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ABSTRACT
The agent banking model is one in which banks pl@v¥inancial services through
nonbank agents, such as grocery stores, retaétepthbost offices, pharmacies, or
lottery outlets. Agent banking is quickly becomiegognized as a viable strategy in
many countries for extending formal financial seed into poor and rural areas. The
agency banking in Kenya guidelines were enacté2Dk0. Banks must first apply to
central bank of Kenya to get approval to conduatnag banking business. The
general Objective of the study was to establish itifeience of agent banking
services on rural communities in Kenya with refeeeto Ololung’a Division, Narok
County. This study was guided by the following sfie®bjectives, To investigate
the impact of agent banking services on rural conitias. To examine how agent
banking influences liquidity on rural communiti@® determine the accessibility of
agent banking providers on rural communities. Tésearcher employed descriptive
design. Descriptive design sought to uncover theraaf factors involved in a given
situation, the degree in which it existed and #latronship between them. The study
population constituted Agents from Cooperative B4R, Equity Bank 133, Kenya
Commercial bank 152 and Post Bank 113. The tamgaalption of the study was 850
respondents, the study adopted fisher's model wipga selection and acquired a
sample size of 384 respondents. The study usedesirmpdom sampling technique
to draw a sample from the study population. Datdection was from two main
sources; primary and secondary. Secondary sourcksled relevant documents and
reports. The semi —structured questionnaire andttsired questionnaire were the
main instrument of the study administered to thepoadents. It involved both
gualitative and quantitative approaches. Open &skd ended questionnaires were
administered, this was because Close ended queaiiea were easier to analyze
since they were in an immediate usable form andhaggch item was followed by
alternative answers. Interview Guides were usedetoerate information from the
respondents. The researcher conducted a facedarf@eview with key respondents
to the study. The study’s major conclusion wa$ tustomers must be supported in
making there first transactions before they ares dabltransact independently. The
study concluded that there was need to adopt agritied payment system that was
user friendly as a critical component of financiatlusion. The studies main
recommendation was that, there was need to addptegrated payment system that
was user friendly as a critical component of finahaclusion. The study further
recommended that there was need to facilitate rAgent banking in rural areas in
order to improve the economy and equally increasantial inclusion. The
suggestions for future researchers should investitfze effect of Agent banking
retail points as avenues that can offer savingsesy

Xi



CHAPTER ONE

INTRODUCTION

1.1Background of the Study

Banking agents are the backbone ohewobanking since they perform
transactions over a bank device, to enable cliemtsonvert cash into electronic
money and vice versa. Money can be sent over tagking agent, clients will have
to visit a branch, or banking agent. A banking &gena retail or postal outlet
contracted by a financial institution or a bankwuak operator to process clients’
transactions. Rather than a branch teller, it ésdwner or an employee of the retalil
outlet who conducts the transaction and lets dietgposit, withdraw, and transfer
funds, pay their bills, inquire about an accountabee, or receive government
benefits or a direct deposit from their employeankBing agents can be pharmacies,
supermarkets, convenience stores, lottery outletst offices, and many more.

(Atieno, 2001)

Globally, these retailers and paoftices are increasingly utilized as
important distribution channels for financial instions. The points of service range
from post offices in the Outback of Australia whelients from all banks can conduct
their transactions, to rural France where the @mdit Agricole uses corner stores to
provide financial services, to small lottery outleh Brazil at which clients can
receive their social payments and access their lbackunts (Berger & Humprey,
1998) The agent banking model is one in which bamkide financial services
through nonbank agents, such as grocery storesjl retitlets, post offices,
pharmacies, or lottery outlets. This model allovashks to expand services into areas

where they do not have sufficient incentive or citgao establish a formal branch,



which is particularly true in rural and poor ar@dtere as a result a high percentage of
people are unbanked. Agent banking is quickly berngmecognized as a viable
strategy in many countries for extending formahfinial services into poor and rural

areas.

In recent years, agent bankiag bheen adopted and implemented with
varying degrees of success by a number of devajagountries, particularly in Latin
America. Brazil is often recognized as a globalnger in this area since it was an
early adopter of the model and over the years leagldped a mature network of
agent banks covering more than 99% of the countngsicipalities. Other countries
in Latin America have followed suit, including Mewi (2009), Peru (2005),
Colombia (2006), Ecuador (2008), Venezuela (2088yentina (2010), and Bolivia
(2006). Banco do Brazil/Telecom Service (BrazilanBo do Brasil is the largest
public bank in Brazil. It has 15,300 agents. DataBanco do Brasil agents come
primarily from one of Banco do Brazil's Telecom ee. The Telecom Service, in
operation since 2004, manages a network of ov€&0la@ents, typically small family-
owned stores. The agents primarily offer bill paptseto customers on a walk-in
basis. The agents also perform a limited numbetrarisactions linked to bank
accounts as well as some government-to-person pagmsuch as social welfare
payments to poor families and pensions to retiredvegiment workers.
Bradesco/Banco Postal (Brazil). Bradesco is Brezécond largest private bank and
has 24,200 agents. In 2001, Bradesco submittedvihieing bid to offer banking
services inside post offices throughout the couniiyday, there are 6,038 Banco
Postal outlets located within post offices. Thestets perform a much wider variety

of services than most agents in Brazil, includinghhlevels of account opening,



deposits, withdrawals, and loans. Banking transastiaccount for more than 90
percent of all transactions in rural post offices.

EKO (India). EKO is a start-upathbegan as a third-party platform
provider in 2008 linking the State Bank of IndiaB(Bprovider of the Mini Savings
Account and Airtel (largest MNO in India and prosid of the distribution
channel/agents). The relationship with Airtel haxs changed, and EKO has now
completely revamped its strategy. It is driving #tire business itself, including
building and managing the agent network, providiaghnology, and marketing to
clients. It offers clients an interest-bearing backount (at SBI) and a money transfer
product, both accessible via the customer's mophene. EKO has 500 agents
(primarily small merchant shops) located in theitedity Delhi and the State of
Bihar. As a start-up, EKO does not have money teshin above-the-line advertising
and relies heavily on agents to sell the servidgbefOcountries around the world have
also utilized the agent banking model to expandramal services, including Pakistan,

Philippines, Kenya, South Africa, Uganda, and India

The regulation, design, and iempéntation of agent banking vary across
countries. These differences are evident in theetyaof services offered by agents,
the types of businesses acting as agents, the dfpiesancial institutions that work
through agents and the business structures empléyethanage them. These
differences ultimately contribute to the dispastien the extent to which agent
banking is actually bridging the financial inclusigap, savings, credit allocation, risk
management, as well as payment services. Finamgalsion refers to both the
adequate provision of services by the financialitumsons as well as the appropriate

uptake or use of these services by all segmentiseopopulation. Although it is just



one aspect of financial inclusion, an integrated/npent system is a critical

component of financial inclusion.

The year 2000 is often considetkd first year agent banking was
implemented in Brazil even though the agent bankmoglel existed before this. Since
September 2011, there have been some advances imdbe various countries.
Mexico in 2010, 12 financial institutions estab#shmore Mexico projected 9,000
banking agents it was anticipated that in 2011 @gprately 26,000 additional
agents would be established in Mexico, the Per82@005) 602,810 equivalent of
4.47 agents per every 10,000 adults. This is thévatgnt of just over Colombia 2007
(2006) 98,438 one banking agent per every 10,00Mtsach the country. Although
this placed Mexico well behind its neighbors, Brakllexico 2010 (2009) 9,303
Colombia, and Peru at the time. Mexico did nothethe predicted number of agents
in its first year (2010), it is anticipated thatwill exceed the predicted number of

agents in 2011. (Central Bank of Brazil, SBS, 2010)

Agency Banking is not new in terld. It has been used very well in
Latin America and Asia, (Dondo, 2003). There ane f&frican countries that have
taken up agency banking. Kenya, another countyithplemented agent banking in
2010, already has almost 9,000 bank agents. Wgmaller adult population than
Mexico, this amounts to nearly four agents per gu€;,000 adults in Kenya. Kenya’s
quick start is largely attributed to the alreadyweleped network of agents used in
Kenya's highly successful mobile banking model, Bs&, which was leveraged in

the initial implementation of the agent banking ralod



The agency banking in Kenyadglines were enacted in 2010. Banks
must first apply to central bank of Kenya to geprawal to conduct agency banking
business. The board of directors of each bankirsgtiion interested in agency
banking must make policies guidelines and procedtode followed to ensure that:
One of the primary impediments to providing finai@ervices to the poor through
branches and other bank-based delivery channetgisigh costs inherent in these
traditional banking methods. The amount of monepeexied by financial agent
banks to serve a poor customer with a small balasmed conducting small
transactions is simply too great to make such ausowiable (Adera, 1995). In
addition, when financial agent banks do not havanties that are close to the
customer, the customer is less likely to use aanstct with their service. However,
the emergence of new delivery models as a wayastidally change the economics
of banking the poor. By using retail points as ademking other providers can offer
saving services in a commercially viable way byuedg fixed costs and encouraging
entrepreneurs to use the service more often, thguedviding access to additional

revenue sources.

