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ABSTRACT

The Banking sector has undergone significant tansition and continues to improve
with new regulations and guidelines seeking to ma#instability. The objective of the
study was to establish determinants of organizgienformance in Kenya banking sector
with special focus on tier three Commercial Bankse research adopted a descriptive
survey design on a population of the 43 commetmaaks in Kenya. The study utilized
both primary and secondary sources of data. Dadlysia was done using the facilities
for descriptive methods on the Statistical PackdgeSocial Sciences (SPSS). Based on
the findings in relation to specific objective, teudy concluded that majority of the
organization perceive that alleged that corporatvemance affects organization
performance. Also the study concluded that compariad put in place effective
corporate governance systems that shown to implesadid and integrated performance
approaches more easily than others and that maredeim their organization are
committed in ensuring the performance of the bankmproved. Likewise, the study
concluded that management most organization cansieet and previous performance
of the individual to be mandated in the managerpesttion and that bank shares more
democratic ownership structures, more balancedobapader governance systems, and a
more comprehensive view of organizational goals pedormance have also better
chances to increase shareholders’ loyalty. Finthéy study found that management is
committed hence influencing bank performance toreatyextent. To technologies
advancement, the study concluded that technologikmncement enhancement bank
performance where it eases the process and pracetibanking. On bank size, the study
concluded that most of the banks had 16-30 braneliese number of branches that
bank have determines its profitability. Loans fram hence low interest income.
Inclusively, the study established that bank siegemnines bank profitability to very
great extent. To financial strategies adopted by llanks, the study concluded that
investment management strategy and cash flow maregestrategy were the main
financial strategies adopted by most of tier thyaeks in Kenya.

Keywords: Corporate governance, firm size, financial sggteechnology advancement



CHAPTER ONE: INTRODUCTION

1.1 Background of the Study

Global competition, reengineered product life cgclenass customization and the
increased need to respond quickly to customergisiaee some of the pronounced trends
currently driving organizational change. Successfuhpanies in this environment use
Information Technology as a primary enabler and aganized as dynamic networks
with globally distributed operations which alloweth to adapt more quickly to ever-
changing competitive landscapes and customer geints (Edwards & Sridhar, 2005).
These organizations often adopt models of globdliai teams to collaboratively work,

often exemplified in global software developmend\{&rds & Sridhar, 2006).

Over the past decades, organizations have constayithg to adapt, survive, perform

and influence. However, they are not always suégkesEo better understand what they
can or should change to improve their ability tofgen, organizations can conduct
organizational assessments (Edwards & Sridhar, )200fs diagnostic tool helps

organizations obtain useful data on their perforceamentify important factors that aid

or impede their achievement of results, and situtemselves with respect to

competitors. Interestingly, the demand for sucHuatans is gaining ground. Donors are
increasingly trying to deepen their understandihghe performance of organizations
which they fund (government ministries, Internasibfrinancial Institutions and other

multilateral organizations, as well as researchitut®ns) not only to determine the

contributions of these organizations to developmestilts, but also to better grasp the
capacities these organizations have in place tp@tithe achievement of results.
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Banking industry play an important role in mobifigifinancial resources for investment
by mobilizing investors and boosting businessewelsas offering financial services to
the public with the aim of making profit. As peretltentral bank of Kenya, bank
supervision annual report (2010), at the end ofebdzer 2010, the banking sector
comprised of 45 institutions, 41 of which were coenamal banks, two mortgage finance
companies, one non-bank financial institution ame duilding society. Despite their
number being high their total assets account fdy d8.2% of the sectors total assets.
However, the industry has also involved itself itcamation, moving from the traditional
banking to better meet the growing complex needtheir customer and globalization

challenges.

1.1.1 Organizational Performance

Organizations today grapple with revolutionary tten accelerating product and
technological change, international competitiorredalation, demographic changes, and
a shift towards a service society. These trende rawreases dramatically the degree of
competition in virtually all industries. Either cgemies in such an environment become
competitive high-performers or they vanish (Dess@000). However, organization
performance can be classified into financial perfance and non-financial performance
(Mahoney & Roberts, 2007). The financial performampproach examines indicators
such as sales growth, profit rate, return on imaest, return on sales, return on equity,
and earnings per share, whereas the non-finaneidbrmance approach focuses on
market share, new product introduction, productlitgyamarketing effectiveness and

technological efficiency.



Traditionally, organizations have measured sucegssnst a financial standard through
the profits, the greater the success and othetigdggémeasures. In fact, noted economist
Milton Friedman believed the only social resporgipiof business was to increase
profits and to serve as the instrument of the s$tolders who owned the corporation and
the community surrounding (clients) (Hoyt, 2003)artthan (2005) summarizes
Friedman’s view by stating that the difficulty ofercising social responsibility illustrates
the great virtue of private competitive enterptisat forces people to be responsible for
their own actions and makes it difficult for them “exploit” other people for either

selfish or unselfish purposes. They can do weli,dnly at their own expense.

Organizations are investing ever-increasing amouwftgesources into Performance
Management Systems, but it is still not clear wthay can expect in return, or how they
might influence the likelihood of positive systemt@omes. Performance Measurement
Systems (PMS) enable organizations to plan, measwecontrol their performance, so
that decisions, resources and activities can berbaligned with business strategies to

achieve desired results and create shareholdes.valu

1.1.2 Determinants of Bank Performance

The banking industry in general has experiencedespmofound changes in recent
decades, as innovations in technology and the madk® forces driving globalization
continue to create both opportunities for growtkd ahallenges for banking managers to
remain profitable in this increasingly competitieavironment (Molyneux & Wilson,
2004). The importance of bank profitability can dgpraised at the micro and macro

levels of the economy. At the micro level, prof¢ the essential prerequisite of a



competitive banking institution and the cheapeste® of funds. It is not merely a result,
but also a necessity for successful banking in @ogeof growing competition on
financial markets. Hence, the basic aim of a bamémagement is to achieve a profit, as

the essential requirement for conducting any bgsitfiBobakova, 2009).

At the macro level, a sound and profitable banksegtor is better able to withstand
negative shocks and contribute to the stabilittheffinancial system. The importance of
bank profitability at both the micro and macro lesvkeas made researchers, academics,
bank managements and bank regulatory authoritiegev@lop considerable interest on
the factors that determine bank profitability (Atlagoglouet al, 2005). Determinants of
bank profitability comprise characteristics of mdual bank companies that affect their
profitability. Shareholder and managerial decisiansl activities can directly influence

these characteristics which also differ from conyp@ncompany.

Across the globe, the banking industry today enpysimber of advantages compared to
past years that would appear to contribute to thleility to generate profits. Molyneux
and Thornton (1992) were the first to explore thgtdy the determinants of bank
profitability on a set of countries using a sampfel8 European countries during the
1986-1989 periods. They found a significant positassociation between the return on
equity and the level of interest rates in each tguibank concentration and government
ownership. Abreu and Mendes (2001) investigate dberminants of banks interest
margins and profitability for some European cowdiin the last decade. They report that
well capitalized banks face lower expected bankypbsts and this advantage translates

into better profitability. Bashir (2009) examinelset determinants of Islamic banks
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performance across eight Middle Eastern countoed$93-1998 periods. A number of
internal and external factor were used to predicfifability and efficiencies. Controlling
for macroeconomic environment, financial markatation and taxation, the results show

that higher leverage and large loans to assettdéad to higher profitability.

1.1.3 Banking Industry in Kenya

The Banking industry in Kenya is governed by thenPanies Act, the Banking Act, the
Central Bank of Kenya Act and the various prudérgiadelines issued by the Central
Bank of Kenya (CBK, 2009). The banking sector whserhlized in 1995 and exchange
controls lifted. The CBK, which falls under the mter for Finance docket, is
responsible for formulating and implementing monet@olicy and fostering the

liquidity, solvency and proper functioning of thadncial system.

In Kenya, commercial banks play an important raleniobilizing financial resources for
investment by mobilizing investors and boostingibesses as well as offering financial
services to the public with the aim of making proffiending represents the heart of the
banking industry and loans are the dominant agsethey generate the largest share of
operating income. As per the central bank of Kerbank supervision annual report
(2010), at the end of December 2010, the bankiotbseomprised of 45 institutions, 41
of which were commercial banks, two mortgage fimartompanies, one non-bank
financial institution and one building society. Pés their number being high their total

assets account for only 48.2% of the sectors &ssets.

Over the last few years, Kenyan Banks have realimmdendous grow in the last five

years and have expanded to the East African redite. growth has been mainly
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underpinned by, the industry’s wide branch netwexkansion strategy both in Kenya
and in the East African community region, and awtom of a large number of services
and a move towards emphasis on the complex custoaeels rather than traditional ‘off-
the-shelf’ banking products. Players in this sectmve experienced increased
competition over the last few years resulting framreased innovations among the

players and new entrants into the market (PWC, 008

The banking industry in Kenya has also involveeélitehn automation, moving from the
traditional banking to better meet the growing ctexpneeds of their customer and
globalization challenges. There has been increesetpetition from local banks as well
as international banks, some of which are new pfaiyethe country. This has served the
Kenyan economy well as the customers and sharehaldehe ones who have benefited
the most. According to Omuodo (2008) as pressurantsoon the banking industry’s
profitability resulting from over reliance on ingst income by banks, it is strategically

imperative that banks focus on other revenue sseam

1.1.4 Tier Three Commercial Banks in Kenya

In the banking sector, tier three commercial baaues considered to be among the few
banks whose assets happen to be below 10 billibis Means that their performance
may not be compared to other banks that have afs&tsare more than 10 billion.
Reasons as to why banks such as Transnational biabiy Bank, Oriental commercial
bank, First community bank, Middle East Bank andaReunt Universal Bank among
many other banks have been classified to be amioagi¢r three group is basically

because, over some period their performance hawained to be stagnant. This has also
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resulted to minimized expansions of these banke.dfderations in these banks have also
been quite shaky and have some elements of inggainil service provision in these
current times. As such there is need for this stodgxamine in detail what is really main

cause of unpleasant performance among these banks.

1.2 Research Problem

The banking sector is the backbone of any econondypdays an important financial
intermediary role. Therefore, its health is verytical to the health of the general
economy at large. Given the relation between thik-lveeng of the banking sector and
the growth of the economy (Rajan & Zingales, 20@Bpwledge of the underlying
challenges facing financial sector's performancéhéefore essential not only for the
managers of the banks, but also for numerous stétkets such as the central banks,
bankers associations, governments, and other falaaathorities. Knowledge of these
challenges would be useful in helping the regulatauthorities and bank managers
formulate future policies aimed at improving thefgability of the banking sector. The
importance of bank performance can be apprais¢ldeamicro and macro levels of the

economy (Athanasogloet al, 2008).

Over the last few years, Kenyan Banks have realiemdendous grow in the last five
years and have expanded to the east African redibe. growth has been mainly
underpinned by, the industry’s wide branch netwexkansion strategy both in Kenya
and in the East African community region and autiionaof a large number of services
and a move towards emphasis on the complex custoasels rather than traditional ‘off-

the-shelf’ banking products. Players in this sectwve experienced increased



competition over the last few years resulting framreased innovations among the
players and new entrants into the market (PWC, @8wever, some banks are unable
to compete with bigger bank due to their finanatapacity to adopt current IT
environment, employee retention, poor governanak siff competition from bigger
banks. This has resulted to minimized expansiorntkede banks. The operations in these
banks have also been quite shaky and have someemerof instability in service
provision in these current times. As such theneeisd for this study to examine in detalil

what is really main cause of unpleasant performanceng these banks.

Notwithstanding the enormously complex and dynamature of the environment in
which the banks compete, there is a growing bodsvafence that suggests it is possible
to discern relevant indicators of banking indugieyformance today. Local studies done
include; Serem, (2002) did a survey on the effédionan resource practices on banks
profit in Nairobi, Nyangweso (2009) did a survey the practice and challenges of
strategy implementation at Cooperative Bank of Keninuthia (2010) conducted a
study on the Effect of competitive strategies anplrformance of Equity Bank of Kenya
while Wandate (2011) conducted a survey on managepaeception of the influence of
corporate social responsibility on performance gfiEy Bank Limited. However no local
studies that have been done on challenges faciagotanization performance in
financial sector. It's against this realizationttti@e current study aims to bridge this gap
by investigating the determinants of the organaratperformance in Kenya banking
sector with special focus on tier three CommerBahks. The study aims to answer the
following research questions, that is, how doepa@te governance affect performance

of commercial banks in Kenya?, Does technology adement affect performance of
8



commercial banks in Kenya? Does firm size affezfqggmance of commercial banks in

Kenya? How do financial strategies affect perforogaof commercial banks in Kenya?

1.3 Research Objective

This study sought to establish determinants of miegdion performance in Kenya

banking sector with special focus on tier three @umrcial Banks.

1.4 Value of the Study

The findings of this study will be useful to finaalkcinstitutions in Kenya. The study will
provide useful information that will help the maeagent of financial institutions in
addressing the challenges facing financial instihg and devise strategies to ensure the

institutions remain competitive.

The study will also be of great significance to kiag sectors in Kenya. This study will
be invaluable to banking sector as a whole asrithrfgs would appraise challenges they
face and link the same to the corporate performahioe study will offer an opportunity
for review of strategies adopted with aim of impnay organization performance as it

will try to unearth how it has been effective leaglio effective performance.

The study findings are expected to be of great mapoe to various researchers involved
in policy making. The study will further make a nag contribution to the literature on
challenges facing organization performance thalt lvalhelpful to researchers who want

to further on their study in the area.



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter presents past studies done on chaBerigcing the organizational
performance and the link between the two. The d@raplso presents literature and
previous studies that have been conducted on thie tietween challenges and

organization performance.

2.2 Theoretical Foundation

This study is guided by innovator's solution thedrlye theory is relevant in the study as
it explains the process of innovation. AccordingQbristensen and Raynor's (2003)
theory of the innovator's solution is a brilliamadysis of why companies fail to innovate.
It explains convincingly why corporate managemetus't learn about good ideas, and
why managers succumb to inherent pressures to way drom the challenge of
disruptive competition rather than stand and fidihte decisions made as a result of these
pressures make sense in the short run to the chails involved, but in due course they

send the organization into an inexorable deatlakpir

But while their analysis of the causes of failuceundertake disruptive innovation is
effective, their proposal for solving the dilemmfadasruptive innovation is less helpful.
The central premise of their thesis the innovatsolsition — is to accept the grim reality
that big companies are inherently and constitutlgndisinclined to tackle disruptive

innovation. A modern organization will crush distivp new ideas, because they

represent a threat to management, to careerswerpgiructures, to customary ways of
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things, to client bases, to brands, to corporateii@ The author’s solution is to protect

genuine innovators and their disruptive changeddean these hostile forces.

Corporate leaders should put up a wall betweeimntin@vation and the existing hierarchy.
Leadership should create an independent businagswimch will provide a safe and
protected environment for innovation. These innovest can flourish without having to

fight off the interferences and intrusions and-amtiovation attitudes of the hierarchy.

Allowing a different culture to flourish in a sep&& organization eventually leads to
repeated power struggles and culture clashes, whiembers of the mainstream
organization invariably win. Interest in the newnttiges tends to be cyclical. Brief surges
of enthusiasm, triggered by abundant resourcestendesire to diversify, are followed
by sharp declines. The life spans of both interelture units and corporate venture
capital funds, therefore, tend to be short on aesranly four to five years. Oke and
Goffin (2001) innovator's solution theory reststbe hope that if one can build enough
commercial success in the marketplace, he/she battex chance of eventually winning
that battle of persuasion. Surely, their argumemisgthe hard numbers will win the war.
Unfortunately the track record shows that even witbng commercial success, numbers

and reason are not enough to dislodge the forcstasis and inertia.

2.3 Organization performance

Performance is the outcome of all of the organmresi operations and strategies
(Wheelen & Hunger, 2002). Performance measurenystéss provide the foundation to
develop strategic plans, assess an organizatioontspletion of objectives, and

remunerate managers (Ittner & Larcker, 1998). Whitnsensual measurement of

11



performance promotes scholarly investigations aad clarify managerial decisions,
marketers have not been able to find clear, cuaadtreliable measures of performance
on which marketing merit could be judged. Perforogams optimal result done by
somebody or group or company. Traditional perforoeameasurement is oriented to
financial and profitability. A good company’s pemnieances are looked by the profit it's

achieved compared to amount specified before (Mli)y2001).

According to Kaplan & Norton (1996) there are 4ffoperspectives of company’s
performance, that are: Financial Perspective, sbrdi income growth, productivity
growth, cost efficiency and as-set utilizing; Imak business process perspective, consist
of improving innovation, operation process, servafepost sell; Client perspective,
consist of: client satisfaction, client acquisitiimow far the company can draw client),
client retention, potential market, client profildlp and Learning growth perspective,
consist of: improving personnel capability, impmyiinformation system capability and

also motivation, development and compatibility (Kep& Norton, 1996).

Organization performance is very essential to mamagnt as it is an outcome which has
been achieved by an individual or a group of imdlinls in an organization related to its
authority and responsibility in achieving the gdegally, not against the law, and
conforming to the morale and ethic. Performancehés function of the ability of an
organization to gain and manage the resources varaedifferent ways to develop
competitive advantage (Iswatia & Anshoria, 200hefe are two kinds of performance,
financial performance and non-financial performariaancial performance emphasizes

on variables related directly to financial rep@bmpany’s performance is evaluated in

12



three dimensions. The first dimension is compamy@ductivity, or processing inputs
into outputs efficiently. The second is profitatyilidimension, or the level of which
company'’s earnings are bigger than its costs. fing tdimension is market premium, or

the level of which company’s market value is exaegdts book value (Walker, 2001).

2.3.1 Corporate Governance

Corporate governance has been an issue of glolvaleno long before now. Many
countries that suffered during the recent econoeniges in Asia and other emerging
markets had weak legal environments and poor ganemsystems. Christopher (2009)
stated that proper governance of companies wouttbrbe as crucial to the world
economy as the proper governance of countries ahdomverge in associated issues of
competitiveness, corporate citizenship, social amdironmental responsibility. The
governance of banks becomes even more pronouncesideong their role of financial
intermediation in developing economies. Commerbehks are the main providers of
funds to enterprise and where there is a thin et capital market, their failure
becomes the failure of the system. According todSiom (2004) the impact of failure of
the banking system can have immense cost, as itdpEsatedly been seen that bank
failure cost developing countries up to 15% of tl&DP and losses that far outstripped

aids received.

Love and Rachinsky (2008) opined that corporateegmance aims at promoting
competition, while allowing customers the option rabking a choice. This concerns
deregulation as reform measures that guarantees kates, provide customer choice and

offer reliable services so that no one is literddifg in the dark (Kajola, 2008). However,
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corporate governance arrangement and institutiang from place to place, though the
focus is always to promote corporate fairness, sfparency and accountability.

Christopher (2009) pointed that the financial sebiing at the center stage of efficient
capital allocation needs to be visited more consdio with the subject of corporate
governance. However, the fundamental issue of catpogovernance and banks
performance cannot be complete without proper wstdeding of the functions of

shareholders and directors; the creation of agiefft and reliable board from among the

shareholders to checkmate director’s excesseyibaoomes a sine qua non.

Sanda, Mikailu and Garba (2005) examined the oelahip between banks ownership
and several governance aspects and found outritraaising ownership stakes for hired
managers and boards improves banks performanceewowfor banks to perform its
intermediating functions, certain issues like thaijectives for being in existence must
be considered. Bergert al. (2004) identified these three objectives— to mbte
depositors, to promote stable money supply by priavg financial panic, and foster and
efficient and competitive banking system that featié financial intermediation
Fundamentally corporate governance issue is mayatabadership, as the public is now
demanding accountability and responsibility in @rgte behavior more than ever before.
It also involves effective government action in them of reformed regulatory systems;
improve quality of service delivery and steppedingdaw enforcement by regulatory

agencies (Kajola, 2008).
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2.3.2 Technology advancement

Today’s business environment is very dynamic armgeegnces rapid changes as a result
of creativity, innovation, technological changex;reased awareness and demands from
customers (Woherem, 2006). Business organizatesysecially the banking industry of
the 21st century operates in a complex and compet@nvironment characterized by
these changing conditions and highly unpredictaaienomic climate with Information
and Communication Technology (ICT) is at the cewfr¢his global change curve. The
banking business is becoming highly ICT based dutstinter-sectoral link; it appears to
be reaping most of the benefits of revolution icht®logy, as can be seen by its
application to almost all areas of its activitidkifiuli, 2009). It has broadened the scope
of banking practices and changed the nature of ibgnks well as the competitive
environment in which they operate. A broad operhiag been experienced around the
world for banks and they are currently taking dulwvamtage of these innovations to
provide improved customer services in the facearhpetition and faster services that

enhance productivity (Ovia,2005).

