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ABSTRACT

This study sought to establish the effects oanst banks on financial
deepening amongst Kenyan Muslims. This researciptadoa descriptive research
design where the population of interest in thenstafield was visited. The target
population for this study was the Muslims. The agsker intends to examine a
sample of 384 Muslims drawn from the populationogér 100,000. The researcher
used a questionnaire as the primary data colledtismument. Content analysis and
descriptive analysis were employed. Regression mede also used to establish the
relationship between the variables. he study asteda that lack of access to financial
information service affected the growth of Islanbanking. Lack of managerial
training and experience affect the growth of smaall medium financial institutions.
The study identified that government policies ardutations affect the growth of
small financial institutions. The study establisliedt technological changes affect the
growth of the financial institutions. The customenscounter problems of raising
capital, accessing finance and accessing credi. Sibdy recommends that there
should be increased support for learning visiténtprove the information flow, the
government should come up with policies on trainiofg business owners and
managers especially on directing, staffing, depleymof finance resources and
controlling activities, the government should séeladdress the pertinent issues like
complex licensing regime that has impeded econaleielopment Islamic banking
system in the country. The government should iegcin solving the problems of
unawareness of new technology, unfamiliarity wigwntechnologies and the new
technology not being affordable by maybe subsidizin the cost of adoption. The
financial institutions should also adjust theirhtigegulations and credit policies and
the means of determining the creditworthiness @firtltustomers and the credit
appraisal.
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CHAPTER ONE
INTRODUCTION

1.1 Background of the study

Globally, Islamic banks are growing at between 10%5% per annum with
global asset in excess of one trillion dollars aperating within more than sixty
countries across the world especially in the Mid@astern and Asian region
countries (EI-Gamal, 2006).

The popularity and appreciation of Islamic bankingMuslims and non-Muslims in
Muslim and non- Muslim countries has been evidermethe spread of most Islamic
banks within middle eastern and emerging countsi@d many universal banks in
developed countries increased demand of Islamanéial products (Yudistira 2003).

The Islamic banking institutions’ relative stahjlin the current recession has
attracted a lot of attention even from the Vaticihe Vatican endorsed the Islamic
finance rules as a way to restore confidence inctiverentional financial system in
response to the global economic crisis. As thelreduhe confidence in the Islamic
financial systems during financial crisis it isiesited that Islamic banking would be
growing at a rate of 10-15% per year and with sighsonsistent future growth
(Chapra, 2009).

Financial systems based on Islamic banking terretsledicated to elimination
of the payment and receipt of interest in all forfise fundamental sources of Islam
are the holy Quran and the Sunnah, which is synoognwith the teachings and

traditions authentic translation. Both of these rees treat interest as an



act of exploitation and injustice and as such ihnsistent with notions of fairness
and property rights. Islamic banking thus deriussspecific raison d’étre from the
fact that there is no place for the institutionirdgérest in the Islamic order (Hassan &
Lewis).

Shariah demands that borrowers and lenders shasrde and losses in an
equitable fashion. The common Islamic banks’ waysraising revenue as an
alternative to interest is through financial intedration of profit sharing
(Mudharabah), joint venture (Musharakah), cost plMsidharabah) and leasing
(ljarah) contracts (Ariff,1998).

As Islam forbids the receipt or payment ioferest (the basis of most
conventional Western banking), many Muslims haveseh not to use their products
and services. The result is that many have no hgnkistory, creating another
potential barrier to accessing banking servicabénfuture (Hanlon, 2005).

Financial leaders claim that the main reason f@oaraging Islamic finance
in Kenya is to combat financial exclusion amonglionis of Muslims who are either
outside or are at the margins of the financial isessindustry due to their faith. The
argument is that the availability of Shariah cormapli financial products would
increase the financial inclusiveness of Kenyan Muslas the hurdle of Shariah
incompatibility would be removed. An implied argumethough not necessarily a
valid one is that by introducing and encouragintansc finance, the Kenyan
government has tackled the financial exclusion ehyan Muslims. Another implied
argument is that Kenyan Muslims would no longereéhany excuse for remaining

financially and socially excluded as they would nioave access to financial products



compatible with their faith. The implicit assumptitere is that they would flock in
large numbers to the institutions offering Shamampliant financial products for
their financial services needs. However, the rgalit the ground may be different as
the consumer behaviour process of demanding ansuoang financial products is
rather more complex than that, and the above-meedigredictions may turn out to
be too simplistic and optimistic, if not unrealistHence, it is the aim of this study to

examine the above-mentioned assumptions in thedigine realities on the ground.

1.1.1 1slamic Banks

Islamic bank is a bank that by its own choice, toptomply with two sets of
laws: the law of the land; and the Islamic law (&itg. This is why Islamic banks
have two sets of counsel; traditional ‘lawyers’ aldariah councils. Islamic banks
deals with transactions which are limited to finahcrelationships involving
entrepreneurial investment subject to the mordhipibon of:-

) Interest earnings or usury (riba)

(i) Haram (sinful activity), such as direct or indirestsociation with lines
of business involving alcohol, pork products, firea, tobacco, and
adult entertainment

(i)  Speculation, betting, and gambling (maisir), inahgdthe speculative
trade or exchange of money for debt without an dyihg asset
transfer

(iv)  The trading of the same object between buyer alhel geay’ al inah)

(V) Preventable uncertainty (gharar) such as all finderivative

instruments, forwarding contracts, and future amgeds.



These distinctive properties derive from two religs sources predicated on
the creation of an equitable system of distributjustice and the promotion of
permitted activities (halal) and public goods (raasl): These sources include:

0] The Shariah which comprises the Qur'an (literdillge way”)

(i) the sayings and actions of prophet Mohammed(peacapbn him)

recorded in a collection of books know as the sahithith,

Islamic Shariah explicitly prohibits interest (r)ban all its manifestations.
Islamic Banking and Finance in modern times hasvgrout of the Muslims’ desire
to find out the ways and means to fulfill their dincial requirements in view of
prohibition of interest.

In Kenya, there are two Islamic banks: First ComityuBank (FCB) and
Gulf African Bank (GAB). Between them they haverraes in Nairobi, Mombasa,

Garissa and Wajir Counties.

1.1.2 Financial Deepening

Financial deepening refers to increased provisibfinancial services with a wider
choice of services geared to all levels of societifinancial deepening play an
important role in reducing risk and vulnerabilitgr fdisadvantaged groups, and
increasing the ability of individuals and houselsotd access basic social services
(Shaw, 1973). Direct access to financial serviaas improve individual livelihoods
amongst the poor by enabling them to manage saas@urces more efficiently,

thereby smoothing consumption and protecting agairmnomic shocks.



1.1.3 Islamic Banks and Financial Deepening

Islamic banks aim to have all financial transactidme based on real economic
activity; and prohibit investment in sectors suchtabacco, alcohol, gambling and
armaments. They provide an increasingly broad rahgeany financial services, such
as fund mobilization, asset allocation, payment axchange settlement services, and
risk transformation and mitigation. These spec&lifinancial intermediaries perform
transactions using financial instruments that cgmpth Shariah principles. The main
reason for emergence of Islamic banks in Kenydésstrong demand from a large
number of Muslims for Shariah compliant financiahdces and transactions.
Financial products that comply with Islamic Sharialould improve access of
financial services by Muslims who would otherwisat hhave benefited from those

services due to the restrictions imposed by tladih f

1.2 Statement of the problem

A study carried out by Gerald in 1997 found th&arsc religious belief and

social responsibility are the two major importamtctbrs that determine banks
selection.
An Islamic finance system can play vital role ie gtconomic development of Islamic
and non Islamic countries by mobilizing dormantisgs that are being intentionally
kept out of interest based financial channels aamdlifating the development of
capital markets (Zaher and Hassan, 2001).

