Mugenda,
2003). The use of case study in research was ttplar importance taking into account
the advantages that come along with it. It enables to study intensively a particular
unit.

3.3 Data Collection

In this study, emphasis was given to primary datee primary data was collected using
interview guide attached as appendix Il which wasedon ten interviewees who are the
head of departments at the KCB head office. Amumev guide is a setoff questions that
the interviewer asks when interviewing (Mugenda a&hdgenda, 2003). It makes it
possible to obtain data required to meet objeativihe study which was solely primary

data. Interview method was efficient, flexible, apeand easy to administer.
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3.4 Data Analysis

The qualitative analysis was done using contentlyaisa Content analysis is the
systematic qualitative description of the compositdf the objects or materials of the
study (Mugenda and Mugenda, 2003). It involves olz®on and detailed description of
objects, items or things that comprise the sampleis technique uses a set of
categorization for making valid and replicable nefeces from data to their context,
Baulcomb, 2003).Content analysis was used consgléhie qualitative nature of the data
to be collected through in-depth personal intergieWhe data was broken down into the
different aspects of strategy responses, arrangediagical groups and analyzed. This

offered a systematic and qualitative descriptiothefobjectives of the study.

The collected data was examined and checked fompletemess. The data was then
summarized, coded and tabulated. Descriptive S8t#tissuch as means, standard
deviation and frequency distribution was used talywe the data. This was used to
perform the analysis as it aids in organizing anchmarizing the data by the use of
descriptive statistics such as tables. Data prasentwas done by the use of pie charts,
bar charts and graphs, percentages and frequebleg.ta his ensured that the gathered
information was clearly understood by describingatvthhe respondents are saying. The

gualitative data was analyzed using content arebysd finding presented in prose form.
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CHAPTER FOUR

DATA ANALYSIS, RESULT AND DISCUSSION

4.1 Introduction

This chapter presents the analysis and findingthefstudy as set out in the research
methodology. The study's data collection was doypdhe use of an interview guide
which was designed in line with the objectives e study. The main objective of this
study was to determine the strategic responses@y # environmental challenges in

Kenya.

A total of the 10 targeted top managers at KCB gadpd to the interview. This
represents 100% response rate which is sufficieoigh and could be used as a basis for
drawing conclusions and recommendations . Contaatysis and inferential statistics
were utilized in the analysis of data. Also, dgsttve statistics were used to analyze the

data with the results of the analysis being sumaedrin tables, percentages and figures.

4.2 Data on the Interviewees

All the interviewees were from the senior managemmategory of the KCB. The
respondents were heads from the departments afdasssdevelopment, human resources,
claims, accounts, ICT, legal and customer relatemsng others. From the findings it is
indicated that 75% of the top management staffrhace than 9 years’ experience in the
banking industry; 15% had between 6-9 years’ egpee and only 10% had less than 6
years experience in the banking Industry. Staffeeigmce is necessary in the delivery of

the desired goals of the firm in relation to makirejevant response strategies to
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environmental challenges. This is because expextestaff takes relatively less time to
deal with emerging and new environmental issugseatvork place than those with little
or no experience. At KCB results shows that moen tfi0% of the top management are

highly experienced, qualified and competent inrtiagrk.

4.3 Environmental Challenges facing the Organizatio

The respondents identified various environmentadllenges faced by KCB in the
business environment. The environmental challetiygswere stated by the respondents
include political, economic, technological, socidtaral, competitive challenges as well
as ecological factors. Other external environmefdators that affected KCB include
competition, regulatory, customer preferences amiotner needs among others. From
the study findings competition was identified ag treatest challenge facing KCB.
More than 75% of the respondents identified contipetias being a key challenge
requiring the need for KCB to change to accommodatgous factors that do with
competition for business survival. According to tewidy findings this factor was

followed by customer changes and technological gasmespectively.

