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ABSTRACT

Financial inclusion is a necessary condition foraficial deepening, which helps to
address the basic issue of growth with equity. Aclusive financial system facilitates
efficient allocation of productive resources andluees cost of capital. A well-
functioning financial system serve a vital purpasiéering savings, credit, payment, and
risk management products to people with a wide eanfgneeds. This study sought to
determine the challenges of implementing financiatlusion strategies among
commercial banks in Kenya. The study was guidedway objectives: to establish the
extent to which the financial inclusion strategy leeen adopted by Kenyan commercial
banks and to determine the challenges of implemegniinancial inclusion strategies
among Commercial banks in Kenya. This study usexsesectional survey design
because the study included all commercial bankienstudy. The target population of
the study was the 44 commercial banks operatingkenya as at December 2013.
Primary data was collected using a questionnamier B processing the responses, the
completed questionnaires were edited for complete@®d consistency. The analyzed
data was presented through percentages, meandastateviations and frequencies. The
study found that the banks in Kenya had adoptedilmbtlanking, internet banking and
agency banking. The study also found out thatbidweks in Kenya had increased the
number of their ATM machines as well as increaeir toranches. The study concluded
that banks face challenges in the resource avhtjaborganizational structure and
culture and advancements in the information teahmolThis study recommended that in
the banks involve the employees in the formulatibthe strategies as well as orientation
on the strategies to be implemented. This study msommended that the commercial
banks in Kenya adopt new infrastructure so as epkg with the emerging trends in
ICT.



TABLE OF CONTENTS

DECLARATION. ..ottt ittt ettt e ettt e e e e e e e e e e s snt e e e e e st e e e e e ansbeneneseeeeeannnneeas i
(D715 1[07 2 I (O PP PEPRPP i
ACKNOWLEDGEMENTS ....oiiiiiiiiiee et eee et siaee et a e s ee e e annaneenes iv
ABSTRACT ..ttt ettt ettt et e e ee e e e e e e et e e e e e st te e e e s e ttae e e e e nnae e e snteaeeeannrnaeeeenn %
LIST OF TABLES ...ttt sttt e ettt e e e sttt e e e s snmaeeesnneeaeeeans viii
CHAPTER ONE: INTRODUCTION .....cctiiiiieiiiiieee st e e s eieiee e s sniiee e s enniaeee e e nnnneeas 1.
1.1 Background of the StUY .........ooo oo 1
1.1.1 CONCEPL OF SLrALEQY ...evvevrerrrreestmmmmir s oo e e e e e e e e e e e e e e e e e e e e e e e e eaaaaaaaaaaaaaaaaaaaaa s 3
1.1.2 Concept of Financial INClUSION ........ccoeeeiiiiiiiieee, 3
1.1.3 Strategy Implementation..............o oo 4
1.1.4 Challenges of Strategy Implementation ..cc...........coovviiiiiiiiiieeeee, 6
1.1.5 The Banking Industry in KENYa.........ccooieiiiiiiiiiiiiiiiiiiiiiiiiiieeiiiiveneeenieeeeeees 7
1.2 Research ProbIem...........oo e 8
1.3 RESEAICH ODJECHVE ... .uuuiiiiiiiiiiiiteerreee ettt rreereee e e e e e e e e e aeaes 9
1.4 Value Of the SEUAY .....cooiiiiiiiii e e e e e e eeeeee s 10
CHAPTER TWO: LITERATURE REVIEW ......cctiiiiiiiit et 11
P2 N [ 11 oo [T i [o ] [P TP OP PP PPPPTPPPI 11
2.2 Theoretical Perspective ... 11
2.3 Financial INclusion Strategies ... 14
2.4 Challenges Faced in Strategy Implementatian..............ccccooioiiiiiiniinninieeeee. 16
2.5 Responses to Challenges of Strategy Impleri@mta....................eeveveeiiiennnnnnnn. 27
CHAPTER THREE: RESEARCH METHODOLOGY ....ccvvviiii et 29
G0 R [ o1 £ To [ T i (o] o IR PP P PP P PP PP PRPUPP 29
3.2 RESEAICN DESION ....cciiiiiiiiieeee ettt 29
3.3 Population of the StUAY .........ooeiiiiimiiiee 29
3.5 Data COlIECHION.........eeiiieiiiiee e ettt e e e e e e e e e e 30
3.6 Validity and Reliability TESES..........iccemweerriiiiiiiiieiiiiievieiieiieieeeeerrenceereee e eeees 30

vi



3.7 DAtA ANAIYSIS ..evvvuvuiuiiiuieiiiuinietsmemennesaeeeesaeenrenreneeaeenaeansns s aana——resarrrrrrrrrnes 31

CHAPTER FOUR: DATA ANALYSIS AND RESULTS .....cooiiiiiiiiiieeee e, 33
v o R 1 ({0 o (8 To{ 1T ] o TP U PP PPPPPRPPPPP 33
4.2 Background INfOrmation ............oooi oo 33
4.3 Extent of Financial Inclusion Strategy AdOPLION..........ccocooeiiiiiiiiiinieeieee e 36
4.4 Challenges of Implementing Financial InclusBirategy ............cccccccueveeinennnnnnns 38
4.6 DISCUSSIONS ...t et e e e e e e et et et eee ettt et e e eee et eaettetsesests s besttsbtstbbmmmmeeeeeeeeeeeeeeeeeees 42

CHAPTER FIVE: SUMMARY, CONCLUSION AND RECOMMENDATIO NS...45

LS00 | 11 o o 11 T 1 [ o USRS 45
5.2 SUMIMAIY ...ttt e ettt e e e e e et e e tba e e e e e e e e eesbenmnnsa e aaeeeeeeseees 45
5.3 CONCIUSION ...ttt ettt e e e e e s anmne e e e e e e e e s nnene e a7
5.4 RECOMMENALIONS ......uuviiiiiiieeeeii ettt e e e e e e e e ane s 48
5.4 Limitations Of the StUAY .........uuuiiiiimmeen e 48
5.5 Suggestions for Further ReSearch ..., 49
REFERENGCES. ... .ottt ettt et e e e e eesamn e e e e e e e e e e e 50
APPENDICES ... .ottt ettt et et e e e e e e et e e e e e e bt reeeaeeas 56
Appendix I: List of Commercial Banks in Kenya...............uvuviviviiiiiiiminininineieen.. 56
Appendix [I: QUESLIONNAIIE .........cooiiii e 39

Vii



LIST OF TABLES

Table 4.1: Position in the DANK ........... oo 34
Table 4.2: Years worked in the bank ... 34
Table 4.3: Number of years the bank has been impa............cccceevveeiiiiiiiiiiinnnnnes 35
Table 4.4: Extent of financial inclusion strate@oRtion ............cccoooiiiiiiiiinineienen e 36
Table 4.5; Challenges of Implementing Financialuson Strategy............ccccccecvunennene 38
Table 4.6: Extent of influence of challenges a§datancial inclusion strategy ............ 41

viii



CHAPTER ONE

INTRODUCTION

1.1  Background of the Study

Organizations worldwide do not exist in a vacuunt do operate within a large
environment, which as a result causes major clgdleor presents great opportunities for
an organization’s overall performance. An undemdtag of the environment in which an
organization is operating is therefore of greatontgnce in its choice of strategies. An
estimated 2.5 billion working-age adults globallgvk no access to the types of formal
financial services delivered by regulated CommérBi@nks and Financial Institutions
(FI's) (Blair, 2013). The members of society who wat have access to the financial
information may be due to not being able to affordor lack of guidance on financial
services are said to be financially excluded. Autibile buyers were known not to have
any form of funding options available and therefbi to source for financing and
ended up being financially excluded infosys pagné&inancially excluded people are
exposed to the informal sources of credit with higlerest rates and often with unethical
recovery practices. An all-inclusive financial syst thus enhances human welfare

(Sarma, 2010).

The study was guided by two theories namely: opstems theory and institutional
theory. The open systems theory advocates thatdier dor commercial banks to remain
relevant and competitive, they have to be respensivthe financial needs of their

customers. Through responding to the changes inoferating environment, the



commercial banks are able to increase the lev&hahcial inclusion in the country. On
the other hand, the institutional theory advocdtes financial inclusion needs to be
conducted within the provisions of the regulaticesd provisions of the financial
regulators. These two theories will guide the opena of financial institutions in the

implementation of financial inclusion strategies.

Kenya'’s financial services market is relatively lagdveloped with strong competition
amongst a diverse group of service providers tlaatehmoved deeper into the low-
income market over the last five years, in partnksato Kenya Financial Sector
Deepening programme (FSDK), interventions (FinAsce13). From 2006 to 2009,
overall financial inclusion increased from 58.7%6i03% and reached 76% by the year
2013. Kenya's improvement in financial access @niy attributable to the positive
development in the financial sector, introductidnmmbile financial services and agency
banking, which have taken financial services to doer steps of most Kenyans. In
addition, completing the financial infrastructure doubt has driven its growth and
dynamism. Banking has been a preserve of the ndociety. The poor in society have
for a long time been excluded from the formal ficiah services because of various
challenges. However, the same is changing with aleancements in information
technology and increased competition among findnogitutions. Commercial banks

have now employed several strategies to boost thaah and accessibility.