Islamic financial market are operating far beloweithpotential because the
customers are not fully convinced about the compkaof the products offered by
Islamic banks, whether they comply to the requinetnd Islamic Shariahh. While

some products like Profit sharing (mudharabah) poidt venture (musharakah)



seems to fully comply with Islamic Shariahh, othike cost-plus tend to have the
interest component which has explicitly forbiddarislam through Quran and hadith
of the prophet Muhammad (peace be upon him). Tisezencern that some products
offered by Islamic banks in Kenya have interest gonent but only the word interest
changed to be called profit. While appreciating fhet that interest is strongly
prohibited in Islam, there is concern not to berrakd where there is no interest
involved.

Muslims in Kenya are disadvantaged in many asp@asall other ethnic
minority groups, but they also suffer from someiaddal problems specific to them
due to their faith. Muslim community suffers frongsificant poverty which is very
complex and multifaceted. The researcher is ofdpimion that lack of access to
financial services has greatly exacerbated thehplaf this community and the
availability of suitable financial products wouldegtly enhance the economic power
as well as their social status. The outcome ofrégsgarch was valuable to all parties
concerned with the predicament facing this comnyyniicluding the providers of
Shariah compliant financial services, the policy keva and Muslim social
organizations. The good news though is that thittenas gaining recognition in
Kenya’s financial services industry. The authoimatof the Islamic Banks by the
Central bank of Kenya was an important step towdnasncial inclusion as the
newly-established Islamic banks and other convaeatidanks with windows of
Islamic products could serve the Muslims with fioi@h services consistent with their
faith. Shariah-compliant banks and other institgioproviding similar products
would play a big role in boosting financial inclasiamong Muslims. Indeed, there
was a general belief across the board by a largebau of Muslims, which the

availability of such products would substantialigrtslate to financial Deepening. The



general consensus among the Muslim community tdleaisthey would fully engage
in the financial services sector if an authentid amompetitive Shariah-compliant
alternative was provided for them. However, oné¢hef objectives of this thesis is to
establish whether the Shariah-compliant financieddpcts currently on offer in
Kenya have met the expectations of this communstyfast as accessing financial

products is concerned.

1.3 General Objective

The purpose of this study is to evaluate the prtsdoffered by Islamic banks
and compare it with requirements of Islamic Shdridhis also intended to look at
the extent to which Muslims in Kenya enjoy or baérfedm financial offered by these
banks. The purpose of the study is therefore w dut if the introduction of Shariah-
compliant financial products in Kenya has signifita improved the financial
inclusion level of Kenyans.

1.4 Specific Objectives

0] To find out if the introduction of Shariah-compltafinancial products in
Kenya has significantly improved the financial umibn level of Kenyans.

(i) To understand the overall socio-economic structaesvell as the banking
behaviour of Muslim community and their access omventional finance
prior to the introduction of Islamic finance Kenya

(i)  To understand banking and other micro-financialises and home-financing

facilities employed by these communities.
1.5 Significance of the Study

The study was to evaluate whether the introductbrislamic finance in

Kenya has enhanced the financial inclusivenessuslih community. Many Muslim



community leaders and commentators are of the apitiiat the genuine, competitive
Shariah-compliant financial products play a criticale in the financial inclusion of

Kenyan Muslims. Further, these commentators asdet many Muslims are

particularly excluded from the main conventionahamcial products such as
mortgages, personal, business and investment ascdua to the prohibition of riba
(interest) in Shariah the study was therefore bérgfortance to the customers of
Islamic banks, management of the banks, the Shasigbervisory board, the

shareholders of the bank and the academicians. findengs were to guide the

customers and the potential customers in evaludtiegproducts offered and align
them with the Islamic Shariah. The customers wddde the confidence to benefit
from various financial services offered by the mmkthout fear of going against the
teachings of their religion.

Managers of Islamic banks and other conventionak$®aoffering Islamic
products would be interested to know how their potsl impact on its customers.
The study was significant to the bank managersabkng them to know how their
products are perceived by other people and have nmedepth understanding on
people’s expectations. This enabled the managepofetslamic banks to come up
with products that would enhance financial deepgaimmongst Muslims.

The findings of this study could also be used l®yblicy makers especially
the Ministry of Finance. It would help regulatonsderstand the banking behavior of
a portion of Kenya’s population and know the miéirancial services used by this
group. This insight could help the Central Banldrafting regulatory framework for

guiding Islamic banks.



CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

This chapter reviews present theoretical issuesl@wics at two theories upon which
this study is hitched. Various empirical studies seviewed and finally conclude on

the effect of Islamic banks on financial deeperangpngst Muslims.

2.2 Monetary and Macro Theory

Until the middle of the twentieth century, most romists found no fault with
the fact that the present banking and financiatesysis interest based. In the mid-
sixties of the last century, some economists ndtitet the current macroeconomic
theory is devoid of any satisfactory and acceptadi@nale for holding money. As a
result of this realization, attempts were made rtvoduce money explicitly into
theory, while building the micro foundations of maeconomics. During such
process, it was natural to look into the issuemifroal monetary policies. Only then,
they stumbled on the Friedman’s monetary rule ¢ghaéro nominal interest rate is a
necessary and sufficient condition for optimal @alove efficiency. Imposing a
positive price on the use of money would lead trade economize on its use, by
using real resources. However, when the rate adrest is zero, traders had no
incentive to substitute real resources for monegreévieal resources can therefore be
directed to consumption and investment. These teguply that the long forgotten

Christian and Jewish teachings as well as thodslain and Hinduism that prohibit



the charge of interest on loans are not an abenati

In a conventional market economy the rate of egecan be brought down to
zero only through deflating the economy at a rajeak to the real rate of interest,
which can be attained by steadily contracting tteme@y supply at a rate equal to the
representative household time preference. Suclpnlie clearly implies that central
bankers should implement a long-run policy of defla something that they would
never accept (Friedman, Milton, 1969).

With deflating the economy, some economists wouldrry about the
existence of a liquidity trap when the rate of iat is zero (Uhlig, Harald, 2000).
Others point out that monetary authorities wouldehkess leeway with adjusting the
interest rate downwards in the face of recessiahéfrate of interest is very low.
Certainly, deflation has efficiency problems paeidb those of inflation, even at very
low interest rates. While many economists belidag problems involved with zero
interest rates are all surmountable, monetary aig®are not yet impressed.

The fact that Islamic banking and finance avoids tise of interest-based
lending has significant implications to monetaryliggo In managing the money
supply, the monetary authority would monitor thal r@te of growth and set the rate
of monetary expansion to the level consistent \piies stability and expected real
growth. Some Islamic economists propose a 100petr rezjuired reserve ratio in
order to give the authorities absolute controlt@ money supply and to appropriate
all seignior age resulting from monetary expangiorthe government instead of
banks’ shareholders (Al-Jarhi, Mabid Ali, 2003).

