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ABSTRACT

The entry of both Gulf African Bank and the Firgsir@munity Bank into the Kenyan commercial
banking sector ushered the first 100% Shari‘ah tamtpfinancial institutions with an array of
products for their customers. There is currentlgtaof expectation from both Muslims and non
Muslims for this alternative form of banking thashbrought in a new form of partnership and
interest free banking. This is because the pulai duffered for too long from high interest rates
and volatile fluctuation of interest rates by comv@nal banks. A large section of the Muslim
community remains untapped by the banking indusing to non availability of riba-free
banking on low incomes. The business community &irdbi, Mombasa and other towns with

sizeable Muslim communities is currently the patdnticrative market for Islamic banking.

This study sought to find out the challenges of petition faced by Islamic banks and to
identify the response strategies by Islamic bamksdmpetition in the Kenyan commercial
banking sector. The study used primary data cateftom various heads of departments of the
two Islamic banks by way of personal interviewseTtudy found out that in order for these
banks to survive and even prosper in such a cotiygethusiness environment its was very
crucial for these banks to adopt strategies thdtimea the market dynamics and enable them
respond to market needs as and when they arigewlorth noting that the two fully fledged
Islamic banks do not perceive convectional bank$édoa threat to their survival, they are
therefore each others competitor as they bothestowgain a bigger market share of the Muslim

community in Kenya.

Islamic banking being a new concept in Kenya weldiali have expected the Islamic banks to
face a considerable number of challenges as atresgbmpetition but on the contrary these
banks have had a very positive reception from thuslivh community in Kenya and the general
public at large. These banks have so far managedatoer large numbers of very loyal

customers in the short period they have been inatipa. The rapid expansions of Islamic banks
in less than three years of being in operation hinesefore demonstrated the viability and
feasibility of non-interest-based operations inKemya banking sector.
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CHAPTER ONE: INTRODUCTION
1.1Background of the study

The modern banking system was introduced into thelish countries at a time when they were
politically and economically at low ebb, in thedat9th century. Banks were generally confined
to the capital cities and the local population ramed largely untouched by the banking system.
The local trading community avoided the “foreignariiks both for nationalistic as well as

religious reasons. However, as time went on it ecaifficult to engage in trade and other
activities without making use of commercial barikgen then many confined their involvement
to transaction activities such as current accoantsmoney transfers. Borrowing from the banks
and depositing their savings with the bank weretstravoided in order to keep away from

dealing in interest which is prohibited by religitRad 1991).

Islamic banking has the same purpose as convehtlmaaking except that it operates in
accordance with the Islamic rules known as Shawahransactions. He reiterated that Islamic
banking activities must be practiced consistentithythe Shari’ah and its practical application
through the development of Islamic economics. Mahyhese principles upon which Islamic
banking is based are commonly accepted all ovemibréd, for centuries rather than decades.
These principles are not new but arguably, thegial state has been altered over the centuries
(Gafoor, 1995).

According to Terdman (2006) the Kenyan governmélowad financial institutions to offer
Islamic banking services that charge no intere20@6 which was the first time the government
made credit access possible for those who had leéteput of the financial services because of
their faith. The Islamic banks would conduct thaativities in a purely Islamic mode, which
included a stipulation that money, must be invegtiically and that the giving or receiving of
interest is forbidden. However, the banks would motest in businesses that are deemed
"unethical’, such as tobacco, gambling, alcohol powhography. The banks would also provide
services to non-Muslims wishing to try the Islarbanking system. A precursor to the Islamic
banks was launched on December 21, 2005, when &ardecame the first bank to launch

Islamic banking products to meet the discerningdee# its thousands of customers in Kenya.



The bank launched La Riba Current Account, an éstefree bank account, designed to address
the sensitivities of customers who adhere to thesliviufaith, which forbids the earning or

payment of interest later KCB followed suit withethlaunch of the Amana Savings Account.

1.1.1 Response strategies

Strategy is the determination of long term goald abjectives, courses of action and allocation

of resources Chandler (1962). Strategy is a veoaddrterm which commonly describes any

thinking that looks at the bigger picture. Succalssbmpanies are those that focus their efforts
strategically. To meet and exceed customer satigfacthe business team needs to follow an

overall organizational strategy. A successful stygtadds value for the targeted customers over

the long run by consistently meeting their needtebéhan the competition does.

Chandler (1962) further added that strategy isatag in which a company orients itself towards
the market in which it operates and towards thesrotompanies in the marketplace against
which it competes. It is a plan an organizatiomfolates to gain a sustainable competitive
advantage. Strategy should by dynamic and chargyesantly in order to contend with external
turbulences. Experimenting with new strategiesmgartant. Constant testing, adaptation and
building on what is found to be successful withtooers is the way ahead, especially when you

are trying to re-invent the value provided, orweey it is produced and delivered.

The Kenyan commercial banking industry being veompetitive, the Islamic banks have
therefore adopted both strategic and operatiosploreses in order to cope with competition and
survive in the market. Porter (1980) suggested ithabping with the five competitive forces,
there are three potentially successful generitegfra approaches to outperforming other firms in

an industry these are overall cost leadershipewdifftiation and focus strategies.

Cost leadership requires aggressive constructicsffmlient-scale facilities, vigorous pursuit of
cost reductions from experience, tight cost andrlmed control, avoidance of marginal
customer accounts, and cost minimization in arg&sresearch and development, advertising,

sale force and so on. A low cost position yields finm above-average returns in its industry



despite the presence of strong competitive for&asther generic strategy is for an organization
to differentiate its product or service offering ander to create something that is perceived
industrywide as being unique. Approaches to diffeation may rest on breadth of product or
service offerings, technology, special features,co$tomer service. Organizations with no
coherent strategy are considered 'stuck in the Imiddoursuing a muddling strategy.

Differentiation provides insulation against compe# rivalry because of brand loyalty by

customers and resulting lower sensitivity to priltealso increases margins, which avoids the

need for low-cost position.

The concept of being unique or different is far emonportant today than it was ten years ago.
The key to successful marketing and competing fieréintiation. Hypercompetition is a key
feature of the new economy. What used to be ndtimaakets with local companies competing
for business has become a global market with eweryompeting for everyone's business
everywhere. With the enormous competition markedsy are driven by choice - your targeted
customers have too many choices, all of which canfuifilled instantly. Choosing among
multiple options is always based on differenceglicit or explicit, so you ought to differentiate
in order to give the customer a reason to choose gaduct or service. Thus, differentiation is
one of the most important strategic and tacticéiviies in which companies must constantly

engage. It is not discretionary (Kotelnikov, 2001).

Differentiation strategy has three parts which positioning, trust building and creation of

awarenesgRositioning is a new approach to communicatadvertisingand_marketinglt is an

organized system for finding a window in the minfl your prospect in order to position

effectively over there a product — merchandisegraise, a company, or a person — against its
main competitors. The mind accepts only that ndarimation which matches its current state. It
filters out everything else. In other words, pasitng is a process by which a psychological
"anchot' has been placed into the minds of prospects abthiey come to choose one specific

person or company over another (Kotelnikov, 2001).

Positioning is what you do to the mirad the prospect — you look for the solution of you
problem inside the prospect's mind. Anyone can pgsationing strategy to get ahead in the
game of life. Marketing as a differentiation stgptas especially interesting in the context of



banking competition because marketing knowledgmisitangible asset not as easily imitated as
physical productgKotelnikov, 2001). The key to successful marketisgdifferentiation. If
consumers don't perceive your brand(s) as beirigrdift from those offered by the competition,
you won't win the marketing war. The battle for samer minds is a battle of perceptions not
products. Your position determines whether or ratrycustomer buys, whether he buys again
and whether he refers others to you. Everythingyba do with regard to your customer affects

the way your customer thinks about you.

Mutual trust is a shared belief that you can depmmeach other to achieve a common purpose.

Trust has an important link with your organizatibreuccess Trust elevates levels of

commitment and sustains effort and performanitbout the need for management controls and
close monitoring. Trust-based working relationshaps an important source of your sustainable
competitive advantagdecause trust is valuable, rare, imperfectly iblga and often non

substitutable. Creation of awareness on the othed entails building a program to make your

customers and prospects aware of this differettse.much easier to_get into the mind of

consumerdirst that try to convince people you have a bigtteduct or service than the one that
did get there first. Improvemenése always made to product/service inventionsiandvations
but the first in has a head start. Once you ardethder, a position mostly gained by being first, i

is pretty hard for competitors to dislodge y@as long as you keep your products up to date and

of comparable gqualitgKotelnikov, 2001).

The final generic strategy is focusing on a paléicbuyer group, segment of the product line, or
geographic market. This strategy rests on the methiat the firm is thus able to serve its narrow
strategic target more effectively or efficienthathcompetitors who are competing more broadly.
The proper generic strategy will position the fitoleverage its strengths and defend against the

adverse effects of the five forces.