1.1.1 Concept of Strategy

It has been defined differently by several schol&wsr instance, Mintzberg (1994)
defines a strategy as a plan, a direction or aeguskd by an organization to achieve
organizational goals while Porter (1996) definesategy as being different by
deliberately choosing to do a different set of\atiéis in order to deliver a unique mix of
value. It involves to doing activities differentthan the competitors in order to gain
competitive advantage. These rapid changes in theromment were attributed to
application of science and technology in managemérirms and accelerated change

emanating from within business firms.

Johnson and Scholes (2002) argues that the magjaifisance of strategy is that it gives
organizations a framework for developing abilitifes anticipating and coping with

change in the environment. They further indicate tnstrategy helps an organization to
deal with future uncertainty by defining goal acgishing procedures. Many authors

including Porter (1980) have written about the @mof strategy since its inception.

1.1.2 Concept of Financial Inclusion

Financial Inclusion is the process of ensuring ssde appropriate financial products and
services needed by vulnerable groups such as weakgons and low income groups at
an affordable cost in a fair and transparent matwyemainstream institutional players
(Sarma, 2010). An inclusive financial system faatks efficient allocation of productive

resources and reduces cost of capital. Finanatision has two main components that



include literacy and inclusion with literacy repeating the demand side and inclusion

representing the supply side.

A well-functioning financial system serve a vitalrpose, offering savings, credit,
payment, and risk management products to people avivide range of needs (Sarma,
2010). Inclusive financial systems allowing broagtess to financial services, wotit
price or non-price barriers to their use are egbgclikely to benefit poor people and
other disadvantaged groups. Without inclusive faiansystems, poor people must rely
on their own limited savings to invest in their edtion or become entrepreneurs and
small enterprises must rely on their limited eagnito pursue promising growth
opportunities. This can contribute to persistembime inequality and slower economic

growth

1.1.3 Strategy Implementation

Strategy implementation is the process of allogatiesources to support the chosen
strategies. It involves putting strategy into actidhe way in which the strategy is
implemented can have a significant impact on whethwiill be successful or not. In
most cases, different people from those who fortedla do the implementation of the
strategy. For this reason, care must be taken tomumicate the strategy and the
reasoning behind it. Otherwise, the implementatioght not succeed if the strategy is
misunderstood or if the affected parties resistiniplementation because they do not

understand why the particular strategy was selgdtedmpson, 1993).



This process includes the various management aesithat are necessary to put strategy
in motion, institute strategic controls that monif@rogress and, ultimately, achieve
organizational goals. According to Pearce and Rsuyin(2007), the implementation
process covers the entire managerial activitiesluging such matters as motivation,
compensation, management appraisal, and contralepses which entail cascading
strategy to all functional areas in such awaycaadhieve both vertical and horizontal

logic and enhance implementation of policies.

Simons (1994) pointed out that almost all the manant functions to some degree,
applied in the implementation process. Hendry & K2904) also posit that to effectively
direct and control the use of the firm's resoureeschanisms such as organizational
structure, information systems, leadership stydesignment of key managers, budgeting,
rewards, and control systems are essential stratagiementation ingredients. There
should be specific interim or ultimate time-basedasurements to be achieved by
implementing strategies in pursuit of the comparoigectives. The implementation
activities are in fact related closely to one arothnd decisions about each are usually

made simultaneously.

What tends to be absent from these programmestesitian to any higher order
competencies which enable managers to use thesatemhal or technical abilities to
make a difference to the organization (Hammer &r@png 1993). As an example, better
financial management may require senior manageromy to have a good grasp of
financial principles but also to “remain open midter to “lead by example” under the

difficult circumstances of trying to get other mgaes to keep a closer eye on
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expenditure. Similarly, improved chairmanship magménd qualities of “self
confidence” and the ability to “read interpersoogpolitical situations” which often crop
up in management meetings, as well as learningtabobniques for running meetings.
Exactly the same is argued to be true for orgaioizat strategy and other areas of

business improvement (Thompson, 1993).

1.1.4 Challenges of Strategy Implementation

There are a number of challenges that organizatemsunter while implementing
strategies. They emanate both from the internal extdrnal environment of the
organization. Some of these challenges include:il@lidity of resources; leadership
style; and organization culture (Johnson & Schol@903). Alexander (1991)
acknowledges the challenge and the need for a fitelaetween strategy and structure
and claim the debate about which comes first edauant provided there is congruence in

the context of the operating environment.

Al Ghamdi (1998) replicated the work of Alexand&®91) in the UK and found that 92
percent of strategy implementation by firms tookrentime than originally expected, that
major problems surfaced in 88 percent of companagain showing planning
weaknesses. He found the effectiveness of coordimaff activities as a problem in 75
percent and distractions from competing activiiie83 percent cases. In addition key
tasks were not defined in enough detail and inféionasystems were inadequate in 71
percent of respondents. What is interesting is thate is congruence between these
findings, which implies that lessons have still heen learned; as Al Ghamdi states, “the

drama still continues” (Al Ghamdi, 1998, p. 322).
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1.1.5 The Banking Industry in Kenya

The Banking sector in Kenya is governed by the Camgs Act, the Banking Act, the
Central Bank of Kenya Act and the various prudérgiadelines issued by the Central
Bank of Kenya (CBK) (CBK, 2013). The banking secteas liberalized in 1995 and
exchange controls lifted. The CBK, which falls undee National Treasury docket, is
responsible for formulating and implementing monet@olicy and fostering the

liquidity, solvency and proper functioning of thadncial system.

The Kenyan banking industry has 44 banks; 31 arellloowned and 13 are foreign
owned. The locally owned financial institutions qmmse three banks with significant
shareholding by the Government and State Corpogtid/ commercial banks and one
mortgage finance institution, Housing Finance (B&upervision Report, 2012). The
banks have come together under the Kenya Bankesscidion (KBA), which serves as
a lobby for the bank’s interests. KBA serves a floito address issues affecting members.
Over the last few years, the Banking industry imy@ has continued to grow in assets,
deposits, profitability and products offering. Tgeowth has been mainly underpinned
by; an industry wide branch network expansion sgwtboth in Kenya and in the East
African community region and automation of a largember of services and a move
towards emphasis on the complex customer needsrrttan traditional ‘off-the-shelf’
banking products (CBK, 2012). Players in this indushave experienced increased
competition over the last few years resulting framreased innovations among the

players and new entrants into the market.



1.2Research Problem

Financial inclusion is a necessary condition foraficial deepening, which helps to
address the basic issue of growth with equity. iére inclusion is mainly concerned
with eradication of poverty. Financial inclusiondsstep toward inclusive development.
Financial inclusion, within the broader contextrglusive development, is viewed as an
important means to tackle poverty and inequalityl dherefore promote economic
growth. Yunus and Karl (2007) indicates that a $thoah, a savings bank account and an
insurance policy can make a great difference tor @ow low income family. These
financial services enable the poor to have beti&ition, housing, education for children
and better health-care and improve standard afdiviFinancial inclusion therefore serves

as an effective way to alleviate poverty in the idor

A number of studies have been done on financidugnen. For instance, Odhiambo
(2008) did a study on financial depth, savings aoohomic growth in Kenya; he sought
to establish a dynamic casual relationship. Aceaydio Ndii (2009), the levels of

financial inclusion had increased in Kenya thougargmally as revealed by the year
2009 according to statistics from FinAccess (200@]Jii (2009) revealed further that

increase in access, with a quarter of the adululadipn registered as M-PESA users.
The MFI customer base grew by 117 percent, whilemercial banks registered 92
percent growth in customer numbers. Karen, Lemnth Jaran-Pablo (2010) examined
financial inclusion, household investment and gtowt Kenya and Tanzania and
seggested several ways of dealing with the chaderaf financial inclusion including

reducing costs and increasing availability by swppg such innovations as mobile



banking, cell phone banking, and e-banking, anduge of new channels for financial

services, such as local stores.