Banking agents have thrived ame currently estimated to have 33%
penetration. The number of banks opening new bemdias decreased and was
attributed to affordable agent banking and lowersise charges (Mokogi, 2003). For
the last one decade, the banking environment iry&Kéas been very dynamic. There
has been a shift from stable, non-volatile and iptadle business environment to one
which is quite volatile, unpredictable and competit Up to the very late 1990’s,
many banks in Kenya enjoyed unchallenged monopalies government protection

(Kaskende, 2008) Globalization has spearheadedintegration of the Kenyan



economy with other world class economies such agapore, which is now part of

the global village.

The power of information arethnology de-regulation, globalization
of markets and stiff competition has made entreguen better educated, more
inquisitive, sophisticated and deciding. The bagkienvironment has changed
tremendously thereby posing serious implicationd emallenges to the survival and
profitability of banks ( CGAP, 2003). So far, EquBank (Equity Mashinani), Post
bank (Benki Yangu), Co-op Bank (Co-op kwa jiranmdaKenya Commercial Bank
(KCB Mtaani) have launched forays into the segmeiitiy some already claiming
that identifying agencies that are able to prowidsh to entrepreneurs is becoming an
industry challenge. Recent data from the CentralkBaf Kenya (CBK) reveals that
the regulator has licensed over 10,000 establistenienact as agent banks, with
Equity claiming to have outsourced some of its apens to 5,000 active outlets.
CBK data shows 8,809 agency outlets were open@016, most of which are being
operated by Equity and Co-operative banks. KCB hdpeopen about 2,500 agency

branches this year, while Post bank hopes to ofén 5

On this note therefore, tlse of agent banking in a banking industry in
Kenya that has not entirely been established. Taekihg industry has been
characterized by stiff competition between the Isankh each competing for market
leadership. It is advantageous for any bank wheés at market leader because it has
significant financial and perpetual benefits whibkn leads to consistency and focus
on quality. It also enhances the use of the futigeaof banking tools to solidify
performance and leads to ownership of core bemefit a balance of rational and

economical massages (Aryeetev E & C Udry 1998).



1.2 Statement of the problem

Agent banking is rapidly éxog and its regulation plays a central role
in enabling (or sometimes limiting) its spread Qrighe main obstacles to financial
inclusion is cost: both the cost to banks involuedervicing low-value accounts and
extending physical infrastructure to remote runaas, and the cost (in money and
time) incurred by customers in remote areas tohrdmmk branches. Regulators are
required to strike a balance between promotingnired inclusion through profitable,
lower cost delivery models, and protecting conssmand the integrity of the
financial system. A major obstacle to financiallusion is cost not only the cost
incurred by banks in servicing low- value accoumsd extending banking
infrastructure to underserved, low-income areas,afso the cost incurred by poor
customers (in terms of time and expense) in reachiank branches. Achieving
financial inclusion therefore requires innovativesimess models that dramatically
reduce costs for everyone and thus pave the wayadtitable extension of financial
services to the world’s poor. Though the bank ioas to invest in rolling out brick
and mortar branches that are complimented by varidelivery channels, the
challenge of access to formal financial servicesaias a big impediment to financial
inclusion. Kenyans (especially in remote areas)a@need to travel long distances and
spend huge amounts on transport in order to a@ésanch. Currently, over 30,000
outlets around the country are enrolled as bankeydransfer agents, leaving banks
with a smaller pool of businesses from which thag pick the cash-rich operations
they need to roll out agency banking model. Somek$alike Co-operative, have
instead opted to partner with cash-rich Sacco'srder to get around this issue. It is

against this background that the researcher seetsniduct this study to analyze the



influence of agent banking services on rural comitres1in Kenya, Ololung’a

division, Narok County.

1.3 Purpose of the Study

The purpose of the study was to establish the enfte of access to agent banking

services on rural communities in Kenya.

1.4 Objectives of the Study

This study was guided by the following specificexdijves;
1. To investigate the impact of agent banking servmesural communities in

Ololung’a Division, Narok County.

2. To examine how agent banking influences liquidity raral communities in

Ololung’a Division, Narok County.

3. To determine the accessibility of agent banking viglers on rural

communities in Ololung’a Division, Narok County.

1.5 Research Questions

The study is guided by the following research goest-

1. What is the impact of agent banking services oalmommunities?

2. How has agent banking influenced the liquidity wfat communities?

3. What is the accessibility of agent banking proveden rural communities?

1.6 Significance of the study

There is great hope that the stwduld be a source of a great experience
and a contribution. It will be of significant tol éhe stakeholders within the banking

industry by contributing towards the existing datathe influence of agent banking

8



services on rural communities in Kenya. It was désbthat the study would added a
wealth of knowledge already created in the field@éncy banking as well as being a

basis for other advanced studies to be conductiedure.

1.7 Basic assumption of the study.

Agent banking is necessaryeesgly in remote and rural locations,
where cash is still the most important way to pagl #ansact. A banking service is
dependent on banking agents to enable clientddotefely use the service. Secondly,
the data collected from the field was true and altd#red. It was assumed that the
respondents provided sincere and honest respangies guestions that were asked. It
is upon these assumptions that the study sougtietermine the influence of agent

banking services on rural communities in Kenya.

1.8 Limitation of the study

Anticipated difficulties (o theoretical and practical) and beyond
control of the researcher that will hinder the \atparticipation of carrying out the
investigation and reduce the scope, the samplatanextent of the replication of the
findings is what is referred to as Limitations.idtimportant to put to view every
banking agent since all of them are situated inrtiral setting as per the study,
however it is laborious and tedious to create tdfsevery banking Agent within
Narok County since some of them are located withiccessible areas. Thus
stratification would guarantee representation afséhwho were to interact in the

study.

1.9 Delimitation of the study

The purposeful and consciaasions and process of reducing the

population and area to be surveyed to manageaudedssieferred to as Delimitation is

9



located. Ololung’a division is located in Narok @by with a population of 100
banking agents of which 10% was employed in thealystthis percentage was
considered by (Gay, 1996) to be representative gimousituations where descriptive
research design was employed. The research insttam® be used were

guestionnaires and interview guides.

1.10 Definition of the significant terms

Agent Banking: A banking agent is a retail or postal outlettcacted by financial
institution or a bank network operator to procdsnts’ transactions.

Digital financial services Refers to the provision of some mix of financaid
payment services that are delivered and managed usbbile or Web
technologies and a network of agents.

Financial literacy: it refers to the set of skills and knowledge th#dbves an
individual to make informed and effective decisiomish all of their
financial resources.

Income status: Economic wealth that is generated in exchange rioindividual's
performance of agreed upon activities or througlesting capital.

Rural communities: Area geographically secluded communities, whielvehlow
population density, live in land that is typicathgvoted to agriculture

and consist of small towns.

1.11 Organization of the study

The research proposal was omgahiin five chapters. Chapter one
included the background of the study, the stateroémthe problem, purpose of the

study , objectives of the Studfheresearch questions, significance of the stbdgic

10



assumption of the study, limitation and delimitatiof the study, definition of

significant terms.

Chapter two contained reviewtlod literature as related to the study.
This was arranged in various sub-topics that iretudhtroduction and the research
objectives, Theoretical framework, Conceptual Fraoré& and finally conclusion.

Chapter three included researolethodology and the following
subtopics; introduction, research design, poputatf the study, samples selection
methods and size, data collection methods, valality reliability, procedures of data

collection and data analysis techniques.

Chapter four deciphers and gmés the analysis of the data collected

from the respondents.

Chapter five of this studegents the discussion of the results derived
from the data presented in Chapter four, the d@ondeads into varying conclusions

and a number of recommendations are subsequemiiyede

11



CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter the researcher diszusslated literaturen the influence of
agent banking services on rural communities in Kenkyhe literature review was
done in accordance with objectives and researcktigns of the study that guided the
researcher in understanding the research problems.

2.2 Agent banking services on rural communities

Despite the trend toward greatbanization, more than 50 percent of the

developing world’s population (3.1 billion peoplijes in rural areas. Technology
has the potential to be a great enabler for thegmilptions. Significantly, digital
payments technology facilitates rural access tormétion, and increasingly to the
capacity to save, borrow and transact (Edwards7R2@Df bank-led initiatives, there
are 236 agent banking deployments in Brazil, PEéalpmbia and Mexico alone, with
a total of more than 43,000 combined agents. Asniaeket is further defined and
developed, payment actors such as Visa, Master@aadl Western Union are

positioning in this space as well (Greunig & Brateaich, 2009).

For the purposes of this reseathk term “digital financial services”
refers to the provision of some mix of financialdapayment services that are
delivered and managed using mobile or Web techmedaand a network of agents. At
a minimum, the agents allow clients to cash-in ashecout physical cash for an
electronic currency, which is linked to a client'®bile phone number, bank account

or voucher number. Clients can then use a netwérlagents or their phone or

12



computer to make purchases, take out a loan, syrance and pay bills (Dondo,

2003).

Digital financial services arewan—win for consumers and providers.
Consumers are able to migrate their money to a reeceire environment, transact
and manage their account in a more convenientrantediate manner including after
hours and in closer physical proximity, and in aywhat frequently saves them
money through more cost-effective remittances sesyireduced travel costs and lost
cash. Providers are able to access new marketsmanduce new services in a way
that is cost-effective for small and frequent test®ns, improves their operations
and core product for example decongesting bankchesand providing additional
services to clients and new revenue sources sutthresaction fees and opportunities
for cross-selling. Governments, which want to safelovide the most vulnerable
rural populations with conditional cash transfargy also utilize these electronic

payment services.