1.1.2 Concept of Competition

Everyone has competition, though it may not alwsgasm obvious. To be successful today, your
company must become competitor-oriented. You mussye the right competitive strategy-
avoid strengths of your competitors and look fomlv@oints in their positions and then launch
marketing attacks against those weak poinfsday, the old business adage of never
underestimate you competitor holds more meaning theer, but many companies do not take
time to objectively assess their company or praglaod compare them to their adversaries in the
marketplace. Worse yet, some companies even feglttieir products have no competition.
Though it can be daunting to look at the realiGégour market, understanding your competitive
business environment is critical when planningyflour company's future profitabilit)Knowing
your competition leads to new products or produgbrovements, sales tools, positioning your

product positively against your competition's wesdses, finding new distribution strategies and

many other business decisions (Henken, 2007)

Many companies are aware of their competition atraainly concerned in their immediate
business, getting customers and satisfying thoséowwers. By providing good products and
services, these companies hope to be successfidvamdlead the pack. Marketing and making
the customers aware of their products and companglso done to improve their business
performance. Many companies are aware of their etitgn and their position in the
marketplace, so they simply try to do their bestnteet their customers' needs. In this case, "the
scream rises to the top (Kurtus, 200&phy organization that is not competitor-orientexkiéy
faces the threat of running out of business anddoerelevant in the market in which it operates
(Henken, 2007).

Porter (1980) suggested that in formulating businssategy managers must consider the
strategies of the firm’s competitors. While in Higfragmented commodity industries the move
of any single competitor may be less importanthighly concentrated industries competitor
analysis becomes a vital part of strategic planni@gmpetitor analysis has two primary
activities, 1) obtaining information about importasompetitors, 2) using that information to
predict competitor behavior. The goal of competitoralysis is to understand with which
competitor to compete, competitors’ strategies gladned actions, how competitors might react

to a firm’s actions and how to influence competltehavior to the firms’ own advantage. Porter



(1985) presented a framework for analyzing compegtibased on the following four key aspects
of a competitor: competitor's objectives, assumpiostrategy and capabilities. Objectives and
assumptions are what drive the competitor, andegfyaand capabilities are what the competitor
is doing or is capable of doing. A competitor asayshould include the more important existing
competitors as well as potential competitors suslhase firms that might enter the industry.
The result of the competitor analysis should bengproved ability to predict the competitor’s

behavior and even to influence that behavior tdith@s advantage.

Competition can have both beneficial and detrimegftacts and can pose so many challenges if
a proper industry analysis and competitor analisisot done. Competition in banking can
however be beneficial for the clients. Indeed, lthak industry must be considered by the same
way we consider any other industries. Every clisrgpecific because he has his own needs in
terms of banking demand, which are different framother one's. In this case, competition is a
good means to diversify the supply among banks. g&bition in banking consists of providing
the clients with the most customized service ireotd better meet their needs. In this case, if the
service provided by a bank does not suit the cleneéeds, nothing can prevent him from
changing his bank to find the most adapted chatatitss he is looking for. This is quite an
important goal of the banking competition. An irased customer attrition rate will eventually
lead to a reduction in market share hence dedin@ofitability and sustainability of the given
bank.



1.1.3 Commercial Banking Sector in Kenya

An industry is a group of firms producing produthtst are close substitutes for each other
(Porter, 1998). Kenya’'s banking sector is reguldtgdhe Central Bank of Kenya (CBK), which

issues various prudential guidelines. As at 31lstebwer 2007, there were 43 commercial
banks, which include two full fledged Islamic Bankhe total branch network was 740, up
44.5% from 512 in 2003. Most banks have lately epefor re-opened) branches in rural areas,
an indication of downstream movement by banks. Galwith the launch of new products by

the sector, this development is expected to impemoess to financial services by the population

(CFC Financial services Research note 2008).

The Kenyan commercial banking industry is very cefitjye with forty three players in the
market; one has to come up with the best strategiesder to achieve a sustainable competitive
advantage. The banking sector in Kenya remainsobribe constantly growing sectors in the
economy. With this high level of competition bardee facing a number of challenges as they
strive to achieve their different corporate goaltie Kenyan banking industry is clearly
exhibiting signs of an abrupt industry paradigm rae bolstered by rapid development in
technology and high demand from customers.

Competition between banks has shifted to technolagth players grabbing the slightest
development to lead the show. Apart from smart saaditomated teller machines and Internet
banking, a growing number of banks have taken adganof the mobile phone platform to
provide technology-driven products to their custmneBanks are investing heavily in
technology to enhance efficiency and improve serdelivery. Apart from enhancing outreach
to its customers, banks are also investing heawilyechnology to reduce cost of delivery.
Kenyan banks are leading the way in Africa’s mobi@nce revolution. The runaway success of
M-PESA, telecom operator Safaricom’s mobile banksegvice, has jolted traditional bankers
into action. The service is now used by 39.9% ohyéns (FinAccess Survey 2009). Mobile
banking services, or tie-ups between banks andlemphione companies, have become a major
part of Kenya’s financial landscape. FinAccess tbaine number of the financially excluded

people fell 5.7% between 2006 and 2009, but theesponding growth in take-up of formal



financial services remained sluggish at 3.7%. Therea lot of room for innovative and

technology-driven expansion. (FinAccess Survey 2009

The Kenyan banking industry over the past threesykave seen lending rates being slow to fall
because cost of delivering banking services remiaigis but this could change in the future as
banks invest more in technology. It costs an edath&es 50 million to set up one physical
branch, a fact that has discouraged commercial ddm@m setting up in remote locations.
Increased investments by commercial banks in tdoggoand new delivery channels is
happening when a large chunk of the populatioh dtilnot run an account. A recent financial
access survey indicates that an estimated 33 peotéhe population has no access to any form
of financial services. Bankers must therefore fightvin the attention of the unbanked and banks

are now placing huge bets on technology to proaittardable financial services.

1.1.4 Islamic Banking in Kenya

Islamic banking is a system of conducting trade laaking activities in line with the principles
of Islamic Shari’ah while avoiding all the prohigdt activities such as interest or riba, gharar
(uncertainty), financing of haram (unlawful) tradaed businesses. It is not banking based on
pricing money and earning interest as conventiortatest-based banks do, but it is a system of
trade where goods and services are sold and capitavested by taking risk to earn halal
(lawful) profits. It is also not just a change @me as many mis-understand it to be but is based
on the Quranic injunction of “Allah has permittadde and forbidden riba”. Islamic banking
promotes creation of wealth in society throughsiégial responsible ways of doing business.
Gulf African Bank for example recognizes the duwards its stakeholders including its clients
who trust them with their money (GAB link issue N@008).

Islamic banking industry has been trying for th&t laver two decades to extend its outreach to
bring it at least to the level of conventional biaigk But the absence of Shari’ah-compliant legal
framework that is needed to make interest-free ingnkcceptable and create sound financial
institutions has been the major snag behind itspenetration in the financial market. It is time
to take stock of challenges faced by the Islamickbaas they need a number of supporting

institutions/arrangements to perform functions whace being carried out by various financial



institutions in the conventional framework. Attemmhould be made to modify the existing
structure to provide better products and qualityise within the ambit of Islamic laws Karimi
(2008).

Currently there are two purely Islamic banks in @me. Gulf African Bank (GAB) and First
Community Bank (FCB) with several other commercianks offering Islamic Banking
products. The genesis of GAB can be traced ba@00%» when a group of motivated Kenyans
envisioned establishing an Islamic bank as anretare to conventional banking in the country.
GAB is the first fully Shari’ah compliant bank, tpen its doors to customers in this region in
January 2008. In the first year of operations thekbwould open branches in Nairobi and
Mombasa, growing these to 14 in the next four ydargeting Muslim-dominated areas such as
Malindi, Lamu, Wajir, Garissa and Mandefaurrently the bank has twelve branches located in
the Muslim-dominated parts of Kenya. It offers prots that address the needs of not just
Muslims, but everyone in the market. It is setdwalutionize the banking experience in Kenya
and it is not just a financial service provider lautreal partner in business. By conducting
business on the principles of Shari'ah, the bankldvprovide an ethical and fair mode of
banking for all. The bank would also leverage thrergy historical links between the Gulf and
Africa to establish a channel for attracting invesihts into Kenya. The Bank's name — Gulf
African Bank — would become a symbol of this parthg between the Gulf and Africa (GAB

website)

The banks vision is to be the leading Shari'ah G@amip Financial Services Provider in its
markets and its Mission statement is to providécetrand competitive banking solutions to all
its customers in Kenya and the region by conduchioginess on the principles of sharia'h;
contribute to the development of Kenya by suppgrindustry and trade and ultimately enhance
the well being of all the citizens; win customempeggxiation for superior service quality and
become the bank of first choice by presenting petslland services that exceed customer
requirements; develop and encourage competentranayative management infused with high
standards of integrity, knowledge and professienaliand deliver superior value for customers,
staff and shareholders.