Decker (2012) did a study by reviewing the effestigss of Microfinance institutions in
financial inclusion in Kenya. Decker (2012) estahéd that MFIs should diversify their
credits and savings as key financial products dhafcritical to empowerment as the first
step towards financial inclusion, balancing thepetions as commercial, NGOs or
Government programs to meet the financial needseople at different levels. Ndege
(2012) did a study on the relationship betweennfoma sector deepening and economic
growth in Kenya and established a positive relatgm between financial sector
deepening and economic growth in Kenya. From thevaldiscussions, the existing
studies on financial inclusion have majored oneift®cts on macroeconomic variables
and have not addressed the challenges facing jieimentation. Further, the studies are
not clear on the extent to which the financial usobn strategy has been adopted by
Kenyan commercial banks. This study sought to dater the challenges of
implementing financial inclusion strategies amorammercial banks in Kenya. The
study sought to answer the question: What are llalenges of implementing financial

inclusion strategies among commercial banks in l&@ny

1.3Research Objective
The study was guided by the following objectives:
i.  To establish the extent to which the financial isabn strategy has been adopted

by Kenyan commercial banks



ii.  To determine the challenges of implementing finahiciclusion strategies among

Commercial banks in Kenya.

1.4Value of the Study

The findings of this study were important to seVstakeholders:

First, the findings would be of valuable to resbars and scholars in finance and
especially in the area of financial inclusion atr@tegic management. This study would
specifically suggest areas for further researchrevkeholars and researchers can expand

knowledge while at the same time act as sourcefefence material.

The findings of this study would also be importémtpolicy makers in Kenya in the
formulation of macroeconomic policies. More spewlfiy, the findings of this study
would be valuable to the Treasury and the CentaalkBf Kenya staff in their evaluation

of policies affecting financial inclusion in Kenya.

This study would also be important to financialtitugion managers as it gives more
insight in the factors that encourage financialusmn thus increase their market share
and financial performance. The level of inclusionKenya has been low with the
number of banks increasing. By understanding therixnan financial inclusion,
managers would be in a better position to undedstamt strategies they need to put in

place to promote financial inclusion hence theirkaashare.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter presents a review of the relatedalitee on the subject under study
presented by various researchers. It will alsoeng\iterature with respect to the research
objective on the challenges of implementing finahdnclusion strategies among
Commercial banks in Kenya. The specific areas aalbere are theoretical perspectives,
the challenges of implementing financial inclusgtrategies among Commercial banks
in Kenya and to establish strategies used by Cocialdranks in dealing with challenges

of implementing financial inclusion.

2.2 Theoretical Perspective

The study was guided by two theories: The openefysheory and Institutional Theory.
Open systems theory requires that organizatiorsraot with their environment for
resources and release outputs to the environmamtehthe open system. As such,
organizations need to consider their operatingrenment if they are to be successful in
their operations. The operating environment is v@ygamic and constantly changing
meaning that for organizations to adapt to thesmgés, they have to develop strategies

that will direct their operations.

2.2.1 Open System Theory

This study is built on the open systems theory wigiovides managers with metaphors,

terminology and explanations about how organizatimction. Open systems theory

11



holds that organizations are strongly influencedtmir environment made up of other
organizations exerting various forces of econonmolitical, or social nature. The
environment provides key resources that sustairotyanization and lead to change and
survival (Pfeffer and Salancik, 2003). Open syst¢ineory was developed in reaction to
earlier theories of organizations, such as the murakations perspective of Elton Mayo
and the administrative theories of Henri Fayol, chhireated the organization largely as a
self-contained entity (Scott, 200@)pen Systems theory is a comprehensive model that
describes the elements of an organization and thgiamic interrelationships (Hanna,
1988). It states that organizations are an arraegenof elements that have

interdependence on one another.

Environmental influences that affect open systearstwe described as either specific or
general. The specific environment refers to thewoet of suppliers, distributors,

government agencies, and competitors with whictusiness enterprise interacts. The
general environment encompasses four influencesthanate from the geographic area
in which the organization operates (Pfeffer andaak, 2003). The open-systems theory
assumes that all large organizations are compatealltiple subsystems, each of which
receives inputs from other subsystems and turns tildo outputs for use by other

subsystems. Learning institutions like any othegaaization relies on the environment
for input resources in form of human capital andhet same time, its customers and
competitors are in this environment (Scott, 20@&.such, it has to understand how to

manage all these resources and stakeholders émtig# financial inclusion strategies.
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The rational systems perspective focuses on steiesia significant tool for the efficient
achievement of organizational goals. It emphasikesrole of management in deciding
such structures and determining the specific gtieds are to be achieved. Hence, the
focus is on formal structures, the specificity ofats, and the formalization of rules and
roles. Open systems reflected the belief that rglaizations are unique in part because
of the unique environment in which they operate #rat they should be structured to
accommodate unique problems and opportunities {S2602). The success of Open
Systems depends largely on defining, implementargl satisfying goals at hand. The
goals that are established to accomplish Open ®gstaust be evolutionary in nature

because of the magnitude of systems and their dgnemironment (Scott, 2002).

2.2.2 Institutional Theory

Another relevant theory for this study includes th&titutional theory which attends to
the deeper and more resilient aspects of sociattstie in an organization. It considers
the processes by which structures such as; rubes)sy and routines, become established
as authoritative guidelines for social behavior akhis an important aspect in change
management. Debate on institutional theory maimygifis with making the distinction

between the old and new institutionalism approach.

The pioneer work of Selznick (1949, 1957) estaklisthe old institutionalist approach,
where the unit of analysis was a single organirat8ome of the main issues investigated
were values, organization-environment interactiopnalitions, influence, power and
informal structures (Greenwood & Hinings, 1996). &k institutions, secondary schools

are governed by roles, policies norms which dictabtat they ought to do at different
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times. As such, institutional framework is key ftive proper functioning of any

institution including Commercial banks in Kenya.

Meyer and Rowan (1991), DiMaggio and Powell (1988 some of the institutional
theorists who assert that the institutional enviment can strongly influence the
development of formal structures in an organizataften more profoundly than market
pressures. Innovative structures that improve tieahrefficiency in early-adopting

organizations are legitimized in the environmenitinihtely these innovations reach a
level of legitimization where failure to adopt thesrseen as "irrational and negligent” (or
they become legal mandates). At this point neweadsting organizations will adopt the

structural form even if the form doesn't improveaggncy.

2.3 Financial Inclusion Strategies

Well-functioning financial systems serve a vitalrpose, offering savings, credit,
payment, and risk management products to peopleawtide range of needs. Inclusive
financial systems allow broad access to financaalises without price or nonprice
barriers to their use and are especially likely Henefit poor people and other
disadvantaged groups (Thompson, 1993). Differerdtesjies have been adopted by
financial institutions in their quest to ensureafiicial inclusion. Some of these strategies

are Mobile banking, computerized accounting systeoh Internet banking.

Mobile banking, and consequently, mobile paymentsraobile money are the latest in a
myriad of emerging technological innovations in tbanking industry that have

revolutionized financial deepening in many coumstr{&reedman, 2000). The usage of

14



mobile banking and in particular, payments by meafnsiobile phones, have increased
in recent years in many parts leading to incredseel of financial inclusivity across the
world. “Mobile money” or “m-money” is a form of el&onic money and refers to
services that connect consumers financially thromghile phones (Ama, 2004). Mobile
money allows for any mobile phone subscriber whebiamked or unbanked to deposit
value into their mobile account, send value viairape handset to another mobile
subscriber, and allow the recipient to turn thati@dack into cash easily and cheaply. In

this way, m-money can be used for both mobile mdreysfers and mobile payments.

Another key strategy in financial inclusion incled@gency banking. All banking
institutions are also consumers of other produdtschvthey produce from different
channels. By partnering with an agent, banks caticgzate in these transactions, which
may be non-financial in nature but nonetheless lievzahe exchange of money. For
instance, every automobile dealer has a tie-up avlthnk or consumer finance institution

to provide vehicle loans to their automobile buyers

According to Ama (2004) computerized accountingesys uses specialized machines
called calculators and computer in gathering infation. It is technically known as

Electronic Data Processing (EDP) Accounting SystAncomputer — based accounting
system processes data in basically the same mammedoes a manual system.
Transactions are initially recorded manually onrses documents, the data from these
source documents are then key punched into puncheet$, which can be read by the
computer. The computer process the information pedorms such routine tasks as

printing journals, posting to ledger accounts, daeiteing account balances and printing
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financial statements and other reports. A compedriaccounting system according to
free online Merriam is system which allows the userenter the transaction into the

program once and all accounts are updates as aegess

Internet banking equates internet money with thesstution of currency with internet

gadget. For instance Freedman (2000) suggestinteatet banking and internet money
consists of three devices; access devices, st@leé cards, and network money. Internet
banking is simply the access to new devices anbeiefore ignored. Internet money is
the sum of stored value (smart cards) and netwarnkey (value stored on computer hard
drives. Prinz (1999) and Shy and Tarkka (2002) esresnodels that identify conditions

under which alternative payments substitute foreswy. Most of these models indicate
that there is at least a possibility for interneb&titutes for currency to emerge and
flourish on a wide scale depending on the charsties of the various technology and

those of the potential users. Friedman (2000) iatad that internet banking presents the
possibility that an entire alternative payment egsinot under the control of the Central
Bank may arise. Today computers make it at leassipte to bypass the payment system

altogether, instead using direct bilateral cleaand settlement (Friedman, 2000).