The rural customer segment hasndischaracteristics compared with its
urban counterpart. In most countries, agricultund aelated activities represent a
significant percentage of rural incomes, which ¢gfly result in seasonal flows and
ebbs of income. Rural actors by definition fall 8dé urban areas and face greater
constraints in terms of distance, travel times iaf@structure development. Most are
more tradition bound than urban counterparts andusoon intra-community
relationships, so trust plays a huge role in engagiith them. Rural areas are also
known to have lower literacy levels, lower mobilandset penetration rates and
poorer network coverage. Finally, rural consumeestgpically slower to adopt new

brands and products but are also slower to give tine (Mylenko, 2008).

13



To date, specific use cases hpravailed in this market. Domestic
remittances (peer-to-peer transfers), flowing frarban to rural markets, are what
drove agent banking success. However, this hakamthe same level of success in
other markets. Where they exist, government-togres social payments frequently
flow into rural areas and represent a commerciglodpnity for institutions tasked
with delivering them. A positive spillover from this the subsequent development of
systems and infrastructure to support the deliwdrthese government payments to
underserved areas. There has also been an indreas&titutions looking to rural
areas for market growth and to build out informaticommunication technology
enabled networks including payment systems to effsictively reach these new

populations.

The rural poor are fundambytifferent from the poor in other areas.
Though they seek access to affordable financiaViees, providers need new
strategies to engage effectively with this markatigho, 2001). Farmers have
irregular income flows that typically follow harissand financing needs that occur in
fairly predictable cycles. Banks has found thatchuand easy loan access with
flexible repayment terms is successful among fasmers are tailored savings
accounts and crop insurance. Because their incaneesiade in lump sum, they need
ways to defer payments for labor or farming inpait&l to pay for their children’s

education without putting cash at risk (Adera, 2005

However, financial services @dobe seen as one of a number of needs,
which are most effectively provided in collaboratid’roductivity support and access

to inputs make capital more effective. In a diggabsystem, this might mean that
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technical information for farmers is distributeddbgh agent banking agents, phones,
or a strategic partner might be a network of onglmund extension workers to

provide training.

Financial products should imétg strategies to overcome barriers related
to illiteracy. There are typically higher levelsibiteracy in rural areas and financial
literacy may be low, both of which can inhibit effee adoption of services. Digital
literacy particularly understanding the conceptbahking through a phone can be
difficult to grasp. Agent banking experience shdhet a customer must be supported

in making at least two transactions before theyaate to transact independently.

The guiding rule for rural custer engagement is that trust is key. It is
vital that high-quality, trusted agents from thentounity are selected and that trust is
built around a brand. Many unbanked clients arefodable using the phone for
communications purposes, but not for banking trethsas. It is important not to
underestimate the importance of the human elenespecially in the digital world,
which may need to compete with traditional slowed anore insecure methods of
moving cash (Aryeetey & Udry,2007).

2.3 Agent banking and Liquidity on rural communities

Agent banking should providee tpreviously unbanked and under-
banked with affordable, accessible and appropfiatacial products. These criteria
are particularly important in order to increaseafinial inclusion (Mylenko,2008).
Products being offered by banks, via agents, shbeldcheap enough for poorer
people to afford them (i.e. prohibitive chargesdtidbe avoided); they should be
fairly easy for people in remote areas to access (iot just available in bank

branches but through a variety of branchless bankiachanisms) and they should be
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appropriate to lower-income groups (e.g. not tadgeat people with a particular

salary level and offering a mixture of financiahgees, including savings accounts).

In all the study countries, @ige have been shown to offer cheaper
(particularly in Peru, less so in Kenya), more asdde (particularly in Brazil, less so
in Peru), and appropriate financial products (patérly in Kenya, less so in India).
Agents can be a key tool for enabling large numbépeople to open bank accounts,
particularly where they have been used to receiletrenic payments. Agent
networks can also be instrumental in feeding bagboirtant information about their

customers to the banks (Jappelli & Pagano, 2001).

In Colombia, from August 20tt0July 2011, collections (of utility bill
payments) have made up the majority of transact{@ngund 1.8 million in July
2011), followed by mandatory payments, such as logmayments and official
government payments, such as tax (over 800,00@lyn2D11). There have usually
been more withdrawals made than deposits, butuhgers of these two transaction
types are consistently close. The numbers of ceggptications, money transfers and
opening of savings accounts are negligible. In sewh the value of transactions,
deposits and withdrawals constitute the two highestsaction types (both were
around US$180,000 in July 2011), followed by maadapayments and collections.
Money transfers had the lowest value (consisteamiraging around US$20,000 per

month) (Mokogi, 2003).

In Brazil in 2008, agentansacted 75% of the volume (agents made
1.6 billion transactions) and 70% of the value (dgdransacted a total of US$105
billion) of total bill payments (Banco Central, dad in CGAP, 2010); In Brazil, rural

agents transact more deposits and withdrawals @ey@entage of total transactions
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(38%) than their urban counterparts (8%) (CGAP-Hl%Ret, quoted in CGAP,
2010); a combination of factors has contributedhi® success of the agent banking
model in Brazil. Agents have provided the bank$waituseful channel for distributing
these payments to remote areas. In general, baveslbeen keen to use agents as a
means of cost cutting (agents have become the ekeajay to reduce congestion in
branches and avoid the fines that are imposed whstomers are left waiting in line
for more than a certain amount of time) and toease their client base through

geographic expansion (CGAP, 2010c).

In general, agents provideeaper and more convenient financial
services for clients: they are therefore populatthen population, increasing demand
for their services. The agent model has not onbught convenience and safety for
low-income families that receive government besettirough it - and for others
accessing basic bank services such as bill paymdnis it has also brought greater
economic development to isolated communities. &wstef shopping in the cities
where they would have previously travelled to reegheir benefits, benefit recipients

now withdraw cash, pay bills, and shop locally (0&R2010).

In Brazil, although permdtt® offer several types of services, less than
30% of agents actually handle bank accounts. Mpstialize in receiving bill
payments, which account for approximately 75% ofaglent transactions (47% of
which are utility bill payments). Withdrawals andpbsits account for 12.6% and are
nearly equally divided into savings and currentoacdts (including simplified
accounts). Only 0.16% of transactions are accopahing and 7.3% are government
transfers (CGAP, 2010c); In Peru, agents carry aoproximately 3.8 million

transactions per month (45 million transactionthmyear);
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In Peru in 2010, less than 50%haf total financial system transactions
were conducted through traditional bank branche¥M# and POS terminals
accounted for 36% of total transactions (SBS & CG2®10); In India, an average of
8.4 deposits and 3.1 withdrawals were carried gundividual FINO (a technology
firm and one of the first pioneers of agent bankimgndia) agents each day in 2010:
with 10,000 agents nationwide we can assume ti@bapnately 84,000 deposits and
31,000 withdrawals are carried out each day. 10aMeeage deposit size was Rs. 175
(US$3.50) and the average withdrawal size was B8.(B8S$7.39) per agent so we
can assume that approximately Rs 15 million (USE30) worth of deposits and Rs.
11 million (US$221,000) of withdrawals are beingogassed each day (CGAP,
2010f). In Kenya, MNOs’ combined total transactiotisough mobile payments
amounted to Ksh 2.45 billion (US$24 million) perydar Ksh 76 billion (US$75

million) per month (Central Bank of Kenya, 2011).

Reaching poor clients in ruaa¢as is often prohibitively expensive for
financial institutions since transaction numberd aolumes do not cover the cost of a
branch (Kitaka, 2001). In such environments bagkagents that piggy back on
existing retail infrastructure and lower set up amaning cost can play a vital role in
offering many low income people their first timecass to a range of financial
services. Also, low income clients often feel mooenfortable banking at their local
store than walking into a marble branch (AdieraP30 Local regulation will
determine if financial institutions are allowed twork through retail outlets.
Regulators generally determine what kind of, if ,ariyancial institutions are
permitted to contract banking agents, what prodwets be offered at the retail

outlets, how financial institutions have to handésh transport( Christopher, 2002).
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Banking agents help financial institutions to divexisting entrepreneurs from
crowded branches providing a “complementary”, oftanre convenient channel.
Other financial institutions, especially in devalup markets, use agents to reach an
“additional” client segment or geography.
2.4 Accessibility of Agent banking providers on rual communities

Agent banking has positivelypacted on accessibility of the local
population through financial education in schootl draining curriculum. With this
the locals are empowered to take informed finandedisions and accessibility of
their households and in their businesses (Parr@@8%). Bank agents take financial
services to the people in their local shopping eenand inform them on voluntary
savings, loans and money transfers e.g. schoaol Téey can also pay their monthly
remittances e.g. National Social Security FundsI@®HDuvvuri Subbarao, Governor
of Reserve Bank of India’s Central Bank, saysrigial exclusion is due to lack of
understanding and knowledge among other barriegslazk of access, lack of
infrastructure, lack of technology, lack of suppartd confidence .It is therefore
through the dissemination of knowledge that peagle have financial literacy and

accessibility of their services.

The government of India theref launched a National Mission on
Financial Inclusion with a target to provide accdsscomprehensive financial
services to at least 50%(55.77 million) excludeddsholds by 2012 through regional
semi-urban branches of commercial banks. By 20pfrcximately 4 million people
had enrolled in standard bank accounts. Finanitexhty therefore shifts the power
dynamics and it is a major foundation for majorftsim the public deal with money,
with the government and its social security andeothenefits schemes with the

financial service providers (Pandey, 2004).