Technological advancement facilitates payments @edtes convenient alternatives to
cash and cheque for making transactions. Such nastiges have led to the development
of a truly global, seamless and Internet enabledh@# business of banking.
Technological advance in payments are importanttotiee fact that it will be feasible to
outsource quite a number of the banks’ role in pagments system. Also banks’
regulation can be more technologically dependedttatter focused rather than focusing
on conceptual guidelines. ICT revolution both innte of innovation rate, speedy

operation, and cost per unit (portraying reductioaverage total and marginal costs) has
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made a good number of banks embrace the use omii@istructure in their operations
(Akinuli, 2009). However there may be little inteptions at times due to network
failures, which may make customers unable to cantytransactions at a particular point
in time. This little shortcoming is not in any wagmparable to the days when banking
halls were characterized by long queues mainly assalt of delays in the traditional

banking operations.

Irechukwu (2006) itemized some bank services thaelbeen revolutionized through the
use of ICT as including account opening, custonemoant mandate, and transaction
processing and recording. Information and CommuioicaTechnology has provided
self-service facilities (automated customer servicachines) from where prospective
customers can complete their account opening doctamdirect online. It assists
customers to validate their account numbers aneivednstruction on when and how to
receive their cheque books, credit and debit cdf@§. products in use in the banking
industry include Automated Teller Machine, Smartd3aTelephone Banking, Electronic
Funds Transfer, Electronic Data Interchange, Ed@itrHome and Office Banking. Ovia
(2005) opined that the revolution in ICT has mauake banking sector changed from the
traditional mode of operations to presumably bettays with technological innovation
that improves efficiency. ICT can enhance efficken@ its use and in recent times banks
have been encouraged by the rapid decline in tice pf ICT gadgets. This has perhaps
increased the bank level of ICT usage. The incresght have also been attributable to
business environment that became relatively flexitdi accommodate new forms of

technological change as a result of reforms ircthentry.
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2.3.3 Firm Size

If the relative size of a firm expands, its margetver and profits increases. This is the
Market-Power (MP) hypothesis. The hypothesis i© alksferred to as the Structure-
Conduct-Performance (SCP) hypothesis (Athanasogfi@al, 2008). It has been argued
that the effect of a growing size on bank profiipis significantly positive to a large
extent (Smirlock, 2005). Smirlock (2005) furtherggested that the difference in
profitability among large and small banks is dugtoduction technologies and outputs,
which vary across them. The relative efficiency diyyesis (Clarkeet al, 2004)
presupposes that larger banks (where size is meghbdyr assets) are more efficient than

smaller ones, and are more profitable as a reSthiosuperior efficiency.

The preceding arguments on the effect of size ok Ipaofitability overlap with the idea
that large banks can benefit from economies ofes¢@hshir, 2009). However, some
researchers suggest that little cost saving caach&ved by increasing the size of a
banking firm (Bergeet al, 2006). They suggest that eventually very largekbacould
face scale inefficiencies, perhaps due to burefingeasons (Athanasoglat al, 2008).
Newly established banks are not particularly paddii¢ (if at all profitable) in their first
years of operation, as they place greater emploasiacreasing their market share and

enlarging their firm, rather than on improving ptability (Athanasoglou et al., 2008).

Empirical evidence from Athanasoglat al. (2008) shows that labour productivity
growth, which can only be achieved if the bankagé in its size, has a positive and
significant effect on bank profitability. This suggis that higher productivity growth

generates income that is partly channeled to baoktp Banks target high levels of
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labour productivity growth through various strategthat include keeping the labor force
steady, ensuring higher quality of newly hired kabeeducing the total number of
employees, and increasing overall output via irsgdanvestment in fixed assets which

incorporate new technology.

2.3.4 Financial Strategy

Financial strategy is a plan that spells out th@oas that a company or business will
undertake in order to be profitable and succes#fuhcludes the use of value based
performance measures and standardization of bussipescesses, maintenance of
financial flexibility to support growth and keepintpe capital structure efficient.
Financial strategies are very important for thevisat of any institution, because without
good financial strategies, organizations will rtankrupt and can be closed down. There
are various forms of financial strategies that ra#fect the performance of banks to a
certain extent. The key types of financial stragéeghat come in handy include cash flow
management, purchase management, collection maeageimvestment management

and consideration management among many othergh(L2013).

In terms of cash flow management, the income stat¢m@mnd balance sheet of a business
may look great on paper, but if the cash is noperly managed, financial institutions
can quickly go under. Part of the financial strgte the business is to deal with how
cash will be used in the institution (Pindado, 2004is includes identifying an amount
that will always be in reserves as well as how majgpenses will be paid. By laying out
the financial cash strategy ahead of time, it withke financial decisions easier about

when to write a check and when to access a linerediit during normal business
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practice. However, poor training among the supptatf on cash flow management may
pose a challenge on the overall performance ofii@h banks especially with relation to

the flow of cash in and out of the organization.

Mauchi et al., (2011) carried out a study entitl€te effectiveness of cash management
policies: a case study of Hunyani flexible produci®&he study sought to evaluate the
effectiveness of cash management policies at Hunylxible Products (HFP) using
data from 2000-2010. Other objectives of the stwdye to identify the key processes
and models in cash management; examine the impgmtar cash management on the
overall company performance and come up with gjrasethat can lead to an effective
cash management system. The descriptive surveyomh&ths used to solicit information
from the respondents and a case study approachusexs The research study was
confined to respondents at Hunyani Flexible Proglehere a sample of forty (40)
respondents was drawn. Data was obtained throudbrviews, administering
guestionnaires and by observations. From the relsdardings, it was established that
there is a high deficiency of an effective cash ag@ment policy although some
attributes of an effective management system wezsent. The study found that there is
a positive relationship between the level of caklwfand the profitability of the
company. The research concluded that, cash managésn& culture that forms part of
the strategy of companies and depends more on menapemselves than the

characteristics of companies.

Bort (2004) noted that, cash flow management bemgyof the key financial strategies is

of importance for both new and growing institutio@mpanies may suffer from cash
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flow problems because of lack of margin of safetycase of anticipated expenses such
that they experience problems in finding the fufmisinnovation or expansion. Weak
cash flow makes it difficult to hire and retain go@mployees (Beranek, 2000).
Additionally, cash collection is also another fica strategy that may have an influence
on the overall performance of financial institugsoiRoss (2000) defines cash collection
as a function of accounts receivable, it is theovecy of cash from a business or
individual with which the company is issued an iiweo In the banking institution,
collection of cash is of critical importance esjdlgi for its survival. This is whereby if
the institutions do not apply the right techniqeegut the appropriate follow up in the
collect of cash, the institutions may end up haumgcash in circulation and hence

putting it into a critical situation.

According to Gitman (2008), there are four casHectibbn techniques namely letters,
telephone calls, personal visits and legal actlaetters are written communication of
expressions, opinions and communication recorddafer reference (Palom, 2001). The
use of letters in the collection of cash comes ogeration in that after a certain number
of days, the firm sends a polite letter reminding tustomer of the overdue accounts. If
the account is not paid within a certain perio@iafhis letter has been sent a second more
demanding letter is sent. A telephone call is anegation established over a telephone
network between two parties (Chastain, 2008). Ahsii the support staff members in a
financial institution are not adequately prepanmederms of training skills on how to be
effective while using these financial strategiagjamizations may not be able to retrieve
the finances that customers owe the company. Thlisawtomatically, influence the

overall performance of the institution in that #evill be more debts that the outside and
20



the institution may be running on a low budget. shgh, this study intends to examine

how financial strategies affect the performancgesfcommercial banks.

2.4 Critical Review

Boateny (2004) pointed that good institutional aogporate governance had long been a
development issue; the connection to the corpayaternance agenda has not always
been explicit.In fact, prior to this time bank governance has hadwer profile than
corporate governance. Effective bank governandéesone that actually raises all the
good governance questions. For instance, instabilitbanks would lead to financial
instability and by extension a significant impacttbe entire economy. It is in this vein
that Blide (2004) purported that there is a ditett between improved bank governance,
financial stability and sustainable economic depelent, particularly in developing and

emerging market.

Charkam (2004) pointed that banking is litteredhwdilure-cause by ignorance, fraud,
misjudgment political and societal pressures, ligais unsure if better governance would
saved them. However, bank failures convince goverinof the necessity to establish
minimum capital requirement for insured banks. @my(2007) assert that sound capital
creates reasonable assurance of protection to itlesoss well as creditors. Yung (2009),
using panel regression methods, indicated thatdosae has a great impact on bank
performance. While Love and Rachinsky (2009) usirsample of 107 banks in Russia
and 50 banks in Ukraine found some significant, legbnomically unimportant

relationship between governance and contemporanepesating performance and a
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weaker link with subsequent performance. They alstertained that banks with more

concentrated ownership have lower ranking on cateogovernance.

Harold and Jeff (2005) contend that financial ssFvproviders should modify their
traditional operating practice to remain viabletire 1990'ss and the decade beyond.
Thus, ICT has emerged as a catalyst in the variodisstries of the world to aid the
process and procedure required to ensure the agahzof various organizational goals.
The role of ICT in the banking sector became otnest to this study due to the
significant role it plays in the economy by stintiulg economic growth through the
intermediation of funds to economic agents thatirteem for productive activities. This
function is very vital for any economy that intentds experience meaningful growth
because it makes arrangements that bring borroamaslenders of financial resource
together and more efficiently too than if they hadelate directly with one another (Ojo,

2007).

The banking industry in general has experiencedespmofound changes in recent
decades, as innovations in technology and the madk® forces driving globalization

continue to create both opportunities for growtkd ahallenges for banking managers to
remain profitable in this increasingly competitiemvironment. Most of the studies
concerning bank profitability to date, includingd®h(1979), Bourke (1989), Molyneux

and Thornton (1992), Demirguc-Kunt and Huizinga9@Pand Goddard, Molyneux, and
Wilson (2004), have employed different linear madil estimate the impact of various

factors that could be significant in terms of expilag profits.
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The importance of bank profitability can be appedist the micro and macro levels of
the economy. At the micro level, profit is the edsd prerequisite of a competitive
banking institution and the cheapest source of guttds not merely a result, but also a
necessity for successful banking in a period ofwing competition on financial markets.
Hence, the basic aim of a bank's management ichieee a profit, as the essential
requirement for conducting any business (Bobakae9). At the macro level, a sound
and profitable banking sector is better able tdstdnd negative shocks and contribute to
the stability of the financial system. The impodarof bank profitability at both the
micro and macro levels has made researchers, atcEjdrmank managements and bank
regulatory authorities to develop considerableredgeon the factors that determine bank
profitability (Athanasoglouet al, 2005). Determinants of bank profitability congari
characteristics of individual bank companies thi&tca their profitability. Shareholder
and managerial decisions and activities can dyrecfluence these characteristics which

also differ from company to company.

Guru et al. (2009) attempt to identify the determmits of successful deposit banks in
order to provide practical guides for improved padfility performance of these
institutions. The findings of this study revealddtt efficient expenses management was
one of the most significant in explaining high bapfofitability. Among the macro
indicators, high interest ratio was associated Vaith bank profitability and inflation was
found to have a positive effect on bank performamtelenya, commercial banks play
an important role in mobilizing financial resourcésr investment by mobilizing
investors and boosting businesses as well as gféinancial services to the public with

the aim of making profit. However globalization ammhpredictable change in the
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environment they operate, such as IT advancemeot, gorporate governance, size of
the firm in terms of assets, challenges their perémce. The current study aims to
investigate the challenges faced by commercial $ankkKenya in their performance

particularly on tier three Commercial Banks.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

This chapter presents the methodology, which was ts carry out the study. It further
describes the type and source of data, the taggetl@tion and sampling methods and the
technigues that was used to select the sample Bizdso describes how data was
collected and analyzed. The suitable methodologyis study gives the guidelines for

information gathering and processing.

3.2 Research Design

This study employed a descriptive research desfgndescriptive research design
attempts to describe or define a subject, oftenckating a profile of a group of
problems, people, or events, through the collectidndata and tabulation of the
frequencies on research variables or their intemac{Cooper and Schindler, 2006). It is
concerned with describing the characteristics padicular individual, or of a group. In
this case, the research problem was to investigiterminant of organization
performance in the Kenya banking sector with fawulsanks in tiers three. A descriptive
research defines questions, people surveyed, aedméthod of analysis prior to
beginning of data collection. Thus, this approactappropriate for this study, since the
researcher intends to collect detailed informatlmough descriptions and the method is

also useful for identification of variables and bgipetical constructs.
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3.3 Population of Study

Target population as described by Borg and Gr&092 is a universal set of study of all
members of real or hypothetical set of people, Bven objects to which an investigator
wishes to generalize the result. The populatioths study comprised of the banks in
categorized in tier three. There are twenty onek®an tier three in Kenya as at may
2013 (CBK Report, 2013). Thus the study conductedresus survey owing to the small
number of banks in the said tier. These banks wkosen since they perform minimal
compared to other banks in tier one and two. Mugesrad Mugenda (2003) explained
that the target population should have observahkracteristics to which the study
intents to generalize the result of the study. HeiBnition assumes that the population is

not homogeneous.

3.4 Data Collection

The researcher collected primary where the questiom was used to collect the data
from the respondents from each bank. The questienmas structured to include both
closed, open-ended and matrix questions to allonetya The structured questions are
normally close ended with alternatives from whibk tespondent is expected to choose
the most appropriate answer (Mugenda & Mugenda3R00nstructured questions are
open-ended and present the respondent with thertopty to provide their own
answers. These types of questions are easy to faenand allow the respondent to
present their feelings on the subject matter engbk greater depth of response
(Mugenda & Mugenda, 2003). Matrix questions wess altilized. This type of questions

present the respondent with a range of questioamsigwhich they are expected to
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respond based on a predetermined rating scalendst commonly used is the likert
scale. These types of scales are used to measureppens, attitudes, values and
behaviour (Cooper & Schinder, 2007). These typesgju#stions are popular with the
respondents and researchers as they are easy o, fdconomical and provide easy
comparability. The respondents of this study wereia, middle low level managers

while two respondents in each bank were targetattiboting to 42 respondents.

3.5 Data Analysis

The study generated both qualitative and quantéadata. Quantitative data were coded
and entered into Statistical Packages for SocignBsts (SPSS Version 17.0) and
analyzed using descriptive statistics. Qualitatie¢éa was analyzed based on the content
matter of the responses. Responses with commonethem patterns will be grouped
together into coherent categories. Descriptiveissied was also used of absolute and
relative (percentages) frequencies, measures dfatdendency and dispersion (mean
and standard deviation respectively). Quantitatid® was presented in tables and graphs

and explanation was presented in prose.
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CHAPTER FOUR: DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter presents analysis of the data onrdetants of organizational performance
in the Kenyan banking sector with specific focust@n three commercial banks. This
chapter presents the findings of the study andud&ons on the findings. The finding
intended on answering the study’s research questidata collected was collated and
reports were produced in form of tables and figumad qualitative analysis done in

prose.

4.2 Response Rate

Table 4.1 illustrates the response rate of theoredgnts that participated in the survey.
The study targeted 42 respondents working in thd banks in collecting data on

determinants of organizational performance in tlemy&n banking sector. However, out
of 42 questionnaires distributed 33 respondentsptetely filled in and returned the

guestionnaires contributing to 79%. This resporse was reached due to the data
collection procedure, where the researcher perlyoadministered questionnaires and
waited for respondents to fill in, kept remindinbet respondents to fill in the

guestionnaires through frequent phone call andeggicthe questionnaires once fully
filled. The 21% questionnaires that were not regdriwere due to reasons like, the
respondent were not available to fill them in atttime and with persistence follow-ups
there were no positive responses from them. Th@oress rate demonstrates a

willingness of the respondents to participate eghrvey that the study sought.
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Table 4.1 Response Rate

Response Frequency Percentage
Filled in questionnaires 33 79

Un returned questionnaires 7 21
Total 40 100

Source: Research data (2013)

4.3 Demographic Characterization of the Respondents

The study found it crucial to ascertain the braafdrimation of the respondents since it
structures the charity under which the study caiyfantrance the pertinent information.
The analysis relied on this information of the @sents so as to classify the different

results according to their knowledge and responses.

4.3.1 Highest Education Level of the Respondents

The study was also inquisitive to determine thehésy level of the academic

qualification that the respondent held. Figure ghbws the findings of the result, most
(47%) of the respondents were graduate, 30% wesegraduate (masters holder) while
the rest (23%) had diploma as their highest le¥eldncation. This depicted that most of
the respondents interviewed were well knowledgetablenderstand and able to respond

to the questionnaire in the manner intended.
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Figure 4.1 Education Level of the Respondents
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4.3.2 Respondents Working Duration in Years

Table 4.4 illustrates working period in years o thespondents in their respective
organization. From the findings majority (53%) bktrespondents had worked in the
organization for a period of 6-10 years, 36% hadkeo for a period of 1-5 years, 7%
had worked for a more than 16 years while the (&%f) had served in the organization
for a period of 10-15 years. This implies that mafsthe respondents of this study had
worked for a longer period within the organizatittus conversant enough of the

information that the study sought pertaining tolthek profitability.

Table 4.2 Working Duration

Period of Service Frequency Percentage
1- 5 Years 12 36
6 — 10 Years 18 53
10 — 15 Years 2 5
Above 16 Years 2 7
Total 33 100

Source: Research data (2013)
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4.3.3 Respondents Department of Work

Figure 4.2 indicates departments in which respotsdemere working in their
organization. From the findings most (22.6%) of ttespondents were working at
operations and human resource departments as shayach case, 21% were serving at
credit department, 18% were working at internalitwtlile 16% of the respondents were
serving at finance department. This implies thbetlapartments that were targeted by the

study were involved and that the findings are naséd.

Figure 4.2 Respondents Department of Work
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Source: Research data (2013)

4.3.4 Position held by the Respondents in their Rgsctive Banks

The study aimed to investigate position held by régpondents in their organization.
From the findings (33%) of the respondents wer¢ lieads, 21% as assistance manager
and directors, 18% were technical personnel, 15% wlepartmental heads while 3%
were supervisors. Position held in the workplaegi$eto easier application and strategic

practices that leads to better performance of thgarozation towards achieving
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organizational goals and objectives. This depibtd &ll participant of the study were

under the level to which the study targeted asuktipd in previous chapter.

Table 4.3 Position Held by the Respondents in theRespective Banks

Position Held Frequency Percentage
Supervisor 1 3
Technical personnel 6 18
Departmental Head 5 15
Unit Head 11 33
Director 7 21
Manager 7 21
Total 33 100

Source: Research data (2013)

4.4 Good Governance

4.4.1 Effect of Corporate Governance on Organizatio Performance

Figure 4.3 illustrates the summary of the findirggs whether corporate governance
affects organization performance. According to thelings, majority (73%) of the
respondents alleged that corporate governancetaffeganization performance while the
rest (27%) opposed the opinion of majority. Thisplies that majority of financial
institution, banks not exempted; consider effectess of corporate governance as a key

performance indicator in the organization perforo@an
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Figure 4.3 Effect of Corporate Governance on Orgamziation Performance
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4.4.2 Corporate Governance and its Influence on Oapization Performance

Table 4.4 indicates respondents’ level of agreenmmtthe statements regarding to
corporate governance and its influence on orgaoizgierformance. According to the
findings, respondents agreed that their companées gut in place effective corporate
governance systems that shown to implement solid aregrated performance
approaches more easily than others and that marmsgeim their organization are
committed in ensuring the performance of the banknproved as shown by mean score
of 3.96 in each case, almost the same number pbmneents agreed that management in
their organization consider merit and previous qanfince of the individual to be
mandated in the management position and that basles more democratic ownership
structures, more balanced and broader governarstensy, and a more comprehensive
view of organizational goals and performance halg® detter chances to increase
shareholders’ loyalty as depicted by mean sco@®td and 3.75 respectively. Few of the
respondents were neutral that their companies hadirp place effective corporate
governance systems that shown to implement solid aregrated performance

approaches more easily than others as illustrateddan score of 3.33.
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Table 4.4 Corporate Governance and its Influence o®rganization Performance

Mean | STDev

Under the umbrella of corporate governance, oumamgation is| 3.33 0.816
encouraged to promote ethics, fairness and traespgrn order tg

improve its performance

Our companies had put in place effective corpoggernance 3.96 0.69
systems that shown to implement solid and intedratrformance

approaches more easily than others

Our bank shares more democratic ownership strugtuneore| 3.75 0.676
balanced and broader governance systems, and a |more

comprehensive view of organizational goals andgoerdnce have

A%

also better chances to increase shareholderstyoyal

Management in our organization are committed inueng the| 3.96 0.55

performance of the bank is improved

Management in our organization consider merit amdvipus| 3.79 0.658

performance of the individual to be mandated in tenagement

position

Source: Research data (2013)

4.4.3 Commitment of Corporate Governance

The researcher was also inquisitive in determimioghmitment of corporate governance
in determining organization performance. From thedihgs, most (42%) of the

respondent were of the opinion that corporate gausre are committed, 33% were of
the opinion that corporate governance are very ctennwhile the rest (24%) opined

that they are less committed.
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Figure 4.4 Commitment of Corporate Governance
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4.4.5 Extent that Corporate Governance Determine Qganization Performance

Table 4.5 represents the study finding on the éxXterorporate governance determine
organization performance. From the findings, m&ol62.5%) of the respondents’

indicated that corporate governance determine agaon performance at a great extent,
29.2% perceived that corporate governance determiganization performance to a
moderate extent while 8.3% were of the opinion tt@iporate governance determine

organization performance to a very great extent.

