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ABSTRACT

Microfinance remains one of the most importantdaehich can be used in poverty eradication
and achievement of Millennium development goal®®4) especially MDG 1 which aims at
eradicating extreme poverty and hunger by the 2645.It enables the poor not only to save
but also to borrow money with little or no collatkr enabling them meet their social and
financial aspirations.Recently,most commercial lsahlve ventured into microfinance either
through directly offering microfinance products dhgh their mainstream banks or through
fully-owned subsidiaries dealing exclusively witlicnefinance. The main objective of this study
was therefore to examine the determinants of uptakeamnicro finance products among
commercial banks in Mombasa County, Kenya. Relditedature review was done on the
independent variables which included Interest ratempetition, and technology and customer
retention. The researcher found out that there avaerrelation between interest rates and the
uptake of microfinance products and services anmmogmercial banks in Mombasa County.
There was also a positive correlation between t@dgy and the uptake of microfinance
products among commercial banks in Mombasa Cowibpile banking and internet banking
were some of the technology researched on. Baseldeofindings of the study, it was prudent
for the researcher to conclude that interest ratesged by a bank on micro products and
services had a significant influence on their uptalkmong commercial banks. The researcher
also concluded that competition was a key indicatat had a significant influence on the uptake
of microfinance products and services among comiadefanks in Mombasa County. On
technology, the researcher concluded that it pkaysvotal role in modern day banking and
especially on access and uptake of micro finanoeymts. The researcher found it prudent to
suggest further research on factors that propebmess to prefer commercial banks to micro
finance institutions when it comes to uptake ofnmitnance products and services. The research
employed descriptive survey design and both quisitaand quantitative data was collected.
Data collection instruments used were questionsairel interview guides. The quantitative data
from the study was coded and entered into a compatenalysis using the statistical Package
for Social Sciences (SPSS). Independent samplstTated Chi square test of independence at
95% level of confidence was used in this study. [Ewvel of significance at probability level of
5% was applied.



CHAPTER ONE
INTRODUCTION

1.1 Background of the study
The term Micro finance (MF) refers to the provisiohbanking services and products to the lower

income people especially the poor ( Delfiner et2806). These services include small loans for
microenterprises and individuals, savings, monagdfer services, means of payment and insurance.
Given their nature, micro entrepreneurs tend taapeon the margins of the formal economy, often
without permits and commercial documentation, asdally lacking fixed assets that could serve as
collateral. Formal expense and income records anerglly scarce. Income is often on the lower end
of the scale, although operating margins for micterises in percentage terms can be
significant.(Rosenberg, 1996). According to Yourigak (2005), the products and services can be
targeted to meet the financial needs of the houdstas well as their income generating activities.
Success stories indicate that low-income markeideaserved on a sustainable basis, that is, wilth f
cost recovery and a market return, without subsidya result, in a growing number of countries, the
formal financial sector has begun to take noticg tanservice these traditionally marginalized sexto
This experience suggests that local formal findnogtitutions have a business incentive to seive t
sector. Small businesses and microenterprises gn#f)o% to 80 % of the economically active
population in the developing world. Combined witte tother low income market segments, they
comprise a market that should not be ignored bwlldarmal financial institutions in researching
potential market opportunities (Isern 2005).

However, despite the size of the microfinance mtaakel cases of demonstrated commercial success
in delivering microfinance, most commercial ban&main hesitant to enter this market, even though

they are often in the best institutional positiorservice it. In large part, commercial banks nugp

the risk of microfinance; they overestimate thete@nd underestimate the potential returns (Arora

2005)

It is desirable and indeed essential that commiebaiaks should be involved in microfinance. If they
are not, any impact that microfinance can have lobad poverty will be negligible, for it is the

privately owned commercial banks which dominatefih@ncial markets in most countries. Currently,
microfinance is being commercialized, but thid stibstly involves MFIs becoming commercial banks
— such as K-REP (Kenya) and BancoSol (Bolivia)thar setting up of commercial banks doing only

microfinance, such as Centenary Rural DevelopmankBUganda).
1



Most of the commercial banks that have moved inimofinance are state banks, for example, Bank
Rakyat Indonesia (BRI), National Microfinance Bafllanzania), and BancoNacional de Costa Rica.
Cases of pre-existing, privately owned commerciehids ‘downscaling ‘and starting microfinance
operations are still relatively few and far betweealthough there are success stories - examples
include Hatton National Commercial Bank in Sri Lankand a number of private banks in India
through a programme started by the National Bankgrifculture and Rural Development (NABARD)
Many of the commercial banks that have tried to mksale have faced considerable problems, and
have not achieved impressive levels of outreacHefizaiela ,2001). There are many reasons why
privately owned commercial banks are put off engpihe microfinance market, despite its apparent
potential profitability, and why those banks thatvé ‘taken the plunge’ have in many cases faced
problems. Commercial banks are answerable to sheireholders, who live and die by the bottom line
and demand maximum returns. Most do not feel thatafinance will guarantee them this. Standards
and regulatory requirements with which commerciahks have to comply, particularly regarding
unsecured lending, and interest rates, are inapptegdor microfinance operations. The organization
structures, procedures, products and methodologiescommercial banks are not suited to
microfinance, and changing them can be difficibet consuming and expensive. There are significant
cultural barriers to be overcome; staff and mamagéicommercial banks often still perceive the poor
as unbankable, and the ways of working requiregtdach out to them as unbecoming for professional
businesspeople like themselves (Baydas, Graham l&n¥aela, 1997). These perceptions have not
been helped by bad experiences in the past witlkergavent and donor-led attempts to induce
commercial banks to lend to the poor through meshasmsuch as compulsory targeting and provision
of low cost funds for on lending. Nonetheless, caruial banks also have a number of competitive
advantages as compared to other players in mienod® They have the necessary management
expertise, systems and physical infrastructurelacey are able to accept deposits and have aaress t
other sources of funds such as equity capital (B&y@hristen 1999).

The Grameen Bank of Bangladesh pioneered micrdcnedl976, through lending to members of
groups. Group lending typically links the fate airktbwers by stipulating that if one borrower wittan
group defaults, the other members have to repalp#me(joint liability). To ensure timely paymerdas
loans, group members provide household items asthéss assets as collateral for the facility and
also pressure for members to repay. This was pieddgy Mohamed Yunus, a Bengal banker, social

entrepreneur, economist and civil society leadew véteived the Nobel Prize in October 2006.



Closer home, the National Microfinance Bank in Tama (NMB) offers micro finance services to its
clients.NMB gives loans to individuals as well asups of people in small enterprises.NMB’s main
source of funds is deposits and capital, making #elf-sustainable institute. It employs a unique
strategy towards microfinance in that it links kugprporate customers to microfinance loan custemer
in a strategy known as Kilombero.This is after tHmked loans given to the Kilombero sugar
company to sugar out- growers.

The Kilombero strategy encourages growth througimgofor use of capital and the growth of both
small and large enterprises.NMB encourages andnebspanicro finance by giving loans to micro and
small enterprises for the purchase of goods, dodlecand payment of services to large corporate
clients to/from micro and small enterprises andvi@ion of add-on services such as money transfers
and payment services to both the large corporaatsland micro and small enterprises. According to
the Central Bank of Kenya (CBK), Kenya has 43 commmaé banks, spread across the country
although most are concentrated in the larger caied towns such as Nairobi, Mombasa, Nakuru,
Eldoret and Kisumu (CBK, 20)3

Equity Bank is largely credited with pioneering neidinance in Kenya. By coming up with products
tailor- made for the lower strata of the societyjuley bank revolutionized the Kenyan banking
environment by offering banking services to tho$mwraditionally had been seen as un-bankable.
Some of the other commercial banks offering Midrafce include Co-operative bank of Kenya,
Kenya Commercial bank, K-rep bank, Jamii Bora bankong others. There are also commercial
banks which have fully owned subsidiaries operatasgg MFIs such as Rafiki Deposit taking
Microfinance (DTMF) which is fully owned by Chaseaiik.

Microfinance has become an increasingly importaat for economic growth in developing countries
as noted by Wydick (2002). Widespread experiences rasearch have shown the importance of
savings and credit facilities for the poor. Thigtg emphasis on the sound development of
microfinance institutions as vital ingredients fimvestments, employment and economic growth
(Omino, 2005). According to Collins, Murdoch, Rutfeed and Ruthven, (2009) microcredit plays an

important role in helping the poor mitigate theeliability of their income.

Microfinance is not only used as a means of povertiuction but also as a means of improving the
quality of life in general. The various micro firmnproducts offered in Kenya have enabled the poor
who do not have access to traditional securitieh s title deeds and vehicle log books to access
bank loans. This has not only contributed to pgvedduction but also generally increased the

standards of living of many Kenyan households (CB&l3)



Microfinance is also a contributing factor in theecall macroeconomic state of a country. There are
theoretical arguments that if micro finance is ®ssful at any one of its aims such as raising ircom
levels, promoting entrepreneurship, increasing nggmviamong others, then overtime, the positive
effects of macroeconomic measures such as ratsoabenic growth and per capita GDP also improve
(CGAP, 2004)

Micro finance has also contributed to reductioncimme especially where youth are engaged in
income-generating activities. Through micro bussess people are able to fend for their families and

meet their social responsibilities.

1.2 Statement of the problem
Previous studies have shown that microfinance tuigins play a vital role in the economic

development of many developing countries throughpitovision of a wide range of financial products
and services to the poor, low-income householdsnaiotb and small enterprises. While microfinance
is widely celebrated as a possible solution to fiheancing problems of smaller firms and micro
businesses, there is remarkably little examinatibthe connection between microfinance and product
innovation (Nugroho and Miles, 2009). Previous sadave concentrated on the growth of the MFI
institutions. This has resulted in little or no @asch on determinants of MFIs product innovation
within the industry Kanyiri (2009) for instance, in his study on thetéas inhibiting innovation in
financial intermediaries for SMEs in Kenya, onlyught the perspective of Savings and Credit
Cooperative Societies (SACCO) entrepreneurial mesnbad therefore, findings from his study are
evidently limited in scope. By seeking data froomamber of commercial banks in Kenya, this
research sought to enrich and contributed in ctpsire literature gap that still exists on product
innovation and uptake in Kenyan commercial bankss &gainst this background that this study was
conducted to identify and examine the determinaftsuptake of micro finance products among

commercial banks in Mombasa County, Kenya.

1.3 Purpose of the study
The purpose of this study was to identify the dateants of uptake of micro finance products among

commercial banks in Mombasa County, Kenya.



1.4 Objectives of the study

The study was guided by the following objectives:

To determine the extent to which interest ratek@nfce the uptake of micro finance products
among commercial banks in Mombasa County.