The fact that the economy is as close as possilpeice stability implies that

the rate of monetary growth is optimal, and thered need to divert real resources to

10



monetary use. Therefore, Pareto optimality is asbuwithout problematic
deflationary policies. Meanwhile, people can ussrthash balances to carry out spot
purchases. Those with insufficient cash balanceshir current purchases of assets
and/or commodities can revert to finance. The oteterest is replaced by the rate
of profit on equity and profit-sharing finance, markups on credit-purchase finance
and by rental rates on leasing finance. While tfime4value of money is maintained,
there is no need to handle the complicated questidnhow to bring the rate of
interest down to zero in order to reach the optiatlalcation of resources.

In case of profit sharing modes of Islamic finanfagus would be on the
profitability and rate of return of the concernagt@stment. Financial resources would
be directed to the most productive investmentss Would increase the efficiency of
the financing process and also reinforce efficiemtythe real sectors. In credit-
purchase and leasing modes of Islamic finance, gnamenot given outright, but
rather commodities are given in return for debtigatlons. Credit expansion in the
face of increasing credit-purchase of assets andrmadities would be tied directly to
higher demand for assets and commodities, whichldvbave a direct bearing on
aggregate supply. Consequently, credit finance wtgl@mic finance would be less

inflationary in comparison to conventional bankargl finance.

2.2.1 Behavior of Credit Markets

An important part of macro theory relates to theawor of credit markets. In
conventional finance, present money is traded agafuture money either in
integrated debt or in bond markets, where huge safnaebt are traded daily. Debt

markets act as an easy conduit to move short-tenaisffrom one country to another,
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more often than not, in reaction to factors that anly nebulously related to
economic fundamentals. Such flows threaten thedwecbnomy with the spread of
instability that might start in one single debt ketrin a fashion that economists have
come to call “contagion.”

In contrast, debt is created in Islamic financeotigh selling goods and
services on credit, which by itself is not readitpdable. We can visualize the
existence of a credit market for each commodity serdtice in which the demand and
supply to buy it on credit determines an equilibriumark-up rate. Such credit
markets would be fully segmented. There is no réansudden and mass movements
of funds. Possibilities of instability and contagiavould therefore be remote and
there would be no pressing need to choke capitatements with restrictions.
Institutional participants in conventional creditarkets carry out huge speculative
transactions which most often turn out to a mamrse of instability. In contrast,
Islamic banking and financial institutions are dtyi prevented from carrying out
such gambling activities. Thus, it seems reasonableleduce that destabilizing
speculative activity would significantly be curtdl in Islamic financial markets.
Speculative activities related to interest rateeexgtions would become out of place.
Change in spending would be reflected directly lmange in demands and supplies of
goods and services, causing quantities of outpdywed to respond more quickly to

market forces.

2.2.2 Risk-sharing
Another important aspect of micro theory is thatisk-sharing. Conventional

finance can be likened to a spectator's game wfesveskilled players stay in the

12



playground and a big crowd is watching from outsid@amic finance, meanwhile, is
similar to participatory sports, where everyoneplaying and no one is merely
watching. In addition, there is a moral side tansic finance that seems to be in the
back of everyone’s mind. Risk is known to be onéhef most important ingredients
of making investment. In Islamic finance, those viimance investment share a good
part of the risk with those who carry out actuale@stment activities.

Conventional finance leaves risk to be borne byigfists and traded among
them. Banks and financial institutions provide ishegs with loans guaranteed by
collateral. In this fashion, they keep themselvaiglded from certain kinds of risk,
like those attached to production, marketing arstridhution, and limit their exposure
to risk related to collateral only. Islamic finarakows savers who deposit their funds
to share with banks the risks associated with ahga$e right investment and how
successful it was. Banks and financial instituti@avancing funds share risk with
those receiving finance, including producers, tradand the like. Islamic finance
with proper corporate governance allows deposittome influence on banks
investment decisions.

The banks and financial institutions can also shie decision-making
process as their representatives sit on the badidisectors of firms receiving funds.
It, therefore, may be noticed that risk as wellhesresponsibility for decision-making
is spread over a much larger number and wider tyadé concerned people. Risk
sharing is balanced by sharing in decision-makirigs allows for involvement of a
wider section of entrepreneur and investors in eooa activities, so that people

would eventually feel they are partners rather thpectators. The benefit of wider
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involvement goes beyond the feeling of involveméradds to the stability of banks.
Investment depositors share risk indirectly withm8, while relying on banks for
monitoring. Having the proxy vote of depositors aiter investors, Islamic banks,
would be capable of influencing the corporate gosace of firms in a way that
reduces the risks of failure and promotes profitsother words, the stability of the
banking system would reinforce and be reinforcedhwystability of the real sector.
The main results of this would be a higher intggoitthe whole economic system.
2.2.3 Equity Consideration

An important aspect of macro theory is equity. fsla financial system is
basically viewed as private profit-seeking businesterprises that operate according
to the market mechanism. By themselves, they carethice, let alone, eradicate
poverty. However, if given the right tools, theyghi contribute to the efforts taken
by the whole society in that directiofiakah proceeds are known to be earmarked for
several uses including income and wealth maintemafor the poor. Income
maintenance is provided within narrow limits to gboincapable of working and
wealth maintenance is provided to the rest of ther pThe latter policy entails giving
the poor enough productive assets, to make thene maductive, which in turn
contribute to economic development. Islamic bardss leelp by acting as custodians
of and participants in the disbursement of the khakeoceeds. Government and
nongovernmental organizations (NGOs) collectingabakan deposit part of the
proceeds allocated to the poor in special accoutiitslslamic financial institutions,
to which they may also add a proportion of zakaé do their shareholders’ equity.

They might even accept direct payments of zakahadhdr donations on behalf of
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zakah paying individuals and philanthropic institutions.

As to income maintenance, Islamic banks can cregit accounts of the
prescribed poor with monthly payments. Wealth neiatce can be implemented
through the establishment of micro enterprises watld be owned and operated by
the poor. While, titles to such enterprises aredf@rred to the poor, certain measures
must be taken to insure that the new businesseklwotibe immaturely liquidated to
finance consumption outlays for their owners. Theegience of Islamic banking and
financial Institutions in project financing shoutdme in handy in reducing poverty
and increasing equity through proper use of zakabgeds.

Conventional lending gives utmost attention to dhdity to repay loans. To
ascertain such ability, it depends overwhelmingtytloe provisions of collateral and
guarantees. Thus those already rich would have auwzstss to finance. In contrast,
Islamic finance providing funds on equity or profiharing basis would be more
concerned with profitability and rate of returnthaith collateral and guarantees. In
an Islamic financial system those who are not visgalbut have worthy investment

projects, may also have appropriate access todean

2.3 Banking Theory

Let us first look at the liabilities of Islamic bies of which only demand
deposits, placed on the basis of profit and lossisy, are guaranteed. When such
banks face macroeconomic or bank-specific crisasyestment depositors
automatically share the risk. The bank is lesslyike fall bankrupt as bank run is
least probable. It can, therefore, be said thaskEmic banking system is relatively

more stable than conventional banking (Khan, Molssith986).
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Banking theory studies finance as a process thet among three parties: a
principal, an agent and an intermediary, where buprincipal and the agent jointly
finance a project which is managed by the agentpantly financed by the principal
(Ennis, Huberto M. 2000).

The success of the project depends on the agetihgat minimum effort.
Information asymmetry exists between the agent thedprincipal, and the latter
cannot perfectly monitor the former. An intermegligrerforming monitoring on
behalf of the principal would ameliorate the prpadiagent problem, Holmstrom, B.
and J. Tirole (1997). Islamic banking and finanekates to banking theory in two
aspects. First, Islamic banks perform the functdrintermediation between fund
owners and firms. Banking theory can justify thogerin fashion similar to the role of
commercial banking, which intermediates betweemdveers and lenders. It conclude
that an efficient solution to the monitoring prablean be obtained when an agent
pools deposits to finance investment projects (DiaeD. 1984).