Table 4.5 Extent that Corporate Governance Determia Organization Performance

Frequency Percentage
Moderate Extent 10 29
Great Extent 21 65
Very Great Extent 3 8
Total 33 100

Source: Research data (2013)
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4.5 Technologies Advancement

4.5.1 Effectiveness of Technologies Advancement Bank Performance

The study requested the respondent to indicateh&h&tchnology advancement enhance
bank performance. Majority (90%) of the interviewsgspondents’ indicted that the
banks technologies advancement enhancement bafdempance while 10% indicated
that technologies advancement does not in any wénaree bank performanc@n
whether application of IT eases the process andeproe of banking, majority (90%) of the
respondents indicated that application of IT edlseprocess and procedure of banking while

the remaining pointed otherwise.

Table 4.6 Effectiveness of Technologies Advancemestt Bank Performance

Frequency Percent
Yes 30 90
No 3 10
Total 33 100

Source: Research data (2013)

4.5.2 Technology Advancement and its Influence onr@anization Performance

Table 4.7 illustrates the finding of the study espondent level of agreement on state of
IT to its influence on bank performance. From timihgs, most of the respondents

strongly agreed that interviewed banks are not rposétable due to economies of scale

on adoption of IT on their production as indicateyl the mean score of 4.95, also

respondent strongly agreed that most of banksrgiregtto modified its operation with

relation to technological advancement in orderamain viable in the market as shown
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by mean score of 4.01. Further, respondents syaggleed that ICT revolution in terms
of innovation increases speedy operation and tberxeéduce cost per unit in production,
and this has led a good number of banks to emtihecese of ICT infrastructure in their
operations that improves efficiency as shown bymm&aore of 3.77. Respondents have
also agreed that Banks that have adopted IT haslbned the scope of banking practices
and changed the nature of banking as well as thmpebtive environment in which they
operate and that Banks that have adopted ICT rgonlin terms of innovation have
benefited from speedy operation and reduced costrpehence more profits as depicted
by mean score of 3.73 and 3.70 respectively. Likewiespondent agreed that IT has
assisted customers to validate their account nusrdoed receive instruction on, when and
how to receive their cheque books, credit cardsdmtmt cards and also have agreed that
accuracy of results generated by bank systemsthhtace use of Smart Cards which in
turn results to more profitability as depicted bgan score of 3.64 and 3.53 respectively.
IT has broadened the scope of banking practiceschadged the nature of banking as
well as the competitive environment in which th@ete as illustrated by mean score of
3.41. Finally, respondents disagreed that costgbiiaing better IT infrastructure for our
bank is the major cause of low profits thereby dase profitability as illustrated by

mean score of 2.29.
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Table 4.7 Technology Advancement and its Influencen Organization Performance

Mean | STDev

Accuracy of results generated by bank systemseimdrace use gf3.52 1.168
Smart Cards which in turn results to more profitabi

ICT revolution in terms of innovation increasesegheoperation angd3.77 1.297

therefore reduce cost per unit in production

IT has broadened the scope of banking practiceschadged the 3.41 0.312

nature of banking as well as the competitive emrnrent

The market share that we have results to minimdbpeance 3.47 0.899

Our banks are not more profitable due to econorofescale on 4.15 1.009
adoption of IT on their production

Cost of acquiring better IT infrastructure for daank is the major 2.29 1.464

cause of low profits

Banks that have adopted IT has broadened the sobpanking| 3.73 0.87

practices as the competitive environment in whigdytoperate

Technological advancement in the banking industrg Facilitated 3.44 0.943
payments and creates convenient and non-riskynatiges

Banks that have adopted ICT revolution in termsnabvation have 3.7 1.198

benefited from speedy operation and reduced cosirpe

Our banks is trying to modified its operation witklation to| 4.01 1.196
technological advancement in order to remain viabkhe market

IT has assisted customers to validate their accoumntbers, receive3.64 1.284
instruction on, when and how to receive their cleeqooks, credit

and debit cards

Source: Research data (2013)

4.5.3 Extent that Technological Advancement affe@ank Performance

Figure 4.5 illustrates the findings of the study tbe influence of state of IT on bank

profitability. Majority (74%) of the respondentsrported that state of IT influences bank
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profitability to a very great extent while the re&6% were of the opinion that IT

influences bank profitability to a great extent.

Figure 4.5 Extent that Technological Advancement &kct Bank Performance

H To a great extent

M To a very great extent

Source: Research data (2013)

4.6 Bank Size

4.6.1 Number of Branches

The study further requested the respondents toatelthe number of branches their bank
have. According to the findings, majority (64%) tbe respondents indicated that their
bank have 16-30 branches, 24% indicated that treeik have between 1-15 branches,

while 12% indicated that their bank have betweed31branches respectively.
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Table 4.8 Number of Branches

Frequency Percentage
1to 15 8 24
16-30 21 64
31-45 4 12
Total 33 100

Source: Research data (2013)
4.6.2 Determination of Bank Profitability by Number of Branches

Figure 4.6 summarizes the study findings, on whethenbers of branches for a bank
determines its profitability. From the findings, %9of the respondents indicated that
numbers of bank branches determines its profitgbihile the rest (31%) opined that

number of bank profitability does not determine lbprofitability.

Figure 4.6 Determination of Bank Profitability by Number of Branches

80 ,
60 -

a0 v+

20 4+ /

Yes No

Source: Research data (2013)
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4.6.3 Aspect of Bank Size on bank Performance

Table 4.9 illustrates the finding of the study be tespondent level of agreement. From
the findings, most of the respondents agreed ttat &sset of their bank result minimal
performance hence we face stiff competition from @ampetitors due to lack of fund in
financing marketing program and that organizatiamehless number of loyal customers
who take loans from us hence low interest incomeegscted by mean score of 4.26 and
412 respectively. Also respondents agreed thabpaence of our bank is in relation to
the number of branches that we have and that fewetber of ATM point contribute to
more profit to the banks that have adopted it whitehave less number of ATM point
hence less profitability as illustrated by meanreaaf 3.89 and 3.54 respectively. On the
other hand, respondents were neutral that banks méiny managers and few operators

creates power confusion resulting to less proflitgtas depicted by mean score of 3.19.

Table 4.9 Aspect of Bank Size on bank Performance

Mean | STDev
Performance of our bank is in relation to the numdfebrancheg 3.89 1.01
that we have
Total asset of our bank result minimal performaheace we face 4.26 0.723
stiff competition from our competitors due to lack fund in
financing marketing program
Fewer number of ATM point contribute to more praéitthe banks 3.54 1.498
that have adopted it while we have less number dMApoint
hence less profitability
We have less number of loyal customers who takesldeom us| 4.12 0.882
hence low interest income
Banks with many managers and few operators crepteger| 3.19 1.321

confusion resulting to less profitability

Source: Research data (2013)
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4.6.4 Extent to which Bank Size Determines its Praébility

Further the study requested the respondents tcatadithe extent to which bank size
determines its profitability. From the findings,%42f the respondents opined that bank
size determines bank profitability to very greateex, 31% were of the opinion that bank
size influence bank profitability to a moderateesit 15% to a great extent, 7% to a low
extent while a similar numbers purported that bsizk influence bank profitability to a

very low extent as indicated by the figure 4.13.

Figure 4.7 Extent to which Bank Size Determines itBrofitability

B To a very low extent
B Toa low extent

To a moderate extent
B To a great extent

B To a very great extent

Source: Research data (2013)

4.7 Financial Strategies

4.7.1 Financial Strategies adopted

Table 4.10 summarizes the study findings on thanimal strategies adopted by the
banks. From the findings, 79% of the respondentatdd that their banks have adopted
investment management strategy, 67% had adoptédioasmanagement strategy, 55%
had adopted purchase management strategy, 52%dbpted consideration management

strategy while 52% had adopted collection managéstestegy.
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Table 4.10 Financial Strategies adopted

Financial Strategies adopted Frequency percentage
Yes No Yes No
Cash flow management strategy 22 11 67 33
Purchase management strategy 18 15 55 45
Collection management strategy 14 19 42 58
Investment management strategy 26 7 79 21
Consideration management strategy 17 16 52 438

Source: Research data (2013)

4.7.2 Monetary Policy and their Influence to Perfomance of Banks

The study requested the respondents to indicatelével of agreement on the statement
relating to monetary policy and their influence gerformance of banks. From the
findings most of the respondents disagreed that #ren't adequately trained to use
effectively the financial strategies available esaky in the control of cash flow in the
bank as depicted by mean score of 2.92, also respordisagreed thatash collection
techniques are not being utilized effectively aid tontributes to the poor performance
of our bank as illustrated by mean score of 2db6the other hand, respondent strongly
disagree thaPoor financial strategy application in our bank hesulted to weak cash
flow. This makes it difficult for the managementhoe and retain good employees as
shown by mean score of 2.39 while also respondeongy disagreed the bank suffer

from cash flow problems because of lack of mardinsafety in case of anticipated
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expenses such that we experience problems in finthe funds for innovation or

expansion as depicted by mean score of 2.24.

Table 4.11 Monetary Policy and their Influence to Brformance of Banks

Mean | STDev

Our bank suffer from cash flow problems becaustadt of margin| 2.24 0.862
of safety in case of anticipated expenses such wleaexperience
problems in finding the funds for innovation or axgion

Poor financial strategy application in our bank hesulted to weak 2.39 1.046
cash flow. This makes it difficult for the managemé¢o hire and

retain good employees

The cash collection techniques are not being etlieffectively and 2.56 1.236

this contributes to the poor performance of ourkban

We aren’t adequately trained to use effectivelyfthancial strategies 2.92 0.874

available especially in the control of cash flowthe bank.

Source: Research data (2013)

4.7.3 Extent that Financial Strategies Applied Enhace Bank Performance

Table 4.12 shows results of the findings on theemixto which financial strategies
applied by bank enhance its performance. From itiginigs, (65%) of the respondents
were of the opinion that financial strategies aguplby bank enhance its performance to a
great extent, 32% very great extent while the (8%t) alleged that financial strategies

applied by bank enhance its performance to a mtelesdent.
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Table 12 Extent that Financial Strategies Applied Bhance Bank Performance

Frequency Percentage
To a moderate extent 1 3
To a great extent 21 65
To a very great extent 11 32
Total 33 100

Source: Research data (2013)

4.8 Discussion of the Findings

The study sought to establish the extent to whiolparate governance determines
organization performance in the Kenyan banking @edo examine the extent to
technology advancement determines organizationoprédnce in the Kenyan banking
sector, to assess the extent to which firm sizerdehes organization performance in the
Kenyan banking sector and to establish the extewhich financial strategies determines

organization performance in the Kenyan bankingaect

On corporate governance, the study establishedntlgrity (73%) of the respondents
alleged that corporate governance affects orgaaizaperformance. According to

Christopher (2009) the governance of banks bec@wess more pronounced considering
their role of financial intermediation in develogineconomies, thus banks should
consider corporate governance. Further, responadgnéed that their companies had put
in place effective corporate governance systems shawn to implement solid and

integrated performance approaches more easily abfagrs while management in their

organization are committed in ensuring the perfareeaof the bank is improved.
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The finding of the study complied with Love and Riasky (2008) findings that that
corporate governance aims at promoting competitighile allowing customers the
option of making a choice. Finally, on the same 8tady found that corporate
governance determine organization performance gteat extent. Christopher (2009)
pointed that the financial sector being at the @estage of efficient capital allocation

needs to be visited more consciously with the satlgecorporate governance.

To technology advancement, majority (90%) of theerviewed respondents’ indicted
that the banks technologies advancement enhancdraahktperformance. The findings
of the study did not show any relationship with ®(2005) finding that broad opening
has been experienced around the world for bankstlaeg are currently taking due
advantage of these innovations to provide improwestomer services in the face of
competition and faster services that enhance ptvityc Likewise, the study found that
most of the respondents strongly agreed that iie@ad banks are not more profitable
due to economies of scale on adoption of IT onrtheyduction and that of banks are
trying to modified its operation with relation technological advancement in order to
remain viable in the market. The finding of thedstwvas contrary to Akinuli, (2009) that
the banking business is becoming highly ICT based tb its inter-sectoral link; it
appears to be reaping most of the benefits of udhaml in technology, as can be seen by
its application to almost all areas of its actesti Finally, majority (74%) of the
respondents purported that state of IT influen@aklprofitability to a very great extent.
The finding of the study was similar to Akinuli @®) finding that ICT revolution both in
terms of innovation rate, speedy operation, and pes unit (portraying reduction in

average total and marginal costs) has made a gomther of banks embrace the use of
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ICT infrastructure in their operations due to bésethey accrues in terms of bank
performance. The increase might have attributableusiness environment that became
relatively flexible to accommodate new forms ofheclogical change as a result of

reforms in the country.

On bank size, majority (64%) of the respondentscatdd that their bank have 16-30
branches. According to Bashir (2009) the precedirguments on the effect of size on
bank profitability overlap with the idea that larganks can benefit from economies of
scale. From the findings, 69% of the respondenticated that numbers of bank
branches determines its profitability. Smirlock @3) further suggested that the
difference in profitability among large and smadinlxs is due to production technologies
and outputs, which vary across them. The relatifieiency hypothesis (Clarke et al.,
2004) presupposes that larger banks (where sine@sured by assets) are more efficient
than smaller ones, and are more profitable as altre$ this superior efficiency.
Additionally, the study found that total asset @nks in tiers three result to minimal
performance due to stiff competition from their qmetitors due to lack of fund in
financing marketing program and that organizatiamehless number of loyal customers
who take loans from them hence low interest incotbanasoglotet al. (2008) shows
that labour productivity growth, which can only behieved if the bank is large in its
size, has a positive and significant effect on bartitability. This suggests that higher
productivity growth generates income that is pactignneled to bank profits. Finally, the
study established that bank size determines baoifitalility to very great extent. The
finding of the study complied with Smirlock (200t it has been argued that the effect

of a growing size on bank profitability is sign#ictly positive to a large extent.
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To financial strategies, the study found that mgjaf79%) of the respondent indicated
that their banks have adopted investment managestrategy. Leigh (2013) pointed that
financial strategies are very important for thevatal of any institution, because without
good financial strategies, organizations will ruankrupt and can be closed down.
Meanwhile, respondents disagreed that they arel@t@ately trained to use effectively
the financial strategies available especially ie tontrol of cash flow in the bank.
Pindado (2004) purported that poor training among support staff on cash flow
management may pose a challenge on the overalbrpmahce of financial banks
especially with relation to the flow of cash in amat of the organization. Inclusively, the
study found that financial strategies applied bgykbanhance its performance to a great
extent. Pindado (2004) laying out the financialhcagategy ahead of time, it will make
financial decisions easier about when to write @ckhand when to access a line of credit
during normal business practice contributing sigaifit organization financial

performance.
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CHAPTER FIVE: SUMMARY, CONCLUSIONS AND

RECOMMENDATIONS

5.1 Introduction

This chapter presents the summary of the findingsdeterminants of organizational
performance in the Kenyan banking sector with $petocus on tier three commercial
banks, the conclusions and recommendations arenditaave to. The chapter is therefore
structured into summary of findings, conclusiorezcommendations and area for further

research.

5.2 Summary of the Findings

The objectives of this study were tascertain how corporate governance affect
performance of commercial banks in Kenya, to eshhithe influence of technology
advancement on performance of commercial bankseimy®, to examine how firm size
affect performance of commercial banks in Kenya &mdletermine the influence of

financial strategies on performance of commercialks in Kenya.

From the study findings it was clear that majoritly the organization perceive that
alleged that corporate governance affects orgaaizaerformance. Also the study found
that companies had put in place effective corpogateernance systems that shown to
implement solid and integrated performance appreschore easily than others and that
management in their organization are committechsueng the performance of the bank
is improved. Likewise, the study found that managetmmost organization consider

merit and previous performance of the individualb® mandated in the management
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position and that bank shares more democratic @shigestructures, more balanced and
broader governance systems, and a more comprebensw of organizational goals and
performance have also better chances to increaselsiiders’ loyalty.Finally the study

found that management is committed hence influenbank performance to a great extent.

To technologies advancement, the study found that ntdogies advancement
enhancement bank performance whereases the process and procedure of banking.
However, the study found thbanks are not more profitable due to economiesatson
adoption of IT on their production although mosthainks are trying to modified its
operation with relation to technological advancemenorder to remain viable in the
market. Despites indicated challenges ICT revoluii terms of innovation increases
speedy operation and therefore reduce cost perruprbduction, and this has led a good
number of banks to embrace the use of ICT infratiire in their operations that

improves efficiency which influences bank profiti#iito a very great extent.

On bank size, the study found that most of the drdd 16-30 branches where number
of branches that bank have determines its profitabAdditionally, the study found that
total asset of most banks in tier three result maiiperformance hence they face stiff
competition from their competitors due to lack ohd in financing marketing program
and that organization have less number of loyalornsrs who take loans from us hence
low interest income. Inclusively, the study estsisdid that bank size determines bank

profitability to very great extent.

To financial strategies adopted by the banks, thelys found that investment

management strategy and cash flow management gstratere the main financial
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strategies adopted by most of tier three bankseinyid. Furthermore, the study found that
respondent were trained on effectively use of fam@nstrategies available especially in
the control of cash flow in the banland thatcash collection techniques are utilized

effectively contributing to the better performaratenost bank in the category studied.

5.3 Conclusions

The study sought to find out determinants of orgatnonal performance in the Kenyan
banking sector with specific focus on tier threenomercial banks. Based on the findings
in relation to specific objective, the study comdd thatmajority of the organization
perceive thaalleged that corporate governance affects orgaaizgerformanceAlso the
study concluded thatompanies had put in place effective corporate ig@mree systems
that shown to implement solid and integrated penéorce approaches more easily than
others and that management in their organizatiom @mmitted in ensuring the
performance of the bank is improved. Likewise, $edy concludedthat management
most organization consider merit and previous perémce of the individual to be
mandated in the management position and that basles more democratic ownership
structures, more balanced and broader governarstensy, and a more comprehensive
view of organizational goals and performance halg® detter chances to increase
shareholders’ loyalty. Finally the study found that management is conadithence

influencing bank performance to a great extent.

To technologies advancement, the studgncludedthat technologies advancement
enhancement bank performance whereases the process and procedure of banking.

However, the study concluded thenks are not more profitable due to economiesales
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on adoption of IT on their production although motbanks are trying to modified its
operation with relation to technological advancemmenorder to remain viable in the
market. Despites indicated challenges ICT revoltuiio terms of innovation increases
speedy operation and therefore reduce cost perrupibduction, and this has led a good
number of banks to embrace the use of ICT infratire in their operations that

improves efficiency which influences bank profitidiito a very great extent.

On bank size, the studgoncludedthat most of the banks had 16-30 branches where
number of branches that bank have determines afstadnility. Additionally, the study
concludedthat total asset of most banks in tier three resuimal performance hence
they face stiff competition from their competitodsie to lack of fund in financing
marketing program and that organization have lessber of loyal customers who take
loans from us hence low interest income. Inclugividle study established that bank size

determines bank profitability to very great extent.

To financial strategies adopted by the banks, ttulysconcludedthat investment
management strategy and cash flow management gstratere the main financial
strategies adopted by most of tier three bankseinyld. Furthermore, the studgncluded
that respondent were trained on effectively usénaincial strategies available especially
in the control of cash flow in the banknd thatcash collection techniques are utilized

effectively contributing to the better performaratenost bank in the category studied.

5.4 Recommendations

The study recommended that for performance of lbarle precise, management staffs in

the entire organization should be involved eitherimplementation or formulation of
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strategies that are intended on improving orgaimizaperformance so that they can
understand them well and act in a manner that teesnlthe realization of the common
goal of the bank. On the same the study recommetidedeffective performance can
only be achieved when all staffs admits accountglmf the organization involvement to
it operation hence the need to be accountableskfmitigation which can lead to good

reputation of an effective management team.

On Technology advancement, the study recommendatd dine to globalization and
technological innovation that the modern businease®perating in, banks should not be
exempted from this innovation since its one of t&jor drivers of profitability within
organizations. Likewise the study recommended thvgianization and management
should embrace IT and accept their operation tddme through technological adoption

in order to improve their service delivery througlquality and quick process.