To establish how technology influences the uptakeMicro Finance products among
commercial banks in Mombasa County.

To establish how competition influences the uptakeMicro finance products among
commercial banks in Mombasa County

To establish the extent to which customer retentidluences the uptake of Micro finance

products among commercial banks in Mombasa County.

1.5 Research questions

The study answered the following research questions

To what extent do interest rates influence the ketaf micro finance products among
commercial banks in Mombasa County?

How does technology influence the uptake of mianarice products among commercial banks
in Mombasa County?

How does competition influence the uptake of mi@irance products among commercial
banks in Mombasa County?

To what extent does customer retention influeneeughtake of Micro Finance products among

commercial banks in Mombasa County?

1.6 Research hypotheses

The study tested the following research hypotheses:

Hai:

Interest rates influence the uptake of micro rice products among commercial banks in

Mombasa County

H.: Technology influences the uptake of micro finanm®ducts among commercial banks in

Mombasa County

H.. Competition influences the uptake of micro finanproducts among commercial banks in

Mombasa County

Hi: Customer retention influences the uptake of mfarance products among commercial banks in

Mombasa County



1.7 Basic assumptions of the study

The study was built on the following assumptions:
I.  The research assumed that Equity Bank Ltd, Kenyar@ercial Bank and Co-Operative Bank

of Kenya would give a representative study@a of the commercial banks in Mombasa
County.

ii.  The research assumed that there would be cotapefeom the management, the staff and
the Micro finance Officers who are directly inuth with the customers and the customers

themselves in providing the necessary information.

1.8 Significance of the study
First and foremost, the results of this study Wwélof great importance to scholars and researchers

as it will contribute to the review of literaturg bther researchers in the field.

Secondly, Commercial banks can now better undetdtagir competitive advantages and come up
with more innovative and tailor -made productsrifocro businesses in Kenya.

Last but not the least, regulatory authorities mitthe government such as the central bank of
Kenya formulate policies which promote rather thmamder the growth of micro finance in the

country.

1.9 Limitation of the study
The main limitation was reluctance from the respnd to administer data collection instruments. In

this regard, the researcher obtained an autharizdgiter to collect data from the respondents.€elim
constraints and availability of funds to enable thgearcher obtain a much wider sample wereaalso
limiting factor. The researcher also encountereallehges gathering information from some of the
respondents due to their reluctance to share irgftbom with a competitor's employee. In this cabe, t
researcher assured the respondents that the etiormgiven was purely for research and that it tvon

be used to give the researcher’'s employer unduansaige

1.10 Delimitation of the study
The research focused on the determinants of thekemif micro finance products among commercial

banks with a focus on Mombasa County, Kenya. Thezeabout 43 commercial banks in Kenya, most
of which have a representation in the county of Masa. Equity bank Itd, Kenya Commercial bank
Itd and the Co-operative bank of Kenya were usegtpesentative samples of the commercial banks
in Mombasa County. The research incorporated tikda customers’ perception on micro finance
products and services in the respective banks.ré@searcher explained the purpose of the study and

assured the respondents that the information gadheras only for academic purposes and that
6



confidentiality will be adhered to. The researchesured that he was ethical during the conducting o
the research by getting full consent from the resgpots. The researcher was also keen on ensuring

reliability and validity of data collection instrients to ensure accuracy of the results.

1.11 Definition of significant terms
Microfinanc e: A means of extending credit, usually in the fafrsmall loans with no collateral, to

non- traditional borrowers such as the poor inlroraundeveloped areas. It's a source of financials
services for entrepreneurs and small businesskisitpaccess to banking and related services.
Interest Rates: The rate at which interest is paid by a borrowdeb(or) for the use of that they borrow
from a lender (creditor)

Technology: The branch of knowledge that deals with the comatind use of technical means and
their interaction with life ,society and the envirment, drawing upon such subjects as engineering,
applied science and pure science

Customer retention: The activity that a selling organization underske order to reduce customer
defection

Customer attrition: Also known as customer churn, customer turnovesustomer defection is the
loss of clients or customers.

Competition: The rivalry offered by a competitor

Microfinance institutions: Is an organization that provides financial sezsito the poor.

This broad definition includes a wide range of pdevs that vary in their legal structure, missiom a
manner of operation. They however share commorechkenstics of providing cheap credit to the poor
and most vulnerable in the society.

Commercial banks is a type of bank that provides services sucha@septing deposits, making

business loans and offering investment products

1.12 Organization of the study
Chapter one of this study consists of the introducof the study in which the study background,

statement of the problem, purpose of the studyeabives of the study, research questions, research
hypothesis, significances of the study, limitatiafsthe study and delimitations of the study was
discussed.

Chapter two of the study contains literature revielrch incorporates all the research objectives and
conceptual framework. Chapter three contains teeareh methodology including the research design,
population of the study, sampling techniques amdpda size, data collection and analysis, qualigtiv

control and ethical issues.



Chapter four illustrates the response rate of #spandents, testing of the various hypotheses, data
analysis and interpretation whereas chapter fivatains the summary of the study findings,

discussions, conclusions drawn based on the fisdangl recommendations by the researcher.



CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction
According to Baker (2003) literature review is thaluation of all sources of information that rel&d

the topic under study. Literature review has alserbdefined as the use of ideas in literaturedtfyu

the particular approach to the topic and demonstrdhat the study contributes something new.
Therefore, the researcher reviewed literature anngercial banks and how they have incorporated
micro finance into their mainstream banking systdime literature discussed how the independent
variables which included interest rates, technol@gynpetition and customer retention influenced the

uptake of microfinance products among commerciakban Mombasa County.

2.2 Rationale behind Commercial banks offering Mico Finance products
Banks are commercial financial intermediaries thatrow from savers and lend to companies or

individuals that need resources for investmen®orion et al, 2002). They are special becauseeif th
ability to transform financial claims of househalavers efficiently into claims insured to corparas,

individuals and governments.

Their ability to evaluate information accuratelpntrol and monitor borrowers allows it to transform
these claims at the lowest cost possible to aliggrthat is credit allocation. Banks allow thredit
risks on these loans in exchange for fair retuffficsent to cover the cost of funding. (Van Horne,
1991).

Majority of commercial banks do not offer microfir@ as they perceive it to be an expensive
enterprise, arguing that it's possible to maketaofomoney on a large loan than on a small one and
you can’'t make much money holding saving accouritis very little funds in them. However, MFIs
serving the poor are showing rapid financial imgnment. Rosengard, (2004) says three developments
in the recent past have motivated banks to seanchnéw markets: deregulation of financial
institutions, liberalization of financial marketand globalization of financial services. These den
have lowered barriers to entry for new financiatitutions, increased competition among old and new
financial institutions, and led to saturation o#ditional financial markets. In order to remain
profitable, and even more importantly, to continmeegrow, mainstream commercial banks have
increasingly tried to provide core financial seegaqsavings, credit and transfer/payment faciities

those previously viewed as unbankable.



Delfiner et.al (2007) points out that bank haverbeatering the microfinance market in increasing
numbers over the past years. This phenomenon (kresvdownscaling), together with that of up
scaling where micro finance institutions convertoi commercial banks, is resulting in a growing

number of formal regulated institutions partialtytotally moving into microfinance.

According to Kamau (2004), profitability has beeefided as the capacity to make profit or as a
quality or state of being profitable .Profitabiliythe matter at hand as a measure of performamte
sustainability. It is one of the most important icadors for measuring the success of a business.
Maintained profitability leads to continued stremgting of the net worth and value to
shareholders/owners of the organization. Sustdihabin the other hand is the ability of a firm to
continue its operations in the long term to engbed the firm is not existing today and winding up

tomorrow (Kamau, 2004).

According to Dondo and Ongila (2006) microfinanefprmance can take many forms depending on
the interest of the stakeholders. Different stakadrs require different performance to enable them
make informed decisions. For example shareholddtsber more interested in profitability, growth,
return on investment and continued financial sigbdf the institution. Governments and multilatera
agencies are interested in expected social andoeatonbenefits to micro entrepreneurs, such as

increase in employment and income levels, (Kes2(5).

A report by USAID on profitability of microfinance commercial banks, states that as more and more
commercial banks become intrigued by the idea aérerg the microfinance market, whether for
social responsibility, the long term viability dfd microfinance program is eventually defined Isy it
contribution to the bank’s profitability. Determing costs and revenue drivers is key to ensuring tha
the resources are available and properly allocatests both actual and imputed, are fairly assigned
and pricing strategies accurately reflect profiigbigoals. Once the bank is convinced that the net
operating margin of microfinance products can Hatikee to the other products in the bank, the
challenge becomes growing the volumes so that Ibiselate net income is also significant. (a case
study on profitability of microfinance in commerciaanks; Hatton National Bank, USAID January
2005).

Baydas (1997) also points out that even though fasks report profitable microfinance programs,
the main issue of concern should be cost reduatidé@rms of human resource, financial methodology
and alternatives to the lengthy individual businesfiniques. Apart from cost reduction, many banks
may need to increase their interest rate and adhepfiact that microfinance programs are generally
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costly. The pricing of microloans should be therefget to cover the cost of making these loans,

monitoring and full repayment.

The main determinants of profitability and sustailigy in microfinance are Interest rates and non-
interest Income. According to Kimutai (2003), Ir@st rate is the price one pays for using borrowed
money (loans). Margarida (2000) found that netregemargin reacts positively to operating costs an
hence profitability. Guru and Shanmugen (1999kst#ihat changing market conditions would have an
impact on the market interest rates which wouldadely have direct impact on profitability. The
overall objective of a bank should be to balanseeturn and risk in a way that maximizes the banks
market value to its shareholders, Hampel (1994atieg this objective to interest rates, a bank &hou
try to earn the highest margin it can in a manm@rsistent with reasonable stability in the interest
margin. Sinkey (1992) notes that the business okibg involves betting on interest rates while &itt

et al(1997) suggested that the success or faifusebank depends on how the institution buys afld se
money. (Kibe, 2003) says that non- interest incamctude services charges on deposits and income
from various non-deposit activities. Bank charges payments debited to a bank account for the
services the bank provides. They include chargespeming of accounts, banker’'s cheque processing,
salary processing, loan processing, Electronic Sumdansfer (EFTs) among others. With the
decreasing interest rates in Kenya, banks havehsdaagnaintain their levels of profits by increagin
banks charges.

Kibe (2003), noted that compared to non-interesbmme, interest rate spread accounts for 40% of tota
variations in profit of commercial banks. This medinat 60% of variations are due to the other facto
that do not relate to interest rate. He concludealt tinterest rate spread does not contribute
significantly to the profitability of commercial bks as less that 20% of profits can be explained by
interest rate spread leaving 80% to non- interdated factors. He recommended that further rekearc
be done to determine the other factors that affesitability in banks.