Economic, political, ecological and socio-cultuchbllenges were ranked numbers 4, 5, 6
and 7 respectively as the environmental challentpes are influencing response
strategies at KCB. Table 4.1 below best illustratiesllenges identified in the external

environment.
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Table 4.1 Challenges in the External Environment

Main Challenge | Major Challenge Issues Rank
Environmental Influence
Challenges
Increased 55% -New competitor products 1
Competition -competitor price undercutting
-Competitor staff poaching
-aggressive advertising and marketing
-competitor innovations
-more competitor entry e.g. SACCOS
Changes in Customerl5% Customer need for: 2

Tastes

Preferences

and

-short term products

-quality products

-quality services

-expert presentations

-new products

-personalized services
-prompt loan services
-prompt complaints resolution
-brand preference

-e- transactions
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-improved customer care

-substitute products

Rapid Technological 10%

changes

-e-commerce e.g. mobile transacti
such as MPESA

-internet services through the web 3
SMS facilities

-e-banking

-Technological platforms

DBS

ind

Changing Economi

conditions

6%

Unpredictable economic conditions:
-inflation

-weakened power of investors

-high fuel costs

-increasing wage rates

-high taxation

-exchange rates

Political and

regulatory factors

8%

-Regular regulatory amendments
-political and investor confidence
-differing objectives between regulatg

and the regulated

-planned change in NHIF and NS$

Acts
-Regional conflicts e.g. Somalia

-terrorism threats

-

S
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-country governance structure

-increased regulatory controls e.g.
KRA, IRA, RBA, CMA & CBK
Changes in the4% -climate change and unpredictapk
Ecological conditions weather patterns
-informal settlements, Poor sanitatipn
and garbage leading to diseases
-Deforestation
Socio-Cultural 2% -Demography — More than 60% below

changes

35 years
-Gender issues and employment

-increased old age and retirement age

-increased poverty, crime and violence

The above table highlights the major issues andlestges outlined for example the
increased competition punctuated with new entramtthe banking industry such as
SACCOS and increased substitutes paraded by indiomepetitors such as non banking
institutions, the NHIF and the NSSF among othersti@ other hand, findings indicated
changes in customer tastes and preferences wehallenge that is facing KCB in it

operating environment. The findings show that 65%4he responses indicate that the

KCB customers have challenges that need to be sskliestrategically. These include,

expert presentations, e-transactions and persedadiervice, among others.
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The study findings indicate that technologicaltéas were found to be the third most
important challenge that is facing KCB. The incexhsise of mobile application in such
as Mpesa, Yu cash and other mobile money transfeitities, the internet and e-
commerce call for proper response by the KCB mamagé Other key challenges that
the respondents stated were issues such as théewgadtterns, increased crime,
increased taxation and the change in the regulétamyework. This is best elaborated in

table 4.1 above.

The above environmental challenges affect thesfimthe banking industry and KCB is
not an exception. Increased competition reducefitg@ndity and the overall market share
of the firm while challenges in technology preskeoth of opportunities for investment as
well as the need for the significant capital oudlaRegular and ad hoc changes in the
regulations of the banking industry in Kenya creap@sistent planning hiccups while
increased taxation creates low investor power.ofsm threats and disease lead reduced
financial transactions as does calamities occadidayefloods and drought. The findings
also point out that change in customer preferemarek service offering, advanced and
unique customer care as well as innovative prodaictsng others are the environmental

challenges facing KCB that require response stieteg

4.4 Strategic Responses to the Environmental Chaliges

The researcher sought to find out strategic resggoadopted by KCB to environmental
challenges facing them. The findings indicate k@B has strategically responded in

various ways to the various environmental challsrfgeing them.
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4.4.1 Strategic Leadership

KCB has all along employed 80% experienced andifighalified staff from the middle
level management upwards. Findings indicate thatntanagement alone has managers
with a minimum Diploma qualification while the CE@ experienced to spur the
organization to higher levels. More than 75% of tbp management has more than 9
years industry experience. The company therefoseahgrip on staff with capability and
ability of waging strategic response and managerokohange as and when required to
do so. The findings indicate that this high calibfestaff in the management category has
in the past and is responsive to the environmetalenges all the time. Hence strategic

leadership has been a key response to the chadl@mgfee environmental conditions.