Currently the bank has twelve branches locatederMuslim-dominated parts of Kenya.



The second Islamic bank to open its doors to custerm the Kenyan banking sector is First
Community bank (FCB). FCB is the first bank to lgpr@ved by the Central Bank of Kenya
(CBK) under Cap 488 of the Banking Act to operaseaafull-fledged Shari'ah Compliant
banking institution. The bank received its formppeoval from CBK on May 292007 thereby
opening the door for Sharia’h compliant banking ooty in Kenya but indeed in the entire East
and Central African region. The bank commencedciaifioperations on*1June 2008. As a
committed Kenyan bank, FCB’s motive is to takealiernative form of banking to as many
places as possible within the country. FCB’s Visisrio be the preferred Shari'ah Compliant
banking partner in Kenya on the basis of strictemdhce to the Shari’ah in all its activities and
its Mission is to succeed as an institution anasette trust of all people about the viability and
feasibility of Islamic finance as an alternativeancial system.

Islamic banks have adopted various response gieatéo competition in the banking sector.
These banks have first and foremost invested greatheir human resource by employing both
qualified and experienced staff many of which wpreviously working with some of the key
players in the industry. These banks have teamdedicated, professional and experienced
bankers and Gulf African Bank for example valuespewerment, growth, professionalism,
respect for the individual and teamwork (Gulf AfnicBank website). In addition the employees
are well trained to deliver the highest levels efvgce to its clientele (First Community Bank

website.).

Other strategic moves that these banks have takegrarinering with other financial service
providers like Kenswitch and pesapoint in ordeintyease their automated machines network to
enable easy access of funds by their customerspatteership with M-PESA, telecom operator
Safaricom’s mobile banking service and Western bimmney transfer services has also enabled
the banks to be a one stop shop to the customé&®B:sGChief Executive Officer commented
that the bank was also increasing partnership etltler financial sectors players to strengthen its
presence, operations and service delivery. The lmmiow offering M-PESA services as an
Agent to Agent on behalf of Safaricom and this witlable its customers experience privacy and

prompt services through this partnership. Brandiwokk is also another way that these banks
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have used to counter competition. In the first fpemrs of operations GAB was to open branches
in Nairobi and Mombasa, growing these to 14 in tlext four years, targeting Muslim-
dominated areas such as Malindi, Lamu, Wajir, Garend Mandera while FCB had planned for

up to 17 branches to be fully operational by the ehits second year of business. .

1.2 Statement of the Research Problem

Competition in banking consists of providing thests with the most customized services in
order to better meet their needs. In this casthefservices provided by a bank do not suit the
client's needs, nothing can prevent him from chagghis bank to find the most adapted
characteristics he is looking for. While custom#ra&tion is important in such an industry of
greater importance is their retention. The Kenyanking industry being very competitive banks
have therefore become competitor oriented by pagsthe right competitive strategies through
avoiding strengths of their competitors and lookiagweak points in their positions and then
launch marketing attacks against those weak po@usapetition between banks has shifted to
technology with players grabbing the slightest dgwment to lead the show. Banks are
investing heavily in technology to enhance efficigrand improve service delivery. One major
concern that has led to this study is the unigumireaof this industry. It is very easy for
customers to switch from one bank to another, dperarious accounts in different banks and
access different facilities from more than one banthe same. What response strategies should
the Islamic banks therefore adopt to be able teigiand even prosper against stiff competition
by other commercial banks?

Islamic banking is a new concept in Kenya and itaking its roots. The banking industry in
Kenya is very competitive. Currently in Kenya thare two purely Islamic banks with several
other commercial banks offering Islamic Bankingdarcts. Would these purely Islamic banks be
able to survive or even prosper against stiff caitipe by other commercial banks? Do they
have the strategies to do so? What are thesegtasite

For firms to be able to retain competitive advaattgey need to examine their environment both
internal and external and respond accordingly é?pit985). Ansoff and McDonnell (1990) also
point out that the success of every organizatiateiermined by the match between its strategic

responsiveness and strategic aggressiveness anthbpwre matched to level of environmental
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turbulence. This is because each level of envirgriahéurbulence has different characteristics,

requires different strategy (ies), and requirefediint firm capabilities. Therefore, each level of

environmental turbulence requires a matching gsatand the strategy has to be matched by
appropriate organizational capability for survivgdowth and development.

There are several studies that have been done ea the Kenyan Commercial banking industry
this would include works of Muriuki (2007), Mbaak2007), Ndeti (2007) amongst others but
none have been done about strategies adopteddnyi¢csbanking to cope with competition in the
Kenyan commercial banking industry. These workkéabat the Kenyan Commercial banking
industry in different perspectives. Some lookethatstrategies adopted by commercial banks in
Kenya in their retail banking; response strategidsanks to competition in the credit card sector
in Kenya and factors determining brand loyalty: Tase of commercial banks in the wetlands
area of Nairobi. None of them however, captures dhallenges faced by Islamic banks in
Kenya. This research intends to fill that gap. Maild be a baseline research in Kenya.
This study addresses the strategies Islamic baaks adopted to cope with competition in the
Kenyan Commercial banking industry and the chaksngf competition faced by these banks by
answering the following two questions.

I.  What are the challenges of competition that Islabanks are facing in the Kenyan

commercial banking sector?
ii.  What response strategies have Islamic banks adaptedpe with competition in the

Kenyan commercial banking sector?
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1.3 The Research Objectives

The main purpose of this research would be:-
i. To determine the challenges of competition facedtstaymic Banks in Kenya.
il. To establish the response strategies Islamic blaaks adopted to cope with competition
in the commercial banking sector in Kenya.

1.4 Significance of the study

It would be interesting to understand if Islamicmks have tangible strategies to survive this
competitive industry as it would benefit the CehBank of Kenya and other policy makers who
are have the sole responsibility of coming up witbre policies and laws governing Islamic

banking in order to provide a more level-playirgd for Islamic institutions.

Other bodies likely to benefit hugely from this@unclude potential Islamic banking investors,
all stakeholders doing business with Islamic baskd commercial banks competing with the
Islamic banks. This study will help them understaimid new concept of Islamic banking and

also appreciate that Islamic banking is both vialnld feasible in the Kenyan banking sector.

This study will also help future researchers arablamicians who would wish to conduct further
research on this area such as the general chadlemgenecessarily as a result of competition
facing Islamic financial institutions in Kenya, whdistinguishes Islamic banking and products
from convectional banking and on personal note oul¥ advise the researcher whether her

employment is long-term or short-term due to latkroper strategies.
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CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter presents a review of the relatedalitee on the subject under study by various
scholars, researchers, analysts and authors. ®earoh has drawn materials from several
sources which are closely related to the theme abjdctive of the study. The review was
undertaken in order to eliminate duplication of wimeas been done and provide a clear
understanding of existing knowledge.

2.2 Concept of Strategy

The concept of strategy has been borrowed frommifitary and adapted for use in business. A
review of what noted writers about business strategve to say suggest that adopting the
concept was easy because adaptation required legs rbedest. In business, as in military,

strategy bridges the gap between policy and tacliogether strategy and tactics bridge the gap

between ends and means. (Fred Nickols, 2000).

Johnson and Scholes (2004) noted that strategiieidang term direction and scope of an
organization that facilitates the achievement of adlvantage for the organization over
competition. Strategy can be seen as the searcéiritegic fit with the business environment
and as a way of creating opportunities by buildiolg an organization’s resources and
competencies. This is called resource- based viévstategy, which is concerned with
exploiting the strategic capability of an organiaat in terms of the resources and competencies,

to provide competitive advantage and/or yield n@partunities.

Mintzerg (1994) defined strategy in four differemtiys: - strategy as a plan, as a pattern in
actions over time, as a position and finally agespective. He argues that strategy emerges over
time as intentions collide with and accommodatéanging reality. Thus, one might start with a
perspective and conclude that it calls for a cerpaisition, which is to be achieved by way of a
carefully crafted plan, with the eventual outconmel strategy reflected in a pattern evident in
decisions and actions over time. This pattern icisiens and actions defines what Mintzberg

called “realized” or emergent strategy. Chandle€99¢)) referred to strategy as involving the

14



“determination of the basic long term goals andeotiyes of an enterprise, and the adoption of

course of action and the allocation of resourcegsgary for carrying out these goals”.

Corporate strategy can be defined as the patteendompany that determines and reveals its
objectives, purpose, or goals, produces the prahgplicies and plans for achieving those goals,
and defines the range of business the company paitsue, the kind of economic and human
organization it is or intends to be, and the natirhe economic and non-economic contribution

it intends to make to its shareholders, employeestomers, and communities (Andrews 1980).