Second, Islamic banks are supposed to practiceyefjuance simultaneously
with credit purchase and leasing finance. This iegpthat they are some kind of kin
of universal rather than of commercial banks. Bagkheory comes again to show
that such a role brings extra advantages to Isldmaitking. Models that provide
rationale for relationship banking postulate a pesirelationship between the
severity of asymmetric information between bankd amd users on the one hand
and informational distance on the other. When amichs of such models are
applied to Islamic banks, if unencumbered with tacting regulations, they would

tend to build relationships in their core mark&sch retrenchment permits them to
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fend off the competitive threat to their captiverke. Outside their core segment,
they offer credit purchase and leasing finance,ctwhbear some similarity to
transactional loans. In equilibrium, both forms relationship and transactional
finance compete with each other but Islamic banéslevbe expected to specialize in
a core market with relationship or universal bagkfrlauswald, Robert and Robert
Marquez, 2000).

Islamic banks should, therefore, function as ursakebanks, which are “large-
scale banks that operate extensive networks ofchem provide many different
services, hold several claims on firms (includirguiey and debt), and participate
directly in the corporate governance of the firmattrely on the banks as sources of
funding or as securities underwriters.” (Calomi@$arles W. 2000).

A bank can be exposed to moral hazard when thedbtaining finance uses
the funds for purposes other than those for whicance was advanced. This could
lead to business failure and inability to repaypamt of the debtor firm. The bank
would be exposed to adverse selection when it failkshoose the finance applicants
who are most likely to perform.

Obviously, adverse selection can be avoided byfudasereening of finance
seekers. When a bank provides equity and debtdenammultaneously, it had more
access to information than in a situation when @t finance is provided. It could,
therefore, be concluded that screening would beereffective and adverse selection
less probable with universal banking. Reducing ibdgges of moral hazard requires

monitoring of the firm obtaining finance (Aoki, Matsiko 1994).
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Equity finance provides the bank with access torimation necessary to
practice continuous monitoring. It also reducesfitme incentives to substitute riskier
for safer assets. Meanwhile, debt finance wouldicedhe firm incentives to hide its
profits. Furthermore, when the firm faces problethg bank, as an equity holder,
assist in order to protect its investment.

In summary, banking theory indicates that Islamemks should operate as
universal banks, and when they do, they would posed to lower levels of moral
hazard and adverse selection. Universal bankingdwsntly attracted much writings
from both proponents and antagonists. Meanwhile,atlguments leveled against it
created much discussion in the beginning but prawefdunded at the end. It has
been credited with encouraging industrializatiorpie-war Belgium, Germany, Italy
and Japan. This confirms Gerschenkron’s and Schiempepinions that such form
of banking spurs economic growth and helps backwatshtries to catch up with the
developed one (Al-Jarhi, Mabid Ali (2003).

More recently, Da Rin and Hellmann (2001) have odticed financial
intermediation into the big push model which has ®areto-rank able equilibriums.
They showed that universal banks can induce anoaegrio move from low to high
equilibrium if they are sufficiently large to inuda a critical mass of firms. The costs
of mobilizing the critical mass are reduced, if kamre allowed to own equity that
allows them a share in the value they help creat@mdbilizing the critical mass. This
means that universal banks found it easier to ptermvestments in new industries.
While providing a sophisticated analytical framelvdor the behavior of universal
banking, Da Rin and Hellmann’s model is a good stepards building a macro

theory of banking.
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Universal banks have been accused of altering ahgocate capital structure
in favor of debt and against equity, inefficientgmbining banking with trade, of
concentration to a degree that produces anti-cativeebehavior (what came to be
known as the organ bank hypothesis). They have ladsm accused of benefiting
from the inside information about the firms thepdewhile exercising monopolistic
power over access to external finance, leadingotdlict of interest between banks
and other shareholders, particularly those who hdelegated their voting proxy

rights. None of such accusations was found credtélin, Caroline, 2000).

2.4 Empirical Study

A study carried out by Amin (2008) to investigatee tchoice criteria for
Islamic home financing in Malaysian Islamic bankéost importantly, this study
considers establishing a specific rank of choigeega for Islamic home financing.
Moreover, this choice criterion was also ranked oating to the selected
demographic elements such as gender, marital statdsage range. He used a
qualitative study similar to what was employed bgyous researchers. The study
presents primary data collected by self-administegeiestionnaires involving a
sample of 150 Malaysian bank customers in Labuamajajia, of these 141
guestioners were returned with a response ratevagut to 94 percent. The Islamic
home financing choice criteria was perceived byMataysian bank customers were
analyzed using frequencies and independent samipht. tThis study suggest that

M

“Shariah principle” “lower monthly payment” “trangpency practice, interest free
practice and 100 percent financing were the five decision criteria considered as

most important. The least preferred criteria amotigrs are recommendation, longer
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financing period product range and branch locati®his study shows that a
significant number of Muslims would opt to stay gwieom conventional banking if
it conflict with their religion.

According to Khan & Bhatti (2008) Islamic bankingshmade unprecedented
progress over recent years. The Middle East, Sasith and India sub continent have
emerged as hubs of Islamic banking. Western coromaltregulators and investors
and other agents have also shown a great interestd a receptive attitude towards
Islamic banking. Despite all these Islamic bankimgs been facing some core
problems and challenges that have deep impactsdutitre growth and development.
The research limitations was that it dealt witim@epts information and other facts
on Islamic banking that are not supported by aayissical analysis and empirical
evidence. Thus the research may be regarded ag belnjective in its real essence.
Khan and Bhatti (2006) carried out a study to usided the reasons why Islamic
banking failed in Pakistan despite lots of effdiésng made to implement in contrast
to its success in other parts of the world. Thel\storovides a longitudinal view of
the issue of replacing the interest based finarsystem in Pakistan with an interest
free system by taking the religious, socio-econom political factors of the
country. They found that piecemeal solutions tenglate interest from the financial
sector of Pakistan could never succeed and corttltige all intellectual, practical,
political, constitutional and legal efforts undésta in Pakistan to enforce an interest
free system were not meant in earnest and ther#feseinflicted series damage to
the cause of Islam as well as Islamic banking,résteis prohibited in Islam for its

exploitative nature. In case of Pakistan, intemestitution is not only deep-rooted
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but also strongly interlined with other exploitaitools that are prevalent in the
hands of some selected people to keep their cootref political, economic and
social spheres of Pakistan. The practical succesgavest free banking and finance
movement in Pakistan could not be materializedamthe state and political class of
Pakistan are convinced to discover the paradigtheif personal and state institution
based on Islamic guidance and principles.