19



In India, local women run thealubanks, 5-10 trustworthy women in the
villages are selected by banks and they are traorediathematics, English and
phone operation in money transfers. They are tdaiaefive days, three of which are
for how to enroll clients to the banks and two @whto make transactions. These
women are chosen for empowerment and shift in padygramics because they

receive a lot of respect from their fellow citizens

Local people has also beadfiin the information on how to access and
use the credit facilities. Credit is an input in tiee production system and it
contributes to increased food productivity. Resudltsm Tegemeo Agricultural
Monitoring Project Analysis (TAMPA-Egerton Univetgi Kenya) data 2004 shows
that households which received credit of maize petidn had a higher productivity
averaging 7.65 per acre as compared to 6.50 peraamong households that didn’t
receive credit .According to the study, househaldg received credit had a higher

literacy levels and hence higher income (Dondo,2003

Due to aggressive campaigns ofyienEquity Bank’s principle of taking
banking services closer to the people,68% of itstauers comes from the
rural(CGAP,2004) The bank has captured a markdtenin the banking sector in
Kenya of the low income earners by addressing dregived exorbitant prices and
attendant charges of loans and saving product Aggarking has also made known to
the rural customers that it's through their maaii services that they are saving on

costs e.g. transport (Kasekende,2008).
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2.5 Theoretical framework

This study was based on prinegg@nt theory which states the principles
agent problem arises when one party (agent) agoeasrk in favor of another party
(principle) in return of some incentives. Such greament may incur huge costs for
the agent, thereby leading to moral hazard andlicorff interest. The position is
consistent with the belief that there has been geney shirking or slippage.
According to this line of thought, it would be agglthat the Bank was delegated the
sole authority to conduct monetary policy, in sindpthe Bank has been faithful to
the clearly expressed preferences of the prin@p#ie moment of delegation. On the
basis of this reasoning, therefore, principal-agkabry can be interpreted to suggest
that the Bank does not suffer from a democratidcdefThe logic behind this
argument can be justified. In most principal-agentdies agency autonomy and
shirking go together. After all, the usual assumptis that the more autonomy an
agency enjoys, the more opportunity it has to atftisterestedly and diverge from
the preferences of the principal.

2.6 Conceptual Framework

A conceptual framework is a model presentation ehemresearcher represents the
relationships between variables in the study amivstthe relationship graphically or
diagrammatically (Dondo 2003). This gave an ovewad the relationship between
the variables that were tested and their relevaeteeen Agent banking services and
accessibility and liquidity. In the conceptual franvork below, Agent banking
services is the independent variable and dependaiable are accessibility to rural

communities.
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Figure 2. 1: Conceptual Framework

Independent variable intervening variable
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e Access to information
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« Easy management of accounts
¢ Reduced costs e.qg. travelling.
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-Network

Source: Author 2013
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Agent banking and Liquidity
* Affordable & accessible financial
products e.g rural poor
e Many people have opened bank
accounts.

A 4

Accessibility of Agent banking service
providers

«  Access agent bankers

e Bank campaigns

e Agent banking locations

The conceptual framework indicates that Agent bagpkiepresents a significant

opportunity to reduce transaction costs such agltfar clients by bringing financial

services to hard-to-reach and geographically dégukareas, this is quite beneficial

for client who are based in the rural setting. R@ag poor clients in rural areas is

often prohibitively expensive for financial institons since transaction numbers and

volumes do not cover the cost of a branch. In frshronments banking agents that

piggy back on existing retail infrastructure andiéw set up and running cost can play

a vital role in offering many low income people ithiérst time access to a range of

financial services. Also, low income clients oftl®l more comfortable banking at

their local store than walking into a marble brangbent banking experience shows

that a customer must be supported in making at te@stransactions before they are

able to transact independently. The guiding ruterdioal customer engagement is that

trust is key. It is vital that high-quality, trusteagents from the community are
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selected and that trust is built around a brandhyMabanked clients are comfortable
using the phone for communications purposes, butondanking transactions.
2.7 Summary of Literature Review

An agent bank is a bank which acts as an agenebalbof an individual or
organization. Agent banks can work for people, mhesses, and other banks,
providing a variety of services depending on theureaof the agreement they make
with their clients. Using an agent bank can be athgeous for a number of reasons,
ranging from the desire to work with a bank whidhs hnternational coverage for
seamless financial transactions to the desire legdee administrative tasks. In some
countries, banks have successfully expanded theireach by engaging local
“agents” or “correspondents” to offer their serdceThese local agents or
correspondents may be known and trusted retaitsusluch as shops or post offices.
Agents help reach more people in areas where bamklhes do not exist or by easing
traffic at existing branches. While initially foces on traditional payments products
such as the payment of bills or taxes, agents mumber of countries are now
authorized to offer a broader range of financialvises, such as withdrawals,
deposits, pre-approved credit lines, simplifiedreat accounts, and international
remittances (Kitaka, P. 2001). Banking agents dre backbone of banking,
performing transactions over a bank device, mosno& banking agent. To enable
clients to convert cash into electronic money amg versa which send can be sent
over their banking agent, clients will have to asbranch, banking agent. Especially
in remote and rural locations, where cash is gtél most important way to pay and
transact, a bank banking service is dependent okifi agents to enable clients to

effectively use the service.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction
This chapter highlights on the ersh design that was used, area of the

study, population of the study, sample selectiorthods and size, data collection
methods, validity and reliability, procedures oftalaollection and data analysis
methods.
3.2 Research Design

The study used descriptive suni2gscriptive survey sought to uncover
the nature of factors involved in a given situatithre degree in which it exists and the
relationship between them (Bell, 2003). Descripsuedy was undertaken in order to
ascertain, and it is able to describe the charatiter of the variables of interest in a
situation (Uma, 2003). Descriptive survey was eawptl because it allowed the
researcher to adopt a holistic approach of theyssaipled, thus enabling and
utilizing research tools like questionnaires anterview guides. The researcher
equally obtained information from a sample rathemt the entire population at one
point in a given time.
3.3 Target Population

The population of interest in teeudy was the banks offering agent
banking services, entrepreneurs using Agent bansémgice and their employees in
the target area. Target population was 850 conmgyisi the four major banks i.e.
Cooperative Bank (152), Equity Bank (233), Kenyar@wercial bank (252) and Post

Bank (213). The respondents were distributed iraegroportion.

24



Table 3. 1 Target population

Bank Population Percentage
Co-operative Bank 152 18%

Equity Bank 233 27%

KCB 252 30%

Post Bank 213 25%

Total 850 100%

Source: Field Survey Data 2014

3.4. Sample size

The study population constituted Agent Banking emrteneurs from Equity Bank,
Post Bank, KCB Bank and Co-operative Bank and taeiployees. In the selected
location the population was 850 Respondents. Tiepkaof respondents will be
determined using the formula adopted from Mugendd Blugenda (1999) and
Rukangu (2000) as cited in Njoroge, (2002). Theaesher used the prevalence rate
of 50% to calculate the sample size as follows:

n=2.p.(1-p) or _Zpg

d. d.

Where by n = the desired sample size, z = the atdmibrmal deviation at the desired

confidence level, p = the proportion in the targepulation estimated to have
characteristics being measured, g = 1-p, d = W& [&f statistical significance set.
Agents of the sampled entrepreneurs and employgematically participated in the
study; hence they were selected purposively. Thaslenit necessary to consider Z
score probability (1.96)2 at a significant level®05. This can be represented below
as:

(z =1.96, d =0.05, p = this could be determineds® the 50% = 0.5, q.=1-p =
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1- 0.5 = 0.52)

n.=1.96 (0.48x0.52) =3.8416x 0.2494 = 0.9588633@83.545344= 384

0.0% 0.0025 0.0025

The sample size will b884 respondents.

3.4.1 Sample selection

The study used simple random samgpand purposive sampling. The
researcher employed these sampling techniques sedhey enabled an in-depth
knowledge of the study using a small population @anfrom each of the selected
respondents. Simple random sampling enables teand®er to give the respondents
an equal chance of being selected therefore mimiigender bias in the research,
this technique was applied when selecting respdedeho engaged in the focused
group discussion. Whereas Purposive sampling ashamique allows a researcher to
use cases that have the required information vétpect to the objectives of the
study. The study adopted from the four banks, amedred and four (104) Agent

Banking Entrepreneurs and two hundred and eigl@9)(Banking Agents employees.

3.5 Research Instruments

Data collection was from two mainustes; primary and secondary.
Secondary sources included relevant documentsegaiits. The researcher employed
the technique to pick information that was avagaldlom these reports. In using
Primary sources data was collected from selectsgoralents. Primary data was
gathered using Interview guides and Questionnaitesyvolved both qualitative and
guantitative approaches. The use of the two appesaat the same time in basic

research was recommended by (Gay, 2006) as thevhgdb get sufficient results.
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The semi —structured questionnaind structured questionnaire were the
main instruments of the study to be administerethéorespondents. It involved both
gualitative and quantitative approaches. Both aggtes were adopted to enable the
researcher get relevant information concerning réssearch topic. The researcher
preferred to use this method because of its abtltysolicit information from
respondents within a short time as supported byp{&u2009). Moreover,
respondents were given time to consult recordshab gensitive questions could be

truthfully answered as supported by (Floyd, 2003).