Strategy can be seen as a way of building defemgasist competition and finding positions in
the industry where competition is weak. (Pearce Robdinson, 1997). Competitive strategy is
“about being different”. “It means deliberately dsing a different set of activities to deliver a
unique mix of value”. In short, Porter argues thmategy is about competitive position, about
differentiating yourself in the eyes of customdrpat adding value through a mix of activities
different from those used by competitors. In hidieabook, Porter defines competitive strategy
as “a combination of the ends (goals) for whichfilma is striving and the means (policies) by
which it is seeking to get there”. Thus, Porteerse to embrace strategy as both plan and
position (Porter, 1996).

Strategies exist in three different levels in agamization that is corporate strategies, business
strategies and operational strategies. Corporedtegtes are concerned with the overall scope of
the organization and how value will be added to diféerent parts (business units) of the
organization. At this level the organization seikanswer the question “in what business are we
in?” (Johnson and Scholes, 2004). Porter (198 moted that corporate strategies state the
overall business domain and define the extentwdrdification. They are formulated at the head
office level and the principal focus is effectivere

Business strategies are about how to compete sialtgsn a particular market- or how to
provide best value services in the public serviddss concerns which products or services
should be developed in which markets and how adggnbver competitors can be achieved in

order to achieve the objectives of the organizatjperhaps long term profitability or market
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share growth. Business level strategies seek twarthe questions “how should we compete in

each of our businesses?”

Functional strategies are concerned with how thmpoment parts of an organization deliver

effectively the corporate and business level sfiatein terms of resources, processes and
people. Indeed, in most businesses, successfikégra depend to a large extent on decisions
that are taken, or activities that occur, at theraponal level. Functional strategies are short
term and/or rather cover day-to-day activitiesmbaganization.

2.3 Response Strategies

The survival and success of an organization dependan organization’s ability maintain a

match between its strategy and environment; and laédween its internal capability and the
strategy. The environment is not static but turbyldiscontinuous and uncertain. (Grant 1998).
The management job is management of business, gnamnagers, managing of work and
workers, all in short and long-terms (Drucker, 1995 The management involves two

complementary activities: strategic activities rneigpg entrepreneurial behavior, for future

potential; and operating activities through incretaébehavior, converting existing potential to
profit and growth (Ansoff and McDonnell, 1990).

Strategic management is ambiguous, uncertain, aogiganization-wide, fundamental and of
long-term; and operational management is routipeciic and of short-term (Johnson and
Scholes, 2003). Robinson and Judge (2007) indibatein today’s dynamic world, leaders need
to challenge the status quo, create visions offuh@e, and inspire organizational members to
want to achieve the visions, and managers formuldé¢ailed plans, create efficient

organizational structures, and oversee day-to-gayations.
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2.3.1 Strategic Responses

Strategic responses are mainly concerned with idesisand actions meant to achieve business
objectives and purpose. Strategy answers the fuedkaihquestion of “where do we want to go?
Where are we now? ; and how do we get there?” (kp@@04). Porter (1980) suggested that in
coping with the five competitive forces which arardmining power of suppliers, bargaining
power of buyers, the threat of substitute produttts, threat of new entrants and the rivalry
among the competing firms in the industry, there tiree potentially successfully generic
strategic approaches to outperforming other firmshe industry. The three approaches are
overall cost leadership, differentiation and focus.

Cost leadership is the first generic strategy aamdenable a company earn above average profits
despite the presence of strong competitive presdauukit can also be difficult to implement. In a
company pursuing low cost strategy, every actigitythe organization must be examined with
respect to cost. A low cost strategy requires apaom to implement tight controls across its
operations, avoid marginal customer accounts, amumize spending on advertising and
customer service. Implemented successfully in aepsensitive market, however, a low cost

strategy can lead to strong market share and pnafigins.

Differentiation is the second generic strategy that organization can adopt to cope with
competition. Porter (1980) described it as “crepgomething that is perceived industrywide as
being unique.” Companies that differentiate thereselmay attempt to do it on the basis of
product design or features, brand image, technologstomer service, distribution, or several of
these elements. The idea behind a differentiaticiegy is to attract customers with the unique
offering that meets their needs better than thepeatition, and for which they will be willing to
pay a premium price. This strategy is intendedréate brand loyalty among customers and thus
provide solid profit margins for the company. Altlgh the company may not be able to achieve
a high market share using differentiation stratdggeause successful differentiation requires a
perception of exclusivity and because not all augis will be willing or able to pay the higher
prices- the increased profit margins should comaiens
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Focus strategy requires companies to direct thdlr dttention toward serving a particular

market, whether it's a specific customer groupdpicd segment, or geographic region. The idea
behind the focus strategy is to serve that padicalarket more effectively than competitors on
the basis of product differentiation, low cost,bamth. Since focusing on a small segment of the
overall market limits the market share a company@anmand, it must be able to make up for

the lost sales volume with increased profitability.

Johnson and Scholes (2004) argue that strategicageament includes understanding the
strategic position of an organization, strategioicks of the organization and turning strategy
into action. Strategic management is a set of aet@sand actions that result in formulation and
implementation of plans designed to achieve thesaibjes (Pearce and Robinson, 2004).
Strategic planning phase of corporate strategy ddation consists of looking towards the future,
providing direction in terms of business the firhmoses to be engaged, and setting appropriate
goals and objectives (Colley et al, 2002). The re¢muestions in thinking strategically about a
company’s present circumstances and prospects atgere are we now? Where do we want to
go? How do we get there? (Thompson et al, (2006)

Strategic responses require organization to chémge strategy to match the environment and
also transform or re-design their internal capgbib match this strategy. This in turn means that
organizations need to harness both its tangibleiataghgible assets to maintain a strategic fit
into its environment and strategy. If an organaret’ strategy is not matched to its

environment, then a strategy gap arises, it is thymrtant that organizations are able to shift
their strategy with changes in the environment Hredr capability to be selected strategy in

order to survive, succeed and remain relevant éPd985).

Porter (1985), in the value chain concept arti@dahat every firm is viewed as a collection of
activities performed to design, produce, market detiver, and to support its products and
services, in two categories. Primary activitiesibound logistics, operations, outbound logistics,
marketing and sales, and services. Support aesviticlude firm infrastructure, human resource
management, technology development, and procureffiemts’ infrastructure is at times viewed

as ‘overhead’, but is powerful source of competitadvantage. Other major strategic decisions
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that organizations can make are vertical integnattapacity expansion, entry and diversification
(Porter, 1980). Vertical integration is the useofsiders as well as own business units by a firm
to forge a vertical system for supplying goodsy®ess and capabilities, and alternative mix of
approaches that change over time with industry itimmdchanges (Harrigan, 1984).

Porter (1991), on the concept of dynamic stratdgicstated that firms create and sustain
competitive advantage of the capacity to continljoursiprove, innovate and upgrade their
competitive advantage over time. A successful efpatis consistent with organizations’ goals
and values, external environment, resources, chipediand organizational systems. This
conforms to the fact that the organization depemulshe environment for its survival and its
responses to the environmental situation determsmeerformance. Thus when there are changes
in the environment, the organizations capabilitiesuld have to change in order to ensure a
continued strategic fit (Grant, 1998). Thompson9@)9defines strategic adaptations as changes
that take place over time t6o the strategies arnecbbes of an organization. The changes in
strategic responses can be gradual, evolutionagyem more dramatic. Ansoff (1990) noted that
strategic responses involve changes to the ordamgastrategic behavior. Such responses may
take many forms depending on the organizationsal#iy and environment in which it
operates. Well thought out strategic responses hedp a firm to sustain its competitive

advantage.

There is always need to adopt new strategiesntiaath the challenges from the environment.
Reengineering, downsizing, self-management andooutslg are some of the dominant
strategies that have been used for restructurinthen1990’s (Pearce and Robinson, 2000).
Ansoff and McDonnell (1990) asserts that the mamage system used by a firm is a
determining component of the firm's responsivenéssenvironment changes because it
determines the way that management perceivesnthmement, diagnosis’s their impact on the

firm, decides what to do and implement the decgion
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2.3.2 Operational Strategies

Johnson and Scholes (2004) defined operationafegies as those strategies concerned with
how the component parts of an organization delefégctively the corporate and business level
strategies in terms of resources, processes arepdihe operations management is concerned
with exploiting the present strategic position thiave objectives, converting the potential into
actual profit, and matching capability to the tudmece of the firm’s environment (Ansoff and
McDonnell, 1990). Porter and Kramer (2006) artitegathat incorporating social responsibility
into core business, is essential to good citizgnahd adds value to the business and the society,
and proposes two approaches:- the value chain wwankeof inside-out linkages; and the

diamond framework or outside-in linkages.