To the influence of bank size on bank performatiwe,study recommended that banks
should consider opening new branches on the undappeential areas for them to make
high profits by increasing their customer base,nogpe of more branches and ATM
centers as such will enhance their profitabilitpaeity. Banks with more branches and
interior access to the unbanked or marginalizedsareill realize high profits hence
banks should not ignore the concept of enlargied thnarket size thereby boosting their

profitability.

On strategies adopted by the organization, theysecbmmended that strategies adopted
by organization should be communicated to enhainem¢ial management and handling
S0 as to develop trust among the shareholder hattr@eting more customers which in
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turn improves organization performance. Additiopathe study recommended that staffs
to be training on technical strategies such asdfréggk management to eradicate fraud

any frauds.

5.5 Suggestion for Further Studies

The study has explored determinants of organizatigerformance in the Kenyan
banking sector with specific focus on tier threenomercial banks. The banking sector in
Kenya however is comprised of various other finahoistitutions which differ in their
way of management and have different settingsogither. This warrants the need for
other studies which would ensure generalizatiothefstudy findings for all the financial
institutions in Kenya and hence pave way for newics. The study therefore
recommends other studies be done with an aim &stigate determinants of profitability
in other financial institution other than banks Iswas DTMs in order to give a general

result that depict real situation in the finananatitutions.

5.6 Limitations of the Study

The researcher encountered various limitations hiredered access to information that
the study sought. The main limitation of study wigs inability to include more
organizations. This was a case focusing on thecteelebanks. The study could cover
more institutions across all banking sectors st asovide a more broad based analysis.
However, time and resource placed this limitatibime researcher also experienced other
challenges such as none-cooperation by banks esggogince it was not easy to
convince employees to fill questionnaires hencereathing the targeted sample size.
This was attributed by the staffs perceiving theyt will be victimized by giving out
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information. However, the researcher assured rekpus of proprietary measures that

the findings would be accorded and used only fadamic purpose.

5.7 Implication for Theory, Policy and Practices

Since the study was focusing on determinants adrdzgition performance in the banking
sectors in Kenya. The study recommended that mamageto ensure that corporate
governance in their organization encourages stpH#sformance and that ensures
operation of the organization are in accordancthéoorganization objectives so that to
ensure its performance met the organization géalgher the study recommended that
management to ensure that operation of the orgamizaare streamlined to the
technological changes since application of IT imkiag services results to significant
performance of the banks. The study recommendetl dinge there is a potential
unbanked individuals who lack banks services, bahksild reach try to reach customers
through having a wide network of branches in rarad remotes areas. Finally, the study
recommends that for the organization to improvehawr performance they must ensure
they adopt financial strategies that ensures custaetention in their organization and

that terms applied in financial transactions arestidf.
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APPENDICES

Appendix I: Introduction Letter

SCHOOL OF BUSINESS
MBA PROGRAMME

P.O. Box 30197

Telepkh : 020-2059162
Nairobi, Kenya

Telegrams: “Varsity”, Nairobi
Telex: 22095 Varsity

TO WHOM IT MAY CONCERN

Toserh PAdktthy Guieondd

The bearer of this letter &JO& ........................................................

is a bona fide continuing student in the Master of Business Administration (MBA) degree
program in this University.

He/she is required to submit as part of his/her coursework assessment a research project
report on a management problem. We would like the students to do their projects on real
problems affecting firms in Kenya. We would, therefore, appreciate your assistance to
enable him/her collect data in your organization.

The results of the report will be used solely for academic purposes and a copy of the same
will be availed to the interviewed organizations on request.

Thank you.

«( 18 NOV 2013

PATRICK NYABUTO
MBA ADMINISTRATOR ox 30787 55700
SCHOOL OF BUSINESS Sl
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Appendix II: Questionnaire

Kindly answer all the questions by ticking or byoyiding the answers in the spaces
provided.
Section 1: Background Information
1. Indicate the name of your bank (optional)...........ccoooi it
2. What is your highest level of academic qualificafo
Post graduate [ ] degree [ ]
Diploma [ ] certificate [ ]

ANY Other (SPECITY) ... et e e

3. How long have you worked in this organization?
1 -5years [ ] 11- 15 years [ ] Morethan 20 years [ ]
6- 10 years [ ] 16 — 20 years 11

4. Kindly, indicate the department you are working in.

5. Indicate position that you hold in the department?
Manager [ 1 Unit Head officer [ ]
Supervisor [ ] Departmental Head [ ]
Assistant Manager[ ] Technical personnel [ ]

Other(SPeCITY) ... e
Section B: Good Governance
6. Does the corporate governance adopted in your aa@on affect its performance?

Yes [ ] No [ ]
7. Does the following aspect of corporate governariigetits performance?

Yes No

Misconduct

Carelessness

Insensitivity
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8. Indicate your level of agreement with the followistatements relating to corporate
governance and its influence to organization perforce? Use a scale of 1-5, where

1- strongly disagree, 2- disagree, 3- neutralgde@, 5- strongly agree.

Statement 1 2 3 4 5

Under the umbrella of corporate governance, |our
organization is encouraged to promote ethics, éasn

and transparency in order to improve its perforreanc

Our companies had put in place effective corporate
governance systems that shown to implement soled| an
integrated performance approaches more easily |than
others

Our bank shares more democratic ownership strugture
more balanced and broader governance systems, and a
more comprehensive view of organizational goals |and
performance have also better chances to increase

shareholders’ loyalty

Management in our organization are committed| in

ensuring the performance of the bank is improved

Management in our organization consider merit and
previous performance of the individual to be maadah

the management position

9. How would you rate corporate governance in youanization?
Less committee [ ] committed [ 1 verycommikte [ ]

10.In your own opinion, indicate the extent to whicbrmorate governance affect
performance of you bank?

To a very low extent [ ] Toagreatextent ][ Toalowextent [ ]

To avery great extent [ ] To a moderatiert [ ]
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Section C: Technologies Advancement

11. Is the technology available effective in the erdeament of your bank performance?

Yes [ ] No [ ]

12.1f yes, does your bank IT ease the process ancgue of banking such as (Account

opening, Card or cheque book processing , Tramsaekecution speed etc)
Yes|[ ] No [ ]

13.Indicate your level of agreement to the statemeivb relating to bank size and its
influence to organization performance. Use a sgchle5, where 1- strongly disagree,

2- disagree, 3- neutral, 4- agree, 5- stronglyeagre

We accrue less profits due to small customer base

Banks with high value of assets accrue more profit

Uy

The market share that we have results to minimal

performance

Large banks are more profitable due to economies of
scale on their production

Banks that have adopted IT has broadened the scope
of banking practices and changed the nature| of
banking as well as the competitive environment|in
which they operate

Technological advancement in the banking industry
has facilitated payments and creates convenient| and
non-risky alternatives to cash and cheque for ntpkin

transactions

Banks that have adopted ICT revolution in terms of
innovation have benefited from speedy operation |and

reduced cost per unit hence more profits

Our banks has modified it operation with relation t
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technological advancement in order to remain viable

in the market

IT has assisted customers to validate their account
numbers, receive instruction on, when and how to

receive their cheque books, credit and debit cards

14.To what extent has lack of appropriate technoldgin&astructure affected the
overall performance of your organization?

To a very low extent [ ] To a low extent

To a moderate extent To a great extent

[ ]
To a very great extent [ ]
Section D:Bank Size
15.How many branches does your bank have?
1-15 [ ] 16-30 [ ]
31-45[ ]46-60 [ 1] 61 and Above [ ]
16. Does the number of branches determine your bamkfigbility?

Yes [ 1] No [ ]

17.Indicate your level of agreement to the statemehdwvb relating to bank size and its
influence to the bank performance. Use a scale®fythere 1- strongly disagree, 2-

disagree, 3- neutral, 4- agree, 5- strongly agree.

statement 1 2 3 4 5

Performance of our bank is in relation to the

number of branches that we have

Total asset of our bank result minimal performance
hence we face stiff competition from our
competitors due to lack of fund in financing

marketing program
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Fewer number of ATM point contribute to mare
profit to the banks that have adopted it while we
have less number of ATM point hence less

profitability

We have less number of loyal customers who take

loans from us hence low interest income

Labour productivity growth, has a positive and

significant effect on bank profitability

18.To what extent do you think bank size influencenfoank performance?

To a very low extent [ ] To a low extent [ ]
To a moderate extent [ ] To a great extent [ ]
To a very great extent [ ]

Section E: Financial Strategies

19.What are the financial strategies commonly usedyaur bank to enhance

performance?

Yes No

Cash flow management strategy

Purchase management strategy

Collection management strategy

Investment management strategy

Consideration management strategy

20.Please indicate your response ((SA): Strongly agfge Agree, (UD); Undecided,
(D); Disagree, (SD); Strongly Disagree) to the duling statements regarding how

monetary policy influence the performance of banks.
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Statements SA | A ub D |SD

Our bank suffer from cash flow problems because of
lack of margin of safety in case of anticipated
expenses such that we experience problems in findin

the funds for innovation or expansion

Poor financial strategy application in our bank has
resulted to weak cash flow. This makes it difficiolt

the management to hire and retain good employee

[72)

The cash collection techniques are not being stiljz
effectively and this contributes to the pagor

performance of our bank.

We aren’t adequately trained to use effectively |the
financial strategies available especially in thatoal

of cash flow in the bank.

21.To what extent are the financial strategies applied/our bank to enhance its

performance?
To a very low extent [ ] To a low extent [ ]
To a moderate extent [ ] To a great extent [ ]

To a very great extent [ ]

22.In general, what would you suggest to be done ur ywganization to improve its

performance?

THANK YOU FOR YOUR PARTICIPATION!! I
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Appendix llI: List of Banks in Tier Three

Tier 1l Comprises of banks with a . Habib A.G. Zurich

balance sheet of less than

. Victoria Commercial Bank
Kenya Shillings 10 billion

. Credit Bank
. Habib Bank (K) Ltd

1

2

3

4

5. Oriental Commercial Bank
6. K-Rep Bank

7. ABC Bank

8. Development Bank of Kenya
9. Middle East Bank

10. Equatorial Commercial Bank
11.Trans-National Bank
12.Dubai Bank

13. Fidelity Commercial Bank
14.City Finance Bank

15. Paramount Universal Bank
16. Giro Commercial Bank
17.Imperial Bank

18. Guardian Bank

19. Southern Credit Bank

20. Gulf African Bank

21. First Community Bank

Source: The Banking Survey 2011, pp. 191
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ABSTRACT

The Banking sector has undergone significant tansition and continues to improve
with new regulations and guidelines seeking to ma#instability. The objective of the
study was to establish determinants of organizgienformance in Kenya banking sector
with special focus on tier three Commercial Bankse research adopted a descriptive
survey design on a population of the 43 commetmaaks in Kenya. The study utilized
both primary and secondary sources of data. Dadlysia was done using the facilities
for descriptive methods on the Statistical PackdgeSocial Sciences (SPSS). Based on
the findings in relation to specific objective, teudy concluded that majority of the
organization perceive that alleged that corporatvemance affects organization
performance. Also the study concluded that compariad put in place effective
corporate governance systems that shown to implesadid and integrated performance
approaches more easily than others and that maredeim their organization are
committed in ensuring the performance of the bankmproved. Likewise, the study
concluded that management most organization cansieet and previous performance
of the individual to be mandated in the managerpesttion and that bank shares more
democratic ownership structures, more balancedobapader governance systems, and a
more comprehensive view of organizational goals pedormance have also better
chances to increase shareholders’ loyalty. Finthéy study found that management is
committed hence influencing bank performance toreatyextent. To technologies
advancement, the study concluded that technologikmncement enhancement bank
performance where it eases the process and pracetibanking. On bank size, the study
concluded that most of the banks had 16-30 braneliese number of branches that
bank have determines its profitability. Loans fram hence low interest income.
Inclusively, the study established that bank siegemnines bank profitability to very
great extent. To financial strategies adopted by llanks, the study concluded that
investment management strategy and cash flow maregestrategy were the main
financial strategies adopted by most of tier thyaeks in Kenya.

Keywords: Corporate governance, firm size, financial sggteechnology advancement



CHAPTER ONE: INTRODUCTION

1.1 Background of the Study

Global competition, reengineered product life cgclenass customization and the
increased need to respond quickly to customergisiaee some of the pronounced trends
currently driving organizational change. Successfuhpanies in this environment use
Information Technology as a primary enabler and aganized as dynamic networks
with globally distributed operations which alloweth to adapt more quickly to ever-
changing competitive landscapes and customer geints (Edwards & Sridhar, 2005).
These organizations often adopt models of globdliai teams to collaboratively work,

often exemplified in global software developmend\{&rds & Sridhar, 2006).

Over the past decades, organizations have constayithg to adapt, survive, perform

and influence. However, they are not always suégkesEo better understand what they
can or should change to improve their ability tofgen, organizations can conduct
organizational assessments (Edwards & Sridhar, )200fs diagnostic tool helps

organizations obtain useful data on their perforceamentify important factors that aid

or impede their achievement of results, and situtemselves with respect to

competitors. Interestingly, the demand for sucHuatans is gaining ground. Donors are
increasingly trying to deepen their understandihghe performance of organizations
which they fund (government ministries, Internasibfrinancial Institutions and other

multilateral organizations, as well as researchitut®ns) not only to determine the

contributions of these organizations to developmestilts, but also to better grasp the
capacities these organizations have in place tp@tithe achievement of results.
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Banking industry play an important role in mobifigifinancial resources for investment
by mobilizing investors and boosting businessewelsas offering financial services to
the public with the aim of making profit. As peretltentral bank of Kenya, bank
supervision annual report (2010), at the end ofebdzer 2010, the banking sector
comprised of 45 institutions, 41 of which were coenamal banks, two mortgage finance
companies, one non-bank financial institution ame duilding society. Despite their
number being high their total assets account fdy d8.2% of the sectors total assets.
However, the industry has also involved itself itcamation, moving from the traditional
banking to better meet the growing complex needtheir customer and globalization

challenges.

1.1.1 Organizational Performance

Organizations today grapple with revolutionary tten accelerating product and
technological change, international competitiorredalation, demographic changes, and
a shift towards a service society. These trende rawreases dramatically the degree of
competition in virtually all industries. Either cgemies in such an environment become
competitive high-performers or they vanish (Dess@000). However, organization
performance can be classified into financial perfance and non-financial performance
(Mahoney & Roberts, 2007). The financial performampproach examines indicators
such as sales growth, profit rate, return on imaest, return on sales, return on equity,
and earnings per share, whereas the non-finaneidbrmance approach focuses on
market share, new product introduction, productlitgyamarketing effectiveness and

technological efficiency.



Traditionally, organizations have measured sucegssnst a financial standard through
the profits, the greater the success and othetigdggémeasures. In fact, noted economist
Milton Friedman believed the only social resporgipiof business was to increase
profits and to serve as the instrument of the s$tolders who owned the corporation and
the community surrounding (clients) (Hoyt, 2003)artthan (2005) summarizes
Friedman’s view by stating that the difficulty ofercising social responsibility illustrates
the great virtue of private competitive enterptisat forces people to be responsible for
their own actions and makes it difficult for them “exploit” other people for either

selfish or unselfish purposes. They can do weli,dnly at their own expense.

Organizations are investing ever-increasing amouwftgesources into Performance
Management Systems, but it is still not clear wthay can expect in return, or how they
might influence the likelihood of positive systemt@omes. Performance Measurement
Systems (PMS) enable organizations to plan, measwecontrol their performance, so
that decisions, resources and activities can berbaligned with business strategies to

achieve desired results and create shareholdes.valu

1.1.2 Determinants of Bank Performance

The banking industry in general has experiencedespmofound changes in recent
decades, as innovations in technology and the madk® forces driving globalization
continue to create both opportunities for growtkd ahallenges for banking managers to
remain profitable in this increasingly competitieavironment (Molyneux & Wilson,
2004). The importance of bank profitability can dgpraised at the micro and macro

levels of the economy. At the micro level, prof¢ the essential prerequisite of a



competitive banking institution and the cheapeste® of funds. It is not merely a result,
but also a necessity for successful banking in @ogeof growing competition on
financial markets. Hence, the basic aim of a bamémagement is to achieve a profit, as

the essential requirement for conducting any bgsitfiBobakova, 2009).

At the macro level, a sound and profitable banksegtor is better able to withstand
negative shocks and contribute to the stabilittheffinancial system. The importance of
bank profitability at both the micro and macro lesvkeas made researchers, academics,
bank managements and bank regulatory authoritiegev@lop considerable interest on
the factors that determine bank profitability (Atlagoglouet al, 2005). Determinants of
bank profitability comprise characteristics of mdual bank companies that affect their
profitability. Shareholder and managerial decisiansl activities can directly influence

these characteristics which also differ from conyp@ncompany.

Across the globe, the banking industry today enpysimber of advantages compared to
past years that would appear to contribute to thleility to generate profits. Molyneux
and Thornton (1992) were the first to explore thgtdy the determinants of bank
profitability on a set of countries using a sampfel8 European countries during the
1986-1989 periods. They found a significant positassociation between the return on
equity and the level of interest rates in each tguibank concentration and government
ownership. Abreu and Mendes (2001) investigate dberminants of banks interest
margins and profitability for some European cowdiin the last decade. They report that
well capitalized banks face lower expected bankypbsts and this advantage translates

into better profitability. Bashir (2009) examinelset determinants of Islamic banks
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performance across eight Middle Eastern countoed$93-1998 periods. A number of
internal and external factor were used to predicfifability and efficiencies. Controlling
for macroeconomic environment, financial markatation and taxation, the results show

that higher leverage and large loans to assettdéad to higher profitability.

1.1.3 Banking Industry in Kenya

The Banking industry in Kenya is governed by thenPanies Act, the Banking Act, the
Central Bank of Kenya Act and the various prudérgiadelines issued by the Central
Bank of Kenya (CBK, 2009). The banking sector whserhlized in 1995 and exchange
controls lifted. The CBK, which falls under the mter for Finance docket, is
responsible for formulating and implementing monet@olicy and fostering the

liquidity, solvency and proper functioning of thadncial system.

In Kenya, commercial banks play an important raleniobilizing financial resources for
investment by mobilizing investors and boostingibesses as well as offering financial
services to the public with the aim of making proffiending represents the heart of the
banking industry and loans are the dominant agsethey generate the largest share of
operating income. As per the central bank of Kerbank supervision annual report
(2010), at the end of December 2010, the bankiotbseomprised of 45 institutions, 41
of which were commercial banks, two mortgage fimartompanies, one non-bank
financial institution and one building society. Pés their number being high their total

assets account for only 48.2% of the sectors &ssets.

Over the last few years, Kenyan Banks have realimmdendous grow in the last five

years and have expanded to the East African redite. growth has been mainly
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underpinned by, the industry’s wide branch netwexkansion strategy both in Kenya
and in the East African community region, and awtom of a large number of services
and a move towards emphasis on the complex custoaeels rather than traditional ‘off-
the-shelf’ banking products. Players in this sectmve experienced increased
competition over the last few years resulting framreased innovations among the

players and new entrants into the market (PWC, 008

The banking industry in Kenya has also involveeélitehn automation, moving from the
traditional banking to better meet the growing ctexpneeds of their customer and
globalization challenges. There has been increesetpetition from local banks as well
as international banks, some of which are new pfaiyethe country. This has served the
Kenyan economy well as the customers and sharehaldehe ones who have benefited
the most. According to Omuodo (2008) as pressurantsoon the banking industry’s
profitability resulting from over reliance on ingst income by banks, it is strategically

imperative that banks focus on other revenue sseam

1.1.4 Tier Three Commercial Banks in Kenya

In the banking sector, tier three commercial baaues considered to be among the few
banks whose assets happen to be below 10 billibis Means that their performance
may not be compared to other banks that have afs&tsare more than 10 billion.
Reasons as to why banks such as Transnational biabiy Bank, Oriental commercial
bank, First community bank, Middle East Bank andaReunt Universal Bank among
many other banks have been classified to be amioagi¢r three group is basically

because, over some period their performance hawained to be stagnant. This has also
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resulted to minimized expansions of these banke.dfderations in these banks have also
been quite shaky and have some elements of inggainil service provision in these
current times. As such there is need for this stodgxamine in detail what is really main

cause of unpleasant performance among these banks.

1.2 Research Problem

The banking sector is the backbone of any econondypdays an important financial
intermediary role. Therefore, its health is verytical to the health of the general
economy at large. Given the relation between thik-lveeng of the banking sector and
the growth of the economy (Rajan & Zingales, 20@Bpwledge of the underlying
challenges facing financial sector's performancéhéefore essential not only for the
managers of the banks, but also for numerous stétkets such as the central banks,
bankers associations, governments, and other falaaathorities. Knowledge of these
challenges would be useful in helping the regulatauthorities and bank managers
formulate future policies aimed at improving thefgability of the banking sector. The
importance of bank performance can be apprais¢ldeamicro and macro levels of the

economy (Athanasogloet al, 2008).