4.4.2 Product Diversification

KCB has been on top of the game on matters to ¢lo pvoduct diversification strategy
in order to wade of competition and satisfy custotastes and preferences. Again and
again KCB has developed various market / produegrdification strategies. Findings
indicate that so far KCB product portfolio has edrirevenue contributions to the firm.
The products and markets serve various competigigsons. Some of the reasons stated
by the respondent as to why the bank is turningromuct diversification strategy to
include core business, diversification and markers which have led to improved

customer base and profitability.
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Their products target both individual and corporaients countrywide and regionally.
To endear itself further to its current and potntustomers, the findings indicate that
KCB has entered into new markets spreading intaccthuties in Kenya and in Eastern
African Region and has plans to cover the Sub-Sahafrica. KCB is also a socially
responsible corporate citizen as it is involvedsaveral areas. These findings indicate
that KCB sponsors CSR activities to a tune of K&86 Million annually for various
social projects along their rally routes and thegve hundred of thousands of pupils and

adults annually who cannot afford to pay for higadical bills elsewhere.

From the findings this positive gesture has eatheccompany customer goodwill which
indirectly translates into indirect sales. The camp has also increased new products
such as KCB Amana Account, KCB Diaspora Banking agnothers which gives one
access to the account 24 hours a day enablingoocenduct financial transactions on a
secure Internet platform. It is a safe and convenieoney management service from
anywhere in the world. KCB has also undertaken gpeoduality improvements to attract
more customers and deal with competitors by embgacise of modern technology

platforms.

4.4.3 Marketing Strategies

From the study findings 73% of the respondentscetgi that KCB has also intensively
entered into new markets through new sales charsuels as establishing branch and
agency offices, increased distribution through #égemd bank agencies and increased

customer interaction on Facebook and Twitter. Thmmany also undertakes extensive
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advertising and improved customer care as a mdamesnaining competitive. In the past
five years for example, KCB has undertaken varioustimedia marketing promotions
and campaigns such as Bill Boards, print media Bvidadverts with the intention of
increasing customer awareness of its product dmrtémd new emerging products. In its
pricing strategy, KCB has embraced flexible tratisacoptions and offered a wide range

of product variations to fit customer needs andriitial ability.

4.4.4 Information Technology Use

Proper utilization of ICT is a competitive edge atren tool for firms. To effectively
respond to the ever changing technological condtio the environment 97% of KCB
staff in the in all branches and departments ar€dmpliant. This means they are able to
utilize IT skills for cost reduction for competiemess. KCB has also embraced IT for
easy and faster communication with the clientsad cost reduction strategy. The firm
has established a fully operational IT departmeunt l@as computerized all its operations.
There is also use of IT in procurement, and reg&eeping. The findings indicate that the
IT department is upgraded on a continuous baskeép up with technological changes.
KCB also uses technology in transaction procesBingll its product range. The head
office is the hub and all the branch and agencdgesdfare linked and thus, all transactions
are real time. All the operating systems are irgtgt with the finance and accounting

system for effective reporting.
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4.4.5 Responses to Economic Changes

The findings indicate that KCB has not done so muacteal with the challenges in the
economic environment. This is because more of ticbs@ges are external to the firm
and the firm has little if any influence over thehhowever, to mitigate itself from the
adverse effects of a slow economic growth in Kerig&B has undertaken prudent
investments such as investments in property bgkjimssociate companies in unquoted
shares and in quoted stocks at the Nairobi Seesrifixchange. It has entered new
markets like Rwanda, Southern Sudan Burundi, Ugahdiazania and intends to expand
further into the rest of Africa. The company hasoalndertaken to develop new products
and services for clients thereby increasing itdiaaility. This is in addition to having
risk and compliance managers who not only ensirasthe company mitigates against
market risks but also complies with the law andutary frameworks of the land. At the
same time some of the company products are custposket friendly in line with the

hard economic time facing Kenyans.