Many organizations in the recent times faced twbulnd rapid changing external condition that
translated into complex, chaotic, multifacetedjdjuand interlinked stream of initiatives affecting
work and organizational design, resource allocatemmd systems and procedures in a continuous
attempt to improve performance (Huczynski & Buchgri2z001). Globalization of world economies
has resulted in high environmental volatility cominn unpredictable way (Achol, 1991).
Environmental changes such as technological inmmvatompetition, globalization, regulation and

deregulation and consumer behavior have affectaty/meganizations in that they have been forced to
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enhance their business processes in order to suirvign environment which has become increasingly
competitive (Ansoff,1987).

Organizations are therefore, undertaking stratelgggges in order to align their business stratdgies

the environment thereby matching resources anditiesi of an organization to that environment.

With businesses focusing on generating profitstasnebility was not a popular concern among
companies up until recently. Now, in an era of gladation, multinational corporations (those that
conduct business in more than one country) andl lboainesses are no longer able to conduct
destructive and unethical practices, such as pofuthe environment, without attracting negative
feedback from the general public. With increasedlimm@ttention, pressure from NGOs, and rapid
global information sharing, there is a surging dedhexom civil society, consumers, governments, and
others for corporations to conduct sustainabler@ss practices. In addition, in order to attraat an
retain employees and customers, companies areregito realize the importance of being ethical
while running their daily operations. The corporeggponse has often meant an adoption of ‘a new

consciousness', and this has been known as Coefoatal Responsibility (CSR) since the 1970s.

CSR has over the years been embraced by orgamgatimt seek to make a difference in the
community they serve. It is important as it enhaag®od relationship between the organizations, its
clients and the community. Through CSR the orgdimzacontinues to communicate that it is
interested in the needs of its clients and the comiy they serve. CSR is also important as it helps
creating goodwill between the organization andpihielic’s. Thus the main activities normally involve
non-financial arenas such as Human Rights, Busimtlsgs, Environmental policies, corporate

contributions, community development, corporateegnance and workplace issues.

Rhyne says that microfinance originated among dgrgmvernments, and NGOs motivated by a desire
to improve the standard of living of low-income p&o This motivation was expressed variously as
poverty alleviation, job creation, or microentegeridevelopment and at times, was accompanied by
additional social motivations, such as empowermigitrofinance is still valued for its contributions

to economic goals such as increased household aerpese income and entrepreneurial
development- social goals- such as improved fahwiigg conditions, more equitable gender relations,
and better nutrition. For many microfinance progsaciient participation in governance is seen as a
core value. Banks venturing into microfinance témdeinforce their public image, since engaging in
the poverty alleviation and increasing women empaveat help build more trust for the banks in the

formal financial sector.
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According to Delfiner, commercial microfinance tergeconomically active poor individual who
include microenterprises, small scale farmers , thedmost recent concept has include low- income
salaried employees, pensioners and poor househdlus. economically active poor are usually
unsatisfied because their income is generally biestdue to the informal nature of their employments
or self-managed productive projects. The commeriatofinance is therefore a complement to, not a
substitute for, government and donor alleviatiord a&mployment generation programs for the
extremely poor. Having a sector specialize in niinence helps commercial banks improve their
public image, as caring for the most disadvantageihl sectors is welcomed by clients and society i

general.

However, Rhyne questions whether the newly-comrakrcompetitive microfinance will serve their
purpose. Definitely, any goal that can be achietedugh provision of financial services will stie
served. With the growing competition in the micnafince sector, few microfinance programs will be
able to maintain the extra services that suppterosocial goals. Commercialized microfinance is no
likely to serve as a platform for educational mgssagroup action, or social services. The clianlils
not be empowered once they are simply customeferoprofit institutions. (Elisabeth Rhyne and
Robert Peck Christen, 2004)

2.3. Interest rates and the uptake of micro financ@roducts
Interest rate is the percentage charged or paithtouse of money. It is charged when the money is

being borrowed and paid when it is being loanetkrést rates can either be nominal or real. Nominal
interest rate can be measured in currency termsnrterms of goods. In Kenya the nominal interest
rate measures the yield in Kenya shillings per year Kenya shillings invested while the real iestr
rate is corrected for inflation and is calculatedtlae nominal interest rate minus the rate of igita
(Pandey, 1999).

In the United States, authority for interest rageisions is divided between the Board of Goverbrs
the Federal Reserve (Board) and the Federal Opekei@ommittee (FOMC). The Board decides on
changes in discount rates after recommendationsiigield by one or more of the regional Federal
Reserve Banks. The FOMC decides on open markeaiges, including the desired levels of central
bank money or the desired federal funds market rate

Interest rates can be classified as either short-t& long-term. For example, you can take out méo
loan with the interest rate fixed for 20 years.sTilsi considered a long-term interest rate. You ntiag&e
same payments over these years, regardless of evhathrest rates rise or fall. Alternatively, when
you use your credit card or take out a personal aau are borrowing money at an interest rate that

can change in the short term (variable).Short-tertarest rates tend to be higher than long-term
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interest rates (Kibe, 2003).As the size of a loapaeds, the interest rate on that loan rises to
accommodate the increased risk associated withode However, utilizing firm-level data of the
Barbadian banking industry, it is observed thatgimaller the loan's size, the greater the intesdst
applied, and vice versa. (Thordsen and Natharg,)]99

Interest rates are a major concern in the bankmigiending industry in Uganda. Financial institago
have been accused of charging high interest raidseaploiting the consumers. This has led to
government through the Ministry of Finance passingrinancial Institutions Act with an aim of
protecting the consumers (Musinguzi, 2004). The iAgioses interest rate ceilings on loan finance
provided by money lending/financial institution$€Be ceilings are proposed to be linked to the 2
prime rate. Given this, it is not possible for thearcharge full-cost recovery interest rates. Adoay

to UBOS (2005) results, access to loans and ciadiities has been and is still a major problemdo
large portion of Ugandan society. The problem isstrggnificant amongst the disadvantaged and
especially in rural areas where the majority ofgdeaon’t have access to formal banking services du

to lack of collateral security.

Inflation has a major effect on the interest rates particular country. Inflation is the sustained
upward movement of goods and services in an econdhmre are three main causes of inflation; the
demand -pull inflation which occurs when demandgoods and services rises while the supply stays
the same. The second cause is the cost-push anflathich starts when the supply of goods and
services is restricted for some reason while sugfalys the same. The third cause is the overexgansi

of the money supply. That is, when a glut of cdpitahe market chases too few opportunities.

According to the CBK’s Monetary Policy Committee PK&) The overall month-on-month inflation
increased marginally from 7.30 percent in May 2614.39 percent in June 2014 mainly driven by the
base effect and also reflecting an increase inpiiees of some foodstuffs, fuel and electricity.
Similarly, month-on-month non-food-non-fuel inflati increased slightly from 4.35 percent to 4.47
percent(CBK, 2014)

The exchange rate has remained stable support@dynigy foreign exchange inflows through
diaspora remittances and increased foreign inv@stdicipation in the Nairobi Securities Exchange a
well as enhanced confidence following successfllaace of the Sovereign Bond in June 2014. It
fluctuated within a narrow range of Ksh.87.38 arghl87.92 against the USD in June 2014 compared
to a range of Ksh.86.87 and Ksh.87.86 in May 2004e CBK level of usable foreign exchange
reserves increased from USDG6, 308.23 million (egjent to 4.28 months of import cover) at the end
of April 2014 to USD6, 501.37 million (equivalerd #.34 months of import cover) as at 7th July,
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2014. The build-up in foreign exchange reserveviges adequate cushion for the exchange rate
against temporary shocks (CBK)

A notable development in the banking sector duthmg past few months was the introduction of a
Kenya Banks’ Reference Rate (KBRR) developed asoattome of discussions between the
stakeholders, CBK and lead by The National Treasiihe KBRR was developed as part of the
recommendations to enhance the supply of privattoseredit and mortgage finance in Kenya by
facilitating a transparent credit pricing framewoiltiks the base rate for all commercial bankstlieg.
Given that one of the components of the KBRR is@eatral Bank Rate (CBR), this framework is
expected to enhance the transmission of monetdrgypsignals through commercial banks’ lending
rates. It will be computed as an average of the @B&the weighted 2-month moving average of the
91-day Treasury bill rates. The introduction of KBRS expected to have a positive effect on the
pricing of loans by Commercial banks leading tauct! interest rates.

2.4 Technology and the uptake of micro finance pragtts
There has been a rapid growth in technological ldgweents, which as a result has brought

opportunities to institutions providing financiatrsices through use of channels that have multiple
electronic options (Laukkanen and Pasanen, 2007)

Mobile telephony is one such channel which finalnegavice providers use to provide services torthei
customers. This has enabled commercial banks tease the number of customers and also save on
costs. The easy availability and relatively lowcprg of mobile phones has enabled majority of
commercial banks to reach more customers whildheatsame time providing them with banking
services at their convenience anywhere in the cpuwhile existing and new customers are enjoying
the increased security and affordability of thevems and devices (Jenkins, 2008). Mobile banking
can also reduce costs and increase the qualitgrefces, even in poor communities (Kapoor et al,
2007)

Mobile banking is used in many parts of the worldhwittle or no infrastructure, especially remote
and rural areas. This aspect of mobile commercalsis popular in countries where most of their
population is unbanked. In most of these placeskdaan only be found in big cities, and customers

have to travel hundreds of miles to the nearesk fdaidya, 2011)

Robinson (2009) and Sathye, (1999) noted that titerniet has a significant impact on financial
institutions, allowing consumers to access manxacilities such as micro loans and cheap accounts

whenever they need them, whilst enabling banksgweifeantly reduce their operating costs. Many
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customers can now access various financial seratése comfort of their homes without physically
visiting their branches. Internet banking ofteneredd to as ‘online banking’ can be defined as
performing financial transactions over the intertitough a bank’s website (Shao,2007). Banks
expect benefits such as reduction of operatingscoside customer reach, promote business
diversification and retention of market share (€aml 2001)

According to Cronin (2006), online banking wastfirgroduced in the early 1980s in New York. Four

major banks: Citibank, Chase Manhattan, ChemicdlManufacturers Hanover offered home banking
services. Chemical introduced its Pronto serviaesiridividuals and small businesses in 1983. It
allowed individual and small-business clients tantan electronic checkbook registers, see account
balances, and transfer funds between checking avidgs accounts. Pronto failed to attract enough

customers to break even and was abandoned in C888r banks had a similar experience.