Managerial culture emphasizes rationality and @dnénd a manager is a problem solver, adopts
impersonal, passive attitude towards goals imbeddedrganization’s history and culture
(Zaleznik, 1992). Leadership and management arelesnentary, and both are necessary for
success in an increasing complex and volatile legsienvironment. Management is coping with
complexity and good management brings degree @&raudd consistency: leadership by contrast
is coping with change (Kotter, 2001). Managers ardy plan, organize, coordinate and control
but also are reflective thinkers; and their adegtare strongly oriented to action (Mintzberg,
1990). A manager’ two specific tasks are: creatirtgue whole of a firm that is larger than the
sum of its parts; and to harmonize the requiremehismmediate and long range future in all
decisions and actions. A manager sets objectiveggnes, motivates and communicates,

measures, and develops people (Drucker, 1955).

In order for the twenty-first century corporatiot@ssurvive in a competitive environment, they
require effective learning, empowerment, and commaitt from everyone; communication tools
as focus-groups, organizational surveys, and manageby walking around (Argyris, 1994).

Real transformation takes time and requires toibe to a well communicated vision; and
without short-term wins people will resist chang@tter, 2007). The fundamental difference of
a learning organization from traditional authotidar ones is the mastery of basic five
disciplines: system thinking, personal mastery, talemodel, shared vision, and team learning:

with system thinking, the ‘fifth principle’, as th@mncept that underlines the five disciplines- is
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seeing wholes, interrelationships not things, awg) patterns of change not snapshots ( Senge,
2006).

According to Flippo (1984), the forecasting of humrasources requirements in an organization
is often subdivided into long-range and short-rafogecasts and the latter being unavoidable by
most firms. The most important role in human resesrmanagement is increased involvement
in developing and implementing strategy, as firm@mpetitiveness depends on employees
(Dessler, 2003). Human resources must be concedtrabh a few major opportunities for
producing significant business results (Drucker64)9 Complementary-leadership is common
and is institutionalized and the inherent risk td®€ avoided in large organizations but can be
managed by four pillars of alignment: a commononsicommon incentives, communications
and trust (Bennett and Miles, 2006).

In terms of human resource, training programs thake employees think like customers are

important in achieving customer responsivenesd,(20i01). New technology on the other hand

can shape future strategy. Discontinuity that keingjor changes in technology and markets can
have a substantial impact on strategy (Lynch, 200@yketing on the other hand is an important

operational response and in order to achieve supeustomer responsiveness, the marketing
department must know the customer as well as conuaiencustomer feedback to appropriate

function (Hill, 2001).

In generative learning organization emphasis iontinuous experimentation and feedback,
examining effect of decisions, and change of bedraei match rapid environmental changes and
challenges (Luthans, 2005). No strategy can betfteunless the people are motivated to learn
and trained (Kaplan and Norton, 2005). Bennis afi@e (2005) argue that the strongest force
for change is the business community, but the majatlenge is to balance practice and theory

to develop interpersonal skills and practical wisdo

The objective of brand strategy is to create armss that resonates with customers, avoid

competitor strengths and exploit their weaknesegploit own strengths and neutralize own
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weaknesses; a brand with strong, memorable syrabdla range brand with dynamic vision that

creates identity across product classes (Aakei§)199

2.4 Concept of Competition

Competition is on the rise in all industries asrenand more companies come up in the market
(Porter, 1980). Globalization has caused the coitmpeto be more intense as more experienced
firms cross borders to compete in foreign land veither foreign companies and with the local
firms. According to Peterson and Lewis (1999)r¢hare different types of market structures
and can be characterized on the basis of four ctaistics: number and size distribution of
sellers; number and size distribution of buyersidpict differentiation; ease of entry and exit.
The model of perfect competition assumes a largmben of small buyers and sellers,
undifferentiated products and ease of entry antl ®&arter (1980) observes that the state of
competition in an industry depends on five basimgetitive forces which are bargaining power
of buyers, the bargaining of suppliers, threatutfstitute products, threat of new entrants and the
rivalry among existing firms. All the competitiveortes jointly determine the intensity of
industry competition and profitability.

Chepkwony (2001) found that for competitive strgtég be applicable to the Kenyan context,
other strategic forces must be included as oppdsedimilar models put forward in the
developed world context. These new models had dHewfing forces; customers, suppliers,
competitors, logistics, power to play and the Gowaznt. The essence of strategy formulation is
coping with competition. Moreover, in the fight forarket share, competition is not manifested
only in the other players. Rather, competition im iadustry is rooted in its underlying
economics, and competitive forces exists that gth meyond the established combatants in a
particular industry. Customers, suppliers, poténéatrants and substitute products are all

competitors that may be more or less prominenttivedepending on the industry.
Competitive strategy involves positioning a bussés maximize the value of the capabilities
that distinguish it from its competitors. It follewhat a central aspect of strategy formulation is

perceptive competitor analysis. The objective afipetitor analysis is to develop a profile of the
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nature and success of the likely strategy changels eompetitor might make, each competitor’s
probable response to the range of feasible stratagves other firms could initiate, and each
competitor’s probable reaction to the array of stdychanges and broader environmental shifts
that might occur (Porter, 1980). He further addedt ta sophisticated competitor analysis is
needed to answer questions as “Who should we pfahawith in the industry, and with what
sequence of moves?” “What is the meaning of thahpmiitor's strategic moves and how
seriously should we take it?” and “What areas sthowk avoid because the competitor’s

response will be emotional or desperate?”

Firms can sometimes view competition as a thredtadi@ntion centered on gaining share and to
prevent entry. But a good competitor can strengthénm’s competitive position, to yield four
strategic strengths: increase competitive advantagprove individual structure; aid market
development; and deter entry. Thus competitordatie a curse and a blessing; seeing them as a
curse runs the risk of eroding a firm’s competitadvantage and the industry structure, therefore

a firm should compete aggressively but not disarately (Porter, 1995).

2.5 Challenges of Competition

Organizations are environment dependent and ermigoh serving. Organizations are in a
constant two-way interaction with the environmertiey receive inputs from the environment,
transform or add value to them and return outpatdorm of goods and services to the
environment. They therefore affect and are affecbsd what happens in the external
environment, which is beyond the organization’stomnEnvironmental change creates pressure
for change in the organization and this means tii@y have to respond to relevant external

change to ensure they survive (Ansoff and McDondé€i90).

The environment is a critical factor for any orgaation’s survival and success. It should be seen
as a biosphere in which individuals and organizetitive over the long-term and a community
project in which to be actively involved. It is @source to be managed and to be shared, hence
the need to effectively manage the value chairegysind establish collaborations, partnerships
and get involved in social responsibility to enritiis resource and enhance the corporate image

of the organization. It is noted that, many orgatians are now more than ever being involved
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in social responsibility activities since good ocanite image can be a source of competitive
advantage. It's imperative that managers applycatitinvestigation into the realities of the
changing environment of the millennium through gimlened diagnosis of the problem it pose
(Wooldridge and Floyd, 1990).

Organizations exist in a complex commercial, pwditi technological, cultural and social
environment. Theses environmental changes are oswmplex to some organizations than to
others (Miller, 1998). For survival, an organizatimust maintain a strategic fit the environment.
The environment is important and an organizatiors ha respond to this dynamism,
heterogeneity, instability and uncertainty (Thomps@002). In addition, the competitive
environment has been and continues to be driveteddynological, innovations, globalization,
and competition, extreme emphasis on price, quaitgl customer satisfaction. As a result,

organization must continuously create and innoirateder to stay relevant and be successful.

He further states that a sustainable competitivamatdge is achieved when there is a strategic fit
between the external and internal environment. Ayamization’s external environment includes
the economic forces, the social-cultural, demog@ppolitical and technological factors. The
competitive environment on the other hand incluca®petitors, customers and suppliers. The
external component should have a strategic fit whthinternal environment, which includes the
organization’s system, policies, resource capgbidihd its corporate culture (Pearce and
Robinson, 1997). Kaplan and Norton (2006) argué ¢batinual search for organizational form
is driven by changes in nature of competition acmhemy. The world is constantly changing as
business evolve new products and distribution chlsnemerge, requiring changing people and

incentives, tangible resources and operating $dglan, 2007).

Competition can pose so many challenges to thesfoampeting in a given industry. The high
levels of competition have forced firms to impraue their cost of production to be able to have
lower price performance which eventually reducedifability. It's also a big challenge to know
the competitor's activities hence the need for #iecdve competitor intelligence system.
Competition has enabled the consumer to have mmoemation and variety of choice and

thereby making it difficult to create customer lidyaDue to the enormous competition firm are
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also compelled to change their strategies and weteir external resources and capabilities
regularly to match with the changing competitiveviemnment for them to survive. In general,

competition has raised the standards of effects®m@ad efficiency in firm’s operations but at a
higher cost and faster pace than the firm’s plamsif, 2007).
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CHAPTER THREE: RESEARCH METHODOLOGY
3.1 Introduction
This chapter highlights the methodology that waspaed in order to meet the objectives of this
study, included in this chapter is the researchgdesdata collection instruments and data

analysis procedures.