4.4.6 Generic Strategies

The study findings point out to the use of genesicategies of cost leadership,
differentiation and focus by the firm as a respotsehanges in the environment and
particularly to competition. The cost leadershiatgtgy has widely been used by KCB.
KCB has undertaken staff restructuring wherebyf ste¢ only deployed in areas where
they add maximum value. The top management haegitally cut down on the number
of vehicles and drivers. Routine works like clegpisecurity and courier services are

outsourced to cut down on head count and relatsdof@mployment.
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The company has also embraced ICT which has cutndexpenses especially in
communication, filing and paper work, which is aear saving for the firm. The
installation of CCTV cameras has also reduced idadit incidents of equipment theft
and firm insecurity. The clock-in clock-out IT skegy for all staff has reduced the levels
of lateness and improved on the employee performahgain, procurement is done only
from reliable and cost effective suppliers. This hhe consequence of reducing the

overall wastes associated with cheap procuremegoads and services.

KCB has also adopted differentiation strategy. @#htiation strategy has involved
creating a product that is being perceived as bemgue or of superior value to the
customer and therefore, attracts customer loyaltyng not withstanding. The additional
costs of differentiating the products could requar@remium pricing strategy there by
increases the fortunes of the firm. Strong creftiand innovativeness coupled with
strong Research and Development has made it pes&blKCB to come up with

differentiated products and markets.

Focus strategy has also been utilized by KCB aspanse to the environmental
challenges. Focus strategy encompasses the selettiofew market segments. KCB to
some point focuses on the specific rather thargémeral client needs. The company has
products for the corporate, the family, the agée, middle aged the youth. It also has

products for car owners, pensioners and savergh@dle are specific market niches.
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4.4.7 Other Strategies

Other response strategies that KCB embraced innigeidé competitors include rigorous
selection, ongoing competence based training, dm foentoring and coaching
programmes, exchange programmes within the growyelsis access to an expansive e-
learning database. The study findings also inditiaaée KCB alignments its structure to
follow its strategies and has a greater focus onngaa strong business structure with
focus on each key business line. The bank alsotedojnancial strategies such as
acquisition of a large capital base which enabheditank increase the size of deals it can
book and even the single borrower limit. In additio the above the bank with the large
capital and deposit base, it has been able to @cgeils no other banks in the market
can handle and the ability to book large deals ftberegional businesses is been made

possible.

From the study findings it was found out that KCBt&ned profits build on the capital
base which in turn enables the bank lend more, itwek has run a strong cost
management culture over the last decade which bBar the efficiencies lead to a
competitive structure, automation of processessactioe group has led to improved cost
ratios and process reengineering initiatives hdasttehed many activities leading to
better cost ratios. On the other hand lower chatgesansact on m/e channels, high
availability and convenience and training and destrations at branch level have been

used to improve on its competitiveness while redpanto environmental challenges.

40



4 5 Discussion

The study findings are in agreement with findingsAnsa(1992) who found out that
formal strategic planning is practiced in Kenyaasgeé manufacturing company with
foreign companies being more involved in strategianning than the local ones.
Commercial banks and more relevantly KCB has giratg@lans revised regularly
According to Barney (1997), strategy is a pattdrresource allocation that enables firms
to maintain or improve their performances. A gotdtegy neutralizes threats, exploits
opportunities, capitalizes on strengths and/or sfixeeaknesses. These study findings

were also able to illustrate the same about a gtratkegy.

As Barney (1997) stated the ability of a firm tonmooand a competitive advantage
depends on the practicability of their strategispenses (Barney, 1997). The findings
indicate that business environment in the country Hrastically changed resulting in
some banks opening a number of branches a crosterBoand thus increasing
competition in the industry globally. Banks havedeth up hawking their services to
potential clients and this has led to downward gwiclue to competition. Strategic
management in the banking industry demand that eomp have put in place effective
systems to counter unpredictable events that cataisutheir operations and minimize

the risks involved.
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Like Kotler (2001) insisted that anything that anfican do to create buyer value
represents a potential basis for differentiationc®it finds a good source of buyer value,
it must build the value, creating attributes int® products at an acceptable cost. These
attributes may raise the product's performance akenit more economical to use.
Differentiation possibilities can grow out of pds$ities performed anywhere in the

activity cost chain. This was the same with theadysfindings.
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CHAPTER FIVE

SUMMARY, CONLUSION AND RECOMMENDATION

5.1 Introduction

This chapter dealt with the summary, conclusiors ecommendations of the study for
further research. It also covers the limitationsl arcommendations for policy and

practice.