Over the last few years, Kenyan Banks have realiemdendous grow in the last five
years and have expanded to the east African redibe. growth has been mainly
underpinned by, the industry’s wide branch netwexkansion strategy both in Kenya
and in the East African community region and autiionaof a large number of services
and a move towards emphasis on the complex custoasels rather than traditional ‘off-

the-shelf’ banking products. Players in this sectwve experienced increased



competition over the last few years resulting framreased innovations among the
players and new entrants into the market (PWC, @8wever, some banks are unable
to compete with bigger bank due to their finanatapacity to adopt current IT
environment, employee retention, poor governanak siff competition from bigger
banks. This has resulted to minimized expansiorntkede banks. The operations in these
banks have also been quite shaky and have someemerof instability in service
provision in these current times. As such theneeisd for this study to examine in detalil

what is really main cause of unpleasant performanceng these banks.

Notwithstanding the enormously complex and dynamature of the environment in
which the banks compete, there is a growing bodsvafence that suggests it is possible
to discern relevant indicators of banking indugieyformance today. Local studies done
include; Serem, (2002) did a survey on the effédionan resource practices on banks
profit in Nairobi, Nyangweso (2009) did a survey the practice and challenges of
strategy implementation at Cooperative Bank of Keninuthia (2010) conducted a
study on the Effect of competitive strategies anplrformance of Equity Bank of Kenya
while Wandate (2011) conducted a survey on managepaeception of the influence of
corporate social responsibility on performance gfiEy Bank Limited. However no local
studies that have been done on challenges faciagotanization performance in
financial sector. It's against this realizationttti@e current study aims to bridge this gap
by investigating the determinants of the organaratperformance in Kenya banking
sector with special focus on tier three CommerBahks. The study aims to answer the
following research questions, that is, how doepa@te governance affect performance

of commercial banks in Kenya?, Does technology adement affect performance of
8



commercial banks in Kenya? Does firm size affezfqggmance of commercial banks in

Kenya? How do financial strategies affect perforogaof commercial banks in Kenya?

1.3 Research Objective

This study sought to establish determinants of miegdion performance in Kenya

banking sector with special focus on tier three @umrcial Banks.

1.4 Value of the Study

The findings of this study will be useful to finaalkcinstitutions in Kenya. The study will
provide useful information that will help the maeagent of financial institutions in
addressing the challenges facing financial instihg and devise strategies to ensure the

institutions remain competitive.

The study will also be of great significance to kiag sectors in Kenya. This study will
be invaluable to banking sector as a whole asrithrfgs would appraise challenges they
face and link the same to the corporate performahioe study will offer an opportunity
for review of strategies adopted with aim of impnay organization performance as it

will try to unearth how it has been effective leaglio effective performance.

The study findings are expected to be of great mapoe to various researchers involved
in policy making. The study will further make a nag contribution to the literature on
challenges facing organization performance thalt lvalhelpful to researchers who want

to further on their study in the area.



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter presents past studies done on chaBerigcing the organizational
performance and the link between the two. The d@raplso presents literature and
previous studies that have been conducted on thie tietween challenges and

organization performance.

2.2 Theoretical Foundation

This study is guided by innovator's solution thedrlye theory is relevant in the study as
it explains the process of innovation. AccordingQbristensen and Raynor's (2003)
theory of the innovator's solution is a brilliamadysis of why companies fail to innovate.
It explains convincingly why corporate managemetus't learn about good ideas, and
why managers succumb to inherent pressures to way drom the challenge of
disruptive competition rather than stand and fidihte decisions made as a result of these
pressures make sense in the short run to the chails involved, but in due course they

send the organization into an inexorable deatlakpir

But while their analysis of the causes of failuceundertake disruptive innovation is
effective, their proposal for solving the dilemmfadasruptive innovation is less helpful.
The central premise of their thesis the innovatsolsition — is to accept the grim reality
that big companies are inherently and constitutlgndisinclined to tackle disruptive

innovation. A modern organization will crush distivp new ideas, because they

represent a threat to management, to careerswerpgiructures, to customary ways of
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things, to client bases, to brands, to corporateii@ The author’s solution is to protect

genuine innovators and their disruptive changeddean these hostile forces.

Corporate leaders should put up a wall betweeimntin@vation and the existing hierarchy.
Leadership should create an independent businagswimch will provide a safe and
protected environment for innovation. These innovest can flourish without having to

fight off the interferences and intrusions and-amtiovation attitudes of the hierarchy.

Allowing a different culture to flourish in a sep&& organization eventually leads to
repeated power struggles and culture clashes, whiembers of the mainstream
organization invariably win. Interest in the newnttiges tends to be cyclical. Brief surges
of enthusiasm, triggered by abundant resourcestendesire to diversify, are followed
by sharp declines. The life spans of both interelture units and corporate venture
capital funds, therefore, tend to be short on aesranly four to five years. Oke and
Goffin (2001) innovator's solution theory reststbe hope that if one can build enough
commercial success in the marketplace, he/she battex chance of eventually winning
that battle of persuasion. Surely, their argumemisgthe hard numbers will win the war.
Unfortunately the track record shows that even witbng commercial success, numbers

and reason are not enough to dislodge the forcstasis and inertia.

2.3 Organization performance

Performance is the outcome of all of the organmresi operations and strategies
(Wheelen & Hunger, 2002). Performance measurenystéss provide the foundation to
develop strategic plans, assess an organizatioontspletion of objectives, and

remunerate managers (Ittner & Larcker, 1998). Whitnsensual measurement of
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performance promotes scholarly investigations aad clarify managerial decisions,
marketers have not been able to find clear, cuaadtreliable measures of performance
on which marketing merit could be judged. Perforogams optimal result done by
somebody or group or company. Traditional perforoeameasurement is oriented to
financial and profitability. A good company’s pemnieances are looked by the profit it's

achieved compared to amount specified before (Mli)y2001).

According to Kaplan & Norton (1996) there are 4ffoperspectives of company’s
performance, that are: Financial Perspective, sbrdi income growth, productivity
growth, cost efficiency and as-set utilizing; Imak business process perspective, consist
of improving innovation, operation process, servafepost sell; Client perspective,
consist of: client satisfaction, client acquisitiimow far the company can draw client),
client retention, potential market, client profildlp and Learning growth perspective,
consist of: improving personnel capability, impmyiinformation system capability and

also motivation, development and compatibility (Kep& Norton, 1996).

Organization performance is very essential to mamagnt as it is an outcome which has
been achieved by an individual or a group of imdlinls in an organization related to its
authority and responsibility in achieving the gdegally, not against the law, and
conforming to the morale and ethic. Performancehés function of the ability of an
organization to gain and manage the resources varaedifferent ways to develop
competitive advantage (Iswatia & Anshoria, 200hefe are two kinds of performance,
financial performance and non-financial performariaancial performance emphasizes

on variables related directly to financial rep@bmpany’s performance is evaluated in
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three dimensions. The first dimension is compamy@ductivity, or processing inputs
into outputs efficiently. The second is profitatyilidimension, or the level of which
company'’s earnings are bigger than its costs. fing tdimension is market premium, or

the level of which company’s market value is exaegdts book value (Walker, 2001).

2.3.1 Corporate Governance

Corporate governance has been an issue of glolvaleno long before now. Many
countries that suffered during the recent econoeniges in Asia and other emerging
markets had weak legal environments and poor ganemsystems. Christopher (2009)
stated that proper governance of companies wouttbrbe as crucial to the world
economy as the proper governance of countries ahdomverge in associated issues of
competitiveness, corporate citizenship, social amdironmental responsibility. The
governance of banks becomes even more pronouncesideong their role of financial
intermediation in developing economies. Commerbehks are the main providers of
funds to enterprise and where there is a thin et capital market, their failure
becomes the failure of the system. According todSiom (2004) the impact of failure of
the banking system can have immense cost, as itdpEsatedly been seen that bank
failure cost developing countries up to 15% of tl&DP and losses that far outstripped

aids received.

Love and Rachinsky (2008) opined that corporateegmance aims at promoting
competition, while allowing customers the option rabking a choice. This concerns
deregulation as reform measures that guarantees kates, provide customer choice and

offer reliable services so that no one is literddifg in the dark (Kajola, 2008). However,
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corporate governance arrangement and institutiang from place to place, though the
focus is always to promote corporate fairness, sfparency and accountability.

Christopher (2009) pointed that the financial sebiing at the center stage of efficient
capital allocation needs to be visited more consdio with the subject of corporate
governance. However, the fundamental issue of catpogovernance and banks
performance cannot be complete without proper wstdeding of the functions of

shareholders and directors; the creation of agiefft and reliable board from among the

shareholders to checkmate director’s excesseyibaoomes a sine qua non.

Sanda, Mikailu and Garba (2005) examined the oelahip between banks ownership
and several governance aspects and found outritraaising ownership stakes for hired
managers and boards improves banks performanceewowfor banks to perform its
intermediating functions, certain issues like thaijectives for being in existence must
be considered. Bergert al. (2004) identified these three objectives— to mbte
depositors, to promote stable money supply by priavg financial panic, and foster and
efficient and competitive banking system that featié financial intermediation
Fundamentally corporate governance issue is mayatabadership, as the public is now
demanding accountability and responsibility in @rgte behavior more than ever before.
It also involves effective government action in them of reformed regulatory systems;
improve quality of service delivery and steppedingdaw enforcement by regulatory

agencies (Kajola, 2008).
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2.3.2 Technology advancement

Today’s business environment is very dynamic armgeegnces rapid changes as a result
of creativity, innovation, technological changex;reased awareness and demands from
customers (Woherem, 2006). Business organizatesysecially the banking industry of
the 21st century operates in a complex and compet@nvironment characterized by
these changing conditions and highly unpredictaaienomic climate with Information
and Communication Technology (ICT) is at the cewfr¢his global change curve. The
banking business is becoming highly ICT based dutstinter-sectoral link; it appears to
be reaping most of the benefits of revolution icht®logy, as can be seen by its
application to almost all areas of its activitidkifiuli, 2009). It has broadened the scope
of banking practices and changed the nature of ibgnks well as the competitive
environment in which they operate. A broad operhiag been experienced around the
world for banks and they are currently taking dulwvamtage of these innovations to
provide improved customer services in the facearhpetition and faster services that

enhance productivity (Ovia,2005).

Technological advancement facilitates payments @edtes convenient alternatives to
cash and cheque for making transactions. Such nastiges have led to the development
of a truly global, seamless and Internet enabledh@# business of banking.
Technological advance in payments are importanttotiee fact that it will be feasible to
outsource quite a number of the banks’ role in pagments system. Also banks’
regulation can be more technologically dependedttatter focused rather than focusing
on conceptual guidelines. ICT revolution both innte of innovation rate, speedy

operation, and cost per unit (portraying reductioaverage total and marginal costs) has
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made a good number of banks embrace the use omii@istructure in their operations
(Akinuli, 2009). However there may be little inteptions at times due to network
failures, which may make customers unable to cantytransactions at a particular point
in time. This little shortcoming is not in any wagmparable to the days when banking
halls were characterized by long queues mainly assalt of delays in the traditional

banking operations.

Irechukwu (2006) itemized some bank services thaelbeen revolutionized through the
use of ICT as including account opening, custonemoant mandate, and transaction
processing and recording. Information and CommuioicaTechnology has provided
self-service facilities (automated customer servicachines) from where prospective
customers can complete their account opening doctamdirect online. It assists
customers to validate their account numbers aneivednstruction on when and how to
receive their cheque books, credit and debit cdf@§. products in use in the banking
industry include Automated Teller Machine, Smartd3aTelephone Banking, Electronic
Funds Transfer, Electronic Data Interchange, Ed@itrHome and Office Banking. Ovia
(2005) opined that the revolution in ICT has mauake banking sector changed from the
traditional mode of operations to presumably bettays with technological innovation
that improves efficiency. ICT can enhance efficken@ its use and in recent times banks
have been encouraged by the rapid decline in tice pf ICT gadgets. This has perhaps
increased the bank level of ICT usage. The incresght have also been attributable to
business environment that became relatively flexitdi accommodate new forms of

technological change as a result of reforms ircthentry.
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2.3.3 Firm Size

If the relative size of a firm expands, its margetver and profits increases. This is the
Market-Power (MP) hypothesis. The hypothesis i© alksferred to as the Structure-
Conduct-Performance (SCP) hypothesis (Athanasogfi@al, 2008). It has been argued
that the effect of a growing size on bank profiipis significantly positive to a large
extent (Smirlock, 2005). Smirlock (2005) furtherggested that the difference in
profitability among large and small banks is dugtoduction technologies and outputs,
which vary across them. The relative efficiency diyyesis (Clarkeet al, 2004)
presupposes that larger banks (where size is meghbdyr assets) are more efficient than

smaller ones, and are more profitable as a reSthiosuperior efficiency.

The preceding arguments on the effect of size ok Ipaofitability overlap with the idea
that large banks can benefit from economies ofes¢@hshir, 2009). However, some
researchers suggest that little cost saving caach&ved by increasing the size of a
banking firm (Bergeet al, 2006). They suggest that eventually very largekbacould
face scale inefficiencies, perhaps due to burefingeasons (Athanasoglat al, 2008).
Newly established banks are not particularly paddii¢ (if at all profitable) in their first
years of operation, as they place greater emploasiacreasing their market share and

enlarging their firm, rather than on improving ptability (Athanasoglou et al., 2008).

Empirical evidence from Athanasoglat al. (2008) shows that labour productivity
growth, which can only be achieved if the bankagé in its size, has a positive and
significant effect on bank profitability. This suggis that higher productivity growth

generates income that is partly channeled to baoktp Banks target high levels of
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labour productivity growth through various strategthat include keeping the labor force
steady, ensuring higher quality of newly hired kabeeducing the total number of
employees, and increasing overall output via irsgdanvestment in fixed assets which

incorporate new technology.

2.3.4 Financial Strategy

Financial strategy is a plan that spells out th@oas that a company or business will
undertake in order to be profitable and succes#fuhcludes the use of value based
performance measures and standardization of bussipescesses, maintenance of
financial flexibility to support growth and keepintpe capital structure efficient.
Financial strategies are very important for thevisat of any institution, because without
good financial strategies, organizations will rtankrupt and can be closed down. There
are various forms of financial strategies that ra#fect the performance of banks to a
certain extent. The key types of financial stragéeghat come in handy include cash flow
management, purchase management, collection maeageimvestment management

and consideration management among many othergh(L2013).

In terms of cash flow management, the income stat¢m@mnd balance sheet of a business
may look great on paper, but if the cash is noperly managed, financial institutions
can quickly go under. Part of the financial strgte the business is to deal with how
cash will be used in the institution (Pindado, 2004is includes identifying an amount
that will always be in reserves as well as how majgpenses will be paid. By laying out
the financial cash strategy ahead of time, it withke financial decisions easier about

when to write a check and when to access a linerediit during normal business
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practice. However, poor training among the supptatf on cash flow management may
pose a challenge on the overall performance ofii@h banks especially with relation to

the flow of cash in and out of the organization.

Mauchi et al., (2011) carried out a study entitl€te effectiveness of cash management
policies: a case study of Hunyani flexible produci®&he study sought to evaluate the
effectiveness of cash management policies at Hunylxible Products (HFP) using
data from 2000-2010. Other objectives of the stwdye to identify the key processes
and models in cash management; examine the impgmtar cash management on the
overall company performance and come up with gjrasethat can lead to an effective
cash management system. The descriptive surveyomh&ths used to solicit information
from the respondents and a case study approachusexs The research study was
confined to respondents at Hunyani Flexible Proglehere a sample of forty (40)
respondents was drawn. Data was obtained throudbrviews, administering
guestionnaires and by observations. From the relsdardings, it was established that
there is a high deficiency of an effective cash ag@ment policy although some
attributes of an effective management system wezsent. The study found that there is
a positive relationship between the level of caklwfand the profitability of the
company. The research concluded that, cash managésn& culture that forms part of
the strategy of companies and depends more on menapemselves than the

characteristics of companies.

Bort (2004) noted that, cash flow management bemgyof the key financial strategies is

of importance for both new and growing institutio@mpanies may suffer from cash
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flow problems because of lack of margin of safetycase of anticipated expenses such
that they experience problems in finding the fufmisinnovation or expansion. Weak
cash flow makes it difficult to hire and retain go@mployees (Beranek, 2000).
Additionally, cash collection is also another fica strategy that may have an influence
on the overall performance of financial institugsoiRoss (2000) defines cash collection
as a function of accounts receivable, it is theovecy of cash from a business or
individual with which the company is issued an iiweo In the banking institution,
collection of cash is of critical importance esjdlgi for its survival. This is whereby if
the institutions do not apply the right techniqeegut the appropriate follow up in the
collect of cash, the institutions may end up haumgcash in circulation and hence

putting it into a critical situation.

According to Gitman (2008), there are four casHectibbn techniques namely letters,
telephone calls, personal visits and legal actlaetters are written communication of
expressions, opinions and communication recorddafer reference (Palom, 2001). The
use of letters in the collection of cash comes ogeration in that after a certain number
of days, the firm sends a polite letter reminding tustomer of the overdue accounts. If
the account is not paid within a certain perio@iafhis letter has been sent a second more
demanding letter is sent. A telephone call is anegation established over a telephone
network between two parties (Chastain, 2008). Ahsii the support staff members in a
financial institution are not adequately prepanmederms of training skills on how to be
effective while using these financial strategiagjamizations may not be able to retrieve
the finances that customers owe the company. Thlisawtomatically, influence the

overall performance of the institution in that #evill be more debts that the outside and
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the institution may be running on a low budget. shgh, this study intends to examine

how financial strategies affect the performancgesfcommercial banks.

2.4 Critical Review

Boateny (2004) pointed that good institutional aogporate governance had long been a
development issue; the connection to the corpayaternance agenda has not always
been explicit.In fact, prior to this time bank governance has hadwer profile than
corporate governance. Effective bank governandéesone that actually raises all the
good governance questions. For instance, instabilitbanks would lead to financial
instability and by extension a significant impacttbe entire economy. It is in this vein
that Blide (2004) purported that there is a ditett between improved bank governance,
financial stability and sustainable economic depelent, particularly in developing and

emerging market.

Charkam (2004) pointed that banking is litteredhwdilure-cause by ignorance, fraud,
misjudgment political and societal pressures, ligais unsure if better governance would
saved them. However, bank failures convince goverinof the necessity to establish
minimum capital requirement for insured banks. @my(2007) assert that sound capital
creates reasonable assurance of protection to itlesoss well as creditors. Yung (2009),
using panel regression methods, indicated thatdosae has a great impact on bank
performance. While Love and Rachinsky (2009) usirsample of 107 banks in Russia
and 50 banks in Ukraine found some significant, legbnomically unimportant

relationship between governance and contemporanepesating performance and a
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weaker link with subsequent performance. They alstertained that banks with more

concentrated ownership have lower ranking on cateogovernance.

Harold and Jeff (2005) contend that financial ssFvproviders should modify their
traditional operating practice to remain viabletire 1990'ss and the decade beyond.
Thus, ICT has emerged as a catalyst in the variodisstries of the world to aid the
process and procedure required to ensure the agahzof various organizational goals.
The role of ICT in the banking sector became otnest to this study due to the
significant role it plays in the economy by stintiulg economic growth through the
intermediation of funds to economic agents thatirteem for productive activities. This
function is very vital for any economy that intentds experience meaningful growth
because it makes arrangements that bring borroamaslenders of financial resource
together and more efficiently too than if they hadelate directly with one another (Ojo,

2007).

The banking industry in general has experiencedespmofound changes in recent
decades, as innovations in technology and the madk® forces driving globalization

continue to create both opportunities for growtkd ahallenges for banking managers to
remain profitable in this increasingly competitiemvironment. Most of the studies
concerning bank profitability to date, includingd®h(1979), Bourke (1989), Molyneux

and Thornton (1992), Demirguc-Kunt and Huizinga9@Pand Goddard, Molyneux, and
Wilson (2004), have employed different linear madil estimate the impact of various

factors that could be significant in terms of expilag profits.
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The importance of bank profitability can be appedist the micro and macro levels of
the economy. At the micro level, profit is the edsd prerequisite of a competitive
banking institution and the cheapest source of guttds not merely a result, but also a
necessity for successful banking in a period ofwing competition on financial markets.
Hence, the basic aim of a bank's management ichieee a profit, as the essential
requirement for conducting any business (Bobakae9). At the macro level, a sound
and profitable banking sector is better able tdstdnd negative shocks and contribute to
the stability of the financial system. The impodarof bank profitability at both the
micro and macro levels has made researchers, atcEjdrmank managements and bank
regulatory authorities to develop considerableredgeon the factors that determine bank
profitability (Athanasoglouet al, 2005). Determinants of bank profitability congari
characteristics of individual bank companies thi&tca their profitability. Shareholder
and managerial decisions and activities can dyrecfluence these characteristics which

also differ from company to company.