2.4 Challenges Faced in Strategy Implementation

While implementation of strategy is such an impatrtactivity, is not easy. Strategy
should be effectively operationalized and insitiaeal in the organization for effective
implementation. Operationalization of strategy isnaerned with working out the

strategy by ensuring that the organizations daitiveies, work efforts and resources are

16



directed as much as possible toward implementiagsttategy. Operationalizing strategy
involves developing operational plans and tactiesugh which otherwise abstract
strategy will be implemented. The plans and tacéics developed at operational and
functional level of strategic management. It is enspecific, concrete and short term in

nature.

There are a number of challenges that organizatemunter while implementing
strategies. They emanate both from the internal ertkrnal environment of the
organization. Alexander (1991) discusses problensso@ated with strategy
implementation identifying four key areas for dission to include: availability of
resources; leadership style; organization cultaceporate structure; lack of focus and
failure of buy in by implementing team. Beer anddfistat (2000) revealed a number of
problems in strategy implementation as includingakvemanagement roles in
implementation, lack of communication, lack of coitment to the strategy,
unawareness or misunderstanding of the strategligmed organizational systems and

resources, poor coordination and sharing of respiitiss.

Organizational behavior literature defines orgatmreal culture as a set of values,
beliefs, and behavior patterns that form the cdeatity of organizations and that help in

shaping their employeés behavior (Pool, 2000). Organizational culture @ just any

thoughts, values, and actions, but rather the ingfypatterns that are shared, learnt,
aggregated at the group level, and internalize¢ @yl organizational members. The
manner in which operations are carried out in tistohy of the organization plays an

important role in strategy implementation. A hardriking and innovative organization
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culture promotes strategy implementation while Exed and lazing around culture

negatively affects strategy implementation.

Strategy implementation challenges are also foarmburces external to the organization.
The challenges emanate due to the changes in thefeavironment context, namely
Economic, Politico-legal, social, technological amhvironmental (Macmillan &

Tampoe, 2000). In the rapidly changing social esrvinent of the highly interdependent
spaceship earth, businesses feel great pressuesgond to the expectations of society
more effectively. Therefore, any changes in soe@lues, behaviours and altitudes
regarding childbearing, marriage, lifestyle, wodthics, sex roles, racial equality, and
social responsibilities among others will have @Beon firms development (Pearce and
Robinson, 1994). Inadequacy of any form of resajrcich as inadequate funds,
equipment and facilities, and human resourcessskild experience, is often a big
challenge during strategy implementation. Swart@98) argues that the challenge to
management is that it might need to recruit, seteain, discipline, transfer, promote and

possibly even lay off employees to achieve the mmgdional strategic objectives.

Top management commitment is believed to be esddotiany strategy implementation
success (Wixom and Watson, 2001). It has been fthatdop management commitment
significantly affects user beliefs for instanceqesved ease of use, perceived usefulness,
organizational implementation success (Wixom andséfa 2001), progressive use of
systems, and organizational strategy adoption (Bt@a mara et al., 2004). The level of
top management commitment to the strategy and ittte df leadership styles employed

in the management of strategic management proctestsathe rate of strategy
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implementation. Successful strategies call for ftdpp management support and

ownership so as to provide direction to other staff

Another challenge in strategy implementation ineslmanagement of change. Strategy
implementation involves change which distablizes #tatus quo in the organization
thereby leading to resistance. Hrebiniak (2006esdhat the overreaching issues that
impede strategy implementation is related to ommional change. He notes that
managers are often trained to plan and not to éxextuategies; the top managers are
therefore always reluctant to soil their hands he tmessy tasks of implementation.
Strategy implementation always creates the neednmémage change in complex
organizational contexts (Kazmi, 2008). Many of theseas of change are behavioral in
nature and are therefore multifaceted and messwtiare. For instance, leadership style
changes required to implement different kinds cdteggies or the cultural changes to be
brought about to facilitate new strategy implemgataare intricate matters that call for

careful handling (Kazmi, 2008).

The success of any strategy depends heavily offititsith organizational structure
(Paterson, 1988). There has been increased emmmasis importance of organizational
structure in ensuring successful strategy impleatemt. Change in strategy often
requires changes in the way an organization istsired because structure dictates how
objectives and policies will be established and mesources will be allocated (Sababu,
2007). The identification of structures that supmbrategy implementation has, however,

been a highly complicated issue. This complicatitay be due to lack of consensus on
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what strategy and sometimes to the confusion alwbith component of the strategy to

focus on.

The main barriers to the implementation of strasgnclude lack of coordination and
support from other levels of management and resist&om lower levels and lack of or

poor planning activities (Okumu, 2003). Freedma®O0@ lists out a number of

implementation pitfalls such as isolation, lackstdkeholder commitment, strategic drift,
strategic dilution, strategic isolation, failure tmderstand progress, initiative fatigue,
impatience, and not celebrating success. SterB863), identified reasons why strategies
fail as unanticipated market changes; lack of sem@anagement support; effective
competitor responses to strategy application difffitsent resources; failure of buy in,

understanding, and/or communication; timeliness @distinctiveness; lack of focus; and
bad strategy poorly conceived business models. toe strategies fail because they
are simply ill conceived. For example business nedee flawed because of a

misunderstanding of how demand would be met imtheket.

According to Kaplan and Norton (2004), the main sesu of poor strategy
implementation are; vision and strategies that ao¢ achievable, not linked to
departmental, team and individual goals, long amortsterm resource allocation and
feedbacks that are tactical but not strategic. Téheyot mention leadership style as a
barrier. Beer and Eisenstat (2000) state that Ishge influences strategy
implementation. Galpin (1998) points out that wimaékes the difference between
successful and unsuccessful strategy implementaidine way management motivates

and educates its people. Kaplan and Norton (2@04¢le that the most important driver
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of success in strategy is top management leadesthlip, and not the tool itself, that

leadership style has a larger effect than the &éinalyand structural strength of the tool.

Cocks (2010) pointed out that implementation is metely a matter of operationalizing
the strategy by exercising command over resoue@ployees and their work. Forster
and Browne (1996) point out that this approach mssua logical and hierarchical
distinction between strategy formulation and impdeation, with implementation
delegated to a subordinate status as the respliysiihi“middle management” (Cited in
Cocks 2010). Here, implementation is seen as marglane and detailed compared with

creating a grand design and vision of the future.

Successful strategy execution depends on doingd jgd of working with and through
others, building and strengthening competitive bdjpees, motivating and rewarding
people in a strategy- supportive manner, and imgfildiscipline of getting things done
(Arthur et al., 2007). Li et al. (2008) view strggeimplementation as a dynamic, iterative
and complex process, which is comprised of a sesfedecisions and activities by
managers and employees affected by a number ofretated internal and external
factors to turn strategic plans into reality in @rdo achieve strategic objectives. Al-
Ghamdi (1998) researched 15 implementation problam$ found that six strategy
implementation problems were experienced by ovét 00 the sample group of firms.
He further states that problems with implementataften occur when companies
concentrate on new strategy development and irptbeess forget their main line of

business that underlie within previously formulabeiness strategies.
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Downes (2001) states that the kinds of executicgstamtes most companies run into fall
into two categories: problems internal to the conypand problems generated by outside
forces in its industry. These internal and extetisalies are affected by the extent of
flexibility companies have to launch strategic iatives successfully. Hrebiniak (2005)
recognized the difficulty of strategy execution ahd reward from doing that correctly.
He discussed various factors that can lead to iacbimplementation of any strategy.
Additionally, Hrebiniak’s research survey of 400 magers contributed to the
identification of additional factors that may causkallenges to successful strategy
implementation included: Lack feelings of "ownepshof a strategy or execution plans
among key employees; not having guidelines or aental guide strategy- execution
efforts; lack of understanding of the role of orgational structure and design in the
execution process; inability to generate "buy-in‘agreement on critical execution steps
or actions; lack of incentives or inappropriateeniives to support execution objectives;

insufficient financial resources to execute thatefgy (Al- Ghamdi, 2005).

Corboy and O’Corrbui (1999) views the challenges “dsadly sins of strategy
implementation” and go on explaining them as foBow lack of understanding of how
the strategy should be implemented, customers &affl 3ot fully appreciating the
strategy, unclear individual responsibilities inetlthange process, difficulties and
obstacles not acknowledge, recognized or acted ,upnd ignoring the day-to-day

business imperatives.