Almost simultaneously with the United States, omlranking arrived in the United Kingdom. It was
the Nottingham Building Society that in 1983 intneed Britain's first electronic home banking
service through a joint venture with Prestel, a potarized information service owned by British

Telecom.

The UK's first home online banking services knowrHomelink was set up by Bank of Scotland for
customers of the Nottingham Building Society (NB5)1983. The system used was based on the UK's
Prestel view-link system and used a computer, asdine BBC Micro, or keyboard (Tandata Td1400)
connected to the telephone system and television T$& system allowed on-line viewing of
statements, bank transfers and bill payments. deroto make bank transfers and bill payments, a
written instruction giving details of the intendextipient had to be sent to the NBS who set thaildet

up on the Homelink system. Typical recipients wges, electricity and telephone companies and
accounts with other banks. Details of paymentsaariade were input into the NBS system by the
account holder via Prestel. A cheque was thenlseNBS to the payee and an advice giving details of
the payment was sent to the account holder. BACSlatar used to transfer the payment directly.

The remarkable gains made towards mobile phonesadt/e seen a steady progress in the scope of
innovations emanating from exploitation of mobiéeshnology. What has characterized the Kenyan

mobile landscape is a rapid uptake of various sesvkey among them the mobile based products.
Mobile banking is one innovation which has progredyg rendered itself in pervasive ways cutting

across numerous sectors of economy and industry.
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An appropriate banking environment is considerekew pillar as well as an enabler of economic
growth (Koivu 2002). With the continuously emergimgve of information driven economy, the
banking industry in Kenya has inevitably found litaeable to resist technological indulgence. The
need for convenient ways of accessing financiaueses beyond the conventional norms has seen the
recurrent expansion and modernization of bankingepss. Given the huge demand for finance
oriented services, institutions beside the hisabrianks have joined the fray in an attempt to grab
piece of the perceived cake of opportunity withia banking industry.

According to Financial Sector Deepening Kenya (F&ibya), the most recent data available indicates
that only 19% of adult Kenyans reported having asd® a formal, regulated financial institution
while over a third (38%) indicated no access tonethe most rudimentary form of informal financial
service. This leaves a percentage of more than 8&ide the bracket of the reach of mainstream
banking.

The pent up demand for an affordable and relialalg @f holding funds while ensuring that risk levels
are consigned to a minimum is consistently unfadiA system with the potential to obliterate the
historical hurdles of cost and free access whickeHar a long time stood in the way of willing
partakers of banking services evokes immediatentadte and interest. Thanprecedented uptake of
mobile phone banking services in Kenya is a testaneethis fact

Though the Mobile phone banking idea was initidfrn out of the intention to reach the unbanked
poor, (Porteous, 2006) it has stretched its teaesafer and wide to captivate the interest of unimea
client segments. Even the prudential banks hawee¢bithe fray and are now acting as agents and
outlets of Mobile service provider banking servicgkis could have come as a realization on the part
of the traditional banks of the maxim that “if yaan't beatthem; join thent.Porteous (2006)
distinguishes two aspects of mobile banking: Additand transformational Characteristigslditive
aspectsare those in which the mobile phone is merely agrothannel to an existing bank account.
Mobile banking is additive when it merely addshe tange of choices or enhances the convenience of
existing customers of mainstream financial insiitos. Transformational characteristicarise when
the financial product linked to the use of the phantargeted at persons who do not hold formakban
accounts with the conventional banking institutions

Sarker and Wells (2003) assert that the only siagtess requirement or barrier to the resultantleob
banking will be the mobile phone. However, worldevitharket penetration of affordable cellular
devices and growing network service diffusion matkes intricacy almost fully resolvetence setting

a firm pedestal for mobile banking escalation. Safrthe mobile banking products offered by Kenyanks
include M-shwari by Commercial Bank of Africa, M+#ilé by KCB, and M-Co-Op Cash by Co-Operative bank

among others.
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2.5 Competition and the uptake of micro finance prducts
Recent developments in the banking sector haveregpuntense competition among commercial

banks. The global financial crisis reignited théerast of policy makers and academics in bank
competition and the role of the state in compaetiolicies (policies and laws that affect the ekten
which banks compete). Some believe that increasssmpetition and financial innovation in markets
such as subprime lending contributed to the fir@ntairmoil. Others worry that the crisis and
government support of the largest banks increasedtibg concentration, reducing competition and
access to finance, and potentially contributinfutare instability as a result of moral hazard peofs
associated with too-big-to-fail institutions. Hovegy it was noted that the run-up to the crisis was

characterized by an increase in market power (Aergeh al, 2012).

Thorston (2008) notes that the advantages of cbugmefor an efficient and inclusive financial
system are strong regulatory and supervisory maiend should focus on an incentive-compatible
environment for banking rather than try to fined¢unarket structure or the degree of competitiore Th
Kenya banking sector is governed by the comparsgstlze Banking act, and the Central bank Act
together with various other prudential guidelinesuies by the Central bank of Kenya. All the poticie
and regulations that administer the entire bankiactor are focused on ensuring that banks operate

within the legal framework.

Along the various developmental changes in therenment, the Kenya banking sector realized
growth in assets, deposits, profitability and adwpof new banking services and products (PwC)

As a result of the growth in the financial streaam&l increased innovative programs, competition
within the banking sector has greatly increasedckBaanagers are required to be proactive rather tha
reactive .They are required to create the fututleerathan anticipate the future (Hamel and Prahala
1989)

This ability to be pro-active and not reactive e ®f the greatest techniques for creating valubkimvi

an organization. It requires a continuous procédsaasforming information into intelligence so tha
you can manage the future. One of the best toolméking this work is the Competitive Intelligence
which is not just about critical strategic thinkidgt also provides numerous other benefits to
organizations (Gathumbi, 2008). With Competitivéelligence, banks are able to learn more about
their organizations, identify what should be meaduand help them focus on critical success factors
to be used. It also assist banks to anticipatelsr¢hat are unique to the banking industry as all
monitoring competition, new products, new marketgulatory actions or other external factors

critical to the success of banks (David, 2001).
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High competition among commercial banks as welM&ds has become the order of the day, soul
searching and borrowing of ideas has also increasetpetition and making it banks intelligence to
outdo the others. As a result, commercial banke ltawfined to more aggressive competition to have

a big share in the market (Kahaner, 1997).

Baydas et al. (1997) denotes that stiff bankingmetrtion in many countries has forced some banks to
diversify into new markets and especially the micance market. Delfiner (2007) also points out tha
growing competition in the markets previously serg banks such as loans to big companies, SMEs,
drives downscaling. Isern (2003) also indicated ti¢h the increasing competition, there is a margi
squeeze leading many banks to explore new potemizakets that can generate growth in client
numbers at acceptable profit margins. The traditionarkets of corporate, business trade and now
even housing and consumer finance are being sdughtl banks, leading to price competition and

wafer thin spreads.

2.6 Customer Retention and the uptake of micro finace products
Customer retention refers to the customer’s statedinuation of a business relationship with a firm

(Timothy et al, 2007). Customer loyalty has beefinde as the willingness of customer to maintain

their relations with a particular firm or servicegguct (Kim & Yoon, 2004).

Customer loyalty is focal point for numerous besi organizations (Vesel &Zabkar, 2009). The

success of company sales are ensured by custogatylovhich can be influenced by management
action ( Schindler et al, 2001). In emerging bussnheompetitions, the loyalty of customers has been

shown to be a main feature in getting continuedpstitive advantage (Lin &Wang, 2006).

Customer - oriented business organizations withattand develop loyal customers (Chang & Chen,
2007). It is crucial to understand the customercpsyfor building competitive policies to succeed in
differentiation and winning of customer loyaltytime competitive market (Chen & Hu, 2010). A firm
can develop long lasting, jointly profitable assdicin’s with customer by developing customer loyalt
(Pan, et al,2011). Customer loyalty is a vital edetrfor the continued existence and operatingrofdi
business (Chen& Hu, 2010). Loyalty can be meashyethe intention to repurchase, recommending
the product/services to others and patience towaridse (Kim & Yoon, 2004). Customer loyalty is
used to measure repeated purchasing and forbed@npace (Auh & Johnson, 2005). The banking
industry is highly competitive, with banks not omlgmpeting amongst themselves, but also with non-
banks and other financial institutions such as heophone companies for example, Safaricom, and
Airtel and MFls.
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Most banks product developments are easy to iner@ad when banks provide nearly similar services,
they can only distinguish themselves based on thige pand quality or search new
markets(Koivu,2002)

Customer attrition is a major concern for US anachdian banks, because they have much higher
churn rates than banks in Western Europe. They hawever achieved customer turnover rates as
low as 12% per year, by using tactics such asdineeking accounts, online banking and bill payment,
and improved customer service. However, once baaksimprove their churn rates by improving
customer service, they can reach a point beyonahwvhirther customer service will not improve

retention; other tactics or approaches need txpeed

Previous studies have identified the benefits thatomer retention delivers to an organization.
Reichfield (1990) says that the longer a custont@ysswith the organization or company the more
utility than seeking new customers. Many factorsisisting of higher initial cost of finding and

attracting new customers, increases both the \ehdenumber of purchases, and the number of time

that the customers stays with the organization.

Rust and Zahorik declared that the cost of atimngctiew customer may be five times of keeping
existing customers. In other research, Beckett,eanhade conclusions as to why customers appear to
remain loyal to the same financial provider suchbasks, in spite of many factors they hold less
favorable views towards these service providerss ®hbecause many consumers appear to perceive
little differentiation between banks, because adiogyto their opinion, the change of banks esskntia

is useless. Secondly, consumer appears motivatedohyenience. Finally, consumers associate
changing banks with high switching costs in termhpatential sacrifice and effort involved. Retemtio
criteria adopted by banks should be carefully madagr else the customers might still leave their

banks, no matter how hard bankers try to retaimtii®ostafa et al 2010)

According to Urquizo, (2002), the microfinance isthy is evolving as a result of the increasing
number of credit providers and market experiena@egusiicrofinance products. As a result developing
customer retention strategies should also be iraptrAs the market evolves, retention becomes a key

component in the banking strategy.

Customer retention is not only important becausainag customers costs less than acquiring new
ones but rather because it is a value generatiategy for the shareholders and stakeholders;

guaranteeing future revenues greatly depends engitrening the customers’ loyalty. For this reason
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two banks/ MFIs with the same profitability, numtm#rcustomers, loan delinquency rates and other
factors can have different institutional rates ifeoof them has more loyal customers. Retention
strategies should therefore be developed with Bijective of building a win- win relationship betwee

the customer and the organizatidg@haeck and Cihak ,2008)

However, maintaining high standards of customeasistaction will not by itself cause customer
loyalty. Today, retaining customers becomes a iyioin spite of the importance of retaining
customers, some research shows that longevity doeslone lead to profitability (Abratt, 1999 &
Beerli, 2004).