Open and closed ended questioEmawere administered, this was
because Close ended questionnaires were easiaratgza since they were in an
immediate usable form and again each item may lkenfed by alternative answers.
Open ended questions permitted a great depth pbmes, when a respondent was
allowed to give a personal response, usually reagonthe response given were

directly or indirectly included.

Interview Guides were used tenerate information from the
respondents. The researcher conducted a faceddrfeview with key respondents
to the study. This allowed respondents to shari, teeperiences and opinions, thus
enabling the researcher to capture a wider peispedf the study from the
respondents view (Uma, 2003).

3.5.1 Pilot testing of the study

A pilot study is usually carriedtan members of the relevant population,
but not on those who formed part of the final samphis is because it may influence
the later behavior of research subjects if theyehalready been involved in the

research (Haralambos and Holborn 2000). The rdsearemployed convenient
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samplingtechnique at Mulot, south of Narok county and iwiens, a total of 20
respondents were employed to test the data calletbiols that were adopted namely
Interview guides and Questionnaires. This sampieapnique was preferred by the
researcher because it was fast, inexpensive, eadyttee subjects were readily
available.
3.5.2 Validity of the instruments

In order for the study to contgolality, the researcher endeavored to attain
validity co-efficient of at least 0.70 or 70%. \ity refers to process of ascertaining
the degree to which the test measures what it pisrpo be measuring. Validity was
determined by giving to two experts to evaluate rilevance of each item in the
instrument to the objectives and rate each itertherscale of very relevant (4) quite
relevant (3) somewhat relevant (2) and not releant Validity was determined
using content validity index (C.V.l) CVI= items eat 3 or 4 by both judges divided

by the total number of items in the questionnditas is symbolized as n2N.

This technique was selected bec#usas easy to establish the validity of
the research instruments thus revising and adgigtiem based on the responses
obtained and recommendation from the experts. Tisguments were piloted at
Mulot area which was not included in the study si@namd modified to improve their
validity coefficients to at least 0.70. Items withlidity coefficients of at least 0.70
are accepted as valid and reliable in researcth(ifigand Pals 2003).

3.5.3 Reliability of the instruments

Mugenda and Mugenda (1999) aefimeliability as a measure of the
degree to which research instruments yield samétres repeated trials. To ensure
guality assurance of data collected, researchtastsswere trained for two days prior
to data collection. To test consistency in prodgarreliable result (reliability), a test-
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retest method was used. A sample of one percethieaample size was drawn from
the study area (these subjects did not particiipatiee main research) as part of a pre-
test (Orodho, 2004). In order for the study to oaointquality, the researcher
endeavored to attain reliability co-efficient oflaaist 0.70 or 70%. Reliability refers
to the consistency of a measure. The instruments ywéoted at Mulot area which
was not included in the study sample and modifiediniprove their Reliability
coefficients to at least 0.70. This was symboliasd n%/N. Items with Reliability
coefficients of at least 0.70 are accepted as \adtireliable in research (Kathuri and
Pals 2003).

3.6 Data collection procedure
The researcher obtained a reseagomipand letter of authority to conduct

the research from relevant authority after presgnthe requirements which include
two copies of an approved research proposal. Ty gbok 5 months from April to
August 2013. During this time the researcher mhal respondents. Six weeks was
for data collection, while the other two weeks weed for data organizing. The
process for data analysis consumed 5 weeks. Tluetrepite up took six weeks and
one week was for recommendation.
3.7 Data analysis techniques

The researcher collected bothliaiwe and quantitative data that was
used to analyze data from targeted respondentgan dpmpletion of data collection,
the Questionnaires and Interview guides were editedled and entered into a

computer spreadsheet in a standard format to aflmwanalysis of descriptive

statistics. The Statistical Package for the So8@énces (SPSS) computer software
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was used for analysis. Statistical procedures vegnglied to the data to express
concepts and relationships. Measures of centraletsy (mean, mode, median) and

frequencies and percentages were used to deskéalpopulation.

3.8 Ethical Considerations

Seeking of authority from various larities was undertaken more
importantly the management of the branch and alimgness of respondents. The
study ensured that the information from responaeas kept confidential. Lastly the

researcher assured the company that the reseaptiedg for academic purposes.
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CHAPTER FOUR

DATA ANALYSIS, PRESENTATION, INTERPRETATION AND
DISCUSSION

4.1 Introduction
This chapter of the study systematycpiesents the results that were obtained

from the research that was conducted. The reatdtgjuantitatively and qualitatively
presented. The analysis and interpretation follakslar presentation at some stages
and the Focused Group discussion guide results filoenrespondents are also

presented to supplement the quantitative presentati

The presentation of the study waglepi by the research questions that
guide the study. The background information of tegpondents however was also
presented. Hence forth, the presentation is divididtwo sections where section one
presents the background information of the respaisgdesection two, represents the
results of the study according the research objestthat guided collection. The

presentation of the data follows in the followinigalission.

4.1.1 The rate of return of questionnaires

During the research study theeaesher distributed 384 which reflected
100% questionnaires, of which 350(91%) were retifudly answered however 34
(9%) of the questionnaires were returned not fatigwered thus not being able to be

used for analysis in the research study.
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Table 4. 2 Response Rate Analysis

Respondent Percentage (%)
Questionnaires distributed 384 100
Questionnaires returned 350 91
answered
Questionnaires returned 34 9

un-answered

Source: Field Survey Data 2014

The researcher established that questionnairesneetlunanswered because the

respondents were not available to participate erésearch.

4.2 Background Information

The presentation of this datalesady pointed out is done in two sections.

The current section presents the background infoomaf the respondents and the

response rate. The researcher felt this informatas important because the

respondents, background with the organization aed af study determines their

ability to posses the required information and sghently determined the necessity

of the researcher to probe for any detail and @stalsufficient rapport with the

respondents.
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On gender distributions, the researcher establifiedituation as presented in Table
4.2

Table 4. 3 Gender distribution of the respondents

Gender Frequency Percentage(%)
Male 200 57
Female 150 43
Total 350 100

Source: Field Survey Data 2014

As can be observed from table 4% gender distribution of the
respondents was representative. That is 150(43%eafespondents were female and
the other 200(57%) of the respondents representddsmThe results indicate that
during the survey, both sexes were accessible hawthe researcher had more
contact with males than females.

During the focused group discoissiowever, respondents expressed that,
the gender distribution was representative, respatsdattributed this to the fact that
there Agent banking had come up also as a sourcengfloyment that was
comfortable for either gender. The researcher aemded to explore the level of
education of the respondents. This variable wasnddeworth establishing by the
researcher because the education level of theithdil’determined his or her ability
to possess adequate information with regard todkearch study. The results on the

level of education of the respondents are preseantédble.
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Table 4. 4: The distribution of respondents by theilevel of education

Level of Education  Total No. of Male Female Total
respondents Percentage(%)

Masters 31 18 13 9
Degree 91 56 35 26
Diploma 80 45 36 23
Secondary 60 36 24 17
Primary 49 36 13 14
llliterate 39 9 29 11

Total 350 200 150 100

Source: Field Survey Data 2014

The findings on table 4.3 showsrdmpondents’ education background and
depicted that 31(9%) were postgraduate holders2694) graduates. Those with
diploma certificates were 80(23%), secondary ldvaing 60(17%) primary with
49(14%) and lastly those who did not attain anymfar education certificate thus
being 39(11%). This showed considerable gap betwien male and female

respondents as demonstrated by the table 4.3.

During the focused group discussibnwas established that not all
respondents were well educated. Therefore, foratheeve respondents who did not
comprehend the research questions, the best meftamdlecting data from them was
through interpreting concepts further of which @mmerators were employed to that
effect and therefore the response rate was significThe researcher sought to
explore the respondents experience with the org#ioiz, this was deemed as

important in that the respondents understandinthefindustry would be necessary
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with regard to clarity of views presented in thadst the results are presented on
table 4.4

Table 4. 5: Distribution of the respondents experiece with the Bank

Years of experience Respondents Percentage(%)
1-3 years 140 40
4-7 years 105 30
7-10 years 70 20
Over 10 years 35 10
Total 350 100

Source: Field Survey Data 2014

As expressed by Table 4.4, thepoadents experience with the
Organization was unevenly distributed. That is,(486) had spent a period between
1-3 years as compared to 105(30%) who had spente&fd with the organization, 7-
10 years category was represented by 70(20%) ofdbgondents while 35(10%)
were established to have worked for over ten y@arhe organization. However
majority of the respondents were categorized asgavorked in the organization for
1-3 years this was attributed to the constant renant of new staff due to the high

departure of employees to other organizations.

During the focused group discussitost of the respondents indicated that
Agency Banking was relatively a new concept howdkiese who had worked for
three years and above cited a higher labour tumibnewas due to search for greener
pastures by employees. Despite the expressions ieowehe researcher was
confident, because he was able to obtain varyiagsifrom respondents with varying

experiences within the organization.
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4.3 The impact of agent banking service on the rat communities
According to Adera (2005), Banksvéndound that quick and easy loan

access with flexible repayment terms is successfubng farmers, as are tailored
savings accounts and crop insurance. Becauseitizeimes are made in lump sum,
they need ways to defer payments for labor or fagmnputs and to pay for their
children’s education without putting cash at rigke first research objective sought
to determine the impact of agent banking serviceural communities in Ololung’a
Division. In order to get answers to ascertain teisearch question, the researcher
inquired from the respondent their perceptions amumber of issues. These issues
included establishing the type of service that wsad by respective establishments,
whether customers were assisted during agent bartkansaction process and how
convenient was the management of agent bankinguatoOn the type of service

that was used by respective establishments, théisese presented on table 4.4.1.