3.2 Research Design
This study used a case study. The study aimed tatndi@ing the challenges of competition

faced by Islamic banks and also to establish tepamse strategies adopted by Islamic banks to
cope with competition in the Kenyan Commercial bagksector. The use of case study enabled
the researcher to collect in-depth primary daté ¢éinabled the researcher meet the objectives of
the study. Because of its emphasis on detail a shsty can provide valuable insights for
problem solving, evaluation and strategy (Coop@&95). Several other researches pertaining
strategies adopted by different organizations feecwith competition have successfully used it
in the past (Koske 2003, Muthuya 2004 and Dsoug& Pa@mong others.

3.3 Data Collection
Primary data was used in this study. Data was delkthrough personal interviews that were

conducted by the researcher. An interview guide @ppendix Il) was designed to capture

detailed information and it was filled by the varsohead of departments that is Head of Sales
and Marketing, Head of Retail Banking, Head of HanResource and also the Chief Executive
Officers of the two banks as they were best pldoddow the strategies the banks have adopted

to cope with competition.

3.4 Data analysis
Once data was collected, it was analyzed usingeotranalysis. Content analysis was chosen

because it doesn't restrict the respondent on asswed has the potential of generating
information with much detail. A comparison of thatal collected from the two banks was done
in order to establish the most common strategied by the two banks.
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CHAPTER FOUR: DATA ANALYSIS AND INTERPRETATION OF R ESULTS
4.1 Introduction

This study sought to obtain information on the twain objectives identified as determining the
challenges of competition faced by Islamic Bank¥Kanya and also to establish the response
strategies to competition by Islamic banks in thenyan commercial banking sector. Primary
data was collected from eight (8) respondents fiioentwo Islamic Banks in Kenya. Data from
the respondents was collected by direct persomahiews. Both the challenges of competition
faced by the Islamic banks and the response sieatég competition are qualitatively analyzed

for in-depth understanding.

4.2 Challenges of Competition

The reception has been good and the Islamic bamke teceived a lot of support from both the
Kenyan government and the Muslim community andpiielic at large. Surprisingly, from the
interviews done it was observed that these banke leaperienced only a few challenges as

follows.

4.2.1 Increased cost of service delivery

Islamic banks have experienced an increase inof@srvice delivery over time this is largely as
a result of increase in volumes or customer basemAre and more customers come on board
the banks need to hire more resources in orderett the varying needs of the customers. These
banks have had to employ more people to ensurdhbamtbranches are adequately staffed at all
the time. Another area that has largely contributethe increase in cost is the huge investment
in Technology. The Islamic banks have had to keeppgrading their systems over time so as to
cope with the ever increasing customers demaneffariency and excellent customer service.
As the workload increases due to increased custbas® the systems too have to constantly be
upgraded to increase their capacity in order tairatthe expected Turn around Time (TAT) in
service delivery and respond promptly to the mariedds so that the banks can survive and

prosper against the stiff competition in the indyst

The Islamic banks have therefore come up with warimethods on how to effectively manage

cost in order to remain profitable in the long riimese banks have embarked on serious cost
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management systems through automation of almoghallbanking activities, they have also
tendered some systems and even outsourced vagtusies as its cheaper compared to hiring
new resources. A great emphasis is being placecopmrational efficiency and resource
optimization like job rotation for all the staff $bat they become all round people at all levels;

all these activities are geared to cost minimizat@menhance profitability.

4.2.2 Change of organizational Strategy

It is said that if you do not change, change whlhisge you. As a way of responding to the fierce
competition in the Kenyan banking sector, GAB He¢fore been forced to change some of its
strategies so that it does not become a slavesabviin strategies. From inception GAB had
aimed at having a large branch network throughbetdountry mostly the Muslim dominated
areas but these expansion plans were halted iseitend year of operation and it was decided
that more branches will only be opened in the avdae there is a lot of business that is adding
greater value to the bank. This was as a resuliehot so good reception in some of the areas
like Kisumu for FCB. Kisumu which is moderately pigted with Muslim it was originally
believed to be one of the areas where businessdwaibooming but on the contrary business
did not pick up as expected. GAB therefore decittatlit will add more branches in Nairobi and

Mombasa which are the cash cows of the bank.

Another strategic plan that had to be halted fonesdime was a freeze on employment whereby
the bank instead of employing new staff it did sdnternal transfers and promotion of its staff

from one area to another for some retaining theesaataries this was aimed at cutting cost.
Slashing of the marketing budget was another gfi@hange that had to be done in order for
the bank to remain competitive. Advertising and ljmitly cost had to be reduced so that the

banks cost did not surpass its profits. For thekltanbreak even and even start earning some
profits after recovering the initial set up coste tbank’s spending had to be maintained at a

minimum.
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4.2.3 Pricing

The difference between Islamic banking and conweeli banking is very huge however while
pricing their various products the two Islamic bartlave had to benchmark with the market
rates for them to remain relevant and competitivéhe banking industry. Many customers see
Islamic banking as being the same as convecticaaibg thus posing a huge challenge for the
staff in trying to explain and counter explain thiferences between the two. These banks have
also been forced to constantly review their bankf¢ain relation to the current market rates
because customers have their own expectations ddmding to join a particular bank.

4.3 Response Strategies

The two Islamic banks have adopted both strategicagperational strategies in order to remain
competitive and sustainable in the Kenyan bankimgas. Surprisingly, from the respondents
interviewed it was observed that the two Islamicikzado not see competition from the
convectional banks to be a threat to their survivais was attributed to the fact that the two
banks offer a unique form of banking with a totalgw experience to their clients and also they
have niche markets in the Muslim community in Kenfampetition is basically from each
other as they both compete to gain a big marketesiram the same Muslim community in
Kenya. It was however observed that Islamic bagkénfor everyone because the ethics behind

it applies across all religions.

4.3.1 Strategic Responses
Strategic responses are mainly concerned with idesisand actions meant to achieve business

objectives and purpose. The strategies used biyihéanks are as follows.

4.3.1.1 Branch Network

From the respondents of the two banks it was obsketivat branch network is one of the major
strategic responses to competition in the indudtinys is complimented by the strategic locations
of the banks premises whereby currently the brasahe situated in the Muslim dominated areas
such as Mombasa, Nairobi, Garrisa, Malindi, Lamd Kisumu. From inception FCB and GAB
aimed at opening 17 and 14 branches in the firstttwfour years of operations respectively.

This has come to pass because currently FCB hants®n branches while GAB has twelve
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branches all located in the Muslim dominated aiedsenya. These banks even aim at going
regional by opening branches in the neighbouringntrtes like Uganda and Tanzania and even
going further afield. A huge branch network assistaccessibility of the bank premises to both
the existing and potential customers this consetjuéelps in creating awareness of the bank

and also helps them become branchless banks.

4.3.1.2 Excellent Customer Service

Another strategic move that these banks have puytlaoe for them to excel in the Kenyan
banking sector is emphasis on excellent customeicee Staff training on customer service has
been on going as this helps to sensitize all thk about the importance of impeccable customer
service. The focus of people is therefore providintutions to customers’ problems and using
any opportunity that comes along to cross sellwaeous products being offered. FCB has
Islamic Finance Training Center (IFTC) which isudlyf owned project of the bank and it was
created as a dedicated training center to nurtadebaild skills and competencies of the banks
staff at various levels to meet current busineggis@nd to create a wealth of knowledge that is

required for the future requirements of the bank.

Excellent customer service is paramount to the ampetitiveness and sustainability. GAB
for instance received an award after being ratetti@g bank in Kenya with the most satisfied
customers from the banking survey 2009. Excellargt@mer service should yield more than the
customer’s expectations and this will leave thertk delighted because they will be able to
identify themselves with the banks. Excellent costo service means that the focus of the
business is on customer satisfaction and deligigntails putting the customer’s point of view
first. A satisfied customer is the best guaranteesfability of the organization in the long-run.
Banks can satisfy their customers only by providmgtomized, cost effective and timely
services .With the help of technology these bamksahle to provide plethora of products and
services to their customers which suit them. Aoibemphasis is also being placed on customer
growth and retention as this will automaticallydea increased profitability of the banks. Given
the relatively low switching costs; customer rei@mtcalls for customized service and hassle

free, flawless service delivery.
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4.3.1.3 Technology

From the respondents it was also observed thanhodotpy is a very important aspect in the
success of the two banks. With the help of inn@eainformation technology, these banks are
able to reduce the transaction cost and handlega lmumber of transactions in no time. These
banks are able to provide customized productsyeasitl customers can easily access many
services through internet by sitting at home. Tovjle better services to their customers, these
banks are embracing Customer Relationship Managef@&tM] facilitated by the availability

of conductive technology. Innovation in technolagyalso helping these banks to cross sell other
products offered by these banks thus enhancingiaifiy and improving on service delivery.
The two banks are currently using Path Solutioslanhic MAL banking system (iMAL). Path
Solution’s is the leader in the provision of highatjty integrated Shari’ah compliant software
solutions to the world’s Islamic banking industmhis system enables the two banks to provide
premium Shari'ah compliant retail, commercial seeg and investment banking solutions to
meet the diverse needs of their customers. Godohtdogy acts as the back bone to ensure there

is reliable service delivery.