2.7 Conceptual framework
The main objective of this study was to establiabtdrs influencing the uptake of micro finance

products among commercial banks in Mombasa Coukgnya. In this research, a conceptual
framework was adopted as illustrated below.

The conceptual framework outlined the independemiables, dependent variables, moderating and
intervening variables. Mugenda and Mugenda (20@8hds conceptual framework as a hypothesized
model identifying the concepts under study andrtredationship. It is a framework usually developed
by the researcher to demonstrate the interreldtiprizetween variables of the study.

The independent variables are the driving factorsvhich included interest rates, technology,
competition and customer retention.

The moderating variables were government policesragulations.
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Figure 1: Conceptual framework
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction
In this chapter, discussion of the methodology that used to conduct the research adopted the

following structure; the research design, the tangepulation, sampling and sample size, data
collection methods and procedure, the validity amdiability of the research tools, ethical
considerations; and data analysis and presentebmiques. Finally, a detailed operational dabnit

of variables was done and provided in the finatiea®f this chapter.

3.2 Research design
The study used descriptive survey to gather inftionaon the relationship between the uptake of

micro finance products among commercial banks inmidasa and the independent variables which
included interest rates, technological advancenoembpetition and customer retention.

Descriptive survey is considered appropriate bexgubjects are normally observed in the natural set
up and can result in accurate and reliable infolomaBritt, 2006)

3.3 Target Population
A population is defined as the total collection edéments about which we wish to make some

inferences (Cooper and Schindler, 2003).The tapggtulation for this study was micro finance
customers and Micro finance officers of Equity bakkngeleni branch, Co-operative bank Digo road
Branch, and KCB Kilindini Branch.

Equity bank has four branches in the county of Masasbnamely Digo road branch, Moi avenue
branch, Nyali Branch and Kengeleni branch. Accaydim Equity bank 2013 annual report, Kengeleni
branch which is strategically located near the \sfing Kongowea open air market has the largest
number of Micro finance customers among Equity bin@s in Mombasa (Equity annual report, 2013).
Consequently, the researcher used Equity Kengélemich as a representative of the other equity

branches in Mombasa County.

Co-operative bank has five branches in Mombasa lyaBigo road branch, Nkrumah road branch,
Likoni branch, Jomo Kenyatta and Changamwe bra@D-QP Bank, 2014).0Out of this, Digo road
branch located at the heart of Mombasa CBD was asedrepresentative of Co-operative branches in
Mombasa because of its location in micro finangh lpotential areas.
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KCB has the largest branch network in the courftiflombasa with six branches offering Micro
finance products and services namely Treasury squétindini, Kisauni, Kengeleni, Mvita and
Mwembe tayari branches.

The researcher used Kilindini branch as repretieataf the KCB branches in Mombasa county.KCB
launched micro finance in Mombasa county throudttipg in Treasury square & Kilindini branches
in 2009 (KCB Annual report,2010). The researchesoahas direct conduct with micro finance
customers and products in Kilindini branch heneedhoice of the branch.

The total number of Micro finance staff in the #rbanks is distributed as follows; Equity bank
Kengeleni branch has 6 micro finance officers a®@03micro Finance customers, Co-operative
bank,Digo road Branch has 5 micro officers and0l@@stomers whereas KCB Kilindini has 4 micro

finance officers and a total of 1024 micro custasner

Geographically, the study was limited to the countyMombasa. According to the 2009 census,
Mombasa had a total population of 939, 370.Curyeritie population is estimated at 1.2 million

people. It has a cosmopolitan population with telSli people and Mijikenda being dorminant.The

main religions practiced include Islam, Christigrahd Hinduism.

Mombasa has a total geographical area of 294.7With a water mass of 65 Km

Administratively, Mombasa county is governed by elacted governor and has six constituencies
namely Changwamwe, Jomvu, Kisauni, Nyali, Likondavivita all led by elected members of the

National assembly.

Table 3.1: Equity Bank, Co-op bank & KCB customembers

Bank No. of MFOs No. of Microfinance customers
Equity 6 3020
Co-op Bank 5 1200
KCB. 4 1024

Equity annual report, 2013,Co-op bank annepbrt,2013,KCB annual report,2014
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3.4 Sample size and sampling techniques
A sample in research study is a group on whichrimédion is gathered (Frankel, 2000). The idea of

sampling is that by selecting some of the elemenéspopulation we can draw a conclusion about the
entire population (Cooper, 2006). Using Mugendd Blugenda, 2003, a sample size of 100" was

used in this study. This sample size was therefaleulated as follows;

3.4.1: Sample size
For purposes of sampling the following formula aggested by Mugenda & Mugenda (2003) was

used to arrive at a sample size.

For a sample less than 10,000:

We have
N = Zqp/d’
Where:
N = the desired sample size
z = the standard normal deviate at the requioadidence level.
p = the proportion in the target population estedao have characteristics
being measured.
q = 1-p
d = the level of statistical significance set.

Source: Mugenda (2003)

Let the p value =0.5, g=1-p, the z-statistic i51 &d we desire accuracy at the 0.05 level, then
the sample size is:
n = (1.96Y (0.50) (0.50) / (0.05)

=100

3.4.2 Sampling procedure

The respondents were selected from the three coohbanks mentioned before. Pilot testing of the
instruments, Reliability of the research instrunseahd validity of the research instrument were

considered.

3.5 Data collection instruments
The study used both primary and secondary datapfihery data collection method was carried out

using questionnaires and interview guides. GlaasdrStrauss (2007) explains that questionnaires are
important instruments for research and data cadleciThe researcher used questionnaires because
they are effective in collecting data from a lasgenple within a short period of time and at a reddy

reduced cost as compared to other methods. Tharobse also used secondary data from the banks’

annual reports, strategic plans and magazineder ¢o better understand the research.

25



3.5.1 Pilot testing of the instruments

Pilot testing was undertaken to establish thelvéitg of data collection instruments.
Questionnaires were tested on three micro finatef€and ten customers in Kilindini branch to check

for their accuracy.

3.6 Validity and Reliability of the Research instruments.
According to Churchill & Lacobucci (2002), validitg synonymous with accuracy or correctness and

is an important measure of survey instrument’s gsaou

Gregory (1992) asserts that in order to be valtiterences made from scores have to be meaningful,
appropriate and useful. Fujun et al (2007) mentiotleree types of validity: Content validity,
predictive validity and construct validity. Dugdamaet al (2008) defined content validity as the
assessment of the correspondence between the dadivitems and the concept. The research
addressed content validity and questionnaires tested by giving them out to 10 customers and 3
micro finance staff in KCB Kilindini branch to deteine their validity.

Reliability indicates the extent to which a vargbk set of variables is consistent in what intemnded

to measure (Hair et al, 2007). Factors that affekability include poorly written items, excesslye
broad content of measure, imposed time limits i@ tésting situation, item difficulty, little or no
variability in questions within the testing instrant and too many difficult items in the testing
instrument (Mehrens and Lehman, 1991)In order &b teliability, the researcher employed the
internal consistency method; specifically the spétf method. The researcher split the instrumetat i
odd and even items and then calculated the regutiiefficient in order to establish the degree to

which the two halves of the test provide the sagselts.

3.7 Data collection procedure.
Data was collected through self-administered qaesaires which were e-mailed and hand-delivered

to the respondents. The questionnaires aimed éblest the relationship between the uptake of micro

finance products the independent factors highlighte

3.8 Data presentation and analysis Techniques
This study was able to establish the extent to lwthe independent variable influenced the dependent

variable. Data was analyzed using descriptive a@malyDescriptive analysis is the study of the
distribution of one variable and it provides theaarcher with profiles of the study population sash
size, composition, efficiency and preferences (Kath 2004) The data collected from the
guestionnaires was analyzed by both qualitative qurahtitative methods of data analysis, The data

was then coded and fed into the statistical packageocial sciences (SPSS) program in order to
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generate the various statistical measures. Indgméndample T-test and Chi square test of
independence at 95% level of confidence was usethis study. The level of significance at

probability level of 5% was applied.

3.9 Ethical considerations
According to Mugenda and Mugenda (1999), ethi¢deesbranch of philosophy which deals with one’s

conduct and serves as a guide to one’s behavior.

In undertaking the study, the researcher infornmedréspondents that the information they gave was
purely for research purposes and assured themndideatiality. The researcher completely avoided
plagiarism. Sharp and Howard (1996) asserts tlagignism erodes the integrity of the researcher and
the research findings. Lastly, the researcher exdstonesty in gathering and analyzing data and
ensured that data integrity was not compromised.
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3.10 Operational definition of variables

The variables constituted the dependent variabletwik uptake of microfinance products and

services, and the independent variables which dedunterest rates, technology, competition &

customer retention.

Table 3.2 shows the variables, the indicators alnaltwas measured.

Table 3.2: Operational definition of variables

Variable Indicator Measurement Scale Data Collectia | Type Of
Analysis

Dependent pricing Cost of taking Nominal Questionnaires &Survey
variable microfinance products interview guide
Uptake of"marketing Marketing  strategiesNominal Questionnaires &Survey
microfinance used by banks interview guide
products
Independent | pricing No. of customers upNominal Questionnaires Survey
variable taking microfinance
Interest rates products
Independent | No. of people The infrastructure setNominal Questionnaires Survey
variable using mobilel up by banks to enable
Technology phones use of technology

No. of people

with internet

connectivity
Independent | New entrantg No. of banks offering Nominal Questionnaires Survey
variable in microfinance
Competition Microfinance

New products
Independent | Business No. of peoplel Nominal Questionnaire Survey
variable gain/loss gained/lost since
Customer inception of
retention microfinance
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CHAPTER FOUR
DATA ANALYSIS, PRESENTATION AND INTERPRETATION

4.1 Introduction
This study placed a specific direction and focughematically analyze and interpret data on the

determinants of uptake of microfinance products rgnoeommercial banks in Mombasa County,
Kenya. The data was derived from the questionnaares key informant interviews, which were

formulated and guided by the objectives of thigigtibtatistical package of social science (SPSS) wa
then used to analyze the data; and later illustratefrequency tables & cross tabulation as shown

below.

4.2 Response rate
A 96% response rate was recorded where out ofG@eyliestionnaires distributed, 96 were returned.

4.3: Uptake of Micro Finance Products
The study sought to find out the products and sesvoffered in the institution and responses reszbrd

as follows:

Table 4.1: Products and services offered in institions

Products Number of respondents Percent
Micro loans 55 57
Micro savings account 12 14
Both 29 29
Total 96 100.0

Table 4.1 shows that micro loans were the mostuwrisdoffered in the institutions as reported by 57%
of the total respondents in the study with only 1#%pondents reporting micro savings account. 29%
respondents reported both micro loans and micrmgavaccount services and products offered in the

institutions.