The study provides a broader perspective overstheei of eliminating interest
from the national economy and financial sector akigtan. The study reflects some
serious social-political, micro and macroecononaintcasts that should first be sorted
to pave the way for any viable strategy to sucdaeeplacing the existing system
with risk sharing and attractive interest free hausms. Moreover, the contents of
the study woven around normative and social dissipihd therefore, it is not possible
to devise any statistical model to empirically tesste contribution of these social
economic factors in a failure of interest free lag and finance movement for
future research and any identified limitations Ire tresearch process. This study
shows the need to have Kenyan financial regulandsthe Ministry of Finance to be
looped in development of Islamic financial instrurtse

The distinction between trade and Riba is worthngpas found in the Quran
as God has allowed trade and prohibited Riba (QRran5). From an economic point
of view the exchange between buyer and selleraweil as just, this is because the
profit arising out of trade is equal to the lab@md time that the sellers spend in
securing the commodity to the buyer. On the othardhinterest is deemed unjust

because the lender is legally assured of his dapitd premium at the time of
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expiration of the loan without executing any laboubeing subject to any risk. From
an Islamic moral point of view, the use of interssburdensome to the borrower in
the event project failure or economic catastrophehe context of modern financial
economics, Riba al Nasiah can be defined as afregkreturn form an investment
vehicle or strategy (Ebrahim, 2001). This is beeathe income stream assigned to
the lender is independent of the future value ef phoject. Regardless of the risk
inherent conventional lenders assume the righteéacapital and interest, whether the
employed capital yields positively or negatively€elreal danger lies when shocks are
introduced into the economy, as experienced in ISd&dst Asian countries. The
extraction and outflow of funds by creditors in erdhlike fashion caused market to
crash with high volatility in the region (Kaminskynd Reinhart, 1998; Miller 1998).
As markets become more integrated the panics kreldewhere. The solutions based
on conventional finance have failed to resolve ¢hgoblems. Ghana is implied as
deception based on the absence of knowledge amiiieelihood of delivery with the
prospect of causing harm: (Thomas, 1995).

In conventional banking, the actual returns ontthek’s portfolio of loans are
unknown, although the bank commits itself to payilegositors a pre-defined rate of
income.Maysir, entails speculative elements in a contract wieepected gains are
not clearly defined at the initiation of the comtra Ibn Taymiyah clarifies the
distinction of Gharar andMaysir by saying that Gharar is something consequence
of which is unknown; selling it involves gamblingifar). Gharar is of three types
either what does not exist like habal al habalthat which cannot be delivered, like

the horse that has escaped, or third, that whighumknown in an absolute sense
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(majhul mutlaq) or the object that is identified but remains umkn in its genus or its
quantity (Ebrahim, 2001).

Both the theory of Islamic banking and the rapigansion of Islamic banks
in recent years have demonstrated the viability f@agibility of non interest based
operators. This must be surprising to those whaeebelthat banks and financial
systems could not operate in a modern economy ufittediance on an interest rate
mechanism. Indeed experience has shown that Islbamks are powerful means of
mobilizing resources. Operationally, however, bitté Islamic financial systems in
the countries that have adopted it as well ayiddal Islamic banks face challenges
that need to be addressed. The most important athesg challenges is the fact that
while it has been relatively easy to create a syste which deposits does not pay
interest the asset portfolios of Islamic banks di oontain sufficiently strong
components that are based on profit sharing. Taie meason for this is lack of a
legal and institutional framework to facilitate appriate contacts as well as
mechanisms to enforce them. Consequently, a relgtstrong risk perception has
become associated with profit sharing methods miquéar and Islamic banking in
general. This in turn, has led to concentration asgkt portfolios of the Islamic bank
in short term and trade related assets with inimaféects on investment and
economic development. The problem is exacerbatedhe fact that Muslim
countries, as in the case in much of the developiodd suffer from a lack of deep
and efficient capital and money markets that cawvige the needed liquidity and
safety for existing assets. Lack of short term rigial instrument’s to provide
liquidity is due to absence of suitable long temstiuments to support capital

formation (Mirakhor 1997).
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Siddigi (2006) noted that Muslims have the samewization and motivation
in finance as everybody else, they end up havisgsgem that has resulted from other
people’s choices the one we call conventionaarfolal system. A genuinely
distinctive system can emerge only out of a geryiristinct orientation and
motivation, a different set of norms. If Muslime dot have any they do not need a
different financial system. If they have one, wedeesearch on what it is and how
can it be translated into behavioral patterns astitutions. This is quite appropriate
as Muslims themselves feel that their current natibns may not be what they ought

to be.

2.5 Summary of literaturereview

Prior studies have sought to establish that Isldrarking is an expression of
practical terms and application of part of Islamégimes conduct that encompass
every sphere of the economy, honesty, socialpaivate lives. Absence of Islamic
finance in an Islamic society is a reflection ofiarperfect execution of Muslim duty
unto the Almighty who had described a religion Muslims that is economically
related as well.

According to the theories discussed, Islamic fimagive more focus to real
resources and economic activity rather than hogréind speculating on money.
Banks expected to participate in economic actisjtigroductivity, enhancement of
corporate governance fort its customers and riskist). While Islamic banks in
Kenya and other banks who have a window of Islgonaxiucts have issued various

financial products in trying to reach to financyaixcluded Muslim population, some
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of these products are looked at suspiciously byMislims. Being guided by the
theories and empirical studies discussed, the shadyan in-depth look at Islamic
products and compares it with simple teachingsriglé&Shariahh. An interpretation of
various rules of Islamic Shariah was sought fromshkmu scholars, the Muslim

populace and the Islamic bankers.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

Like any other researcher, I am very concerned taliba reliability,
completeness and the clarity of my research firglaogd results and therefore have to
employ the most appropriate methods and devicexhieve the desired outcome.
The chapter outlines the research design to be imsddis study. The sections
included in the chapter are the population of tiuel\s the sample selected for study

and the data collection process. It has been cdadlwith the data analysis methods.

3.2 Resear ch design

Generally speaking, research methodology refetsdanethod or methods of
collecting; analyzing and reporting data. In otiverds, it is the framework in which
the researcher works to collect, analyze and imterimformation in order to find
satisfactory findings of the study. Generally spegka research methodology that
combines two or more research methods gives hatepretation as the information
missed by one method might be captured by the ahdrthus an enhanced and
integrated result may emerge from the analydized research is therefore the most
suitable method for my research and the two mdsvaat methodologies are survey

guestionnaires and semi-structured interviews.
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3.3 Population and Sample
3.3.1 Population

Population is a group of people, individuals, esent objects that have
common observable characteristics (Mugenda and Miay2003, Peil 2005). The
population of this study comprise of the entire Muspopulation in Kenya, two
Islamic banks which rolled out Islamic banking pwots, other conventional banks
that provide Islamic products and Islamic financleatars.

3.3.2 Sample

The concept of sampling is an integral part of ntesearch and mine is not
an exception. Sampling has been defined as a sepaftsentation of the larger whole
(Rao 1994). Sampling is usually done as coverirgetfitire population is costly and
time-consuming. Instead of testing the populatigoy can choose a representative
sample so that you can generalize the findingsi¢opbpulation (Keller & Warrack
2002).

The objective is to use small representations swdconclusions from the
whole, known as the ‘population’, the chosen sarhpke certain characteristics and it
is the duty of the researcher to consider the fohg:

1. Relevant population and parameters, which referthe population from
which the sample should be selected. In this casglents of Garissa town represent
my population and a representative sample had seleeted from this population.