Table 4.4. 1. Type of service that was used by resgtive establishments

Answer Respondents Percentage(%)
Swipe Machine 74 21
Computers 108 31
Phone 140 40

No response 28 8

Total 350 100

Source: Field Survey Data 2014

According to table 4.4.1 the respondents 74(21%ledtthat Swipe Machine was
used more. This left a distribution of 108(31%)tloé respondents who felt that the
computers was used more. 140(40%) of the respaomndeltthat phones were more
used. However 28(8%) of the respondents did nqiores, they brought back the
guestionnaires without answering the questions.
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During the focused group discusshe respondents stated that phones
supported agent banking transactions and makeryt @asy for the respondents to
access money this was considered a great enabligrefe populations. Scholars have
state that despite the trend toward greater uratiarz, more than 50 percent of the
developing world’s population (3.1 billion peopla)es in rural areas. At a minimum,
the agents allow clients to cash-in or cash-outsiay cash for an electronic
currency, which is linked to a client’s mobile pleomumber, bank account or voucher
number. Clients can then use a network of agentiseir phone or computer to make
purchases, take out a loan, buy insurance and ijaydondo, 2003). Significantly,
digital payments technology facilitates rural ascesinformation, and increasingly to
the capacity to save, borrow and transact (Edw&kfi97). On whether customers
were assisted during agent banking transactioneggydhe results are presented on
table 4.4.2.

Table 4.4. 2. Customer assistance during agent baimg transaction process

Respondents Frequency Percentage(%)
Strongly agree 112 32
Neutral 18 S

_ 101 29
Disagree
No response 28 8
Total 350 100

Source: Field Survey Data 2014

According to table 4.4.2 on whether customers vassisted during agent banking
transaction process, 91(26%) of the respondentee&bthat there were measures put
in place to assist customers during agent bankiagsactions, 112(32%) of the

respondents were strongly of the view that measuegs in place to handle and assist
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clients during agent banking transactions, Howel@9(29%) of the respondents
disagreed and did not feel that proper measures a&ually put in place to handle
customers during agent banking transactions, #fisal distribution of 18(5%) of the
respondents who were neutral on the matter whi(8%8 of the respondents did not
respond to the question.

During the focused group discussion the respondstated that customers were
assisted during agent banking transaction becagisg la community that was based
in the rural area the level of illiteracy was guitigh thus their was need to instruct

clients on how to transact.

It has been observed by schadlbas the rural poor are fundamentally
different from the poor in other areas. Though teegk access to affordable financial
services, providers need new strategies to engéggieely with this market (Atieno,
2001). Rural areas are also known to have loweraltty levels, lower mobile handset
penetration rates and poorer network coverage.nEiabproducts should integrate
strategies to overcome barriers related to illdtgra here are typically higher levels
of illiteracy in rural areas and financial literamay be low, both of which can inhibit
effective adoption of services. Digital literacyrfpeularly understanding the concept
of banking through a phone can be difficult to grtasgent banking experience shows
that a customer must be supported in making at te@stransactions before they are
able to transact independently. (Aryeetey & Udr9,20 Finally, rural consumers are
typically slower to adopt new brands and productsaoe also slower to give them up
(Mylenko, 2008). The results on table 4.4.2 entitesl researcher to establish how
convenient the management of agent banking accovadsthe results are presented

in table 4.4.3
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Table 4.4. 3. Convenience of the management ofeag banking accounts

Respondents Frequency Percentage(%)
Very efficient 165 47
Efficient 140 40

Less efficient 17 5

No response 28 8

Total 350 100

Source: Field Survey Data 2014

According to table 4.4.3 on how convenient the ngan@ent of agent banking
accounts was, 165(47%) of the responds felt thatntnagement of agent banking
accounts was very efficient, 140(40%) of the resigofelt that the management of
agent banking accounts was efficient, 17(5%) ofréspondents however felt that the
management of agent banking accounts was lesseeffiovhile 28(8%) of the

respondents did not respond.

During the focused group discussion the respondsated that the management of
agent banking accounts was very efficient, this vb@gause this market was
considered subtle and that there was need to etigtreustomers were satisfied with
the service delivery. When asked about efficienopnanagement of Agents accounts,
one of the agent entrepreneurs reinstated that;

“Setting up agent banking accounts system doéese®d to be difficult, it doesn’t
need to add unsupportable expense into your busites it does need to be easy to

understand, implement and manage”

Scholars have observed that digital financial $ewviare a win—win for consumers
and providers. Consumers are able to migrate theney to a more secure

environment, transact and manage their accountmor@ convenient and immediate
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manner including after hours and in closer physmalximity, and in a way that
frequently saves them money through more cost#ffecremittances services,
reduced travel costs and lost cash (Adera, 19%5hviders are able to access new
markets and introduce new services in a way thatost-effective for small and
frequent transactions, improves their operations aore product for example
decongesting bank branches and providing additigealices to clients and new
revenue sources such as transaction fees and oppes for cross-selling.
Governments, which want to safely provide the masherable rural populations
with conditional cash transfers, may also utilibede electronic payment services
(Mylenko, 2008).
4.4 Influence of agent banking on liquidity of therural communities

According to Mylenko (2008), AgeB&nking should provide products and
services which are affordable and accessible ierom increase financial inclusion.
The question sought to explore the influence omadmanking on liquidity of rural
communities. In order to get answers to ascert@is tesearch question, the
researcher inquired from the respondent their péicmes on a number of issues.
These issues included the contribution of agenkibgnto the respondent’s income,
the status of Clients Flow the respective Orgaronadfter becoming An Agent, How
agent banking influenced the income status of thealrcommunities. On the
contribution of agent banking to the respondemtt®me, the results are presented on

table 4.4.4.
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Table 4.4. 4 The contribution of agent banking tohe respondent’s income

Respondents Frequency Percentage (%)
Above Average 140 40
Average 112 32
Below Average 53 15

. 17 5
Satisfactory

28 8

No response
Total 350 100

Source: Field Survey Data 2014

According to table 4.4.4 on thentribution of agent banking to the
respondent’s income, 140(40%) of the respondemttedtthat agent banking had
contributed immensely to the there income, in amsitrto 112(32%) of the
respondents who felt that the contribution of Ageanking to their income was
average. However 53(15%) of the respondents werethef opinion that the
contribution was below average, 17(5%) of the rageats felt that the contribution
was satisfactory this left a distribution of 28(8#f) the respondents who did not

respond to the questions.

During the focused group disaussnajority of the respondents, stated
that agent banking had contributed immensely tahkee income in that Agents had
provided the banks with a useful channel for distting there services to remote

areas, thus benefiting on the transactional fees.

According to (Mylenko, 2008) Agent banking can pde/the previously unbanked
and under-banked with affordable, accessible angroppiate financial products.

These criteria are particularly important in order increase financial inclusion.
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Agents provide cheaper and more convenient findseievices for clients: they are
therefore popular on the population, increasing atefor their services. The agent
model has not only brought convenience and safetyldw-income families that
receive government benefits through it and for theccessing basic bank services
such as bill payments but it has also brought greatonomic development to
isolated communities. Instead of shopping in thigesiwhere they would have
previously travelled to receive their benefits, &@nrecipients now withdraw cash,
pay bills, and shop locally (CGAP, 2010). The resun table 4.4.4 enticed the
researcher to seek to establish the status of t€liéiow in the respective
Organization after becoming an Agent; the resuktspaesented in table 4.4.5

Table 4.4. 5: The status of Clients Flow in the rggctive Organization being an
Agent

Respondents Frequency Percentage (%)
Increased 140 40
Constant 91 26
Decreased 74 21

Don’t Know 17 5

No response o8 8

Total 350 100

Source: Field Survey Data 2014

According to table 4.4.5 on the status of ClientsaFin the respective Organization
after becoming an Agent, 140(40%) of the resporgdstated that the flow of clients
had increased in their organization, 91(26%) of bgpondents felt that the client
flow was constant despite the enhancement of dgarking, this left a distribution of

74(21%) of the respondents who felt that the celmdd decreased, there was a
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distribution of 17(5%) who did not have an ideandmether the clients had increased

or not, 28(8%) of the respondents did not respond.

During the focused group distois the respondents opined that the flow
of clients had increased in their organizations thas either attributed to an efficient
service delivery that attracted clients to the ldghment. Scholars have stated that
banking agents help financial institutions to divexisting entrepreneurs from
crowded branches providing a “complementary”, oftanre convenient channel.
Regulators generally determine what kind of, if ariyancial institutions are
permitted to contract banking agents, what produets be offered at the retalil
outlets, how financial institutions have to handésh transport( Christopher, 2002).
The results on table 4.4.5 enticed the researaheseek to establish how agent
banking influenced the income status of the rummunities; the results are
presented in table 4.4.6

Table 4.4. 6: How agent banking influence the incoestatus of the rural
communities

Respondents Frequency Percentage
Has Improved 140 40

Has Not Improved 119 34
Partially improved 56 16

Not Aware 7 2

No response 28 8
Total 350 100

Source: Field Survey Data 2014
According to table 4.4.6 on how agent banking ieficed the income status of the
rural communities, 140(40%) of the respondentsedt#hat the income status of the

community has improved, 119(34%) of the respondégitsthat the income of the
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community had partially improved, 56(16%) of thependents stated that they were
not aware whether the income of the community hbdnged, 7(2%) of the
respondent felt that the income status of the conityjthad not improved at all,

28(8%) of the respondents did not respond.