Guru et al. (2009) attempt to identify the determmits of successful deposit banks in
order to provide practical guides for improved padfility performance of these
institutions. The findings of this study revealddtt efficient expenses management was
one of the most significant in explaining high bapfofitability. Among the macro
indicators, high interest ratio was associated Vaith bank profitability and inflation was
found to have a positive effect on bank performamtelenya, commercial banks play
an important role in mobilizing financial resourcésr investment by mobilizing
investors and boosting businesses as well as gféinancial services to the public with

the aim of making profit. However globalization ammhpredictable change in the
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environment they operate, such as IT advancemeot, gorporate governance, size of
the firm in terms of assets, challenges their perémce. The current study aims to
investigate the challenges faced by commercial $ankkKenya in their performance

particularly on tier three Commercial Banks.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

This chapter presents the methodology, which was ts carry out the study. It further
describes the type and source of data, the taggetl@tion and sampling methods and the
technigues that was used to select the sample Bizdso describes how data was
collected and analyzed. The suitable methodologyis study gives the guidelines for

information gathering and processing.

3.2 Research Design

This study employed a descriptive research desfgndescriptive research design
attempts to describe or define a subject, oftenckating a profile of a group of
problems, people, or events, through the collectidndata and tabulation of the
frequencies on research variables or their intemac{Cooper and Schindler, 2006). It is
concerned with describing the characteristics padicular individual, or of a group. In
this case, the research problem was to investigiterminant of organization
performance in the Kenya banking sector with fawulsanks in tiers three. A descriptive
research defines questions, people surveyed, aedméthod of analysis prior to
beginning of data collection. Thus, this approactappropriate for this study, since the
researcher intends to collect detailed informatlmough descriptions and the method is

also useful for identification of variables and bgipetical constructs.
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3.3 Population of Study

Target population as described by Borg and Gr&092 is a universal set of study of all
members of real or hypothetical set of people, Bven objects to which an investigator
wishes to generalize the result. The populatioths study comprised of the banks in
categorized in tier three. There are twenty onek®an tier three in Kenya as at may
2013 (CBK Report, 2013). Thus the study conductedresus survey owing to the small
number of banks in the said tier. These banks wkosen since they perform minimal
compared to other banks in tier one and two. Mugesrad Mugenda (2003) explained
that the target population should have observahkracteristics to which the study
intents to generalize the result of the study. HeiBnition assumes that the population is

not homogeneous.

3.4 Data Collection

The researcher collected primary where the questiom was used to collect the data
from the respondents from each bank. The questienmas structured to include both
closed, open-ended and matrix questions to allonetya The structured questions are
normally close ended with alternatives from whibk tespondent is expected to choose
the most appropriate answer (Mugenda & Mugenda3R00nstructured questions are
open-ended and present the respondent with thertopty to provide their own
answers. These types of questions are easy to faenand allow the respondent to
present their feelings on the subject matter engbk greater depth of response
(Mugenda & Mugenda, 2003). Matrix questions wess altilized. This type of questions

present the respondent with a range of questioamsigwhich they are expected to
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respond based on a predetermined rating scalendst commonly used is the likert
scale. These types of scales are used to measureppens, attitudes, values and
behaviour (Cooper & Schinder, 2007). These typesgju#stions are popular with the
respondents and researchers as they are easy o, fdconomical and provide easy
comparability. The respondents of this study wereia, middle low level managers

while two respondents in each bank were targetattiboting to 42 respondents.

3.5 Data Analysis

The study generated both qualitative and quantéadata. Quantitative data were coded
and entered into Statistical Packages for SocignBsts (SPSS Version 17.0) and
analyzed using descriptive statistics. Qualitatie¢éa was analyzed based on the content
matter of the responses. Responses with commonethem patterns will be grouped
together into coherent categories. Descriptiveissied was also used of absolute and
relative (percentages) frequencies, measures dfatdendency and dispersion (mean
and standard deviation respectively). Quantitatid® was presented in tables and graphs

and explanation was presented in prose.
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CHAPTER FOUR: DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter presents analysis of the data onrdetants of organizational performance
in the Kenyan banking sector with specific focust@n three commercial banks. This
chapter presents the findings of the study andud&ons on the findings. The finding
intended on answering the study’s research questidata collected was collated and
reports were produced in form of tables and figumad qualitative analysis done in

prose.

4.2 Response Rate

Table 4.1 illustrates the response rate of theoredgnts that participated in the survey.
The study targeted 42 respondents working in thd banks in collecting data on

determinants of organizational performance in tlemy&n banking sector. However, out
of 42 questionnaires distributed 33 respondentsptetely filled in and returned the

guestionnaires contributing to 79%. This resporse was reached due to the data
collection procedure, where the researcher perlyoadministered questionnaires and
waited for respondents to fill in, kept remindinbet respondents to fill in the

guestionnaires through frequent phone call andeggicthe questionnaires once fully
filled. The 21% questionnaires that were not regdriwere due to reasons like, the
respondent were not available to fill them in atttime and with persistence follow-ups
there were no positive responses from them. Th@oress rate demonstrates a

willingness of the respondents to participate eghrvey that the study sought.
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Table 4.1 Response Rate

Response Frequency Percentage
Filled in questionnaires 33 79

Un returned questionnaires 7 21
Total 40 100

Source: Research data (2013)

4.3 Demographic Characterization of the Respondents

The study found it crucial to ascertain the braafdrimation of the respondents since it
structures the charity under which the study caiyfantrance the pertinent information.
The analysis relied on this information of the @sents so as to classify the different

results according to their knowledge and responses.

4.3.1 Highest Education Level of the Respondents

The study was also inquisitive to determine thehésy level of the academic

qualification that the respondent held. Figure ghbws the findings of the result, most
(47%) of the respondents were graduate, 30% wesegraduate (masters holder) while
the rest (23%) had diploma as their highest le¥eldncation. This depicted that most of
the respondents interviewed were well knowledgetablenderstand and able to respond

to the questionnaire in the manner intended.
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Figure 4.1 Education Level of the Respondents
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Source: Research data (2013)

4.3.2 Respondents Working Duration in Years

Table 4.4 illustrates working period in years o thespondents in their respective
organization. From the findings majority (53%) bktrespondents had worked in the
organization for a period of 6-10 years, 36% hadkeo for a period of 1-5 years, 7%
had worked for a more than 16 years while the (&%f) had served in the organization
for a period of 10-15 years. This implies that mafsthe respondents of this study had
worked for a longer period within the organizatittus conversant enough of the

information that the study sought pertaining tolthek profitability.

Table 4.2 Working Duration

Period of Service Frequency Percentage
1- 5 Years 12 36
6 — 10 Years 18 53
10 — 15 Years 2 5
Above 16 Years 2 7
Total 33 100

Source: Research data (2013)
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4.3.3 Respondents Department of Work

Figure 4.2 indicates departments in which respotsdemere working in their
organization. From the findings most (22.6%) of ttespondents were working at
operations and human resource departments as shayach case, 21% were serving at
credit department, 18% were working at internalitwtlile 16% of the respondents were
serving at finance department. This implies thbetlapartments that were targeted by the

study were involved and that the findings are naséd.

Figure 4.2 Respondents Department of Work

M Operations

M Human Resource
Internal Audit

M Finance

m Credit

Source: Research data (2013)

4.3.4 Position held by the Respondents in their Rgsctive Banks

The study aimed to investigate position held by régpondents in their organization.
From the findings (33%) of the respondents wer¢ lieads, 21% as assistance manager
and directors, 18% were technical personnel, 15% wlepartmental heads while 3%
were supervisors. Position held in the workplaegi$eto easier application and strategic

practices that leads to better performance of thgarozation towards achieving
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organizational goals and objectives. This depibtd &ll participant of the study were

under the level to which the study targeted asuktipd in previous chapter.

Table 4.3 Position Held by the Respondents in theRespective Banks

Position Held Frequency Percentage
Supervisor 1 3
Technical personnel 6 18
Departmental Head 5 15
Unit Head 11 33
Director 7 21
Manager 7 21
Total 33 100

Source: Research data (2013)

4.4 Good Governance

4.4.1 Effect of Corporate Governance on Organizatio Performance

Figure 4.3 illustrates the summary of the findirggs whether corporate governance
affects organization performance. According to thelings, majority (73%) of the
respondents alleged that corporate governancetaffeganization performance while the
rest (27%) opposed the opinion of majority. Thisplies that majority of financial
institution, banks not exempted; consider effectess of corporate governance as a key

performance indicator in the organization perforo@an
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Figure 4.3 Effect of Corporate Governance on Orgamziation Performance
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4.4.2 Corporate Governance and its Influence on Oapization Performance

Table 4.4 indicates respondents’ level of agreenmmtthe statements regarding to
corporate governance and its influence on orgaoizgierformance. According to the
findings, respondents agreed that their companées gut in place effective corporate
governance systems that shown to implement solid aregrated performance
approaches more easily than others and that marmsgeim their organization are
committed in ensuring the performance of the banknproved as shown by mean score
of 3.96 in each case, almost the same number pbmneents agreed that management in
their organization consider merit and previous qanfince of the individual to be
mandated in the management position and that basles more democratic ownership
structures, more balanced and broader governarstensy, and a more comprehensive
view of organizational goals and performance halg® detter chances to increase
shareholders’ loyalty as depicted by mean sco@®td and 3.75 respectively. Few of the
respondents were neutral that their companies hadirp place effective corporate
governance systems that shown to implement solid aregrated performance

approaches more easily than others as illustrateddan score of 3.33.
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Table 4.4 Corporate Governance and its Influence o®rganization Performance

Mean | STDev

Under the umbrella of corporate governance, oumamgation is| 3.33 0.816
encouraged to promote ethics, fairness and traespgrn order tg

improve its performance

Our companies had put in place effective corpoggernance 3.96 0.69
systems that shown to implement solid and intedratrformance

approaches more easily than others

Our bank shares more democratic ownership strugtuneore| 3.75 0.676
balanced and broader governance systems, and a |more

comprehensive view of organizational goals andgoerdnce have

A%

also better chances to increase shareholderstyoyal

Management in our organization are committed inueng the| 3.96 0.55

performance of the bank is improved

Management in our organization consider merit amdvipus| 3.79 0.658

performance of the individual to be mandated in tenagement

position

Source: Research data (2013)

4.4.3 Commitment of Corporate Governance

The researcher was also inquisitive in determimioghmitment of corporate governance
in determining organization performance. From thedihgs, most (42%) of the

respondent were of the opinion that corporate gausre are committed, 33% were of
the opinion that corporate governance are very ctennwhile the rest (24%) opined

that they are less committed.
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Figure 4.4 Commitment of Corporate Governance
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4.4.5 Extent that Corporate Governance Determine Qganization Performance

Table 4.5 represents the study finding on the éxXterorporate governance determine
organization performance. From the findings, m&ol62.5%) of the respondents’

indicated that corporate governance determine agaon performance at a great extent,
29.2% perceived that corporate governance determiganization performance to a
moderate extent while 8.3% were of the opinion tt@iporate governance determine

organization performance to a very great extent.

Table 4.5 Extent that Corporate Governance Determia Organization Performance

Frequency Percentage
Moderate Extent 10 29
Great Extent 21 65
Very Great Extent 3 8
Total 33 100

Source: Research data (2013)
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4.5 Technologies Advancement

4.5.1 Effectiveness of Technologies Advancement Bank Performance

The study requested the respondent to indicateh&h&tchnology advancement enhance
bank performance. Majority (90%) of the interviewsgspondents’ indicted that the
banks technologies advancement enhancement bafdempance while 10% indicated
that technologies advancement does not in any wénaree bank performanc@n
whether application of IT eases the process andeproe of banking, majority (90%) of the
respondents indicated that application of IT edlseprocess and procedure of banking while

the remaining pointed otherwise.

Table 4.6 Effectiveness of Technologies Advancemestt Bank Performance

Frequency Percent
Yes 30 90
No 3 10
Total 33 100

Source: Research data (2013)

4.5.2 Technology Advancement and its Influence onr@anization Performance

Table 4.7 illustrates the finding of the study espondent level of agreement on state of
IT to its influence on bank performance. From timihgs, most of the respondents

strongly agreed that interviewed banks are not rposétable due to economies of scale

on adoption of IT on their production as indicateyl the mean score of 4.95, also

respondent strongly agreed that most of banksrgiregtto modified its operation with

relation to technological advancement in orderamain viable in the market as shown
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by mean score of 4.01. Further, respondents syaggleed that ICT revolution in terms
of innovation increases speedy operation and tberxeéduce cost per unit in production,
and this has led a good number of banks to emtihecese of ICT infrastructure in their
operations that improves efficiency as shown bymm&aore of 3.77. Respondents have
also agreed that Banks that have adopted IT haslbned the scope of banking practices
and changed the nature of banking as well as thmpebtive environment in which they
operate and that Banks that have adopted ICT rgonlin terms of innovation have
benefited from speedy operation and reduced costrpehence more profits as depicted
by mean score of 3.73 and 3.70 respectively. Likewiespondent agreed that IT has
assisted customers to validate their account nusrdoed receive instruction on, when and
how to receive their cheque books, credit cardsdmtmt cards and also have agreed that
accuracy of results generated by bank systemsthhtace use of Smart Cards which in
turn results to more profitability as depicted bgan score of 3.64 and 3.53 respectively.
IT has broadened the scope of banking practiceschadged the nature of banking as
well as the competitive environment in which th@ete as illustrated by mean score of
3.41. Finally, respondents disagreed that costgbiiaing better IT infrastructure for our
bank is the major cause of low profits thereby dase profitability as illustrated by

mean score of 2.29.
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Table 4.7 Technology Advancement and its Influencen Organization Performance

Mean | STDev

Accuracy of results generated by bank systemseimdrace use gf3.52 1.168
Smart Cards which in turn results to more profitabi

ICT revolution in terms of innovation increasesegheoperation angd3.77 1.297

therefore reduce cost per unit in production

IT has broadened the scope of banking practiceschadged the 3.41 0.312

nature of banking as well as the competitive emrnrent

The market share that we have results to minimdbpeance 3.47 0.899

Our banks are not more profitable due to econorofescale on 4.15 1.009
adoption of IT on their production

Cost of acquiring better IT infrastructure for daank is the major 2.29 1.464

cause of low profits

Banks that have adopted IT has broadened the sobpanking| 3.73 0.87

practices as the competitive environment in whigdytoperate

Technological advancement in the banking industrg Facilitated 3.44 0.943
payments and creates convenient and non-riskynatiges

Banks that have adopted ICT revolution in termsnabvation have 3.7 1.198

benefited from speedy operation and reduced cosirpe

Our banks is trying to modified its operation witklation to| 4.01 1.196
technological advancement in order to remain viabkhe market

IT has assisted customers to validate their accoumntbers, receive3.64 1.284
instruction on, when and how to receive their cleeqooks, credit

and debit cards

Source: Research data (2013)

4.5.3 Extent that Technological Advancement affe@ank Performance

Figure 4.5 illustrates the findings of the study tbe influence of state of IT on bank

profitability. Majority (74%) of the respondentsrported that state of IT influences bank
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profitability to a very great extent while the re&6% were of the opinion that IT

influences bank profitability to a great extent.

Figure 4.5 Extent that Technological Advancement &kct Bank Performance

H To a great extent

M To a very great extent

Source: Research data (2013)

4.6 Bank Size

4.6.1 Number of Branches

The study further requested the respondents toatelthe number of branches their bank
have. According to the findings, majority (64%) tbe respondents indicated that their
bank have 16-30 branches, 24% indicated that treeik have between 1-15 branches,

while 12% indicated that their bank have betweed31branches respectively.
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Table 4.8 Number of Branches

Frequency Percentage
1to 15 8 24
16-30 21 64
31-45 4 12
Total 33 100

Source: Research data (2013)
4.6.2 Determination of Bank Profitability by Number of Branches

Figure 4.6 summarizes the study findings, on whethenbers of branches for a bank
determines its profitability. From the findings, %9of the respondents indicated that
numbers of bank branches determines its profitgbihile the rest (31%) opined that

number of bank profitability does not determine lbprofitability.

Figure 4.6 Determination of Bank Profitability by Number of Branches
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Source: Research data (2013)
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4.6.3 Aspect of Bank Size on bank Performance

Table 4.9 illustrates the finding of the study be tespondent level of agreement. From
the findings, most of the respondents agreed ttat &sset of their bank result minimal
performance hence we face stiff competition from @ampetitors due to lack of fund in
financing marketing program and that organizatiamehless number of loyal customers
who take loans from us hence low interest incomeegscted by mean score of 4.26 and
412 respectively. Also respondents agreed thabpaence of our bank is in relation to
the number of branches that we have and that fewetber of ATM point contribute to
more profit to the banks that have adopted it whitehave less number of ATM point
hence less profitability as illustrated by meanreaaf 3.89 and 3.54 respectively. On the
other hand, respondents were neutral that banks méiny managers and few operators

creates power confusion resulting to less proflitgtas depicted by mean score of 3.19.

Table 4.9 Aspect of Bank Size on bank Performance

Mean | STDev
Performance of our bank is in relation to the numdfebrancheg 3.89 1.01
that we have
Total asset of our bank result minimal performaheace we face 4.26 0.723
stiff competition from our competitors due to lack fund in
financing marketing program
Fewer number of ATM point contribute to more praéitthe banks 3.54 1.498
that have adopted it while we have less number dMApoint
hence less profitability
We have less number of loyal customers who takesldeom us| 4.12 0.882
hence low interest income
Banks with many managers and few operators crepteger| 3.19 1.321

confusion resulting to less profitability

Source: Research data (2013)
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4.6.4 Extent to which Bank Size Determines its Praébility

Further the study requested the respondents tcatadithe extent to which bank size
determines its profitability. From the findings,%42f the respondents opined that bank
size determines bank profitability to very greateex, 31% were of the opinion that bank
size influence bank profitability to a moderateesit 15% to a great extent, 7% to a low
extent while a similar numbers purported that bsizk influence bank profitability to a

very low extent as indicated by the figure 4.13.

Figure 4.7 Extent to which Bank Size Determines itBrofitability

B To a very low extent
B Toa low extent

To a moderate extent
B To a great extent

B To a very great extent

Source: Research data (2013)

4.7 Financial Strategies

4.7.1 Financial Strategies adopted

Table 4.10 summarizes the study findings on thanimal strategies adopted by the
banks. From the findings, 79% of the respondentatdd that their banks have adopted
investment management strategy, 67% had adoptédioasmanagement strategy, 55%
had adopted purchase management strategy, 52%dbpted consideration management

strategy while 52% had adopted collection managéstestegy.
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Table 4.10 Financial Strategies adopted

Financial Strategies adopted Frequency percentage
Yes No Yes No
Cash flow management strategy 22 11 67 33
Purchase management strategy 18 15 55 45
Collection management strategy 14 19 42 58
Investment management strategy 26 7 79 21
Consideration management strategy 17 16 52 438

Source: Research data (2013)

4.7.2 Monetary Policy and their Influence to Perfomance of Banks

The study requested the respondents to indicatelével of agreement on the statement
relating to monetary policy and their influence gerformance of banks. From the
findings most of the respondents disagreed that #ren't adequately trained to use
effectively the financial strategies available esaky in the control of cash flow in the
bank as depicted by mean score of 2.92, also respordisagreed thatash collection
techniques are not being utilized effectively aid tontributes to the poor performance
of our bank as illustrated by mean score of 2db6the other hand, respondent strongly
disagree thaPoor financial strategy application in our bank hesulted to weak cash
flow. This makes it difficult for the managementhoe and retain good employees as
shown by mean score of 2.39 while also respondeongy disagreed the bank suffer

from cash flow problems because of lack of mardinsafety in case of anticipated
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expenses such that we experience problems in finthe funds for innovation or

expansion as depicted by mean score of 2.24.

Table 4.11 Monetary Policy and their Influence to Brformance of Banks

Mean | STDev

Our bank suffer from cash flow problems becaustadt of margin| 2.24 0.862
of safety in case of anticipated expenses such wleaexperience
problems in finding the funds for innovation or axgion

Poor financial strategy application in our bank hesulted to weak 2.39 1.046
cash flow. This makes it difficult for the managemé¢o hire and

retain good employees

The cash collection techniques are not being etlieffectively and 2.56 1.236

this contributes to the poor performance of ourkban

We aren’t adequately trained to use effectivelyfthancial strategies 2.92 0.874

available especially in the control of cash flowthe bank.

Source: Research data (2013)

4.7.3 Extent that Financial Strategies Applied Enhace Bank Performance

Table 4.12 shows results of the findings on theemixto which financial strategies
applied by bank enhance its performance. From itiginigs, (65%) of the respondents
were of the opinion that financial strategies aguplby bank enhance its performance to a
great extent, 32% very great extent while the (8%t) alleged that financial strategies

applied by bank enhance its performance to a mtelesdent.