5.2 Summary

The main objective of this study was to determine s$trategic responses by KCB to
environmental challenges in Kenya. This study alsaght to determine the challenges in
the external environment of KCB. A study was sulbsedjy carried out and the 10 top
managers responded to the interview. This represdli% response rate which could be

used as a basis for conclusions.

The results indicated that KCB has been experigneimvironmental turbulence. The
major threat to KCB was found to be the increassels of competition that could lead
to a declining market share. This was followed Ihg thange in customer preferences
and needs. Economic problems such as inflationta@dveakening currency were also
found to be conditions creating business problemthé KCB to a large extent. Other
environmental challenges facing KCB were found eotlie political changes especially

political legislations such as the proposed chaonfése NHIF and NSSF Acts.
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This is in addition to international terrorism, &mgical, demographic and technology
factors among others. Competition was also posedfifoys which were not full
commercial banks that offer similar services susfSACCOs. Changes in technology,
such as e-mobile, mobile internet as well as Wiftérnet and website also called on
KCB to change in tandem with the changing times €astomer preferences and tastes
changes also called for KCB to change. So far as@d competition, changing customer
tastes and preferences and changes in technology feend to be the top three
challenges affecting KCB. Hence major attentiontbe strategic responses to these

environmental challenges by KCB concentrated osdltleree key factors.

KCB is continuously crafting various strategies rmasponse to these changing
environmental challenges. The company's key styategs adoption of strategic
leadership. This is especially in relation to thp tnanagers of the firm who were found
to be professionals and highly experienced to delon the mission and vision of KCB
firm. The strategic leadership at KCB was foundbéoalways on the alert to the changes
in the environment. The capability of KCB to creatkearning organization was found to

give it a competitive edge in its responses tcetindronmental conditions.

KCB was also bale to respond to the challenges hie énvironment through
diversification of products and markets. The conyplas entered in Tanzania, Uganda,
Burundi and is expanding further to other countriesterms of products, KCB has

continued to come up with new products to serve thients better.
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The other responses are on the applied use of ndfk ioperations and e-commerce in
general. The prudent management principles by K@Bagement also involve corporate
governance, management by objectives and the inolusf stakeholders especially
management in strategy formulation and implememiatBy doing so there is little
resistance from employee during times of changepl&yee benefits including medical
and group life covers, educational loans, retirenfiemd, car and mortgage loans, among
others, go a long way in boosting employee motivato surpass their targets year on

year.

The findings also indicated the utilization of metikg strategies by the firm. The firm
uses aggressive advertising, marketing and custcarer;, among others. The company
has also managed to come up with low priced pradiacattract the low income category
of consumers. Similarly KCB has also applied genetrategies of cost leadership,
differentiation and focus strategies. Under coatéship the firm has embraced modern
technology, restructuring and business process&rgngineering to cut on overall costs.
This is in addition to the use of e-commerce tobdesiness. For product differentiation
KCB has branded its products and modified theicsjgecharacteristics to suit certain
market segments. The focus strategy by KCB has bte@ome up with products that
target certain niche markets for example the SMBaths among other distinct groups.
In addition KCB's corporate social responsibilitgshgone along way in endearing the

public and customers to the firm.
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5.3 Conclusion

In summary competitive strategy consists of alsthanoves and approaches that a firm
has and is taking to attract buyers, withstand czditipe pressure and improve its market
position. The researcher concludes that the bes¢ lpproaches to competitive strategy
that the commercial banks can embrace should revateund maintaining low costs,

such as low cost leadership strategy. Secondlkirspdo differentiate one’s product

offering from that of its rivals that is differeation strategy and lastly focus on a narrow
portion of the market, focus or niche strategylideo to be able to handle environmental

challenges.