Further analysis of the study findings on how wed microfinance operations were understood in the
institution realized an overwhelming majority of%6respondents who reported to understand the
services very well with a minority of 4% well und&anding the services.
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The study sought to test the following research hygihesis:

The researcher conducted a test hypothesis ompth&aiof micro finance products and services within

the institutions as shown below

Table 4.2: Chi-Square testing on influence of uptad of microfinance services
Chi-Square Df Asymp.

Value Sig.

(2 sided)
How well do you understand Microfinance 12.114 4 0.228
operations in your institution
Bank possess the necessary resources and. 922 4 0.524
capability to successfully offer microfinance
services & Products
Bank undertakes adequate marketing for its 12.972 4 0.944

micro Finance products

The table above indicates Chi-Square statisticltesii shows there was a significant relationship
between a bank possessing the necessary resomtem@ability to successfully offer microfinance
services & Products and the uptake of such prodaraiisservices within the institutions in Mombasa

County.

Similarly, it was evident that banks undertaking@@ahte marketing for their micro Finance products
in Mombasa County, improved the uptake of micraiceservices locally. This was evident from the

test where the Chi-Square value exceeded the tpbwit of 10 for the two indicators.

However, it would be induced from the chi-squarst tihat majority of the individuals within the
County may not fully take up micro finance servicpoducts. This was evidenced during the test
where the value of chi-square went below the cupoiht of ten and thus made the indicator very

passive. It was prudent for the researcher to ihirthe chi-square test ruled out the null hypsith
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4.4 Interest Rates and the uptake of microfinancerpducts

This sections looks at the measures of interessrahd Table 4.3 presents the information as found

out by the study.

Table 4.3: Interest rates and the uptake of microfiance products

Interest Strongly  Agree = Weakly Disagree =  Strongly
Agree =5 4 Agree = 3 2 Disagree = 1
1 Interest rates charged by 18 60 41 22 12
your bank are affordable
2.  You fully understand how 51 71 17 10 4

your bank calculates the
interest rate
3. Banks interest rate remain 1 2 4 13 133
constant for the whole
period of the loan
4  Setting interest rates lower 153 0 0 0 0
than competitors leads to
increased growth of market
share
5  Setting interest rates lower 153 0 0 0 0
than competitors leads to
better loan performance in
your bank

Interest rates were a significant variable to deibee uptake of microfinance services in Mombasa

County. Specific indicators were measured to datexithe validity of the variable from the uptake.

A likert scale was herein applied to directly tdst influence that the variable had by determiriirey

strengths through their indicators.

It was likely found to be evident that Interestesatharged by banks were affordable. In as much as
60% slightly agreed on this at the likert scalsjgnificant strength was given by 18% who strongly
agreed on the scale thus pushing the strength%o 78

In another indicator, banks interest rate remaicedstant for the whole period of the loan. This

received a lot of strength from majority of thepesdents on the scale.

With another majority of the respondeststing interest rates lower than competitors ¢elddtter loan
performance in your bank. It was quite difficult fine test results to reject the null hypothesisisT
therefore implied that interest rates had a pasitierrelation with the uptake of micro finance sszs

in Mombasa County.
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4.5 Competition and the uptake of microfinance prodcts

The researcher sought to know if there was any Ilaakhad newly ventured into Micro finance and
findings reported as below:

Table 4.4: Bank had newly ventured into Micro finarce

Bank had newly ventured into Micro finance Fregnen %

Yes 33 35%

No 63 65%
96 100%

Table 4.4 above illustrates that only 35% of thepomdents reported that banks within Mombasa
County had introduced Micro Finance services waileverwhelming majority of 65% denied.

Further analysis on the rate of new customer attguisn Micro finance in your bank was medium —
low as indicated by an overwhelming 100% of th@oeslents.

The foregoing analysis indicates that the rate ampmetition between banks and microfinance

institutions were not quite rampant in as muchuasing micro finance services was concerned

The study sought to find out if banks had improeedtheir existing products/services to make them

more competitive and findings were illustratedable 4.5 below.

Table 4.5: Bank had improved on existing products &services.

Bank had newly ventured into Micro finance Frequen %

Yes 76 78%

No 20 22%
96 100%

Table 4.5 above indicates that 78% majority ofrsspondents confirmed that banks had improved on
their existing products/services to make them necorapetitive. However, it appeared as if the 22% of
the respondents had not been convinced whethesbanukoved on their existing products/services to

make them more competitive.
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The study tested the variable using the Chi-sgtesteand the results are summarized in the table 4.

below.

Table 4.6: Chi-square Results on the incomes in i&ion to uptake of microfinance products

Chi- Df Asymp.
square
d Sig.
value ,
(2 sided)
Bank has newly ventured into 55.468 30 0.003
Micro finance
Rate of new customer acquisition in48.177 20 0.383
Micro finance in bank
Bank offering products/Services 58.100 24 0.000
which are more competitive than
other banks
Banks improved on their existing 25.434 24 0.000

products/services to make them

more competitive

In three out of four cases the results of the Agsy8ig. yielded a < 0.05 therefore the null hypsibe

is rejected. This was a confirmation test hypothasid thus it brings a conclusion that is asymptoti
both the chi-square results and the other conséiqueest components. In all cases the data sets
contained cells with an expected count of less finan therefore it was unclear as to whether the
standard asymptotic calculations of the signifiealewel had been met.

The researcher therefore concluded that of allvarlables computed above, competition was a key
indicator that had a significant influence on ujtak microfinance services within banking instituis

in Mombasa County.

4.6 Customer retention and the uptake of microfinane products

The researcher sought to establish the opinioms fle customers within the banking institutions on

how they valued uptake of microfinance productseaswices.
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Age of respondents
The study sought to determine the age bracketheofdspondents and findings revealed that majofitye
people interviewed (47.9%) were between the agé&4 of 40 while 33.3% represented those above 4G yéa

age as shown in table 4.7 below.

Table 4.7: Age bracket of the respondent

Age bracket in years Number of respondents Percent
Below 30 years 18 29.0
31-40 46 47.92
Over 40 32 33.3
Total 96 100.0

The researcher sought to use the age factor tondiete the appropriateness of the respondents semisiate
information on the subject matter. The researchekas inferences that information disseminated fer t
purposes of the study could be used to make canokisonsidering that it had been collected fromejyu

mature and probably informed people.
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Distribution of respondents by marital status
Table 4.8 below shows the distribution of respomsldy their marital status. 75% of the respondegp®rted
that they were married with 14.6% being single nigithe time of the study.

Table 4.8: Marital status of respondents

Respondents Marital status Number of respondents drcent
Single 14 14.58
Married 72 75
Separated 4 417
Windowed 6 6.25
Total 96 100.0

It was important to note from the above analysat tespondents that had been separated and thdeeeu

formed 4.17% and 6.25% respectively.

The uptake of microfinance services was determimgdhe marital status; culturally, most married vesm
found it difficult to take up such services as niegtd by their spouses. It was important to nbeg the high

proportion of 75% married people could have soméwaffacted the uptake of such services
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Customer uptake of microfinance products

The table below shows the analysis of results @ninldicators that show the relationship between
various variables and the customer uptake in tleeafimance services in Mombasa County.

Table 4.9: Customer uptake of microfinance products

I ndicator Response categories Frequency  Percent
For how long have used 1. 1-2years( ) 15 17%
microfinance products? 2. 3-4years( ) 40 45%
3. over5Years( ) 35 38%
Which microfinance 1. Individual loans ( ) 38 40%
product and service have 2. Group loans ( ) 13 14%
you used. 3. Savings accounts () 45 46%
Is the interest rate charged 1. Yes 96 100%
: ; 2. No
on micro loans in your 0 0%

bank acceptable?

The analysis of results on the indicators that sktiwevrelationship between various variables and the
customer uptake in the microfinance services in ldasa County was done and reported as discussed.
The researcher sought to find out the durationimk tthat the customers had used microfinance
products and services. 45% majority reported they bhad used the products for a period between 3-4
years with another significant proportion recor@®d8%. It should be noted that a minority of 17%
had only 1-2 years’ experience with microfinanceducts. The above analysis is indicative that
majority of the customers have quite an extensigergence with microfinance products thus giving

them a vast knowledge on the products and seroiteed.

Further analysis of the study findings on the dpechicrofinance products and services that the
respondents had used recorded 46% having usedynsavings account. There were however those
who had taken some loans; individual loans werentegd by 40% while groups loans were used by
14% of the respondents. The analysis was indicaifvihe fact that besides customers doing some
savings with banks, they also utilized loan faig@ff more especially individual loans with some

groups’ loans as established from a majority of 54%
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Still on the loans facilities, the study soughffitad out if the interest rate charged on micro am
your bank was acceptable. An overwhelming proportib100% confirmed that interest rates charged
on microfinance loans were quite acceptable. Thiddchave been an attributing factor to the high

uptake of loans by both individuals and groups.

It was important for the researcher to find out hine customers came to know about microfinance

products in your bank and findings shown below.

Table 4.10: Customer knowledge on microfinance pradtts

Customer knowledge on microfinance products Numbeof respondents Percent
. 16 18%
Media
21 20%
Bank's DSRS
) 55 57.9%
Referral by a friend
Personal inquiry from your bank 4 4.1%
Total 96 100.0

57.9% of the customers learnt about microfinanmoelycts from friends with 18% reporting media to
have given them knowledge about the same prodlictg&as however important to note that 24.1%
learnt about the services from the banks; eithruth direct inquiries or through customer otharkba
mechanisms.

Proper services on microfinance offered by banksustomers seem to be a motivating factor to
extend knowledge about the same products to othilrs.inference was made through evidence that

customer to customer knowledge was a key channel.
In the test analysis, the study utilized chi-squarestablishing the relationship between indepetde

variable (marketing) and the dependent (uptake iofafinance products/ services) within banking
institutions in Mombasa County.
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Table 4.11: Testing of research hypothesis

Martkeg Uptake of microfinance produc
Chi-Square 117.521 33.662
Df 5 2
Asymp. Sig. .010 .008

Based on the results in the table above, the amygqvalues on the levels of marketing were 117.521
at 5 degrees of freedom. The computed value i®tatgn the table value of the chi-square which is
11.33. The chi-square value on uptake of microfieais 33.662 at 2 degrees of freedom. The null
hypothesis which implies that marketing is sigrfit in relation to the customer uptake of

microfinance products and services within bankimggitutions and thus needs to be highly embraced.