2. Sample size, which is very important as the eizthe sample has a direct
impact on the overall acceptability and the gereahllity of the findings. | took

many things into account in deciding the approprggtmple size including:
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1. The overall economically active population in Gsais

2. Existing literature on the subject of sampling asekiding on the most
appropriate sample size.

3. The confidence level which in this case was estoh&d be 0.95

4. Any statistical tools that could assist me in detemng the right sample size.

The sample size was determined by adopting thedatdnformula, that is,

N=Z2pgD/d? as used by Cochran, 1998.

n = the minimum sample size (if the target pofioiais greater
than 10,000)
Z = the standard normal deviate at the requicedidence
level 1.96 which corresponds to 95
p = Proportion of the target population estimdtetave
characteristics being measured.
q = 1-p
d = the level of statistical significance or degof freedom
which is 0.05
D = Degree of accuracy = 1
Thus: N = (1.96)2X0.5X05X1
(0.05)2
N = 384 Respondents

Therefore, the study used a sample size of 384 raemdf the 2 Islamic Banks in

Garissa

28



3.4 Data collection process

Data collection process involves contacting memiaérthe population. The
researchers sampled in order to collect the reduinéormation about the study
through survey questioners. These tools were tadmeinistered to bank customers,
Muslim scholars and potential bank customers inigSar The target participant was

randomly found in mosques, hotels, market placesbamks.

3.5 Data analysis

Data is collection of facts and figures relatingatgarticular activity under
study Minjala(2002). Minjala (2002) also acknowledghat for the data to be useful
it has to provide answers to the research QuestDat analysis is defined as the
whole process which starts immediately after thia dallection and end at the point
of interpretation and process of the result, Coget Schindler (2000). The SPSS
statistical package was selected by the reseatohanalyze data for its obvious
appealing features. However, the fact that the ritgjof our data is in nominal form
means that the amount of relevant inferential stiatl analysis is limited. However,
all the possible and relevant descriptive and erfeal statistical analysis was

explored and utilized as practically as possiblagigraphs, charts and percentages.

3.5.1 Resear ch analytical model
The linear regression model for this study was:-

y=a+ B X +LB,X,+B,X;+ B, X, + B, X, ......E
Y = financial inclusion

a = constant term (other factors that influenceiicial inclusion apart from the
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Islamic banks)

X1 = measured the number of people banking with ledldanks but would not have

banked with other covenant banks

X, = measures the number of people banking with eotional banks that have

Islamic windows

X3 = Number of people who have taken loans with Igtamanks and would not have
take such loans from conventional banks

B.. B, B; B,=Beta coefficientindicating various levels o importance (Wrightezfch

factor)
Statistical tools will be used to analyze the detaorder to provide for meaningful

distribution of scores for this purpose SPSS Wil used.
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CHAPTER FOUR

DATA ANALYSIS, PRESENTATION AND INTERPRETITION

4.1 Introduction

This chapter presents analysis and findings of sthuely as set out in the
research methodology. The results are presentecff@st of Islamic banks on
financial deepening amongst Kenyan Muslims. Thea daas gathered exclusively
from questionnaire as the research instrument.qliestionnaire was designed in line
with the objectives of the study. To enhance quailit data obtained, Likert type
questions were included whereby respondents iraticéhe extent to which the

variables were practiced in a five point Likertalsc

4.1.1 Response Rate

The study targeted to sample 384 respondents lectiolg data with regard to
the effect of Islamic banks on financial deepenamgongst Kenyan Muslims. From
the study, 105 out of 384 sampled respondentslifileand returned the questionnaire
contributing to 72%. This commendable response wate made a reality after the
researcher made personal visits to remind the nelgmd to fill-in and return the

questionnaires.

31



Table4:1: Response Rate

Response Frequency Per centage
Responded 110 28

Not responded 279 72

Total 384 100

Source: Researcher (2013)

4.2 Respondents | nfor mation

4.2.1 Respondents Gender
From the figure below majority of the respondentravmale with 64% and 36%o0f
females.

Figure 4.1: Respondents gender

36%

m Male

M Female

64%

Source: Researcher (2013)
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4.2.2 Distribution of Respondents by Age

The highest number of respondents was 4g#&b group 35-49 years, while a
further 44% of the age group was 25 to 34 yearsc8fsisted of respondents above

65years, as the table below illustrates.

Table 4.2 Respondents age

Frequency Percent
25-34 49 44
35-49 52 47
65+ 9 8
Total 110 100

Source: Researcher (2013)

4.2.3 Current Employment
The figure below illustrates that majority of thespondents with 47% were

self employed while those employed had a percerdbd6%, those unemployed were

only 9%and 8% retired.

Figure 4.2: Employment details
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Unemployed 9%
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Source: Researcher (2013)




4.2.4 Respondents Educational Qualifications
The highest number of respondents as the tablevaetticates had a diploma

level with 30% of education whilst a further 36%welegree holders; a 8%o0f them

had a secondary school education and others hagnmnaggree as the table shows.

Table 4.3: Respondents education

Frequency Per cent
KCSE 30 27
Diploma 31 28
Degree 29 27
Masters 20 18
Total 110 100

Source: Researcher (2013)

4.2.5 Monthly Income
The respondents’ monthly income with the higlpestentage had income
between ksh 50,000-99, 999; the least had an inadinelow ksh 15,000, as the

figure below illustrates.

Figure 4.3: Respondentsincome

19%

m below 15,000

M Ksh 15,000-49,999

= ksh 50,000-99,999

m ksh 100,000-199,999

Source: Researcher (2013)
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9% of the respondents had a monthly income of b&ehs15,000, 30% had income
between Kshs. 15,000 to kshs. 50,000, while thmde/een kshs. 50,000 to kshs.

100,000 were 42%. 19% of the respondents had emraimove Kshs. 100,000.

4.3 Conventional Financial Services
This section is intended to collect and analyza datwhether the respondents

have financial products offered by conventionalksan

4.3.1 Accessto Conventional Financial Services
Majority of the respondents had a entrraccount with the highest percentage

of 43% followed by savings account with a perceatafl 32%, 25% did not have

account.

4.3.2 Financial Products From Conventional Bank

The following financial products from conventiornk were used by the
respondents 20% personal loan, 16% as businessuab64% have not taken any

loan

Table 4.4: Respondents financial products

Frequency Per cent
Personal loan 22 20
Business loan 18 16
None 70 64
Total 110 100

Source: Researcher (2013)
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4.3.3 Financial Products from |dlamic Bank

82% of the respondents had not taken any loan avithlslamic bank before, as the

table below shows.

Table 4.5: Respondents |slamic bank products

Frequency Per cent
Personal loan 5 5
Business loan 15 14
None 90 82
Total 110 100

Source: Researcher (2013)

4.3.4 Reasons Not Having Financial Products

Majority of the participants with 74% ditbt want any deals with interests,

26%o0f them did not know how to go about it, asfipare below illustrates.

Figure 4.5: Reasons not having financial products

26%
You do not know how to go about it -

74% ! ! ! ! -
:

You do not want deal with interest
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Source: Researcher (2013)

26% of the respondents said they do not know hogotabout the processes of

getting loans from Islamic banks while 74% saidyttlel not want to deal with
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interest. They feel that Islamic banks offer nothdifferent from conventional banks

in terms of dealing with interests.

4.3.5 Financial Productswith High Demand

Business financing schemes was the mgxgirtant financial service needed
on day to-day basis, as the figure below shows #0& while Short-term interest free
loan had a 25% response money transfers had ansspb9%, while savings scheme

had 10% as the figure below shows

Figure 4.6: Financial Product on High Demand
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Source: Researcher (2013)

4.4 Existing Shariah compliant financial products

This section is intended to collect and analyzea datwhether the respondents

have financial products offered by Islamic banks.

4.4.1 Shariah compliant Information knowledge

All the participant had information albothe existing Shariah compliant

financial products in Kenya before as the belovetahows;
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Table 4.6. Respondents knowledge on Shariah compliant

Frequency Per cent
Yes 110 100
Source: Researcher (2013)
B A percentage of 59% had a bank accounh whe institutions offering

Shariah compliant financial products while 41 pata@o not as the table shows.