4.3.1.4 Partnership with other Financial Servicd’roviders

Another observation that was made from the intevsieglone was that the banks are also in
partnership with other service providers in theafioial sector to strengthen their presence,
operations and service delivery. These banks apaitmership with Reappoints and Kenswitch
ATM providers and this has boosted their accessibliy its clients through the huge ATM
network throughout the country. Reappoints hasgemetwork of over 110 ATMs in 46 towns
around the country located conveniently in shoppiudlets, fuel stations, many towns and
airports while Ken switch has over 250 outlets ¢omwmde. Clients can now access their funds
24 hours without necessarily visiting the bank€mpises. It is also worth noting the partnership
between GAB and Safaricom Mobile phone service ipgwhereby GAB is now offering M-
Pesa services as an Agent to Agent on behalf airisam. GAB also offers Western Union
money transfer services to the general market acessarily its customers. It is through such
partnerships that the bank is now becoming a omg-shop to its clients.GAB is offering both
retail and super Agent services and this has autcatig helped to increase on efficiency by

reducing time lapse between deposits or withdraamadsactual update of Agent electronic float.
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4.3.1.5 Product Differentiation and Innovation

Another strategic move that these banks have pyiaoe as a way of countering the fierce
competition in the banking sector is product dgfgration and innovation. Product
differentiation and innovation entails offering duxts and services that are viewed as being
unique in the minds of the customers. The Islanaickis realize that they have different type of
customers with varying needs thus the need to agmeith various tailor-made products for the
different type of clients. These banks have bardoawsts varying from children to women to
business people to the small and medium enterpaisegmed at adding value to the lives of the
individual clients. These products also come wilhiaus incentives not just to attract customers

but also retain them in the long run.

GAB has Annisaa savings account a very unique axtcdasigned for the ladies, Business
Current and Personal Current accounts, Hajj savarmgeunt which is designed for those who
would like to achieve their lifetime dream of goifiy Pilgrimage in the Holy city of Mecca.
Children are also not left out as there is an actspecifically designed for them called SASA
account aimed at creating a platform for parents@rardians to save for their children’s future
from as early as birth to seventeen years and inatedyg after open Students account from the
age of eighteen. FCB on the other hand is offebotlp personal and business banking services
with accounts like Lulu savings account for theidad Bursars Family savings account, student
account, Lobbyer savings account for those inteptiinsave in order to go for Hajj in Mecca.
Other products offered by these banks include Estlte finance, Youth Finance, Micro finance

and Shari'ah Compliant Mortgage Finance and mansemo
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4.3.2 Operational Strategies
Operational strategies are those strategies comdewith how the component parts of an

organization deliver effectively the corporate dnusiness level strategies in terms of resources,

processes and people. These strategies are agdollo

4.3.2.1 Conferences, Seminars, Forums and Dinners
Islamic banking is knowledge based and for manysyéahas been discredited because of its

operations because people think it's just like @mtional way of banking. Islamic banking being
a new concept in Kenya with so many people havengous misguided perception about it, the
two Islamic banks have therefore being holding emrices, seminars, forums and even dinners
to both the existing and potential clients in orderimpart comprehensive and practical
knowledge on Islamic finance products. The firsereeast and Central Islamic Banking
Conference was held in April 2009 hosted by GABantnership with Quantum Training. This
conference bought together recognized scholars tifi@rent parts of the world and the main
aim was to equip the participants with comprehemspractical and up-to-date knowledge in
Islamic finance systems. The second annual Corderem Islamic Finance was also held in
April 2010 and the main aim was to give the Afriggrspective of Islamic Finance and Islamic
financial products. The conference focused on ehgks and solutions and aimed at
enlightening the attendees on the importance ofi8@hatheory of Islamic contracts and the use

of and application of a variety of Islamic finarlgmoducts especially in Africa.

Various forums and seminars have been held foerdifit type of clients like seminars for the
ladies majorly covering the ladies products offebgdthe two banks, GAB’s Annisaa account
holders in Mombasa were treated to a one day wogk#iat saw attendees learn money saving
skills and also received financial advice from thenk’s staff. FCB on the other hand in
conjunction with Jamia Mosque committee and 3Z fation sponsored an efficiency training
seminar for Kadhi’'s courts in Mombasa. Several fitgifor the Imams in Kenya have also been
held in different parts of the country which aresibally aimed at sensitizing the concept of
Islamic Banking in Kenya and also make them becambassadors for Islamic banking to the

rest of the Muslim community.
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As a way of appreciating its customers and alsateresome level of customer loyalty GAB for
instance has been holding dinners for its highwath clients on several occasions and also
whenever a new branch is opened dinner is nornsalftyed to both the existing and potential
clients. All these events are aimed at impartingvidedge to the people especially the Muslim
Community which is the Niche market for the bankew the whole concept of Islamic banking
and finance who will then spread the word to theeofcitizens who majorly discredit Islamic

banking thinking it’s just another way of bankinga like the usual conventional banking.

4.3.2.2 Sales Campaigns and Marketing

From the respondents of GAB it was identified tthet bank has been carrying out various sales
and marketing campaigns in order to create awasem®@s$ also attract more customers. GAB has
had two sales campaigns so far involving both tigédf and clientele dubbed Changamka and
Bambika both aimed at bringing new liabilities teetbusiness in terms of customer deposits.
During such campaigns there are normally fabulgizep to be won especially by staff members
who bring in the highest deposits on board. Thesepaigns provide a wonderful opportunity to
promote the bank and ensure that it remains the pre$erred bank in a competitive market.
Customers are never left out because there is grggmone for them called “Recommend a
friend” where customers get an instant gift and tetintroduce their friends , family and
colleagues to the bank. The bank usually set taifgeteach campaign and the incentives offered
are what motivate both the staff and the custorsethat they can grow together.

Employment of Direct Sales Representatives (DSRhather sales and Marketing tool that both
the Islamic banks have embraced in order to mabilwre people to come on board. The sales
team is a good channel for creating awareness dheutanks and a lot of business is usually
brought on board because the DSR are usually gieeain targets to meet in a given period
failure to do so leads to termination of their cants. Their main source of motivation is the
bonuses that are normally paid once they surpasstéigets. DSR’s are normally employed on
temporary contractual basis and they are paid anest salary which is very minimal and
commissions once they perform excellently on ti@s. DSR’s normally visit the customers in
their business premises or work place instead ofingafor customers to come over to the

banks’ premises. This eventually helps in persamaithe banks’ services.
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4.3.2.3 Contact centers

In order to attain excellent customer service libéhislamic banks introduced contact centers to
serve as a platform where they could interact wheir clients easily and timely. The
establishment of a contact center by GAB basidalin line with the banks’ policy of providing
world-class service to its customers. A contactereis essentially a communication hub both
from and to the customers aimed at attending tdoousrs’ needs either from enquiries on
general information as well as handling customeeries. This therefore ensures that the
customers will only go to the bank’s branches amhen it's very necessary. Apart from offering
customers convenience, the contact centers algahlpamarketing role on informing customers
about the banks’ products both existing and newdyets. Another important role that the
contact centers play is to gather information fronstomer's feedback which is essential for
converting the banks into a customer-orientedtunsbin, this feedback is then acted on promptly
and any issues raised are sorted out immediatelhe same line customer satisfaction surveys
are also conducted periodically so as to keep adppd the ever changing and increasing

customer requirements.

4.3.2.4 Media Advertising and Publicity.

The two Islamic banks have also been using the angslia way of creating more awareness to
the Muslim community and the general public atéarg lot of write-ups have been done in the
Friday Bulletin a publication of the Jamaal Mosdoemmittee majorly advertising the banks
products and the different sales campaigns and girons being done by these banks. Radio
Raman and Igra FM the two largely known Muslim Fidti®ns in Kenya have also been used as
a platform to reach the Muslim community whichhs tore market of the two banks. Media has
been used to impart knowledge about Islamic Bankimg) Finance to Muslims in Kenya so that
they can understand the whole idea Shari'ah Comqaiabanking. At GAB plans are also
underway to start large scale advertising throughhkig media houses like Citizen Television
and Radio, NTV and KTN aiming to reach out to @éaaudience countrywide.

35



4.3.2.5 Corporate Social Responsibility (CSR)

Islamic banking first and foremost promotes creatad wealth in society through its social
responsible ways of doing business. The two Isldraitks have a commitment for CSR and will
continue to undertake such activities for the letent of the community. FCB since inception
has been undertaking several community developnmétitives in diverse sectors including
support for educational activities, as well as hosporting activities. Support for education
comes at the top and it is because of this thatodmk has been involved since its first few
months of operation into supporting educationatfioms and forums. The bank has sponsored a
number of such functions in Nairobi, Mombasa andis3a in addition to running various civic
education forums for teachers particularly on nrattd Islamic banking and finance. GAB on
the other hand has involved in various communityvai@es like helping the needy with both
material and financial assistance during the Hobnth of Ramadan.