4.7 Technology and the uptake of microfinance prodtts

Technology has enabled commercial banks providkibgrservices to people who were previously
unbanked. It has also helped the commercial bankest reduction which has led to increased

profitability.

Mobile banking services

Majority of the respondents confirmed that theinks offered mobile banking services. This was
reported by an overwhelming majority of 100% ofp@sdents in the study. The study further realized
that 76% of the respondents used mobile bankingcss while the remaining 24% had never used
them although they had seen them advertised witienbanking institutions as shown in table 12
below.

Table 4.12: Extent of mobile banking to uptake of ricrofinance services

I ndicator Response categories Frequency  Percent
Have you used mobile banking services? Yles 74 76%
2. No 22 24%
Does mobile banking make access to micro 3. Yes 74 76%
finance products/services easier? 4. No 22 24%
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In table 4.12 above, it was evident from the analifsat mobile banking services made access to
financial services easier as reported by 76% oféepondents while only 24% declined. It was
prudent to conclude from the above analysis thagdtwho declined possibly represented those who

had never used mobile banking before the time@tthdy.
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Internet banking
The study sought to determine the extent at whidkrimet banking correlated to the uptake of

microfinance products in banking institutions amalings were as shown below;

Table 4.13: Extent of internet banking to uptake ofmicrofinance services

I ndicator Response categories Frequency  Percent
Does your bank offer internet banking service? dsyY 85 87.5%
1. No 11 12.5%
Are you connected to internet banking? Yes 0 0%
2. No 96 100%
Would you consider moving to another bank 1. Yes 0 0%
offering micro finance products/service? 2. No 96 100%

In table 4.13 above, banks offered internet bankienyices as reported by 87.5% of the respondents
while 12.5% were in denial.
Further analysis to confirm if clients have coneddhemselves to internet banking revealed tha¢ non

of them had for fear of cybercrimes.

When asked if they (customers) would consider ngviom another bank offering micro finance
products/service, 100% denied and remained hooged their recent banking institutions during the
time of the study.

It was obvious that the services both internet imithile were quite attractive and thus customers had
generated trust with their banks and so never famdreason to move for other banking institutions

that offered them microfinance products and sesvice

Table 4.14: Correlation between mobile banking andiptake of microfinance products

Mobilabking Uptake of microfinance products
Mobile banking 1 0.689
Internet banking 0.689 1
No. of respondents 96 96

40



The researcher sought to find out if the resporgd@ainsidered mobile and internet banking as
convincing modes of banking. The study utilized Besarson correlation co-efficient in establishing

the weight and relationship between the two vaealbb the dependent variable.

There was a positive correlation of 0.689 betwearbile banking and the subsequent uptake of
microfinance products and services within the baghknstitutions in Mombasa County. In summary,
there was proper evidence that respondents hadyerinist on the mobile banking services offered by
their institutions hence the 100% of respondeng®nteng not to consider moving to other banking

institutions for microfinance services and products
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CHAPTER FIVE
SUMMARY OF FINDINGS,DISCUSSIONS,CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

The major findings in this study are summarizednatasions drawn based on the findings and
recommendations made alongside recommendatiorufdrefr studies following the limitations of the

study.

5.2 Summary of findings

Microfinance institutions seemed to have considénednterest rates as a major factor in deterrginin
the uptake of products and services by their custesnmBanks seemed to charge considerable and
affordable rates in order to entice their customé&hss was evident by the 60% of respondents who
slightly agreed on this at the likert scale, a gigant strength was given by 18% who strongly agre

on the scale thus pushing the strength to 78%. arandicator was that banks interest rate remained
constant for the whole period of the loan; whicleeiged a lot of strength from majority of the
respondents on the scale. In summary, it was irapbtb deduce that interest rates had a positive

correlation with the uptake of micro finance seegin Mombasa County.

It is seemingly clear that significant proportioh lmanks within Mombasa County had introduced
Micro Finance services. The rate of new customeguiadion in Micro finance in your bank was
medium —low as indicated by an overwhelming 100%hefrespondents. It therefore implied that the
rate of competition between banks and microfinansgtutions were not quite rampant in as much as
running micro finance services was concerned

The findings of the study indicated 78% majority toe respondents confirming that banks had
improved on their existing products/services to enllem more competitive. Competition was a key
indicator that had a significant influence on ujtak microfinance services within banking instituis

in Mombasa County.

The duration of time that the customers had usexiafimance products and services was determined
by 45% majority who reported that they had usedptuelucts for a period between 3-4 years with
another significant proportion recorded at 38%.sTWas indicative that majority of the customers
have quite an extensive experience with microfiegmoducts thus giving them a vast knowledge on

the products and services offered. An overwhelnprgportion of 100% confirmed that interest rates
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charged on microfinance loans were quite acceptdlblis could have been an attributing factor to the
high uptake of loans by both individuals and grougy®per services on microfinance offered by banks
to customers seem to be a motivating factor torektenowledge about the same products to others.
This inference was made through evidence that mest@o customer knowledge was a key channel.
Marketing was therefore significant in relation tbe customer retention and the uptake of

microfinance products and services within bankmgjitutions and thus needs to be highly embraced.

Mobile banking services was confirmed by 100% msjoof the respondents to have been offered
extensively by banks. The study realized that 76%h® respondents used mobile banking services. It
was evidence from the analysis that mobile bangergices made access to financial services easier a
reported by 76% of the respondents.

Internet banking was also offered in many of thekosg institutions 87.5% of the respondents
reported. It was obvious that the services botkri@t and mobile were quite attractive and thus
customers had generated trust with their banksantever found any reason to move to other banking

institutions that offered them microfinance produand services.

5.3 Discussion of the findings

This section discusses the findings of the analysdlis study, based on the objectives and the

research questions.

Observations by the CBK’s Monetary Policy Commit{@4PC) stated the overall month-on-month
inflation increased marginally from 7.30 percentMay 2014 to 7.39 percent in June 2014. Similarly,
month-on-month non-food-non-fuel inflation incredsslightly from 4.35 percent to 4.47 percent.
(CBK, 2014).

This interest rate was however acceptable and mestdriendly. The findings of the study report
supported the CBK, 2014 observations by the faatt lanking institutions seemed to have considered
the interest rates as a major factor in determirtimg uptake of products and services by their
customers. The rate of inflation in reported by @K was parallel to the interest rates chargethby
banks thus giving customers a breather towardgdaffig microfinance services and products from

banks

With significant proportions of respondents strgnagreeing in the likert scale on the affordabibfy

interest rates charged by banks, it clearly defitvescapacity of banks to make profit as stated by
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Kamau (2004). This defines profitability by the keny institutions as the measure of performance and

sustainability and an indicator that measures ticeess of a business.

Similarly, in a test show analysis of the variabtggjority of the bankseported interest rates lower

than competitors, this led to better loan perforoeaim banks.

Companies are beginning to realize the importanteéaing ethical while running their daily
operations In order to attract and retain employeescustomers. Huczynski & Buchanan, 2001 stated
that many organizations in the recent times facdoulent and rapid changing external conditions tha
translated into complex, chaotic, multifacetedjdjuand interlinked stream of initiatives affecting
work and organizational design, resource allocatemmd systems and procedures in a continuous
attempt to improve performance.

The researcher clearly identified some significardportion of banks within Mombasa County that
had introduced Micro Finance services. The rateenf customer acquisition in Micro finance was

reported to be medium as indicated by an overwhmgrhiD0% of the respondents.

Competition was therefore not quite rampant in aghmas running micro finance services was
concerned although many organizations are stratlgichanging tactics in order to align their
business tactics to the changing environment. Thlked for extensive matching of resources and

activities of an organization to that environment

However, Rhyne questions whether the newly-comrakrcompetitive microfinance will serve their
purpose. He matches his sentiments with the fattahy goal that can be achieved through provision
of financial services will still be served regasfieof the growing competition in the microfinance
sector; few microfinance programs will be able taimain the extra services that support other $ocia
goals.

With 78% majority of the respondents confirming ttHaanks had improved on their existing
products/services to make them more educative anapetitive, it was clear that commercialized
microfinance was not likely to serve as a platfdon educational messages, group action, or social
services. The study findings realized that cliemii not be empowered once they are simply
customers of for profit institutions. The same & confirmed by Elisabeth Rhyne and Robert Peck
Christen,( 2004).

Customer attrition is a major concern for most Isaimk Mombasa County. They have however

achieved customer turnover rates as low as 12%year, by using tactics such as free checking
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accounts, online banking and bill payment, and oapd customer service. A cross reference between
the report from Reichfield (1990) and the studydiings indicated that the duration of time that the
customers had used microfinance products and ssrwas determined by 45% majority who reported
that they had used the products for a period betvdéd years with another significant proportion
recorded at 38%. This was indicative that majasityhe customers have quite an extensive experience

with microfinance products thus giving them a Jagiwledge on the products and services offered.

Proper services on microfinance offered by banksustomers seem to be a motivating factor to
extend knowledge about the same products to othilrs.inference was made through evidence that
customer to customer knowledge was a key chanralkéting was therefore significantly in relation

to the customer retention and the uptake of micesfce products and services within banking

institutions and thus needs to be highly embraced.

A wide range of studies declared that the costted@ing new customer may be five times of keeping
existing customers. In this study, the researchadanconclusions as to why customers appear to
remain loyal to the same financial provider suchbasks, in spite of many factors they hold less
favorable views towards these service providerss ®hbecause many consumers appear to perceive
little differentiation between banks, because adiogr to them, the change of banks essentially is

useless.

Secondly, consumer appears motivated by conveniéiically, consumers associate changing banks
with high switching costs in terms of potential rsame and effort involved. Retention criteria adeg

by banks should be carefully managed or else tseomers might still leave their banks, no matter
how hard bankers try to retain them.

Mobile telephony is one such channel which finalnegavice providers use to provide services torthei
customers. This has enabled commercial banks tease the number of customers and also save on
costs. Jenkins, (2008) stated that the easy aildytadnd relatively low pricing of mobile phoneah
enabled majority of commercial banks to reach nooistomers while at the same time providing them
with banking services at their convenience anywiretbe country, while existing and new customers
are enjoying the increased security and affordgbof the services and devices. The same were
supported by the findings of the study and the that mobile banking can also reduce costs and
increase the quality of services, even in poor camities like the majority found within Mombasa

County.
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The remarkable gains made towards mobile phonesadta/e seen a steady progress in the scope of
innovations emanating from exploitation of mobilechinology. Mobile banking services was
confirmed by 100% majority of the respondents teehbeen offered extensively by banks with 76%
of the respondents used mobile banking servicesit\Wds characterized the Kenyan mobile landscape
is a rapid uptake of various services key amongttiee mobile based products. Mobile banking is
one innovation which has progressively rendereelfii® pervasive ways cutting across numerous

sectors of economy and industry.