During the focused group discussion the respondsated that the income status of
the community had improved in that they could nocamsact in real time, they further
stated that Agents can be a key tool for enablargd numbers of people to open

bank accounts.

Scholars observe that reaching polents in rural areas is often
prohibitively expensive for financial institutionsince transaction numbers and
volumes do not cover the cost of a branch (Kitad@)1). In such environments
banking agents that piggy back on existing retdiaistructure and lower set up and
running cost can play a vital role in offering mdow income people their first time
access to a range of financial services. Agent ingnkas also made known to the
rural customers that it's through their mobilizenhsces that they are saving on costs
e.g transport (Kasekende, 2008). Also, low inconients often feel more
comfortable banking at their local store than wadkinto a marble branch (Adiera,
1995).

4.5 The accessibility of agent banking providers orural communities

According to Parrenas (2005), Agent banking hastigel/ impacted on financial
literacy of the local population. This as a resutpowered the locals make informed
decisions and access the products and servicesqUdstion sought to explore the
accessibility of agent banking providers on ru@heunities. In order to get answers

to ascertain this research question, the reseameired from the respondent their
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perceptions on a number of issues. These issuaslatt whether customers were
trained on agent banking services, what was thévatmn to becoming an agent, the
roles of agent banking on financial literacy of alutommunities. On whether
customers were trained on agent banking servibestesults are presented on table
4.4.7.

Table 4.4. 7 Customer training on agent banking seices

Respondents Frequency Percentage (%)
Always 130 37
Sometimes o1 26
Never 56 16
. 45 13
No idea
28 8

No response

Total 350 100

Source: Field Survey Data 2014

According to table 4.4.7 on whether customers weamed on agent banking
services, 130(37%) of the respondents stated tmetsmes customers were trained
on agent banking services, 91(26%) of the respdedermre of the view that
customers were never trained on agent banking ce=viHowever 56(16%) of the
respondents were of the opinion that customers @alerays trained on agent banking
services, 45(13%) of the respondents had no idéla @8(8%) of the respondents did

not respond.

During the focused group discosghe respondents stated that sometimes
customers were trained on agent banking servides,ttaining was viewed as
necessary especially when new products were betngduced into the market. It has

been observed that the rural customer segmentibktsctl characteristics compared
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with its urban counterpart; financial services dddoe seen as one of a number of
needs, which are most effectively provided in dmdlation. Scholars have opined that
Productivity support and access to inputs maketa@lapiore effective. In a digital
ecosystem, this might mean that technical inforamais distributed through banking
agents on-the-ground therefore by extension wor&ersequired to provide training
to clients on how to adapt the new changes if ah results on table 4.4.7 enticed
the researcher to seek to establish what the ntimtivéo becoming an agent was; the
results are presented in table 4.4.8

Table 4.4. 8: Motivation of becoming an agent

Respondents Frequency Percentage
Reduce cost 140 40
Creation of job opportunity 91 26
Association with big brand 74 21

No Idea 17 5

No response 28 8
Total 350 100

Source: Field Survey Data 2014

According to table 4.4.8 on what the motivatiorbeoming an agent was, 140(40%)
of the respondents stated that they ventured imABanking to reduce the cost of
paying rental for the existing business, 91(26%bhefrespondents felt that there key
motivation was creating job opportunity, this leftdistribution of 74(21%) of the
respondents who were motivated by associating witbig brand, there was a
distribution of 17(5%) of the respondents who hadidea, while 28(8%) of the

respondents did not respond.
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During the focused group discussion the respondgmied that what motivated them
in agent banking was to reduce the cost of payemgat for the existing business, this
was so because Agent banking being a new produatttd a lot of business and was

geared for expansion.

Scholars have attributed agentkiven model as one in which banks
provide financial services through nonbank agestgh as grocery stores, retalil
outlets, post offices, pharmacies, or lottery datl&@his model allows banks to expand
services into areas where they do not have suiticreeentive or capacity to establish
a formal branch, which is particularly true in fusad poor areas where as a result a
high percentage of people are unbanked. Agent bgnks quickly becoming
recognized as a viable strategy in many countragsektending formal financial
services into poor and rural areas (Aryeetey & UdBO7). The results on table 4.4.8
enticed the researcher to seek to establish the ablagent banking on financial
literacy of rural communities; the results are preasd in table 4.4.9

Table 4.4.9: The accessibility of agent banking séces by rural communities.

Respondents Frequency Percentage(%)
The Community has increased the 112 32
number of transactions with the bank
The community appreciates the ease ¢ 140 40
banking

70 20
Members of the community have
improved on their saving culture. 28 8
No response
Total 350 100

Source: Field Survey Data 2014
According to table 4.4.9 on the role of agent bagkon financial literacy of rural

communities, 112(32%) of the respondents statedttieaCommunity had increased
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the number of transactions with the bank, 140(46#4he respondents stated that the
community appreciates the ease of banking, 70(2%)e respondents appreciated
that Members of the community had improved on teairing culture, 28(8%) of the

respondents did not respond.

During the focused group discusdioe respondents opined the fact that
the community had increased the number of trarmaactiith the bank, this was
viewed in relation to the amount of business thsthldishment contracted on a
monthly basis.Scholars have stated that Agent bgnkas positively impacted on
financial literacy of the local population throud@hancial education in school and
training curriculum. With this the locals are emmoed to take informed financial
decisions in their households and in their busees®arrenas, 2005). Financial
literacy therefore shifts the power dynamics and i major foundation for major
shift in the public deal with money, with the gowerent and its social security and

other benefits schemes with the financial serviceiders (Pandey, 2004).
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CHAPTER FIVE

SUMMARY OF FINDINGS, CONCLUSION AND
RECOMMENDATIONS

5.1 Introduction

The current chapter of this studysprés the discussion of the results derived
from the data presented in Chapter four, the d@ondeads into varying conclusions

and a number of recommendations are subsequemiiyede

5.2 Summary of Findings

The following are the summaries dme tfindings based on the three
objectives that guided the study. The results dse aross referenced with the
findings of other scholars in related organizatloeavironments that have got a
supportive element of the current study. The fiigjective sought to investigate the
impact of agent banking services on rural commesiin Ololung’a Division, Narok
County. The study established that Swipe machinggpated the trend toward
greater urbanization since in rural areas; Teclgywleas considered a great enabler
for these populations. (Edwards, 1997) observesdigaificantly, digital payments
technology facilitates rural access to informatiangd increasingly to the capacity to
save, borrow and transact. It equally came intatlignat customers were assisted
during agent banking transaction because beingrammity that was based in the
rural area the level of illiteracy was quite higjlus their was need to instruct clients
on how to transact. (Atieno, 2001) observes thedlrareas are also known to have
lower literacy levels, lower mobile handset pertedrarates and poorer network

coverage. There are typically higher levels otalacy in rural areas and financial
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literacy may be low, both of which can inhibit effeee adoption of services. Digital
literacy particularly understanding the conceptbahking through a phone can be
difficult to grasp. Agent banking experience shdhet a customer must be supported
in making at least two transactions before theyabie to transact independently.
(Aryeetey & Udry,1997). Finally, rural consumere dypically slower to adopt new

brands and products but are also slower to give tine (Mylenko, 2008).

The second objective sought xangine how agent banking influences
liquidity on rural communities in Ololung’a Divigip Narok County. The study
established that agent banking had contributed inselg to the income of the
respondents in that Agents had provided the banikk @ useful channel for
distributing there services to remote areas, tharefiting on the transactional fees.
According to (Mylenko, 2008) Agent banking can pde/the previously unbanked
and under-banked with affordable, accessible angroppiate financial products.
These criteria are particularly important in ordierincrease financial inclusion. The
flow of clients had increased in respondent’s oiggtion; this was either attributed to
an efficient service delivery that attracted clgerid the establishment. However
scholars have stated that banking agents helpdialamstitutions to divert existing
entrepreneurs from crowded branches providing anfdementary”, often more
convenient channel. Regulators generally determihat kind of, if any, financial
institutions are permitted to contract banking dgewhat products can be offered at
the retail outlets, how financial institutions haweehandle cash transport( Christopher,
2002). Scholars observe that reaching poor clientsral areas is often prohibitively
expensive for financial institutions since trangacttnumbers and volumes do not
cover the cost of a branch (Kitaka, 2001). In seshironments banking agents that

piggy back on existing retail infrastructure andiéw set up and running cost can play
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a vital role in offering many low income people ithiérst time access to a range of
financial services. Agent banking has also madevknio the rural customers that it's
through their mobilized services that they are m@wvbn costs e.g. transport
(Kasekende, 2008). Also, low income clients ofteal imore comfortable banking at

their local store than walking into a marble brafitiera, 1995).