22



Okumus (2003), cited in Muniu (2010), found thate timain barriers to the
implementation of strategy include; lack of cooation and support from other levels of
management and resistance from lower levels andganning activities. Sterling (2003
identified various reasons why strategies failashsas unexpected market changes, lack
of senior management support, effective competéeponses to strategy, application of
insufficient resources, failure of buy-in, understeng and or communication, timeliness
and distinctiveness, lack of focus, and bad styapeaprly conceived business models.
Sometimes strategies fail because they are sintiptpmceived. For example business
models are flawed because of a misunderstandidgwfdemand would be met in the

market.

Companies do not find difficulty with formulatiorf a strategy; the difficulty comes with
implementation as it is not easy to implement atsgy (Sterling (2003) cited in Koyana
(2009). As a result Sterling (2003) states thatualysthat was undertaken showed that
only 30% of strategies are properly implementecttypanies and this obviously needs
improvement. One of the key impediments to straegcution lies in the shortcomings
and challenges of functionally based organisatwinsre cooperation among many, if not

all, functions is necessary (Cocks, 2010).

Challenges that occur during the implementatiorcgss of a strategy are an important
area of research because even the best stratedgt b@uneffective if not implemented
successfully (Nyaumao, 2010). There are many orgéional characteristics which act

to constrain in strategy implementation. Insuffitiéeadership attention poses a great
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challenge to implementation of strategy. Much oé time firm managers view the
strategy development process as a linear or finitative. Ineffective leadership may,
also, contribute to a large extent a challengeraiegyy implementation. Leading strategy
implementation requires a balancing act - the @gbibh work closely with partners in
order to build cohesion and support for the firmtsategy, while maintaining the
objectivity required in order making valuable demis. Strategy implementation
frequently fails due to weak leadership, evidenogdirm leaders unable or unwilling to
carry out the difficult decisions agreed upon ie thlan. To compound the problem,
partners within the firm often fail to hold leadexscountable for driving implementation

(Noble, 1994).

The challenge that most organizations face igrénesition from strategy formulation to
strategy implementation. David (2009) draws attentio the fact that, “the transition
from strategy formulation to strategy implementatiequires a shift in responsibility
from strategists to divisional and functional maeag It is therefore obvious that strategy
implementation is the key challenge to the orgditnra today. According to Johnson et
al. (2003) some of the challenges include: avditgbof resources; leadership style;
organization culture; corporate structure; lack fo€us and failure of buy in by

implementing team.

For strategy implementation to be successful, Tremnpet al. (2006) proposed a nine
staged process. These are: Staffing the organmeuatith the needed skills and expertise,
consciously building and strengthening strategypsufive competencies and

competitive capabilities, and organizing the woifore. Creating a company culture and
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work climate conducive to successful strategy imm@etation. Developing budgets that
steer ample resources into those activities cliticastrategic success. Ensuring that
policies and operating procedures facilitate rathan impede effective execution. Using
the best-known practices to perform core businesigitees and pushing for continuous

improvement.

The most important problem experienced in strategylementation in many cases is
lack of sufficient communication. Clear understaugdof a strategy gives purpose to the
activities of each employee and allows them to Vitilatever task is at hand to the overall
organizational direction (Nyaumao, 2012). Resouwatiecation of an organization is
dependent on the kind of structure the organizat@s. There is no one optimal
organization design or structure for a given sgwter type of an organization (David,
2003). Pearce & Robinson (2003) identified reaswhyg strategies fail. These include;
anticipated market changes, lack of senior managesgpport, effective competitor
responses to strategy, application of insufficielesources, failure for buy in,
understanding and communication, timeliness antihdts/eness, lack of focus and bad

strategy as well as poorly conceived business msodel

Sometimes strategies fail because they are siniplgonceived. At the basic level,

strategy is about managing change and resistandeatoye can be considered the single
greatest threat to successful strategy implememntatstrategic change constitutes the
movement of an organization from its present diaeards some desired future state to

increase its competitive advantage (Hill and Jo&899). The behaviour of individuals
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ultimately determines the success of failure ofaaorgational endeavours and top
management concerned with strategy and its impl&eatien must realize this. Change
may also result to conflict and resistance Peopbeking in organizations sometimes

resist such proposals and make strategy difficultnplement (Lyich, 2000).

Failure to align management processes and strgctuith a newly adopted strategy
frequently results in a stall out of implementatefiforts, as members of the firm direct
individual behaviours to align with the firm's lagt rewards system, and not the newly
stated strategy. Organizational politics and undafolie aspects also remain another key
challenge in strategy implementation. Porter (198&bes that it is important to overcome
the resistance of powerful groups because they meggrd the change caused by new
strategy as a threat to their own power. The implatation of strategy often encounters
rough terrain because of deeply rooted culturaddsaCreating an organizational culture
which is fully harmonized with strategic plan oBea strong challenge to the strategy

implementer’s leadership abilities.

Resource insufficiency is another common strategpléementation challenge. David
(2003) argues that allocating resources to padicdivisions and departments does not
mean that strategies would be successfully impléaderirhis is because a number of
factors commonly prohibit effective resource allbma These includes overprotection of
resources, too great emphasis on short run finkedigria, organizational policies,

vague strategy targets, reluctant to take riskslacklof sufficient knowledge. Structure,
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culture, procedures and processes, resistanceatogehinadequate motivational tools

among others are some of the challenges to stratgggmentation (Nyaumao, 2010).

2.5 Responses to Challenges of Strategy Implemetida

For successful strategy implementation organizatishould evaluate the challenges,
failures and obstacles as well as strengths thdreas them without bias. Organizations
should take appropriate measures to mitigate tladleriges they face in implementing

strategies. There should be tight fit between thategy and how an organization does
things. These involves creating a series of tightbktween organizational skills,

competencies, strategy and organizational culstrategy and reward systems, strategy
and budgets, strategy and internal policies andceuhares, leadership and support

systems.

Organizations should train their strategy implereenton strategy formulation and
implementation. The training should focus on managd staff because if an
organization is to realize successful strategy @m@ntation, the people involved should
be of relevant and right skills. Proper analysisusth be done to determine the relevance,
type, frequency and length of training as welllas ¢osts involved. Management should
undergo continuous training to be updated on neweldpments in the business
environment. Those with specialized roles in vasiateas should be given a leading role

to play, in order to improve the performance anchgetitiveness of organizations.
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On resources, organizations should be linked togetsdand allocation of resources
should be based on key issues and priorities iftehtiAccording to Thompson et al.
(2007), the funding requirements of a new strateggt drive how capital allocations are
made and the size of each unit’s operating budgrederfunding organizational activities
central to strategic success impedes strategy mgi&ation. Resources needed for
implementation should be readily available, rangirgm finance, material to human.
Control measures should be taken during implemientaOrganizations should realize
the importance of realigning organizational cultuvgh what is needed for strategic
success. Culture therefore has to be changed. &ifateulture change has to be led by
management since this task cannot be delegateti¢o staff. What management say and
do plant the seeds of culture change. It is theeeémly management that has the power

and organizational influence to bring about chaingaulture.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction
This chapter describes the methods that were usembliection or gathering of data
pertinent in answering the research questions.chlapter comprises the following sub-

topics; research design, target population, ddtaatmn and data analysis procedures.

3.2 Research Design

This study used descriptive cross-sectional sudesygn because the study included all
commercial banks in the study. Cross-sectionalarebedesign was chosen because it
appeals for generalization within a particular paeger (Mugenda and Mugenda, 2003).
The data obtained was standardized to allow easyanson by incorporating closed
ended questions. Moreover, cross-sectional suresigd explores the existing status of
two or more variables at a given point in time. sTliesign is meant to enhance a
systematic description that is accurate, valid asliable as possible regarding the
challenges of implementing financial inclusion tges among commercial banks in

Kenya.

3.3 Population of the Study

According to Bryman and Bell (2003), a populatienai well defined or set of people,

services, elements, events, group of things ordtmlds that are being investigated. The
target population of the study was the 44 commefmaaks operating in Kenya as at

December 2013. Following the small number of conmmaébanks and the fact that all

have an office within the Nairobi area, the studgluded all commercial banks in the
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study hence a census study. The exact officerwaat approached was the marketing

manager.

3.5 Data Collection

Primary data was collected using a questionnaifee Tesearcher administered a
guestionnaire to each member of the target popmaiihe questionnaire had both open
and close-ended questions. The close-ended gugspoovided more structured
responses to facilitate tangible recommendatiote @pen-ended questions provided
additional information that may not have been cagatun the close-ended questions. The
guestionnaire was carefully designed and testell aview members of the population to
ensure reliability and validity of the data colledt Piloting was done in order to enhance
its validity and accuracy of data to be collected the study. Secondary data was also
collected for this study from published magazined annual reports from both the banks
and the regulator -CBK. The questionnaire will laeménistered using a drop and pick

later method.