In conclusion superior performance can be achi@vedcompetitive industry through the
pursuit of generic strategy, which he defines as dievelopment of an overall cost
leadership, differentiation or focus approach tustry competition. Every bank has to
consider how to enter a market and then build antept its competitive position. Banks
should focus on re-engineering of their processasraestructuring; engaging in cost
reduction initiatives, adoption of customer oriehtmarketing philosophy, employee

empowerment and community empowerment.
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Banking industry strategic management demand Heat should have effective systems
in place to counter unpredictable events that eemtag their operations and minimize
the risks involved. Therefore, if they venture hitstarea gives hope that, areas of interest
for further research can be identified and furthxderstanding of the concept of

competitive strategies particularly in the bankimdustry in Kenya will be enhanced.

5.4 Limitations of the Study

The unwillingness of the respondents to supplyritpet response was another limitation
factor. The respondents were suspicious that sty £ould expose their competitive
advantage to their competitors who may have acteshis project and could easily
implement the study response strategies recommemhdaded resources on the part of
the researcher were another limitation. The rebedacked adequate funding for

conducting the research and more especially in@abaction.

Time was a limiting factor. The researcher is it fune employment and therefore did

not have adequate time especially in the colleatibdata. Equally, the top management
to whom the interview guide was directed is a veugy category and did not have
adequate time at their disposal to adequately respmthe issues raised in the interview

guide. This has a scholarly disadvantage.

47



5.5Recommendations for Further Research

Owing to the limitations above, the researcher natsable to cover the study objective
conclusively. Thus, the researcher recommendsallening topics to researcher on:-the
impact of the government regulations on responseesfies adopted by banks in Kenya,
the effect of internal challenges on the resporisategiies adopted by commercial
banking, the role of organizational culture on tstgec response and growth among
financial institutions and the benefits that acctoethe organization as a result of

competitive response strategies on environmentdlesiges.

5.6 Implications for Policy and Practice

KCB needs to put in place a Research and Developdegartment. This will be charged
with not only gathering and analyzing competitotelligence information but also
exploring new markets and new products. R & D waiflo be charged with innovations
and environmental monitoring and possible firm stugent. The firm should also
consider additional outsourcing of non-core funtsicuch as auditing, archiving, public

relations and information technology, among others.

The company should review technology needs, haveoinse group and individual
training, improve on a learning culture and rewardl implement innovations. More
fundamentally, all employees should be turned m&wketers of the firm. Also short term
products should be developed as well as empowermmieemployees to work from
wherever they are. IT improvement such as telecenteng and working from outside
the official roofed home should be encouraged.
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APPENDIX I: INTERVIEW GUIDE

2. For how long have you been in charge of this depamt? Please tick
1-3Years( ) 3-6Years( ) 6-9 Years (Over9 Years ()

3. For how long have you been working with this comy¥an

4. Does your company collect information on its enmimental challenges? Who's

responsible? After how long does the company colles information?

5. Which challenges have you observed in each ofdhewing environmental factors that

affect the company? Please explain

Environmental Factors Challenges in the environmein

Substitute products

Competition in the industry

Economic factors

Customer preferences

Political factors

Technological factors

Socio-cultural factors

Ecological factors

Regulatory factors
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Customer needs

Employee satisfaction

6. What do you think have been the implications of ttellenges in each of the

environmental factors in (5) above

7. For each of the challenges mentioned in (5) abbg®;, has your company strategically

responded to them?

8. Has your company developed any internal capabibtyeffectively and successfully
execute the strategic responses explained in (R)egb

9. Overall do you think the company has competitivphysitioned itself favourably to

environmental challenges? Please explain how?

10.Given a chance to become the CEO of this firm wdmtyou think are some of the
additional response strategies you will deploy teate a sustainable competitive

advantage for you firm?

11.How does strategic responses in KCB influence aeagehigh profits, increased sales

and large clientele compared to its competitors?
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