Table4.7. Respondents with Shariah compliant bank accounts

Frequency Per cent
Yes 65 59
No 45 41
Total 110 100

Source: Researcher (2013)
4.4.2 Reasons Not Having Accountswith Shariah Compliant

The main reason why the respondents did not haee@wunt with any of the
institutions providing Shariah compliant finangmbducts was 40% who said they are
not interested in their accounts, 60% said thayktkthiey are not any different from the

conventional banks

Figure 4.7: Reasons Not Having Accounts with Shariah Compliant
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Source: Researcher (2013)
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4.3.3 Respondents Residence

Of the 110 respondents, 75% live in rergeaberty while 25% of them live in

owned property as the table shows.

Table4.7. Respondentsresidence

Frequency Per cent
Rented property 83 75
Owned property 27 25
Total 110 100

Source: Researcher (2013)
4.4.4 Mortgages Taken

In the table; out of the 110 responder@® 200k a conventional mortgage to

purchase property while 80% of them did not agabée illustrates.

Table 4.8 Mortgages taken

Frequency Per cent
Yes 12 11
No 98 89
Total 110 100

Source: Researcher (2013)

4.5 Expectation from theintroduction of Islamic financein Kenya
4.5.1 Respondents owning Businesses

The respondents who were not in business348d of the respondents, while

66% were in business as the table below illustrates
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Table 4.9: Respondents owning businesses

Frequency Per cent

No 37 34

Yes 73 66

Total 110 100

Source: Researcher (2013)

4.5.2 BusinessLoan for Startup Business
From the table below 64% of the resporsleid not take out a loan from any

bank or any other institution when starting up tsiness.34% of the respondents

took a loan.

Table 4.11: Businessloan for startup

Frequency Per cent

No 73 66

Yes 37 34

Total 110 100

Source: Researcher (2013)

4.5.3 Shariah Compliant Institutions Approached
The figure below illustrates that 71% didt mpproach any of the institutions

offering Shariah compliant financial products faising finance for their business and

a total of 29% approached Islamic banks.

40



Figure 4.9: Shariah compliant institutions approached

o Yes

m No

Source: Researcher (2013)

4.5.4 Reasons Not Approaching Shariah Compliant I nstitutions

The reason why the respondents did nptageh the institutions had a total of

29% who did not need their help, 19% did not kndwewt Shariah compliant, 50%

think they are not different from conventional bankhile 31% gave reasons like

strict policies in giving out their loans.

Table 4.12: Reasons not approaching the Shariah compliant institutions

Frequency Per cent
You did not need their help 21 19
You think they are not differer
55 50
from conventional banks
Other 34 31
Total 110 100

Source: Researcher (2013)

4.5.5. Shariah Compliant Institution Instructions

The availability of suitable Shariah comptidusiness finance would help mostly

in the expansion of the business with a responds5®% another 20% said it would

help to improve lives of many muslims16% said itwabresult in wealth creation
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among Muslims 11%of the respondents needed to lgetmeaning of Shariah
compliant as the table shows.
Table 4.13: Importance of Shariah compliant institutions

Frequency | Percent
Expand business, leads to more profits 65 59
Improve lives of many Muslims 20 18
Result in wealth creation among Muslims 25 23
Total 110 100

Source: Researcher (2013)
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CHAPTER FIVE
SUMMARY OF FINDINGS CONCLUSIONS AND

RECOMMENDATIONS

5.1Introduction

This chapter provides the summary of the findirrgenfchapter four, and also
it gives the conclusions and recommendations osthdy based on the objectives of
the study. The objectives of this study were tedrine the effects of Islamic banks
on financial deepening amongst Kenyan Muslims, ndeustand the overall socio-
economic structures as well as the banking behawabMuslim community and their
access to conventional finance prior to the intotiden of Islamic finance Kenya, To
understand banking and other micro-financial sewiand home-financing facilities

employed by these communities.

5.2 Summary of the Findings

The findings and the results of the research haen lpresented in a more
technical and analytical way in the chapters. Téggtion summarizes the main
research findings intending to present some potegommendations. The main
research findings related with research objectha&® is worth mentioning that form

part of my own empirical results.

The Islamic banking and finance in Kenya is a comityubased banking
driven by the financial needs of the customers fitben Muslim community and is

intended to meet the financial needs of the comtypumhich have diverse financial
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needs like any other segment of the market in tesfrisank accounts and financial
products like housing, personal and business fimahke Islamic banking and finance
system is an alternative and not a replacementeofraditional banking and financial
system in Kenya or anywhere else and its propoitiarery small as compared to the
traditional counterpart. The growth of Islamic bargkin Kenya, in spite of all the

supportive policies of the government and regutatbas not been very effective in
terms of attracting a larger segment of the Muséindience in the market and
producing some socio-economic changes in the lidgogditions and business and
economic activities of the Muslim community. Acciongl to this research, 82% of the
respondents have not taken any loan from the Isld&@anks, majority (74%) thought
they are not different from other conventional bmakd that they did not want to deal
in interest. Others gave other reasons like buraaycand strict policies and
requirements in giving out loans; others said tanhic banks have poor marketing
strategies in informing customers about their potsiu Majority (59%) of the

respondents has a bank account with the Islami&sban banks offering Islamic

products but they have not benefitted from anyhefrtproducts.

5.3 Conclusions

Islamic banking is continuing to grow as a viabtehcial institution in areas
with Muslim populations across the world, yet itfeet on economic growth and the
deepening of financial systems was previously wrdehed. This paper attempted to
add to the literature on Islamic banks by invesingp effect of Islamic banks on
financial deepening amongst Kenyan Muslims. Furtteee, the effect of Islamic

banks on financial deepening amongst Kenyan Mush@as tested. Confirming past
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research on the topic, the most significant indicaf the diffusion of Islamic banks is
the presence of a Muslim population. This findisgsupported by previous evidence
that Islamic banking appears to be a complementdiher than a substitute for,

conventional banks.

Muslims in Kenya appreciate the need to have fidmproducts that comply
with their faith; they have strong need for final@upport which is yet to be satisfied
by the available Islamic banks in Kenya. Therel# a need to come up with or
revise existing financial regulations in Kenya toakle these Islamic banks fully

comply with Shariah.

5.4 Recommendations

Based on the revealed facts previously mentionetihensection of research
findings, a suggestion of some basic and significacommendations to improve the
performance of Islamic banking and finance insbig,. Here it is worth mentioning
that the performance of Islamic banking and finarffo@m a socio-economic
perspective is a multifaceted and complicated isgtlemany reasons working behind
as it has previously been mentioned. Among thessores are; skepticism, availability
of small range of the products, extra marginal @fshe products, less access of the
customers to these products, little knowledge @&sd hwareness of the people about
Islamic finance and these products, low credit hiadss of the less affluent and
financially excluded segment of the market etc. réfage it requires more
sophisticated and comprehensive solution rather shiggesting one single solution as
magic stick to improve the situation overnight. Btedy further recommends change

in financial regulations by Central bank, like alag the banks to have joint venture
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with borrowers, allow the banks to share in proditgl loss of borrowers’ businesses

that they finance.
5.5 Suggestionsfor Further Research

Some further research areas where future reseatahework to improve the
results contribute to bring a positive change dredorrelation between financial and
social performance of Islamic banks can furtherdvedied with more specific areas
and wider resources for research. Although we have limited research discussing
the financial and economic aspect of Islamic bagidenya, but the social role of this
newly banking system has almost been neglectechaads to be explored in more
specific way. The regression analysis between ka@rid economic and financial
performance of the Islamic banks in Kenya and tatio;n between business and
economic activity of the less affluent and proumsif Islamic microfinance in Kenya,
Dealing with social problems like extremism andicatization through providing
Islamic banking and financial services to the unleygd Muslim youth in Kenya, the

financial inclusivity and pluralism and Islamic mafinance in Kenya
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APPENDICES