3.6 Validity and Reliability Tests

The researcher carried out a pilot study to pre4tes validity and reliability of data
collected using the questionnaire. According togB&001), validity is the degree by
which the sample of test items represents the norke test is designed to measure.
Content validity was employed by this study as asnee of the degree to which data
collected using a particular instrument represeratespecific domain or content of a

particular concept. Mugenda and Mugenda (1999)etwhthat the usual procedure in
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assessing the content validity of a measure iss® a professional or expert in a

particular field (Cronbach, 1971).

According to Ngechu (2004), reliability refers toetconsistency of measurement and is
frequently assessed using the test-retest retiahiliethod. Reliability is increased by
including many similar items on a measure, by mgsta diverse sample of individuals
and by using uniform testing procedures. The rebearselected a pilot group of 3
officers each from 2 commercial banks in Kenya. e Taim is to correct any
inconsistencies arising from the instruments, whiii ensure that questionnaires
measured what was intended to measure. The sumgtuinent was subjected to overall
reliability analysis. A coefficient of 0.70 or momplies that there is a high degree of

data reliability.

3.7 Data Analysis
Prior to processing the responses, the completesstignnaires were edited for

completeness and consistency. Quantitative datactedl was analyzed by the use of
descriptive statistics using Statistical packageSocial Sciences (SPSS) and presented
through percentages, means, standard deviationsrequiencies. The data was broken
down into different aspects of strategy implemeatatchallenges. This offered a

systematic and qualitative of the study objectives.

The information was presented by use of bar chgreghs and pie charts and in prose-
form. This was done by tallying up responses, cdimgupercentages of variations in
response as well as describing and interpretingléte in line with the study objectives

and assumptions through use of statistical packagsocial sciences (SPSS). Mugenda
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and Mugenda (2003), explains that SPSS is a corapséle, integrated collection of
computer programme for managing, analyzing andlalyspy data. The qualitative data

was coded thematically and then analyzed statilstica
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CHAPTER FOUR

DATA ANALYSIS AND RESULTS

4.1 Introduction

The study sought to establish the extent to whiehfinancial inclusion strategy has been
adopted by Kenyan commercial banks and to deterthimehallenges of implementing
financial inclusion strategies among Commercialkisaim Kenya. The findings analysis
and interpretation of the study data are repredentéhis chapter. The study targeted 44
marketing managers across all the commercial bemKenya. Out of the 44 distributed
guestionnaires, 39 were filled and returned. Thasidlated to a response rate of 89%.
According to Mugenda and Mugenda (2003) the siedilty significant response rate for

analysis should be at least 50%.

4.2 Background Information

In this section, the study presents backgroundrimédion of the respondents so as to
affirm their suitability in the provision of dataequired to meet the requirements of
research objectives. Specifically, the section cetee position that the respondents held
in their respective banks, period worked with tlamhs and the period that the bank has

been in operations. These are discussed below:

The study sought to establish the position theaedents held in the bank. The responses

are shown in the Table 4.1
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Table 4.1: Position in the bank

Frequency Percentage
Top level management 15 38
Middle level management 13 33
Lower level management 11 28
Total 39 100

From the findings above, majority of the responde3®% (15) were in the top level
management, 33% (13) of the respondents were idlenldvel management while 28%
(11) were in lower level management. These findisgew that the study involved
different level managers and thus each brought thven experience and expertise in the
study. Therefore the findings are more represesgaif the challenges of implementing

financial inclusion strategies among commercialkdsan Kenya.

The study further sought to establish how many s/élae respondents had worked with
this Bank. The findings are shown in the Table 4.2.

Table 4.2: Yearsworked in the bank

Frequency Percentage
Below 5 years 9 23
6-10 years 11 28
11-15 years 6 15
Above 16 years 13 33
Total 39 100

The respondents who had worked for their respediargks for less than 5 years were
23%, 28% had worked for between 6-10 years, 15%wwm#ed for 11-15 years and 33

had worked for above 16 years. All the respondemslved in the study had worked for
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their banks for a number of years and thus werelifamwith the banks operations and

were in a position to answer the questions effebtiv

The study further sought to establish the numbegeafs the bank has been in operations.

The findings are shown in Table 4.3

Table 4.3: Number of yearsthe bank has been in operation

Frequency Percentage
Below 5 years 3 8
6-10 years 5 13
11- 15 years 4 10
16-20 years 6 15
21-25 years 8 21
26 years and above 13 33
Total 39 100

From the findings in Table 4.3 above, majority loé tbanks had been in operations for
over 26 years. This is represented by 33%. 21%f(&)e banks had been in operational
for between 21-25 years. 15% (6) banks had beepeénation for between 16-20 years.
10% (4) of the banks had been in operational ferlBlyears. 13% (5) of the banks had
been in operation for between 6-10 years while 8%o0f the banks that had been in
operations for below 5 years. These findings shbat tmajority of the banks that

participated in the study had been in existenceldng enough to understand matters

concerning financial inclusion.
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4.3 Extent of Financial Inclusion Strategy Adoption
The study sought to establish the extent to whHiehréspondents agreed on the statement
below on financial inclusion strategy adoption lmmemercial banks. The responses are

shown in Table 4.4

Table 4.4: Extent of financial inclusion strategy adoption

Component of Financial Inclusion Mean Std. Dev
Mobile banking 4.562 0.001
Internet banking 4.321 0.231
Agency banking 3.987 0.421
Automated Teller machine 4.789 0.621
Credit information sharing 4.012 0.213
Opening more branches 4.725 0.145
Forming collaborations with other organizations 53.2 0.325
Grand mean 4.235 0.278

As indicated in Table 4.4 above, on the adoptiormobile banking, majority of the
respondents strongly agreed with a mean of 4.5 ameviation of 0.001. These
findings show that the mobile banking had been &bl a very great extent. This could
be attributed to the fact that there is a high odteobile phone handset ownership in the
country. In addition, mobile phones are highly pble and thus provide convenience that

other modes of financial inclusion may not avail.

On internet banking adoption, majority of the reggents agreed with a mean of 4.321
and a deviation of 0.231 and also agreed on adgeatking with a mean of 3.987. On the
adoption of automated Teller machine the respomsdsinongly agreed with a mean of

4.789 and agreed on credit information sharing \@ithean of 4.012. The respondents
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also strongly agreed on the opening more branchisanmean of 4.725 and agreed on
forming collaborations with other organizationstwéd mean of 3.551. ATM scored the
highest followed by mobile banking. The least addpstrategy by the respondents was

forming collaborations with other organizations.

The respondents were asked what other financidision strategy the banks used to
reach to its customers. The respondents highlightitat the banks had adopted the
making of Visa card for their customers that endtitteem to withdrawal money across
all ATM machines. The respondents also cited thaty thad partnered with major

telecommunication companies to devise simple nuncbees that can be used on the
phone and thus allowing the customers to accessabeounts. Some of these strategies

are Mobile banking, computerized accounting systaoh Internet banking.

From the findings the grand mean was 4.235. Thawshthat the financial inclusion

strategies in the table 4.4 had been adapted tea gxtent in the banks. The findings
reveal that Mobile banking, Internet banking, Ageniganking, Automated Teller

machine, Credit information sharing, Opening moranbhes, Forming collaborations
with other organizations had been adopted to a grdant in the banks. ATM had been
the most adopted strategy while forming collaboratiwith other organizations was the
least adopted strategy. Thompson (1993) concludked well-functioning financial

systems serve a vital purpose, offering savingsditrpayment, and risk management
products to people with a wide range of needs.ubick financial systems allow broad
access to financial services without price or neitepbarriers to their use and are

especially likely to benefit poor people and otltisadvantaged groups. Different
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strategies have been adopted by financial ingtitstiin their quest to ensure financial
inclusion. Some of these strategies are Mobile ingnlcomputerized accounting system

and Internet banking (Thompson, 1993).

4.4 Challenges of Implementing Financial Inclusion Stréegy

The respondents were asked to rate the extent ichwhey agreed on the challenges
they face in the implementation of financial incbrsstrategies. The responses are shown

in the Table 4.5.