44



Table 12 Extent that Financial Strategies Applied Bhance Bank Performance

Frequency Percentage
To a moderate extent 1 3
To a great extent 21 65
To a very great extent 11 32
Total 33 100

Source: Research data (2013)

4.8 Discussion of the Findings

The study sought to establish the extent to whiolparate governance determines
organization performance in the Kenyan banking @edo examine the extent to
technology advancement determines organizationoprédnce in the Kenyan banking
sector, to assess the extent to which firm sizerdehes organization performance in the
Kenyan banking sector and to establish the extewhich financial strategies determines

organization performance in the Kenyan bankingaect

On corporate governance, the study establishedntlgrity (73%) of the respondents
alleged that corporate governance affects orgaaizaperformance. According to

Christopher (2009) the governance of banks bec@wess more pronounced considering
their role of financial intermediation in develogineconomies, thus banks should
consider corporate governance. Further, responadgnéed that their companies had put
in place effective corporate governance systems shawn to implement solid and

integrated performance approaches more easily abfagrs while management in their

organization are committed in ensuring the perfareeaof the bank is improved.
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The finding of the study complied with Love and Riasky (2008) findings that that
corporate governance aims at promoting competitighile allowing customers the
option of making a choice. Finally, on the same 8tady found that corporate
governance determine organization performance gteat extent. Christopher (2009)
pointed that the financial sector being at the @estage of efficient capital allocation

needs to be visited more consciously with the satlgecorporate governance.

To technology advancement, majority (90%) of theerviewed respondents’ indicted
that the banks technologies advancement enhancdraahktperformance. The findings
of the study did not show any relationship with ®(2005) finding that broad opening
has been experienced around the world for bankstlaeg are currently taking due
advantage of these innovations to provide improwestomer services in the face of
competition and faster services that enhance ptvityc Likewise, the study found that
most of the respondents strongly agreed that iie@ad banks are not more profitable
due to economies of scale on adoption of IT onrtheyduction and that of banks are
trying to modified its operation with relation technological advancement in order to
remain viable in the market. The finding of thedstwvas contrary to Akinuli, (2009) that
the banking business is becoming highly ICT based tb its inter-sectoral link; it
appears to be reaping most of the benefits of udhaml in technology, as can be seen by
its application to almost all areas of its actesti Finally, majority (74%) of the
respondents purported that state of IT influen@aklprofitability to a very great extent.
The finding of the study was similar to Akinuli @®) finding that ICT revolution both in
terms of innovation rate, speedy operation, and pes unit (portraying reduction in

average total and marginal costs) has made a gomther of banks embrace the use of
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ICT infrastructure in their operations due to bésethey accrues in terms of bank
performance. The increase might have attributableusiness environment that became
relatively flexible to accommodate new forms ofheclogical change as a result of

reforms in the country.

On bank size, majority (64%) of the respondentscatdd that their bank have 16-30
branches. According to Bashir (2009) the precedirguments on the effect of size on
bank profitability overlap with the idea that larganks can benefit from economies of
scale. From the findings, 69% of the respondenticated that numbers of bank
branches determines its profitability. Smirlock @3) further suggested that the
difference in profitability among large and smadinlxs is due to production technologies
and outputs, which vary across them. The relatifieiency hypothesis (Clarke et al.,
2004) presupposes that larger banks (where sine@sured by assets) are more efficient
than smaller ones, and are more profitable as altre$ this superior efficiency.
Additionally, the study found that total asset @nks in tiers three result to minimal
performance due to stiff competition from their qmetitors due to lack of fund in
financing marketing program and that organizatiamehless number of loyal customers
who take loans from them hence low interest incotbanasoglotet al. (2008) shows
that labour productivity growth, which can only behieved if the bank is large in its
size, has a positive and significant effect on bartitability. This suggests that higher
productivity growth generates income that is pactignneled to bank profits. Finally, the
study established that bank size determines baoifitalility to very great extent. The
finding of the study complied with Smirlock (200t it has been argued that the effect

of a growing size on bank profitability is sign#ictly positive to a large extent.
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To financial strategies, the study found that mgjaf79%) of the respondent indicated
that their banks have adopted investment managestrategy. Leigh (2013) pointed that
financial strategies are very important for thevatal of any institution, because without
good financial strategies, organizations will ruankrupt and can be closed down.
Meanwhile, respondents disagreed that they arel@t@ately trained to use effectively
the financial strategies available especially ie tontrol of cash flow in the bank.
Pindado (2004) purported that poor training among support staff on cash flow
management may pose a challenge on the overalbrpmahce of financial banks
especially with relation to the flow of cash in amat of the organization. Inclusively, the
study found that financial strategies applied bgykbanhance its performance to a great
extent. Pindado (2004) laying out the financialhcagategy ahead of time, it will make
financial decisions easier about when to write @ckhand when to access a line of credit
during normal business practice contributing sigaifit organization financial

performance.
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CHAPTER FIVE: SUMMARY, CONCLUSIONS AND

RECOMMENDATIONS

5.1 Introduction

This chapter presents the summary of the findingsdeterminants of organizational
performance in the Kenyan banking sector with $petocus on tier three commercial
banks, the conclusions and recommendations arenditaave to. The chapter is therefore
structured into summary of findings, conclusiorezcommendations and area for further

research.

5.2 Summary of the Findings

The objectives of this study were tascertain how corporate governance affect
performance of commercial banks in Kenya, to eshhithe influence of technology
advancement on performance of commercial bankseimy®, to examine how firm size
affect performance of commercial banks in Kenya &mdletermine the influence of

financial strategies on performance of commercialks in Kenya.

From the study findings it was clear that majoritly the organization perceive that
alleged that corporate governance affects orgaaizaerformance. Also the study found
that companies had put in place effective corpogateernance systems that shown to
implement solid and integrated performance appreschore easily than others and that
management in their organization are committechsueng the performance of the bank
is improved. Likewise, the study found that managetmmost organization consider

merit and previous performance of the individualb® mandated in the management
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position and that bank shares more democratic @shigestructures, more balanced and
broader governance systems, and a more comprebensw of organizational goals and
performance have also better chances to increaselsiiders’ loyalty.Finally the study

found that management is committed hence influenbank performance to a great extent.

To technologies advancement, the study found that ntdogies advancement
enhancement bank performance whereases the process and procedure of banking.
However, the study found thbanks are not more profitable due to economiesatson
adoption of IT on their production although mosthainks are trying to modified its
operation with relation to technological advancemenorder to remain viable in the
market. Despites indicated challenges ICT revoluii terms of innovation increases
speedy operation and therefore reduce cost perruprbduction, and this has led a good
number of banks to embrace the use of ICT infratiire in their operations that

improves efficiency which influences bank profiti#iito a very great extent.

On bank size, the study found that most of the drdd 16-30 branches where number
of branches that bank have determines its profitabAdditionally, the study found that
total asset of most banks in tier three result maiiperformance hence they face stiff
competition from their competitors due to lack ohd in financing marketing program
and that organization have less number of loyalornsrs who take loans from us hence
low interest income. Inclusively, the study estsisdid that bank size determines bank

profitability to very great extent.

To financial strategies adopted by the banks, thelys found that investment

management strategy and cash flow management gstratere the main financial
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strategies adopted by most of tier three bankseinyid. Furthermore, the study found that
respondent were trained on effectively use of fam@nstrategies available especially in
the control of cash flow in the banland thatcash collection techniques are utilized

effectively contributing to the better performaratenost bank in the category studied.

5.3 Conclusions

The study sought to find out determinants of orgatnonal performance in the Kenyan
banking sector with specific focus on tier threenomercial banks. Based on the findings
in relation to specific objective, the study comdd thatmajority of the organization
perceive thaalleged that corporate governance affects orgaaizgerformanceAlso the
study concluded thatompanies had put in place effective corporate ig@mree systems
that shown to implement solid and integrated penéorce approaches more easily than
others and that management in their organizatiom @mmitted in ensuring the
performance of the bank is improved. Likewise, $edy concludedthat management
most organization consider merit and previous perémce of the individual to be
mandated in the management position and that basles more democratic ownership
structures, more balanced and broader governarstensy, and a more comprehensive
view of organizational goals and performance halg® detter chances to increase
shareholders’ loyalty. Finally the study found that management is conadithence

influencing bank performance to a great extent.

To technologies advancement, the studgncludedthat technologies advancement
enhancement bank performance whereases the process and procedure of banking.

However, the study concluded thenks are not more profitable due to economiesales
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on adoption of IT on their production although motbanks are trying to modified its
operation with relation to technological advancemmenorder to remain viable in the
market. Despites indicated challenges ICT revoltuiio terms of innovation increases
speedy operation and therefore reduce cost perrupibduction, and this has led a good
number of banks to embrace the use of ICT infratire in their operations that

improves efficiency which influences bank profitidiito a very great extent.

On bank size, the studgoncludedthat most of the banks had 16-30 branches where
number of branches that bank have determines afstadnility. Additionally, the study
concludedthat total asset of most banks in tier three resuimal performance hence
they face stiff competition from their competitodsie to lack of fund in financing
marketing program and that organization have lessber of loyal customers who take
loans from us hence low interest income. Inclugividle study established that bank size

determines bank profitability to very great extent.

To financial strategies adopted by the banks, ttulysconcludedthat investment
management strategy and cash flow management gstratere the main financial
strategies adopted by most of tier three bankseinyld. Furthermore, the studgncluded
that respondent were trained on effectively usénaincial strategies available especially
in the control of cash flow in the banknd thatcash collection techniques are utilized

effectively contributing to the better performaratenost bank in the category studied.

5.4 Recommendations

The study recommended that for performance of lbarle precise, management staffs in

the entire organization should be involved eitherimplementation or formulation of
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strategies that are intended on improving orgaimizaperformance so that they can
understand them well and act in a manner that teesnlthe realization of the common
goal of the bank. On the same the study recommetidedeffective performance can
only be achieved when all staffs admits accountglmf the organization involvement to
it operation hence the need to be accountableskfmitigation which can lead to good

reputation of an effective management team.

On Technology advancement, the study recommendatd dine to globalization and
technological innovation that the modern businease®perating in, banks should not be
exempted from this innovation since its one of t&jor drivers of profitability within
organizations. Likewise the study recommended thvgianization and management
should embrace IT and accept their operation tddme through technological adoption

in order to improve their service delivery througlquality and quick process.

To the influence of bank size on bank performatiwe,study recommended that banks
should consider opening new branches on the undappeential areas for them to make
high profits by increasing their customer base,nogpe of more branches and ATM
centers as such will enhance their profitabilitpaeity. Banks with more branches and
interior access to the unbanked or marginalizedsareill realize high profits hence
banks should not ignore the concept of enlargied thnarket size thereby boosting their

profitability.

On strategies adopted by the organization, theysecbmmended that strategies adopted
by organization should be communicated to enhainem¢ial management and handling
S0 as to develop trust among the shareholder hattr@eting more customers which in
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turn improves organization performance. Additiopathe study recommended that staffs
to be training on technical strategies such asdfréggk management to eradicate fraud

any frauds.

5.5 Suggestion for Further Studies

The study has explored determinants of organizatigerformance in the Kenyan
banking sector with specific focus on tier threenomercial banks. The banking sector in
Kenya however is comprised of various other finahoistitutions which differ in their
way of management and have different settingsogither. This warrants the need for
other studies which would ensure generalizatiothefstudy findings for all the financial
institutions in Kenya and hence pave way for newics. The study therefore
recommends other studies be done with an aim &stigate determinants of profitability
in other financial institution other than banks Iswas DTMs in order to give a general

result that depict real situation in the finananatitutions.

5.6 Limitations of the Study

The researcher encountered various limitations hiredered access to information that
the study sought. The main limitation of study wigs inability to include more
organizations. This was a case focusing on thecteelebanks. The study could cover
more institutions across all banking sectors st asovide a more broad based analysis.
However, time and resource placed this limitatibime researcher also experienced other
challenges such as none-cooperation by banks esggogince it was not easy to
convince employees to fill questionnaires hencereathing the targeted sample size.
This was attributed by the staffs perceiving theyt will be victimized by giving out
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information. However, the researcher assured rekpus of proprietary measures that

the findings would be accorded and used only fadamic purpose.

5.7 Implication for Theory, Policy and Practices

Since the study was focusing on determinants adrdzgition performance in the banking
sectors in Kenya. The study recommended that mamageto ensure that corporate
governance in their organization encourages stpH#sformance and that ensures
operation of the organization are in accordancthéoorganization objectives so that to
ensure its performance met the organization géalgher the study recommended that
management to ensure that operation of the orgamizaare streamlined to the
technological changes since application of IT imkiag services results to significant
performance of the banks. The study recommendetl dinge there is a potential
unbanked individuals who lack banks services, bahksild reach try to reach customers
through having a wide network of branches in rarad remotes areas. Finally, the study
recommends that for the organization to improvehawr performance they must ensure
they adopt financial strategies that ensures custaetention in their organization and

that terms applied in financial transactions arestidf.
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APPENDICES

Appendix I: Introduction Letter

SCHOOL OF BUSINESS
MBA PROGRAMME

P.O. Box 30197

Telepkh : 020-2059162
Nairobi, Kenya

Telegrams: “Varsity”, Nairobi
Telex: 22095 Varsity

TO WHOM IT MAY CONCERN

Toserh PAdktthy Guieondd

The bearer of this letter &JO& ........................................................

is a bona fide continuing student in the Master of Business Administration (MBA) degree
program in this University.

He/she is required to submit as part of his/her coursework assessment a research project
report on a management problem. We would like the students to do their projects on real
problems affecting firms in Kenya. We would, therefore, appreciate your assistance to
enable him/her collect data in your organization.

The results of the report will be used solely for academic purposes and a copy of the same
will be availed to the interviewed organizations on request.

Thank you.

«( 18 NOV 2013

PATRICK NYABUTO
MBA ADMINISTRATOR ox 30787 55700
SCHOOL OF BUSINESS Sl
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Appendix II: Questionnaire

Kindly answer all the questions by ticking or byoyiding the answers in the spaces
provided.
Section 1: Background Information
1. Indicate the name of your bank (optional)...........ccoooi it
2. What is your highest level of academic qualificafo
Post graduate [ ] degree [ ]
Diploma [ ] certificate [ ]

ANY Other (SPECITY) ... et e e

3. How long have you worked in this organization?
1 -5years [ ] 11- 15 years [ ] Morethan 20 years [ ]
6- 10 years [ ] 16 — 20 years 11

4. Kindly, indicate the department you are working in.

5. Indicate position that you hold in the department?
Manager [ 1 Unit Head officer [ ]
Supervisor [ ] Departmental Head [ ]
Assistant Manager[ ] Technical personnel [ ]

Other(SPeCITY) ... e
Section B: Good Governance
6. Does the corporate governance adopted in your aa@on affect its performance?

Yes [ ] No [ ]
7. Does the following aspect of corporate governariigetits performance?

Yes No

Misconduct

Carelessness

Insensitivity
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8. Indicate your level of agreement with the followistatements relating to corporate
governance and its influence to organization perforce? Use a scale of 1-5, where

1- strongly disagree, 2- disagree, 3- neutralgde@, 5- strongly agree.

Statement 1 2 3 4 5

Under the umbrella of corporate governance, |our
organization is encouraged to promote ethics, éasn

and transparency in order to improve its perforreanc

Our companies had put in place effective corporate
governance systems that shown to implement soled| an
integrated performance approaches more easily |than
others

Our bank shares more democratic ownership strugture
more balanced and broader governance systems, and a
more comprehensive view of organizational goals |and
performance have also better chances to increase

shareholders’ loyalty

Management in our organization are committed| in

ensuring the performance of the bank is improved

Management in our organization consider merit and
previous performance of the individual to be maadah

the management position

9. How would you rate corporate governance in youanization?
Less committee [ ] committed [ 1 verycommikte [ ]

10.In your own opinion, indicate the extent to whicbrmorate governance affect
performance of you bank?

To a very low extent [ ] Toagreatextent ][ Toalowextent [ ]

To avery great extent [ ] To a moderatiert [ ]
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Section C: Technologies Advancement

11. Is the technology available effective in the erdeament of your bank performance?

Yes [ ] No [ ]

12.1f yes, does your bank IT ease the process ancgue of banking such as (Account

opening, Card or cheque book processing , Tramsaekecution speed etc)
Yes|[ ] No [ ]

13.Indicate your level of agreement to the statemeivb relating to bank size and its
influence to organization performance. Use a sgchle5, where 1- strongly disagree,

2- disagree, 3- neutral, 4- agree, 5- stronglyeagre

We accrue less profits due to small customer base

Banks with high value of assets accrue more profit

Uy

The market share that we have results to minimal

performance

Large banks are more profitable due to economies of
scale on their production

Banks that have adopted IT has broadened the scope
of banking practices and changed the nature| of
banking as well as the competitive environment|in
which they operate

Technological advancement in the banking industry
has facilitated payments and creates convenient| and
non-risky alternatives to cash and cheque for ntpkin

transactions

Banks that have adopted ICT revolution in terms of
innovation have benefited from speedy operation |and

reduced cost per unit hence more profits

Our banks has modified it operation with relation t
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technological advancement in order to remain viable

in the market

IT has assisted customers to validate their account
numbers, receive instruction on, when and how to

receive their cheque books, credit and debit cards

14.To what extent has lack of appropriate technoldgin&astructure affected the
overall performance of your organization?

To a very low extent [ ] To a low extent

To a moderate extent To a great extent

[ ]
To a very great extent [ ]
Section D:Bank Size
15.How many branches does your bank have?
1-15 [ ] 16-30 [ ]
31-45[ ]46-60 [ 1] 61 and Above [ ]
16. Does the number of branches determine your bamkfigbility?

Yes [ 1] No [ ]

17.Indicate your level of agreement to the statemehdwvb relating to bank size and its
influence to the bank performance. Use a scale®fythere 1- strongly disagree, 2-

disagree, 3- neutral, 4- agree, 5- strongly agree.

statement 1 2 3 4 5

Performance of our bank is in relation to the

number of branches that we have

Total asset of our bank result minimal performance
hence we face stiff competition from our
competitors due to lack of fund in financing

marketing program
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Fewer number of ATM point contribute to mare
profit to the banks that have adopted it while we
have less number of ATM point hence less

profitability

We have less number of loyal customers who take

loans from us hence low interest income

Labour productivity growth, has a positive and

significant effect on bank profitability

18.To what extent do you think bank size influencenfoank performance?

To a very low extent [ ] To a low extent [ ]
To a moderate extent [ ] To a great extent [ ]
To a very great extent [ ]

Section E: Financial Strategies

19.What are the financial strategies commonly usedyaur bank to enhance

performance?

Yes No

Cash flow management strategy

Purchase management strategy

Collection management strategy

Investment management strategy

Consideration management strategy

20.Please indicate your response ((SA): Strongly agfge Agree, (UD); Undecided,
(D); Disagree, (SD); Strongly Disagree) to the duling statements regarding how

monetary policy influence the performance of banks.
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Statements SA | A ub D |SD

Our bank suffer from cash flow problems because of
lack of margin of safety in case of anticipated
expenses such that we experience problems in findin

the funds for innovation or expansion

Poor financial strategy application in our bank has
resulted to weak cash flow. This makes it difficiolt

the management to hire and retain good employee

[72)

The cash collection techniques are not being stiljz
effectively and this contributes to the pagor

performance of our bank.

We aren’t adequately trained to use effectively |the
financial strategies available especially in thatoal

of cash flow in the bank.

21.To what extent are the financial strategies applied/our bank to enhance its

performance?
To a very low extent [ ] To a low extent [ ]
To a moderate extent [ ] To a great extent [ ]

To a very great extent [ ]

22.In general, what would you suggest to be done ur ywganization to improve its

performance?

THANK YOU FOR YOUR PARTICIPATION!! I
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Appendix llI: List of Banks in Tier Three

Tier 1l Comprises of banks with a . Habib A.G. Zurich

balance sheet of less than

. Victoria Commercial Bank
Kenya Shillings 10 billion

. Credit Bank
. Habib Bank (K) Ltd

1

2

3

4

5. Oriental Commercial Bank
6. K-Rep Bank

7. ABC Bank

8. Development Bank of Kenya
9. Middle East Bank

10. Equatorial Commercial Bank
11.Trans-National Bank
12.Dubai Bank

13. Fidelity Commercial Bank
14.City Finance Bank

15. Paramount Universal Bank
16. Giro Commercial Bank
17.Imperial Bank

18. Guardian Bank

19. Southern Credit Bank

20. Gulf African Bank

21. First Community Bank

Source: The Banking Survey 2011, pp. 191
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ABSTRACT

The Banking sector has undergone significant tansition and continues to improve
with new regulations and guidelines seeking to ma#instability. The objective of the
study was to establish determinants of organizgienformance in Kenya banking sector
with special focus on tier three Commercial Bankse research adopted a descriptive
survey design on a population of the 43 commetmaaks in Kenya. The study utilized
both primary and secondary sources of data. Dadlysia was done using the facilities
for descriptive methods on the Statistical PackdgeSocial Sciences (SPSS). Based on
the findings in relation to specific objective, teudy concluded that majority of the
organization perceive that alleged that corporatvemance affects organization
performance. Also the study concluded that compariad put in place effective
corporate governance systems that shown to implesadid and integrated performance
approaches more easily than others and that maredeim their organization are
committed in ensuring the performance of the bankmproved. Likewise, the study
concluded that management most organization cansieet and previous performance
of the individual to be mandated in the managerpesttion and that bank shares more
democratic ownership structures, more balancedobapader governance systems, and a
more comprehensive view of organizational goals pedormance have also better
chances to increase shareholders’ loyalty. Finthéy study found that management is
committed hence influencing bank performance toreatyextent. To technologies
advancement, the study concluded that technologikmncement enhancement bank
performance where it eases the process and pracetibanking. On bank size, the study
concluded that most of the banks had 16-30 braneliese number of branches that
bank have determines its profitability. Loans fram hence low interest income.
Inclusively, the study established that bank siegemnines bank profitability to very
great extent. To financial strategies adopted by llanks, the study concluded that
investment management strategy and cash flow maregestrategy were the main
financial strategies adopted by most of tier thyaeks in Kenya.