4.3.2.6 Customer surveys and suggestion boxes

Several customer surveys have been conducted mtetimally and externally basically aimed at
getting customer’s feedback about the service ioffeof these banks and also gathering their
suggestions about what they think should be donenfwove the services. GAB for example
received an award after being rated as fféb@nk in Kenya with the most satisfied customers
from the banking survey 2009. The suggestion b@kased in the banking halls of these banks
also provide a confidential way for customer totheir complaints and complements about the
services and products being offered. ‘Mystery sleogphave also been used by the management
either by visiting the banks premises or just mgkiglephone calls to the various branches just
to get a feel of the services being offered andfstte members of staff are all working towards
achieving the banks’ aim of offering excellent cunser service.
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CHAPTER FIVE: SUMMARY, CONCLUSION AND RECOMMENDATIO NS

51 Introduction

This chapter gives a summary of the research ceioeis. It also offers a number of
recommendations useful to the banks managers, ashgllanners, policy makers and other

banks about Islamic banking and Finance.

5.2 Summary
This study sought find out the challenges of comipetfaced by Islamic banks in Kenya and

establish the response strategies by Islamic bémksompetition in the Kenyan commercial

banking sector. It targeted the various head o&adepents of the two fully fledged Islamic banks
in Kenya who were in a better position to tell #hetrategies. It used primary data which was
collected using personal interviews. The main sgiags which were broadly categorized as
strategic and operational responses included tiodowing as strategic responses branch
network, excellent customer service, technologyrtneaship with other financial service

providers, product differentiation and innovationhil@ operational responses included
conferences, seminars, forums and dinners, sal@paigns and marketing, contact centers,
media advertising and publicity, corporate sociesponsibility and customer surveys and
suggestion boxes. The very few challenges of cotmpetfaced by these banks included

increased cost of service delivery, change of drgdimnal strategies and pricing.

The introduction of fully fledged Islamic Banking Kenya has been eagerly awaited by the
Muslim community as the last four years has seandaing of Islamic banking windows by a

number of conventional banks. A precursor to tihemg banks was launched on December 21,
2005, when Barclays became the first bank to laustdmic banking products to meet the

discerning needs of its thousands of customerseny. The bank launched La Riba Current
Account, an Interest-free bank account, designeadtiress the sensitivities of customers who
adhere to the Muslim faith, which forbids the eaghor payment of interest later KCB followed

suit with their launch of the Amana Savings Account
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The entry into the market of both Gulf African Baaid the First Community Bank ushered the
first 100% Shari‘ah complaint financial institutowith an array of products for their customers.
There is currently a lot of expectation from botlugims and non Muslims for this alternative
form of banking that has brought in a new form aftpership and interest free banking. The
public has suffered for too long from high interesties and volatile fluctuation of interest rates

by conventional banks.

A large section of the Muslim community remainsapged by the banking industry due to non
availability of riba-free banking on low incomeshd& business community in Nairobi, Mombasa
and other towns with sizeable Muslim communitiesugrently the potential lucrative market for
Islamic banking. The challenge is, however, to @ece the Muslim community that these are
truly fully fledged Islamic banks with reputable é&tah advisory boards of international
standards. Both Muslim and non-Muslims are lookioigvard to interest-free banking service
that is efficient, modern, solid, and transparent austomer friendly. These banks have
therefore invested heavily in the latest statehef art technology to reduce costs and remain
competitive with conventional banks. So far theemmn has been very good with so much
goodwill from the Muslim community which is the hie market for the two banks and each
bank has gained a considerable market share df daggomers which has contributed greatly to
the rapid growth and expansion of these banks.ré@@ienal market is huge as both Muslims and
non-Muslims welcome this form of banking that iansparent, and offer caring partnership and

free from the uncertainty of interest rate fluciomas.

5.3 Conclusion
This section will give a summary of the key conagdns made from the findings of the study as

discussed in chapter four. From the study, GAB @8 the two fully fledged Islamic banks are
using both strategic and operational strategieope with the fierce competition in the banking
sector. Interestingly, the Islamic banks do noteme competition from the convectional banks
to be a threat to their survival because Islamitkbray is different from the convectional way of
banking as it is based on the Quranic injunctiolisofl has permitted trade and forbidden riba.
Competition therefore is between the two banksaak ef them tries to gain a huge market share
from the Muslim community in Kenya which is the Ilcmarket of these banks.
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The rapid expansions of Islamic banks in less tthare years of being in operation have
demonstrated the viability and feasibility of narerest-based operations. This must be
surprising to those who believed that banks ananftral systems could not operate in a modern
economy without reliance on an interest rate meshanindeed, experience has shown that
Islamic banks are powerful means of mobilizing teses. The support has been great however
these banks have also faced a few challenges p<saéing out their daily activities. One of the
challenges faced by these banks is increasingafos¢rvice delivery largely attributed to the
increase in customer base and demand. Anothereolgallfaced is the issue of pricing the
various products offered by these banks and akssetbanks have sometimes been forced to halt
or and even change their strategies as a way pbmeing to the market needs and also cope

with competition.

5.4 Limitations of the Study

The only limiting factor that was identified forishstudy was the issue of time allocation during
data collection as it was felt by the researchat the respondents did not allow for in depth
interviews to be conducted because of their busgkwohedules. Nevertheless, much data was
collected in the little time that was allocated dach respondent to the researcher and the data

collected was adequate enough to meet the objeaivihe study.

5.5 Recommendations for further Research

There is a chance of finding more in this fieldelikvhat are the challenges facing Islamic
financial institutions; studies can also be doneualislamic insurance systems known as Takaful

Insurance and security markets and also risk manegeand liquidity in Islamic banking.
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5.6 Implication on Policy and Practice

In the recent past we have seen convectional banKenya coming up with Islamic banking
products, it would be of interest to find out theallenges these convectional banks are facing as
a result of competition and the strategies theyehawt in place to cope with competition. The
Kenyan government should also come up with mowanigl banking laws in order to provide a
more level-playing field for the Islamic banKshe central bank should speed up the formulation
of laws and regulations that would see the issughafri’ah-compliant bonds, known as sukuk

and also Shariah complaint bills.
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APPENDICES

APPENDIX 1: LETTER OF INTRODUCTION

November 2010.

Dear Respondent,

| am a student at the School of Business, UnivwexditNairobi and currently am conducting a
research onResponse Strategies by Islamic Banks to Competitiom the Commercial
Banking Sector in Kenya. This study is being carried out as part of managgnmmesearch
project in partial fulfillment of the requiremenfsr the award of the degree of Master of

business Administration.

This Interview guide has been designed to colleetvs on the research topic and the
information collected will be used strictly for amanic purposes and will be treated with utmost
confidence. A copy of the final research will beided to you upon request.

Thank you for your kind assistance.

Yours Faithfully,

BINTIOMARI WENDO
MBA student
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APPENDIX II: INTERVIEW GUIDE

2.

Is competition the most significant factor that @@s threat to the survival of the bank?
Please eXPlain...... ..o e e e

What is the bank doing in response to the incregasirstomer’s demand for high quality
SBIVICES? ittt et e e e e e e e e e e e as

a). Has the bank experienced any cases of custam@ver since the time it started
operating iNn the INAUSTIY..........uii e

b). What is the bank doing in order to create austoloyalty........................

a). Has the bank experienced any problem to do witlieased cost of service
(0 =1L Y2

b). What is the bank doing to counter this chaleghg..............ooovvvriviicciiiciieen.

c). How does the bank ensure that it remains @ttt despite the increased costs of
SEIVICE UEIVEIY?. ..o e e e e e e e e e e e e e e eeeaaeaeeees

A competitive environment requires high level ofi@éncy for one to survive. What
measures has the bank put in place in order tesewustomers very efficiently and
ProfitabIy 2.

What is the bank doing in order to remain compsitivhile dealing with the issue of
Pricing itS PrOAUCTS?.......coiiiiieeeeeeeeesmmmmm e e e e e e e et eeee et e e s e e e e e e e e e e eeees

What are the various strategies that the bank Bars hbsing to cope with competition in

1 (ST T (U] 1 Y2
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9. Has the bank been forced to change any of itsegfied in order to match competition
since the time it started itS OperationS?.. ... cceeeiiiiiee e

10.In your own assessment, does the bank currentlgegothe necessary resources and
competencies to match the high level of competitiotine industry?...............

11.What is the bank doing in order to be perceivetetsht or unique in the minds of the
customers as a way of being competitive in thestg@...................cceeee

12.What is the bank doing in order to create more amess to both its existing and
POLENTIAl CUSTOMEBIS?... . e e e e e e

13.From your own perspective, do you think the respossategies that the bank has

adopted to cope with competition been successfiel@se elaborate..................
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