Table 4.5: Challenges of Implementing Financial Inkusion Strategy

Mean Std. Dev

Availability of adequate skilled human capital txeeute the 4.201 0.355
financial inclusion strategy

The advancements in information technology and cameation 4121 0.242
The manner in which communication is managed inptloegess of 4.012 0.124
financial inclusion strategy implementation

The hierarch in the bank (organization Structure) .878 0.452
Changes in the scope of services offered by thé&Ban 3.821 0.301
Changes management 3.651 0.145
Entry of new financial institutions in the industry 3.621 0.006
Availability of adequate resources to finance timaricial inclusion 3.521 0.621
strategy

The culture of the Bank 3.521 0.352
Commitment from senior management in the Bank 3.462002
The security levels of our customers 3.452 0.621
The values of the Bank 3.421 0.008
Market segmentation and targeting by the Bank 3.269159
Customers’ perception of the Bank 3.265 0.382
The leadership style used by managers 3.125 0.321
Past reputation of the Bank 3.114 0.224
Changes in the regulatory framework 3.012 0421
Grand Mean 3.556 0.278
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As indicated in the Table 4.5, commitment from sermmanagement in the Bank the
respondents were neutral with a mean of 3.452 aselveation of 0.002. Majority of the
respondents were also neutral on leadership ssgel by managers as shown with a
mean of 3.125 and a deviation of 0.321. Majorityhaf respondents agreed that a change
in management was a challenge with a mean of 3a681a deviation of 0.145. Majority
of the respondents agreed that availability of adé® resources to finance the financial
inclusion strategy was a challenge with a mean.52B and a deviation of 0.621. On
whether there was a availability of adequate skiHaman capital to execute the financial
inclusion strategy, majority of the respondentseadr with a mean of 4.201 and a
deviation of 0.355. The respondents further agreed the manner in which
communication is managed in the process of finamegdusion strategy implementation
with a mean of 4.012 and a deviation of 0.124. fidspondents agreed that hierarch in
the bank (organization Structure) was also a chg#leas shown with a mean of 3.875

and a deviation of 0.452.

Majority of the respondents agreed that the culafréhe Bank was a challenge with a
mean of 3.521 and a deviation of 0.352. On the ghsnn the regulatory framework,

majority of those interviewed were neutral with aan of 3.012 and a deviation of 0.421.
The respondents were also neutral on the valudsedBank with a mean of 3.421 and a
deviation of 0.008. Majority of the respondents esgh that entry of new financial

institutions in the industry was a challenge witmean of 3.621 and a deviation of 0.006.
On changes in the scope of services offered byb#nk, majority of the respondents

agreed with a mean of 3.821 and a deviation of 0.80d on the advancements in
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information technology and communication, majowtythe respondents agreed with a

mean of 4.121 and a deviation of 0.242.

On the past reputation of the bank, majority of idépondents were neutral with a mean
of 3.114 and a deviation of 0.224. Majority of thasterviewed were also neutral on
customers’ perception of the Bank with a mean 863.and a deviation of 0.382. On the
security levels of our customers the respondente weutral with a mean of 3.452 and a
deviation of 0.621 and on market segmentation angeting by the Bank, majority of
those interviewed were neutral with a mean of 3.268 a deviation of 0.159. The
respondents were asked what other challenges #wmdfapart from those identified
above affect financial inclusion strategy implenagioi in your Bank. They listed the
lack of employee involvement in the strategy foratign which made the
implementation hard since they had no prior trgnam involvement on the same. The
respondents also stated that the banks faced rba#ien strategy implementation due to

the lack of proper infrastructure in IT and orig¢i@a on using the same.

The grand mean on the challenges of implementmantial inclusion strategy scored a
mean of 3.556. This can be interpreted as thatrthjerity of the challenges in the table
4.5 were faced by commercial banks in implementirgfinancial inclusion challenge.

Alexander (1991) pointed out that there are a nunabechallenges that organizations
encounter while implementing strategies that ensafratn both the internal and external

environment of the organization.
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The greatest challenge was that of availabilityadequate skilled human capital to
execute the financial inclusion strategy and tlastiéaced challenge was that of changes
in the regulatory framework. Alexander (1991) fertlliscussed the problems associated
with strategy implementation identifying four keyeas for discussion to include:
availability of resources; leadership style; orgation culture; corporate structure; lack

of focus and failure of buy in by implementing team

4.5.1 Challenges affect financial inclusion stratggimplementation in banks

The study sought to establish to what extent tlobsdlenges affect financial inclusion

strategy implementation in banks. The responsesharen in Table 4.6.

Table 4. 6: Influence of challenges on financial rlusion strategy Implementation

Frequency Percentage
Very great extent 17 44
Great Extent 13 33
Moderate extent 5 13
Little extent 3 8
No extent 1 3
Total 39 100

As indicated from the findings in Table 4.6, 44% )Y Df the respondents stated that
challenges influence the implementation of strategg very great extent, 33% (13) of
the respondents indicated to a great extent, 3&pdfLthe respondents 13% (5) of the
respondents indicated to a moderate extent thdteolgas affect financial inclusion
strategy implementation in banks, 8% (3) of thepomdents indicated to a little extent
that challenges affect financial inclusion strat@gplementation in banks while 3% (1)

respondent stated to no extent at all. JohnsonSahdles (2003) cited that there are a
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number of challenges that organizations encountelevwimplementing strategies. They
emanate both from the internal and external enwiemt of the organization and can

affect the success of the implementation of thetesdy.

The highest number of the respondents highlightetl these challenges affect financial
inclusion strategy implementation in banks to aagextent. From the findings it can thus
be interpreted that majority of the banks in Kemaya facing these challenges and thus

the effects are reflected in the performance obidueks.

4.6 Discussions

On the extent to which financial inclusion stratebgs been adopted by Kenyan
commercial banks, the findings revealed that theebeen adoption of mobile banking.
Mobile banking, and consequently, mobile paymentsraobile money are the latest in a
myriad of emerging technological innovations in tbanking industry that have

revolutionized financial deepening in many coustr{&reedman, 2000). The findings
also established that there is internet bankingptoio and also agency banking adoption
among commercial banks of Kenya. Freedman (2000yestied that internet banking
equates internet money with the substitution ofeney with internet gadget. He further
argued that internet banking is convenient andeedsiuse but also challenging due to

the need for internet.

On the adoption of automated Teller machine theirfigs showed that commercial banks
had adopted the strategy as well as credit infaomasharing among financial
institutions. The findings revealed that banks emifa are opening more branches as well
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as forming collaborations with other organization&ccording to Ama (2004)

computerized accounting system uses specializedhimexc called calculators and
computer in gathering information. This form of ®m makes it easier for transactions
to be conducted across different agents, in theotigeTM machines and also makes it

easier for credit information sharing among finahaistitutions.

On what other financial inclusion strategy the lmhkve used to reach to its customers.
The responses show that the banks had adopted #&keagnof Visa card for their
customers that enabled them to withdrawal moneysacrll ATM machines. The
respondents also cited that they had partnered mdtjor telecommunication companies
to devise simple number codes that can be usede@rmptione and thus allowing the
customers to access their accounts. Thompson (I@®®Juded that different strategies
have been adopted by financial institutions inrtligiest to ensure financial inclusion.
Some of these strategies are Mobile banking, coemzed accounting system and

Internet banking

On the challenges faced by the banks in implemgnfiimancial inclusion strategies,
Alexander (1991) cited that challenges faced bym@@anization emanate both from the
internal and external environment of the organaratiThe findings showed that change
in management was a challenge and that availabiliadequate resources to finance the
financial inclusion strategy was a challenge Bewt Bisenstat (2000) revealed a number
of problems in strategy implementation key amorgtHack of resources. The finding
also showed that the manner in which communicatiomanaged in the process of

financial inclusion strategy implementation is aldnge and that the hierarch in the
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bank (organization Structure) was also a challenger successful strategy
implementation there needs to be communication gnadnlevels of hirerachy in the
bank as well as across all the departments of ganazation (Beer and Eisenstat, 2000).
The findings showed that the culture of the Banksvea challenge. According to
Alexander (1991), the culture of the bank influencthe success of strategy
implementation since it depicts how employees beh@wv an organization. Another
challenge that the banks faced was the entry of fir@mcial institutions in the industry
changes in the scope of services offered by thekBamd the advancements in

information technology and communication.

The respondents identified lack of employee involeat in the strategy formulation
which made the implementation hard since they tf@grior training or involvement on
the same. The respondents also stated that thes bfackd challenges in strategy
implementation due to the lack of proper infrastuue in IT and orientation on using the
same. According to Freedman (2000) the latest mydaad of emerging technological
innovations in the banking industry have revoluized financial deepening in many

countries.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1 Introduction
This chapter presented the summary of the studiings and the conclusion from the
findings highlighted and recommendations. The stmlyght to to establish the extent to
which the financial inclusion strategy has beenpaeid by Kenyan commercial banks and
to determine the challenges of implementing finahdnclusion strategies among

Commercial banks in Kenya.

5.2 Summary

The general objective of the study was to estahiish challenges of implementing

financial inclusion strategies among commercialkdsan Kenya. Regarding the extent of
financial inclusion strategy adoption, the studytabbshed that majority of the

respondents strongly agreed on the adoption of lemdianking. The study findings

revealed that mobile banking had been adaptedveryagreat extent. The respondents
agreed that indeed internet banking and agencyimguitad been adopted by the bank.
On the adoption of automated Teller machine, thmlystfound out that respondents
strongly agreed and the respondents also agreeckdit information sharing. The study
further revealed that the least adopted strategyth®y respondents was forming

collaborations with other organizations.