Appendix | : Questionnaire

Name (Optional)

Phone Number

PART A: Instructions: Please tick the appropriate box

Personal profile

1. Gender
0]

o

1. Age group

o

o

o

o

o

Male

Female

16-24
25-34
35-49
50-64
65+

3. Employment status

o

o O O o

Self-employed
Employed
Unemployed
Retired

Other, Please Specify-----------------------
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4 Educational qualifications
o None

KCSE

A-level

Diploma

Degree

o O O O O

4. Household Monthly Income

o Below 15,000
Ksh 15,000-49,999
Ksh 50,000-99,999
Ksh 100,000-199,999
Ksh200,000 and over

o O O o

PART B: Instructions: Please tick the appropriate box

Other Please give details

Your access to conventional financial services

6. Which of the following types of accounts do you anybody in your

household have?

o Current
account

o Savings
accounts

o Others, please specify------------

o None
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7. Which of the following financial products with armeentional bank do you have
or ever had?
o Mortgages
o Persona
| loan
0 Busines
S loan

0 Interest earning savings account

o Other, please specify -------

o None
8. Which of the following financial products with asldamic bank do you have or
ever had?
o Mortgages
o Persona
| loan
0 Busines
s loan
0 Interest earning savings account

o Other, please specify -------

o None
9. If you do not have any of the products with coniaml banks,
what is main the reason?
0 You do not want deal with interest
0 You do not need to borrow
0 You are too poor to get these
facilities
0 You do not know how to go about it

o You tried, but did not succeed

o Other reason-Please specify------- oo
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10.Some of the important financial services that yeedon day to-day basis, but
you cannot find in your conventional bank and asdesm elsewhere includes:

Savings scheme (through family/friends credit ug)on

Money transfers (Through Hawala companies)

Short-term interest free loan (Through family andrfds credit unions)

Business financing schemes (through Family/friecrdslit unions).

None

o O O O O o

Other, Please specify------------- mmmmmmmmmoeees

PART C: Instructions: Please tick the appropriate box

Your knowledge of the existing Shariah compliant financial products and how

they influence your accessto financial servicesin Kenya

10. Have you heard about the existing Shariah camipiinancial products in Kenya?
o No
0 Yes Please explain what you know about them------------------------
11.Do you have a bank account with any of the insthg offering Shariah
compliant financial products?
o Yes
o No
12.1f you said No to the above question, the mainara®u do not have an account
with any of the institutions providing Shariah cdmpt financial products is
because:
0 You are not interested in their accounts as youebelthey are not that
different from conventional banks.
0 You think they do not provide good service

0 You have tried, but you were not successful

o Other, please specify----- oo --
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13. Do you live in?
o Rented property
o Owned property

o0 Council/Government house/flat

o Other, Please specify-------------
14.Did you take out a conventional mortgage to purehamsir property?
o Yes
o No
15.1f you had a mortgage, before the introduction bisah compliant mortgages.
Did you switch your conventional mortgage to a &tacompliant one?

0 Yes

o No, Please explain why? -------- s

PART D: Instructions: Please tick the appropriate box
Your expectation from the introduction of Islamic finance in Kenya (For Muslim
SMESs)
16. Are you in business?
o No

0 Yes, Please explain the type of business and ttieoth®f financing it----------

17. Did you take out a loan from any bank or arfyeotinstitution when you were
starting up the business?

o No

0 Yes, Please explain the nature of the loan and fwbioh institution----

18.Did you approach any of the institutions offeringaiah compliant financial

products for raising finance for your business?

0 Yes, Please explain what the outcome was- mmmmmmme

o No
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19.1f No to the above question, the main reason ofapproaching these institutions
IS:

0 You did not need their help

0 You did not know about them

0 You think they are more expensive than their cotiveal
counterparts

0 You have advised not to approach they as theyatréonsmall
man

o Other, please specify--------- --

20.In your opinion, how would the availability of salile Shariah compliant business

finance impact on your business strategy? mmmmmmmeme

PART E:

Your attitudes towards the Shariah compliant financial products on offer in
Kenya

21. Islamic mortgages are more expensive than ctioval counterparts.

1 2 3 4 5
Strongly Disagree Neutral Agree Strongly agree
Disagree

22. The availability of Shariah compliant produet#l enhance Muslims’ access to

financial services such as home financing.

1 2 3 4 5
Strongly Disagree Neutral Agree Strongly agree
Disagree

23. There are many Muslims in Kenya who are noesgiog financial products such
as basic banking and home financing due to théh énd would do so if they had an

Islamically acceptable alternative
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1 2 3 4 5

Strongly Disagree Neutral Agree Strongly agree

Disagree

24. The Shariah compliant financial products oremfin Kenya, such as home-
financing products, are not different from the cemtional ones, but it is a matter of

inserting Arabic terms to suggest Shariah compé&anc

1 2 3 4 5
Strongly Disagree Neutral Agree Strongly agree
Disagree

25. A large number of Kenyan Muslims should switbleir banking and home-

financing services to Shariah compliant producenafthey have to pay more

1 2 3 4 5
Strongly Disagree Neutral Agree Strongly agree
Disagree

26. The majority of Muslims think that the institurts providing Shariah compliant

products are not as profiteering and aggressive ttheir conventional counterparts.

1 2 3 4 5
Strongly Disagree Neutral Agree Strongly agree
Disagree

27. The Shariah compliant products on offer are/ welective and cater only for the

rich who are just a minority in Muslim population.

1 2 3 4 5
Strongly Disagree Neutral Agree Strongly agree
Disagree
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Interview questionsfor the lslamic bankers

1. What Shariah compliant products do you offék@mya? ------ e

2. How long have you been providing these finangiatucts? ----------------------

3. What percentage of your current customers ha@en accessing conventional

banking services due to their faith? -------

4. Could you briefly explain the steps, if any, yauganization has taken to enhance

financial deepening and what has been achievedr8e--- -
5.According to your records, how many Muslims hawetched their mortgage and

bank accounts to yourselves after learning about $tariah compliant products?-----

6.Some people argue that the reason why the Shewiapliant products on offer in
Kenya are not very popular with many is becausg Hetieve that these products are

not technically different from their conventionabunterparts and more expensive,

what is your response to this argument?--- s

Questionsfor the Islamic Finance and Banking scholars
1. In your opinion, how popular are the Shariah plemt products with their target

CUSTOMErS? --m-mmmmmmmmmmm oo mmmemmmeeeneees

2. In your opinion, what role should Islamic fingaicproducts play in enhancing

financial deepening and is it doing that? --

3.A large number of Muslims are skeptical about #éxsting Shariah compliant
products on the basis that they are not substhntdferent from their conventional
counterparts, how justified is this skepticism auyopinion?

4. What do think is the future of Islamic bankimglavhat are the challenges it should

overcome to succeed? memmememneeeee
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Appendix I1: Time Plan

Phase Description Number of weeks
1 Data collection

2 Data analysis

3 Data interpretation

4 Report writing

. Compilation and

presentation
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