5.4 Conclusion

Based on the findings of the study, it was impdrtamote that the interest Rates charged by a bank
microfinance services had a significant influencetloe uptake of microfinance products. As many
Microfinance institutions seemed to have considénednterest rates as a major factor in deterrginin
the uptake of products and services by their custsymmany of the banks seemed to attract their
customers with the considerable and affordablesrali® summary, the researcher concludes that

interest rates had a positive correlation withuptake of micro finance services in Mombasa County.

Competition in this study was measured by seveiditators. The aspect of banks introducing Micro
Finance services, the rate of new customer acguisit Micro finance in banks and banks confirming
that they had improved their services to cope witimpetition as measured. Al the indicators save for
the fact that banks introduced microfinance sesrigere positively indicating high rates of respanse
This inferred that the rate of competition betwéanks and microfinance institutions were not quite
rampant in as much as running micro finance sesvikhe researcher simply concluded that
competition was a key indicator that had a sigaiitcdnfluence on the uptake of microfinance sewice
within banking institutions in Mombasa County.

We can conclude that technology played a vital tolenfluence the uptake of microfinance products
within banking institutions. Mobile phone was arsfgant channel which financial service providers
use to provide services to their customers. Iimpdrtant to note that commercial banks used mobile
services to increase the number of customers awdsalve on costs. This was evident when 100% of
respondents reported that mobile services waseaffarthin banking institutions and a subsequent
utilization rate of 76% by the customers. There wdmwever a slightly different scenario in the use
of internet banking in as much as banks offeredsthgice. The researcher made conclusion that both
internet and mobile were quite attractive and ttwstomers had generated trust with their banks and
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so never found any reason to move for other bankisgtutions that offered them microfinance

products and services.

5.5 Recommendations

The recommendations made in this section are irighé of responses and in view of the research

findings on the uptake of microfinance products¥ises in banks within Mombasa County.

The researcher recommends that commercial barkd ttereduce their interest rates in order to
attract and retain more customers to utilize thearofinance services/ products. There is alsceedn

to educate customers on the interest rates offerdshnks in line with the value added into the
utilization of microfinance services.

The researcher also recommends that commerci&sbeaed to enlighten their customers on the use
of mobile and internet banking for ease of utili@atof microfinance services from banks. This will
eliminate the fear that some of them have on cgbene and increase their confidence to the banks
they are served from.

Lastly, Customers need to be educated on therdypreducts that banks introduce and improve the
services and customer care in order to retain tihdedia could also be used more to provide extensive
awareness in as much as proper treatment to cust@oeld also lead to them introducing other new

clients and thus retain existing one besides adukvg clients.

5.6 Suggestions for Further Research

This research has concentrated on the determin&nfstake of microfinance services/ products within
commercial banks in Mombasa County. However thezeother Microfinance institutions which offer

the same services and products in Mombasa Couhsgrelore it is worthwhile to study the factors
that propel customers to prefer commercial bankkrast microfinance institutions for microfinance

services and products.
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APRBICES
Appendix I: Questionnaire for Micro Finance Staff

Dear respondent, this instrument is designed tiitede collection of data owleterminants of the
uptake of Micro Finance products among commercial anks in Mombasa County, Kenya.The
information you provide will be used purely andedplfor academic purposes and will be treated with
utmost confidence.

Thank you in advance for your participation

Section A: Identification

2. Title of Respondent (Tick as appropriate)
Branch Manager ( ) (ii) business banker (ii)) MFO ( ) (IV) Micro DSR
3. Duration in the banking industry
a) 4 years and below ()
b) More than 4 years ( )
Section B: UPTAKE OF MICRO FINANCE PRODUCTS
4. Which of these microfinance product/ service aferefl in your institution?
a) Microloans b) micro savings accounts c) both
5. How well do you understand Microfinance openagiin your institution?
i) Verywell () i)y Well ( ) iii) Fairly () iv) Poorly ( ) v)very poorly ( )
6. In your assessment, does your Bank possesgtiessary resources and capability to
successfully offer microfinance services & Prodficts
A) Yes () b) No ( )
7 List four reasons for your answer in N0O.6 abOVe...........oo i i i,
8. Has your bank undertaken adequate marketingsfamicro Finance products?
A) Yes( ) bNo ( )
9. Briefly mention four marketing strategies usedylour bank to attract new Microfinance
(o8] (0] 41 £ 7

INTEREST RATES
Answer the following questions allocated variou®res as shown in your honest opinion(tick

appropriately)
INTEREST Strongly | Agree =4 | Weakly Disagree = Strongly
Agree =5 Agree=3 |2 Disagree =
1

1 Interest rates
charged by your
bank are affordable
2. | You fully
understand how
your bank
calculates the
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interest rate

3. | Banks interest rate
remain constant for
the whole period of
the loan

4 Setting interest rates
lower than
competitors leads to
increased growth of
market share

5 Setting interest rates
lower than
competitors leads to
better loan
performance in your
bank

TECHNOLOGY
4. Is technology necessary in promoting uptake iofafinance products and services in your bank?
a) Yes () b) No ()
Give reasons for your answer in No.4 above..
5. Have you ever performed a bank transaction ugog moblle phone’7

a) Yes () (b) No) (
6. Does technology lower the cost of performingks@ansactions?
a) Yes( ) b( )

7. If yes in (6) above, briefly explain...........ocoi i
8. Does Technology increase the competitivenegswf Bank?

A) Yes ( ) (b) No ()
Please explain your answer in 8 abOVe..........c.oieiiiiiiiii i e e e
COMPETITION

9. Do you know any bank which has newly ventured Micro finance?
a) Yes () b) NO ()
12. In your opinion, what is the rate of new oas¢r acquisition in Micro finance in your
bank?
a) fast ( ) b) average( ) ¢ medium)(
10. Please briefly explain your answer above..
11. Does your bank offer products/Services whlehraore competltlve than other banks’?
a) Yes( ) b) No( )
12. Briefly explain your anSwWer abOVe...........ooui i e
13. Has your bank improved on its existing prodisetyvices to make them more competitive?
a) Yes () b) No( )
14. If Yes above, list down some of the improver@tne..............c.cooeiiiiiiiiiiii i
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CUSTOMER RETENTION

15). Apart from microcredit and micro saving seedgcwhich other bank products are appropriate for
the MICIOfINANCE CHENIS. . ... e e e e e e

16. Which ways do you use as staff to offer thisoservices?.............covoi i,

17). Have the means in No. (16), assisted in réoluctf loss of business? If yes, explain further.

18). Have the microfinance products attracted otlustomers who initially enjoyed different product.
If yes, how has this affected the bank’s performne@nc. ..o

19). has your bank succeeded in the implementatianicrofinance services? Give reasons for your
answer.
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Appendix II: Respondent Questionnaire 2

As a valued customer who has been using microfim@noducts, you are kindly requested to spare a
few minutes of your time to complete the surveysgie@naire .Your honest and complete answers
will be highly appreciated. The information you pide will be used purely and solely for academic
purposes and will be treated with utmost confidence
Thank you in advance for your participation.
Section A: Identification
1. Name of Bank ......ccooviii i e e e e
2. BranCh........ooi i
Section B: Demographics
Tick as appropriate
Age: 18-30 ( ) 3140( ) 41-50() ©®® ()
Sex: Male () Female ( )
Occupation : Employed ( ) Self Employed) (
For how long have used microfinance products?
1-2years ( )3-4years( ) over5 Years (
Which organization were you in before joining YBaNK..............cceeeeeeeieeieeiiiiiiiieee.
6. Which microfinance product and service have yowuse
Individual loans ( )
Group loans ( )
Savings accounts ()
7. Is the interest rate charged on micro loansur Ypank acceptable?
ayYes( ) b) No( )
Give reasons for your answer in NO. 7 abOVe...........coovcemee i e
8. How does your bank calculate interest rates amdMoans?
a) Flatrate ( ) b) Reducing balance ( )
9. Do you understand the difference between thentetihods of calculating interest rates in 8 above?
a) Yes( ) b) No ( )

PwbdPE

o

11. How did you find out about microfinance produict your bank?
a) Media ( )
b) Bank's DSRS ( )
c) Referral by a friend ()
d) Personal inquiry from your bank ( )
12. Has your bank done enough to educate peogleeomicro finance products they offer?
a) Yes( ) b) NO( )
13. If you answer in 12 above is No, briefly explaihat they should do to reach many more people
14. Does your bank offer mobile banking services?
Yes( ) No( )
If your answer in 14 above is YES, have you usedbbile banking services?
a) YES ( ) b) NO( )
15. Does mobile banking make access to micro fiegmoducts/services easier?
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a)Yes( )b)No( )
16. Briefly explain your answer in 15 above............ocon e coe e
17. Does your bank offer internet banking service?
a) Yes() b) No( )
18. Are you connected to internet banking?
a) YES() b) NO( )
19. If Yes, Briefly explain how internet bankingshlaelped you...............ccooiii i,
20. Is your bank offering better microfinance proidiservices than its competitors?
a)YES( ) Db)NO ( ) c)ldontknd )
21. What would you want your bank to improve onmake it more competitive? Briefly explain
071 0T PP
22. Are you satisfied with your bank’s micro fin@yroducts being offered?
a)YES( ) b)NO ()
23. If your answer is No above, briefly explain wistrategies the bank can employ to prevent
CUSTOMET ALLIHION/ [OSS ...ttt e e e e e e e e e e e
24. Would you consider moving to another bank affigmicro finance products/service?
a) YES( ) b)NO( )
25. Briefly explain your answer aboVve...........c..ie i e
Thank you very much for your response and cooperain
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Appendix IlI: Letter of Introduction

Wambua Vincent Mulinge,
P.O Box 90300 -80100
Mombasa.

Cell Phone 0723301638

Dear Sir/Madam,
REF: ACADEMIC RESEARCH

| am a Masters student at the University of Nairalmirently pursuing a Master’s Degree in Project

Planning Management. In accordance with the requarg of the course we are supposed to carry out
a research in any area of interest. | am therefonglucting a Research on determinants of the uptake

of Micro Finance product among commercial bankislombasa County.

| am kindly requesting for your participation byspending to the questionnaire since your views will
be very important in this study. You are free tk asy questions and not to respond to any question
that you may feel uncomfortable with. The informatigiven by you will be kept strictly confidential
and used solely for the purpose of the research.

Thank you for your cooperation.

Wambua Vincent Mulinge
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