The study established that the respondents higbkligthat the banks had adopted the
making of Visa card for their customers that endlileem to withdrawal money across
all ATM machines. The study also established thatrespondents cited that they had
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partnered with major telecommunication companiedawaise simple number codes that
can be used on the phone and thus allowing themess to access their accounts. From
the findings the grand mean, the study revealetifih@ncial inclusion strategies in the
banks had been adapted to a great extent. Thengedevealed that mobile banking,
internet banking, agency banking, automated teflachine, credit information sharing,
opening more branches; forming collaborations watier organizations had been
adopted in the banks to a great extent. The firedfogher revealed that ATM had been
the most adopted strategy while forming collaboratiwith other organizations was the

least adopted strategy.

Regarding thehallenges of implementing financial inclusion st@t, the study revealed
that the respondents were neutral on whether tinage commitment from senior
management in the Bank. The study findings indatdteat the respondents were also
neutral on leadership style used by managers. Oethsh there was availability of
adequate skilled human capital to execute the €iahrinclusion strategy, the study
revealed that majority of the respondents agredtl te statement. Also, the study
findings showed that the respondents were neutrgh® past reputation of the bank. The
study found out that the greatest challenge wat dhavailability of adequate skilled
human capital to execute the financial inclusiomtegy and the least faced challenge

was that of changes in the regulatory framework.

46



The findings showed that on the influence of chmges on financial inclusion strategy

implementation, majority of the respondents indidatthat these challenges affect
financial inclusion strategy implementation in bané a great extent. From the summary
of findings, it can thus be interpreted that migyaof the banks in Kenya are facing these

challenges and thus the effects are reflectedapérformance of the banks.

5.3 Conclusion

The study made the following conclusions.

Commercial banks in Kenya had adopted financidusion strategies in their operations.
These included agency banking, internet and mdimleking, offering points of sale,

opening branches in rural areas and offering autesnzller machine services. The study
concludes that the banks in Kenya have adopted lenbbinking, internet banking and
agency banking. The study also concludes that #mkdin Kenya have increased the
number of their ATM machines as well as increadeglrtbranches. The study also
concludes that banks have embraced credit infoomatsharing and forming

collaborations with the other organizations.

The study also concludes that the banks face a aundb challenges in the
implementation of financial inclusion strategieshe$e challenges ranged from
Commitment from senior management in the Bank,destdp style used by managers,
inadequacy of resources to finance the financidusion, availability of adequate skilled

human capital to execute the financial inclusiaatsgy, culture of the Bank. The study
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concludes that the banks face challenges in theures availability, organizational

structure and culture and advancements in thenrdbon technology.

5.4 Recommendations

The study made the following recommendations:

The study established that commercial banks fabatlemge in the implementation since
they were not involved in the formulation of theastgies. This study recommends that
banks involve the employees in the formulationhaf strategies as well as orientation on
the strategies to be implemented. This makes thaglementation easier since the

employees know what is expected and are familitir thie expected outcome.

Another challenge that was listed was the advanotsme ICT. This study therefore
recommends that the commercial banks in Kenya adeptinfrastructure so as to keep
up with the emerging trends in ICT. The study alscommends that the bank offers

training to its employees on the new informatiofmastructure.

5.4 Limitations of the Study

Foremost, the study faced time constraints sinedithe within which the study was to
be conducted was limited. However, the researchentered this limitation by carrying
out the research across the department and managéewel in the organization to

enable a generalization of the study findings.

Some of the respondents were afraid in providirgdhta fearing that the information
provided may be used for other purposes otherdlcademic. The researcher went about

dealing with this limitation by assuring the resgents of the strict confidentiality of the
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information obtained which would only be used farademic study purposes. The
respondents also raised the issue of anonymity hwitthe researcher overcame by
assuring them of the coding of each interview guwadd use of pseudo names to avoid

identification of the respondents.

5.5 Suggestions for Further Research

The study found that banks in Kenya are openingentmanches as well as forming
collaborations with other organizations. The stugigommends that in the future a study
be conducted across all financial institutions.sT$tudy concentrated on the commercial

banks and thus the findings cannot be general@ethé study.

The study also found that the banks had adoptedrthking of Visa card for their
customers that enabled them to withdrawal monegsacall ATM machines. The study
also recommends that in the future a study be adaduon the influence of financial
inclusion adoption on customer satisfaction. Thigdg will be important in evaluating

how effective the strategies are in the ensurirg the customer are satisfied with their

banks .
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APPENDICES
APPENDIX I: LIST OF COMMERCIAL BANKS IN KENYA

1. Africa Banking Corporation Bank
Ltd(Kenya)

Bank of Africa Ltd

Baroda Bank Ltd

Bank of India Ltd

Barclays Bank of Kenya Ltd
CFC Stanbic Bank Ltd
CharterHouse bank Ltd

Chase Bank Ltd (Kenya)
Citibank N.A Ltd

10. Commercial Bank of Africa Ltd
11.Consolidated Bank of Kenya Ltd
12.Cooperative Bank of Kenya Ltd
13.Credit Bank Ltd
14.Development Bank of Kenya Ltd
15. Diamond Trust Bank Ltd
16.Dubai Bank Kenya Ltd
17.Ecobank Ltd

18. Equatorial Commercial Bank Ltd
19. Equity Bank Ltd

20.Family Bank Ltd

21.Fidelity Bank Limited Ltd
22.Fina Bank Ltd

© © N o 0k~ DN

(SOURCE: CBK, 2014)
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23.First Community Bank Ltd
24.Giro Commercial Bank Ltd
25.Guardian Bank Ltd

26. Gulf African Bank Ltd
27.Housing Fin. Co. of Kenya Ltd
28.Habib Bank Ltd

29.Habib Bank A.G Zurich Ltd
30.1&M Bank Ltd

31.Imperial Bank Kenya Ltd
32.Jamii Bora Bank Ltd
33.Kenya Commercial Bank Ltd
34.K-Rep Bank Ltd

35.Middle East Bank Kenya Ltd
36. National Bank of Kenya Ltd
37.NIC Bank Ltd

38. Oriental Commercial Bank Ltd
39.Paramount Universal Bank Ltd
40.Prime Bank Ltd (Kenya)

41. Standard Chartered Kenya (K) Ltd
42.Trans National Bank Kenya Ltd
43. United Bank for Africa Ltd

44 . Victoria Commercial Bank Ltd



APPENDIX II: QUESTIONNAIRE

Please fill out the questionnaire in the spacesvbeKindly tick only one response

SECTION A: GENERAL INFORMATION
5 What position do you hold in the bank?

Top level management ( )
Middle level management  ( )
Lower level management ( )

6 How many years have you worked with this Bank?
Below 5years ( ) 6-10years () 11-15gear ) Above 16 years ()
7 Name of the Bank (Optional)

8 Number of years that the Bank has been in opemation
Below 5 years () 6-10 years () 11- 15ryea ()
16-20 years () 21-25years () 26 years anda@b ()

SECTION B: EXTENT OF FINANCIAL INCLUSION STRATEGY A DOPTION

9 Below are some of the key elements of the exteninaincial inclusion strategy
adoption by commercial banks. Use a scale of 1-Brevii= no extent, 2= little
extent, 3 moderate extent, 4= great extent and &ry great extent; please indicate
the extent to which each of the following financiatlusion component has been

adopted in your Bank

Component of Financial Inclusion 1 2 3 4 | 5

Mobile banking

Internet banking

Agency banking

Automated Teller machine

Credit information sharing

Opening more branches

Forming collaborations with other organizations

10 What other financial inclusion strategy has younkbased to reach to its customers?
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SECTION C: CHALLENGES OF IMPLEMENTING FINANCIAL INC LUSION

STRATEGY

11 Below are some of the common challenges in the @mphtation of a strategy.
Kindly identify the extent to which each of thedmalienges has affected branding
strategy in your bank. Use a scale of 1-5 wherend=extent, 2= little extent, 3

moderate extent, 4= great extent and 5= Very gneant.

1 2 3 4 |5

Commitment from senior management in the Bank

The leadership style used by managers

Changes management

Availability of adequate resources to finance timarcial

inclusion strategy

Availability of adequate skilled human capital teeeute

the financial inclusion strategy

The manner in which communication is managed in|the

process of financial inclusion strategy implementat

The hierarch in the bank (organization Structure)

The culture of the Bank

Changes in the regulatory framework

The values of the Bank

Entry of new financial institutions in the industry

Changes in the scope of services offered by thé&Ban

The advancements in information technology and

communication

Past reputation of the Bank

Customers’ perception of the Bank
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The security levels of our customers

Market segmentation and targeting by the Bank

12 What other challenges apart from those identifiedva affect financial inclusion
strategy implementation in your Bank? Please intletitem.

13 To what extent do these challenges affect finano@usion strategy implementation
in your bank?

Very great extent (

N

Great Extent ( )
Moderate extent ( )
Little extent ( )
No extent ( )
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