The Third objective sought toatatine the accessibility of agent banking
providers in Ololung’a Division, Narok County. Thespondents in the research study
stated that sometimes customers were trained amt &geking services; the training
was viewed as necessary especially when new pmduete being introduced into
the market. It has been observed that the ruratomes segment has distinct
characteristics compared with its urban counterpi@dncial services should be seen
as one of a number of needs, which are most eftdgtprovided in collaboration.
Scholars have opined that Productivity supportasagss to inputs make capital more
effective. In a digital ecosystem, this might mewat technical information is
distributed through banking agents on-the-groursiefore by extension workers are
required to provide training to clients on how tdapt the new changes if any.
Scholars have attributed agent banking model asromhich banks provide financial
services through nonbank agents, such as grocergsstretail outlets, post offices,
pharmacies, or lottery outlets. This model allovashks to expand services into areas
where they do not have sufficient incentive or citgao establish a formal branch,
which is particularly true in rural and poor ar@dtere as a result a high percentage of
people are unbanked. Agent banking is quickly beagmecognized as a viable
strategy in many countries for extending formahfinial services into poor and rural
areas (Aryeetey & Udry, 1997). Scholars have dtdteat Agent banking has

positively impacted on financial literacy of thec#& population through financial
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education in school and training curriculum. Witlistthe locals are empowered to
take informed financial decisions in their houseloland in their businesses
(Parrenas, 2005). Financial literacy thereforetshifie power dynamics and it is a
major foundation for major shift in the public degth money, with the government
and its social security and other benefits schem#sthe financial service providers

(Pandey, 2004).

5.3 Conclusion

Technology is considered a greatbler to Agent banking. Digital
payments technology facilitates rural access torméation and increasingly capacity
to save, borrow and transact. Most of the ruraluteton under study was being
assisted to transact. Agent banking experience shbat the customers must be
supported in making transactions before they aide &b transact independently.
Financial products should integrate strategies terapme barriers related to
illiteracy. There are typically higher levels ofitéracy in rural areas and financial
literacy may be low, both of which can inhibit effi’e adoption of services. Agent
banking services and management of accounts shaukimple, cost effective and

efficient.

Agent banking has contributednemsely to the income in that agents
provide the banks with a useful channel for disttiihg there services to remote areas,
thus benefiting on the transactional fees. Agemkivey also provides the previously
unbanked and under-banked with affordable, acdessibd appropriate financial
products. These criteria are particularly importamtorder to increase financial
inclusion. Agents provide cheaper and more converieancial services for clients:

they are therefore popular on the population, msireg demand for their services.

52



The agent model has not only brought conveniena® safety for low-income
families that receive government benefits throuiglnd for others accessing basic
bank services such as bill payments but it has &lsmght greater economic

development to the community.

Agent banking has positively inofg on financial literacy of the local
population through financial education in schootl draining curriculum. With this
the locals are empowered to take informed finardeaisions in their households and
in their businesses. Financial literacy therefdridts the power dynamics and it is a
major foundation for major shift in the public degth money, with the government

and its social security and other benefits scheiisthe financial service providers.

5.4 Recommendations

From the study, it was recommended that Agent an&ystems must meet data and
network security concerns, and banks must meetinetéchnical criteria for the
electronic operating systems used at agents. Tpectve roles and responsibilities
of the agent and principal must be communicatedh#& customer. The costs of
services must be clearly described, and customass$ be provided with information

on how to resolve problems and file complaints.

The contract between the agent andptivgcipal institution must include
certain information regarding risk management amshsamer protection. This
required information includes: measures taken tigate risks associated with agent
banking services including limits, customer tramti®®ms, cash management, cash

security, security of agent premises, insurancécigsl confidentiality of customer
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information and data management by the agent. Bamkst also engage in risk
management, addressing a variety of issues toudnngredit risk, operational risk,
liquidity risk, legal risk and reputation risk. Floermore, appropriate consumer
protection systems against risks of fraud, lospriMacy or loss of service must be in
place. These include the issuance of receiptsliftraasactions undertaken by agents,
channels for customer complaints, and clear sigrniadeating that the agent is

providing services on behalf of a particular ingtan.

Ultimately, agent banking and mollayment networks will need to be
interoperable in order to maximize network effeatsl consumer benefits of remote
access financial services. If parallel servicesettgy that are difficult or costly to
interconnect, this will limit financial inclusiomithe long run. In the near term,
however, mandating immediate interoperability oho¢e access services is likely to
discourage innovation and market entry, as somacgeproviders may find it too
costly or unprofitable to do so. Therefore, itéeammended that interoperability not
be mandated from the start. However, regulatorsildh@quire that services offered
use technical standards that will allow for intescgbility at low cost in the future.
This will maximize flexibility to allow for markeentry while also ensuring that
future interoperability will be feasible, both from technical and financial

perspective.
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5.5 Contribution to knowledge

Objective Contribution to knowledge

1. To investigate the Impact of Digital payments technology
agent banking services on rural acilitates access to information
communities. and increasing the capacity to save,

borrow and transact.

2. To examine how agent banking Admaking provides the
influences liquidity on rural un banked, under banked, with
communities. accessible and appropriate

financial products.
3. To determine the role agent banking Firelnditeracy can be enhanced
on accessing financial services to rural  tlofinancial education and

communities. training.

5.6 Areas for Further Research

Agent banking also provides the previously unbdnlend under-banked with
affordable, accessible and appropriate financiabdpets. These criteria are
particularly important in order to increase finalanclusion. Agents provide cheaper
and more convenient financial services for clietitgey are therefore popular on the
population, increasing demand for their serviceke Tollowing suggestions are

recommended for future researchers.
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1. In this study, an only rural community was consadeto develop analysis and
findings. There are other sectors of which studiesuld consider in other

parts of the country.

2. Future researchers should investigate the effertafl points as avenues that

can offer saving services.
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APPENDICES

Appendix i: Questionnaire for agent banking employes

INFLUENCE OF AGENT BANKING SERVICES ON RURAL
COMMUNITIES IN KENYA: A CASE OF OLOLUNG’A DIVISION, NAROK
COUNTY
Dear respondents | am Michael Kibet a student ofddaUniversity. As part

of my Academic requirements to the award of a MastBegree in Project
Management. | am administering this questionnairecdllect information on the
influence of Agent Banking services on Rural Comies. Kindly respond to the
guestion as candidly as possible. Your honest andperation in responding to this
guestion will be appreciated with confidentiality.

INSTRUCTIONS:
1 Do not sign your name anywhere on this questioenair
2 For Section A, B and C, Just tick and fill in faher sections.

SECTION A: RESPONDENT BACKGROUND (Just tick)
1.1 Gender: Male [ ] Femal__]
1.2 Age: 20-29 L]
30-39 L]
40-49 L]
50-59 L1
60-above [
1.3 Highest Educational Level
O-Level [__1 A-Level 1 Diplom{___] Bachelors Degred__]
Masters Degred ] hétProfessional Qualification ...................

SECTION B: Agent banking services on therural communities

1. Please indicate the Type of service that youmugeur establishment
a) Computers

b) Internet

J UL

c) Phones
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Any other,

S CIY ..t

2. Do you assist customers during agent bankangstrction process?

Yes |:|
No [ ]

3. How convenient is the management of agent bgri&icounts?

Less efficient [ ] efficient [ ] very efficient [ ]

SECTION C: Agent banking on Liquidity
1. What is the contribution of agent banking to ryliquidity?
Below average |:|

Average [ ]

Satisfactory |:|

2. After you became an agent, would you say thebmurof people coming into your
Establishment increased, remained the same, oeakssl?

. Increased
. Remained the same

. Decreased

U

. Don’t know

3. On average, how much did the number of peopheing into your store transact
after you became an agent?

. 0-10
. 11-20
. 21-30

UL

. 31 and above
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4. How has agent banking influenced theidiqy of the rural communities?
Indicate with a tick ) your position on the following statements where SA
Strongly Agree, A = Agree, UD = Undecided, D = &ysee, SD = Strongly

Disagree.

STATEMENT SCORES

SA|A |UD |D

SD

Agent Banking has not improved the liquidity ofalr

communities

Agent Banking has improved the liquidity of ruranemunities

Agent Banking has partially improved the liquiddiyrural

communities

Am not aware of any increment or decrement of tgwiin rural

communities as a result of Agent banking

ANY OthEI SPECITY ...ttt e e e e e e e

SECTION D: Accessibility of Agent banking providers

1. How do banks disseminate their financial infotiorato their bank
agents 2

2. Do you normally train customers on agent banksegvices e.g deposits
withdrawals, account balance inquiries?

Yes [ ] No [ ]

If yes show often do you train on the services?

Rarely—] frequently[ | all the &m—]

3. Apart from the income what is your motivatiorbe an agent?
Reduces Cost e.g travelling cost I:l
Creation of job opportunity |:|
| want to be associated with a big brand |:|

Other 2
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4. Who pays for the insurance for the cash usédermgent business?

. Bank/service provider |:|

.1do |:|

5. How does agent banking support fee payments?

6. Do the following statements indicate the roleagent banking on financial literacy

of the rural communities? Indicate with a ticK) (the society’s’ position on the

following statements where SA = Strongly Agree, Agree, UD = Undecided,

D = Disagree, SD = Strongly Disagree.

STATEMENT

SCORES

SA

ub

D

SD

of transactions with the bank

The Community has increased the numbe

banking

The community appreciates the ease of

on their saving culture.

Members of the community have improve

ANY Other SPECITY ...t e e e
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Appendix ii: Interview Guide for Agent Banking Entr epreneurs.

1. What is the impact of agent banking services oalmommunities?
2. How has agent banking influenced the liquidity wfat communities?

3. What is the accessibility of agent banking provsdem rural communities
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