Keywords: Corporate governance, firm size, financial sggteechnology advancement



CHAPTER ONE: INTRODUCTION

1.1 Background of the Study

Global competition, reengineered product life cgclenass customization and the
increased need to respond quickly to customergisiaee some of the pronounced trends
currently driving organizational change. Successfuhpanies in this environment use
Information Technology as a primary enabler and aganized as dynamic networks
with globally distributed operations which alloweth to adapt more quickly to ever-
changing competitive landscapes and customer geints (Edwards & Sridhar, 2005).
These organizations often adopt models of globdliai teams to collaboratively work,

often exemplified in global software developmend\{&rds & Sridhar, 2006).

Over the past decades, organizations have constayithg to adapt, survive, perform

and influence. However, they are not always suégkesEo better understand what they
can or should change to improve their ability tofgen, organizations can conduct
organizational assessments (Edwards & Sridhar, )200fs diagnostic tool helps

organizations obtain useful data on their perforceamentify important factors that aid

or impede their achievement of results, and situtemselves with respect to

competitors. Interestingly, the demand for sucHuatans is gaining ground. Donors are
increasingly trying to deepen their understandihghe performance of organizations
which they fund (government ministries, Internasibfrinancial Institutions and other

multilateral organizations, as well as researchitut®ns) not only to determine the

contributions of these organizations to developmestilts, but also to better grasp the
capacities these organizations have in place tp@tithe achievement of results.
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Banking industry play an important role in mobifigifinancial resources for investment
by mobilizing investors and boosting businessewelsas offering financial services to
the public with the aim of making profit. As peretltentral bank of Kenya, bank
supervision annual report (2010), at the end ofebdzer 2010, the banking sector
comprised of 45 institutions, 41 of which were coenamal banks, two mortgage finance
companies, one non-bank financial institution ame duilding society. Despite their
number being high their total assets account fdy d8.2% of the sectors total assets.
However, the industry has also involved itself itcamation, moving from the traditional
banking to better meet the growing complex needtheir customer and globalization

challenges.

1.1.1 Organizational Performance

Organizations today grapple with revolutionary tten accelerating product and
technological change, international competitiorredalation, demographic changes, and
a shift towards a service society. These trende rawreases dramatically the degree of
competition in virtually all industries. Either cgemies in such an environment become
competitive high-performers or they vanish (Dess@000). However, organization
performance can be classified into financial perfance and non-financial performance
(Mahoney & Roberts, 2007). The financial performampproach examines indicators
such as sales growth, profit rate, return on imaest, return on sales, return on equity,
and earnings per share, whereas the non-finaneidbrmance approach focuses on
market share, new product introduction, productlitgyamarketing effectiveness and

technological efficiency.



Traditionally, organizations have measured sucegssnst a financial standard through
the profits, the greater the success and othetigdggémeasures. In fact, noted economist
Milton Friedman believed the only social resporgipiof business was to increase
profits and to serve as the instrument of the s$tolders who owned the corporation and
the community surrounding (clients) (Hoyt, 2003)artthan (2005) summarizes
Friedman’s view by stating that the difficulty ofercising social responsibility illustrates
the great virtue of private competitive enterptisat forces people to be responsible for
their own actions and makes it difficult for them “exploit” other people for either

selfish or unselfish purposes. They can do weli,dnly at their own expense.

Organizations are investing ever-increasing amouwftgesources into Performance
Management Systems, but it is still not clear wthay can expect in return, or how they
might influence the likelihood of positive systemt@omes. Performance Measurement
Systems (PMS) enable organizations to plan, measwecontrol their performance, so
that decisions, resources and activities can berbaligned with business strategies to

achieve desired results and create shareholdes.valu

1.1.2 Determinants of Bank Performance

The banking industry in general has experiencedespmofound changes in recent
decades, as innovations in technology and the madk® forces driving globalization
continue to create both opportunities for growtkd ahallenges for banking managers to
remain profitable in this increasingly competitieavironment (Molyneux & Wilson,
2004). The importance of bank profitability can dgpraised at the micro and macro

levels of the economy. At the micro level, prof¢ the essential prerequisite of a



competitive banking institution and the cheapeste® of funds. It is not merely a result,
but also a necessity for successful banking in @ogeof growing competition on
financial markets. Hence, the basic aim of a bamémagement is to achieve a profit, as

the essential requirement for conducting any bgsitfiBobakova, 2009).

At the macro level, a sound and profitable banksegtor is better able to withstand
negative shocks and contribute to the stabilittheffinancial system. The importance of
bank profitability at both the micro and macro lesvkeas made researchers, academics,
bank managements and bank regulatory authoritiegev@lop considerable interest on
the factors that determine bank profitability (Atlagoglouet al, 2005). Determinants of
bank profitability comprise characteristics of mdual bank companies that affect their
profitability. Shareholder and managerial decisiansl activities can directly influence

these characteristics which also differ from conyp@ncompany.

Across the globe, the banking industry today enpysimber of advantages compared to
past years that would appear to contribute to thleility to generate profits. Molyneux
and Thornton (1992) were the first to explore thgtdy the determinants of bank
profitability on a set of countries using a sampfel8 European countries during the
1986-1989 periods. They found a significant positassociation between the return on
equity and the level of interest rates in each tguibank concentration and government
ownership. Abreu and Mendes (2001) investigate dberminants of banks interest
margins and profitability for some European cowdiin the last decade. They report that
well capitalized banks face lower expected bankypbsts and this advantage translates

into better profitability. Bashir (2009) examinelset determinants of Islamic banks

4



performance across eight Middle Eastern countoed$93-1998 periods. A number of
internal and external factor were used to predicfifability and efficiencies. Controlling
for macroeconomic environment, financial markatation and taxation, the results show

that higher leverage and large loans to assettdéad to higher profitability.

1.1.3 Banking Industry in Kenya

The Banking industry in Kenya is governed by thenPanies Act, the Banking Act, the
Central Bank of Kenya Act and the various prudérgiadelines issued by the Central
Bank of Kenya (CBK, 2009). The banking sector whserhlized in 1995 and exchange
controls lifted. The CBK, which falls under the mter for Finance docket, is
responsible for formulating and implementing monet@olicy and fostering the

liquidity, solvency and proper functioning of thadncial system.

In Kenya, commercial banks play an important raleniobilizing financial resources for
investment by mobilizing investors and boostingibesses as well as offering financial
services to the public with the aim of making proffiending represents the heart of the
banking industry and loans are the dominant agsethey generate the largest share of
operating income. As per the central bank of Kerbank supervision annual report
(2010), at the end of December 2010, the bankiotbseomprised of 45 institutions, 41
of which were commercial banks, two mortgage fimartompanies, one non-bank
financial institution and one building society. Pés their number being high their total

assets account for only 48.2% of the sectors &ssets.

Over the last few years, Kenyan Banks have realimmdendous grow in the last five

years and have expanded to the East African redite. growth has been mainly
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underpinned by, the industry’s wide branch netwexkansion strategy both in Kenya
and in the East African community region, and awtom of a large number of services
and a move towards emphasis on the complex custoaeels rather than traditional ‘off-
the-shelf’ banking products. Players in this sectmve experienced increased
competition over the last few years resulting framreased innovations among the

players and new entrants into the market (PWC, 008

The banking industry in Kenya has also involveeélitehn automation, moving from the
traditional banking to better meet the growing ctexpneeds of their customer and
globalization challenges. There has been increesetpetition from local banks as well
as international banks, some of which are new pfaiyethe country. This has served the
Kenyan economy well as the customers and sharehaldehe ones who have benefited
the most. According to Omuodo (2008) as pressurantsoon the banking industry’s
profitability resulting from over reliance on ingst income by banks, it is strategically

imperative that banks focus on other revenue sseam

1.1.4 Tier Three Commercial Banks in Kenya

In the banking sector, tier three commercial baaues considered to be among the few
banks whose assets happen to be below 10 billibis Means that their performance
may not be compared to other banks that have afs&tsare more than 10 billion.
Reasons as to why banks such as Transnational biabiy Bank, Oriental commercial
bank, First community bank, Middle East Bank andaReunt Universal Bank among
many other banks have been classified to be amioagi¢r three group is basically

because, over some period their performance hawained to be stagnant. This has also
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resulted to minimized expansions of these banke.dfderations in these banks have also
been quite shaky and have some elements of inggainil service provision in these
current times. As such there is need for this stodgxamine in detail what is really main

cause of unpleasant performance among these banks.

1.2 Research Problem

The banking sector is the backbone of any econondypdays an important financial
intermediary role. Therefore, its health is verytical to the health of the general
economy at large. Given the relation between thik-lveeng of the banking sector and
the growth of the economy (Rajan & Zingales, 20@Bpwledge of the underlying
challenges facing financial sector's performancéhéefore essential not only for the
managers of the banks, but also for numerous stétkets such as the central banks,
bankers associations, governments, and other falaaathorities. Knowledge of these
challenges would be useful in helping the regulatauthorities and bank managers
formulate future policies aimed at improving thefgability of the banking sector. The
importance of bank performance can be apprais¢ldeamicro and macro levels of the

economy (Athanasogloet al, 2008).

Over the last few years, Kenyan Banks have realiemdendous grow in the last five
years and have expanded to the east African redibe. growth has been mainly
underpinned by, the industry’s wide branch netwexkansion strategy both in Kenya
and in the East African community region and autiionaof a large number of services
and a move towards emphasis on the complex custoasels rather than traditional ‘off-

the-shelf’ banking products. Players in this sectwve experienced increased



competition over the last few years resulting framreased innovations among the
players and new entrants into the market (PWC, @8wever, some banks are unable
to compete with bigger bank due to their finanatapacity to adopt current IT
environment, employee retention, poor governanak siff competition from bigger
banks. This has resulted to minimized expansiorntkede banks. The operations in these
banks have also been quite shaky and have someemerof instability in service
provision in these current times. As such theneeisd for this study to examine in detalil

what is really main cause of unpleasant performanceng these banks.

Notwithstanding the enormously complex and dynamature of the environment in
which the banks compete, there is a growing bodsvafence that suggests it is possible
to discern relevant indicators of banking indugieyformance today. Local studies done
include; Serem, (2002) did a survey on the effédionan resource practices on banks
profit in Nairobi, Nyangweso (2009) did a survey the practice and challenges of
strategy implementation at Cooperative Bank of Keninuthia (2010) conducted a
study on the Effect of competitive strategies anplrformance of Equity Bank of Kenya
while Wandate (2011) conducted a survey on managepaeception of the influence of
corporate social responsibility on performance gfiEy Bank Limited. However no local
studies that have been done on challenges faciagotanization performance in
financial sector. It's against this realizationttti@e current study aims to bridge this gap
by investigating the determinants of the organaratperformance in Kenya banking
sector with special focus on tier three CommerBahks. The study aims to answer the
following research questions, that is, how doepa@te governance affect performance

of commercial banks in Kenya?, Does technology adement affect performance of
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commercial banks in Kenya? Does firm size affezfqggmance of commercial banks in

Kenya? How do financial strategies affect perforogaof commercial banks in Kenya?

1.3 Research Objective

This study sought to establish determinants of miegdion performance in Kenya

banking sector with special focus on tier three @umrcial Banks.

1.4 Value of the Study

The findings of this study will be useful to finaalkcinstitutions in Kenya. The study will
provide useful information that will help the maeagent of financial institutions in
addressing the challenges facing financial instihg and devise strategies to ensure the

institutions remain competitive.

The study will also be of great significance to kiag sectors in Kenya. This study will
be invaluable to banking sector as a whole asrithrfgs would appraise challenges they
face and link the same to the corporate performahioe study will offer an opportunity
for review of strategies adopted with aim of impnay organization performance as it

will try to unearth how it has been effective leaglio effective performance.

The study findings are expected to be of great mapoe to various researchers involved
in policy making. The study will further make a nag contribution to the literature on
challenges facing organization performance thalt lvalhelpful to researchers who want

to further on their study in the area.



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter presents past studies done on chaBerigcing the organizational
performance and the link between the two. The d@raplso presents literature and
previous studies that have been conducted on thie tietween challenges and

organization performance.

2.2 Theoretical Foundation

This study is guided by innovator's solution thedrlye theory is relevant in the study as
it explains the process of innovation. AccordingQbristensen and Raynor's (2003)
theory of the innovator's solution is a brilliamadysis of why companies fail to innovate.
It explains convincingly why corporate managemetus't learn about good ideas, and
why managers succumb to inherent pressures to way drom the challenge of
disruptive competition rather than stand and fidihte decisions made as a result of these
pressures make sense in the short run to the chails involved, but in due course they

send the organization into an inexorable deatlakpir

But while their analysis of the causes of failuceundertake disruptive innovation is
effective, their proposal for solving the dilemmfadasruptive innovation is less helpful.
The central premise of their thesis the innovatsolsition — is to accept the grim reality
that big companies are inherently and constitutlgndisinclined to tackle disruptive

innovation. A modern organization will crush distivp new ideas, because they

represent a threat to management, to careerswerpgiructures, to customary ways of

10



things, to client bases, to brands, to corporateii@ The author’s solution is to protect

genuine innovators and their disruptive changeddean these hostile forces.

Corporate leaders should put up a wall betweeimntin@vation and the existing hierarchy.
Leadership should create an independent businagswimch will provide a safe and
protected environment for innovation. These innovest can flourish without having to

fight off the interferences and intrusions and-amtiovation attitudes of the hierarchy.

Allowing a different culture to flourish in a sep&& organization eventually leads to
repeated power struggles and culture clashes, whiembers of the mainstream
organization invariably win. Interest in the newnttiges tends to be cyclical. Brief surges
of enthusiasm, triggered by abundant resourcestendesire to diversify, are followed
by sharp declines. The life spans of both interelture units and corporate venture
capital funds, therefore, tend to be short on aesranly four to five years. Oke and
Goffin (2001) innovator's solution theory reststbe hope that if one can build enough
commercial success in the marketplace, he/she battex chance of eventually winning
that battle of persuasion. Surely, their argumemisgthe hard numbers will win the war.
Unfortunately the track record shows that even witbng commercial success, numbers

and reason are not enough to dislodge the forcstasis and inertia.

2.3 Organization performance

Performance is the outcome of all of the organmresi operations and strategies
(Wheelen & Hunger, 2002). Performance measurenystéss provide the foundation to
develop strategic plans, assess an organizatioontspletion of objectives, and

remunerate managers (Ittner & Larcker, 1998). Whitnsensual measurement of
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performance promotes scholarly investigations aad clarify managerial decisions,
marketers have not been able to find clear, cuaadtreliable measures of performance
on which marketing merit could be judged. Perforogams optimal result done by
somebody or group or company. Traditional perforoeameasurement is oriented to
financial and profitability. A good company’s pemnieances are looked by the profit it's

achieved compared to amount specified before (Mli)y2001).

According to Kaplan & Norton (1996) there are 4ffoperspectives of company’s
performance, that are: Financial Perspective, sbrdi income growth, productivity
growth, cost efficiency and as-set utilizing; Imak business process perspective, consist
of improving innovation, operation process, servafepost sell; Client perspective,
consist of: client satisfaction, client acquisitiimow far the company can draw client),
client retention, potential market, client profildlp and Learning growth perspective,
consist of: improving personnel capability, impmyiinformation system capability and

also motivation, development and compatibility (Kep& Norton, 1996).

Organization performance is very essential to mamagnt as it is an outcome which has
been achieved by an individual or a group of imdlinls in an organization related to its
authority and responsibility in achieving the gdegally, not against the law, and
conforming to the morale and ethic. Performancehés function of the ability of an
organization to gain and manage the resources varaedifferent ways to develop
competitive advantage (Iswatia & Anshoria, 200hefe are two kinds of performance,
financial performance and non-financial performariaancial performance emphasizes

on variables related directly to financial rep@bmpany’s performance is evaluated in
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three dimensions. The first dimension is compamy@ductivity, or processing inputs
into outputs efficiently. The second is profitatyilidimension, or the level of which
company'’s earnings are bigger than its costs. fing tdimension is market premium, or

the level of which company’s market value is exaegdts book value (Walker, 2001).

2.3.1 Corporate Governance

Corporate governance has been an issue of glolvaleno long before now. Many
countries that suffered during the recent econoeniges in Asia and other emerging
markets had weak legal environments and poor ganemsystems. Christopher (2009)
stated that proper governance of companies wouttbrbe as crucial to the world
economy as the proper governance of countries ahdomverge in associated issues of
competitiveness, corporate citizenship, social amdironmental responsibility. The
governance of banks becomes even more pronouncesideong their role of financial
intermediation in developing economies. Commerbehks are the main providers of
funds to enterprise and where there is a thin et capital market, their failure
becomes the failure of the system. According todSiom (2004) the impact of failure of
the banking system can have immense cost, as itdpEsatedly been seen that bank
failure cost developing countries up to 15% of tl&DP and losses that far outstripped

aids received.

Love and Rachinsky (2008) opined that corporateegmance aims at promoting
competition, while allowing customers the option rabking a choice. This concerns
deregulation as reform measures that guarantees kates, provide customer choice and

offer reliable services so that no one is literddifg in the dark (Kajola, 2008). However,
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corporate governance arrangement and institutiang from place to place, though the
focus is always to promote corporate fairness, sfparency and accountability.

Christopher (2009) pointed that the financial sebiing at the center stage of efficient
capital allocation needs to be visited more consdio with the subject of corporate
governance. However, the fundamental issue of catpogovernance and banks
performance cannot be complete without proper wstdeding of the functions of

shareholders and directors; the creation of agiefft and reliable board from among the

shareholders to checkmate director’s excesseyibaoomes a sine qua non.

Sanda, Mikailu and Garba (2005) examined the oelahip between banks ownership
and several governance aspects and found outritraaising ownership stakes for hired
managers and boards improves banks performanceewowfor banks to perform its
intermediating functions, certain issues like thaijectives for being in existence must
be considered. Bergert al. (2004) identified these three objectives— to mbte
depositors, to promote stable money supply by priavg financial panic, and foster and
efficient and competitive banking system that featié financial intermediation
Fundamentally corporate governance issue is mayatabadership, as the public is now
demanding accountability and responsibility in @rgte behavior more than ever before.
It also involves effective government action in them of reformed regulatory systems;
improve quality of service delivery and steppedingdaw enforcement by regulatory

agencies (Kajola, 2008).
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2.3.2 Technology advancement

Today’s business environment is very dynamic armgeegnces rapid changes as a result
of creativity, innovation, technological changex;reased awareness and demands from
customers (Woherem, 2006). Business organizatesysecially the banking industry of
the 21st century operates in a complex and compet@nvironment characterized by
these changing conditions and highly unpredictaaienomic climate with Information
and Communication Technology (ICT) is at the cewfr¢his global change curve. The
banking business is becoming highly ICT based dutstinter-sectoral link; it appears to
be reaping most of the benefits of revolution icht®logy, as can be seen by its
application to almost all areas of its activitidkifiuli, 2009). It has broadened the scope
of banking practices and changed the nature of ibgnks well as the competitive
environment in which they operate. A broad operhiag been experienced around the
world for banks and they are currently taking dulwvamtage of these innovations to
provide improved customer services in the facearhpetition and faster services that

enhance productivity (Ovia,2005).

Technological advancement facilitates payments @edtes convenient alternatives to
cash and cheque for making transactions. Such nastiges have led to the development
of a truly global, seamless and Internet enabledh@# business of banking.
Technological advance in payments are importanttotiee fact that it will be feasible to
outsource quite a number of the banks’ role in pagments system. Also banks’
regulation can be more technologically dependedttatter focused rather than focusing
on conceptual guidelines. ICT revolution both innte of innovation rate, speedy

operation, and cost per unit (portraying reductioaverage total and marginal costs) has
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made a good number of banks embrace the use omii@istructure in their operations
(Akinuli, 2009). However there may be little inteptions at times due to network
failures, which may make customers unable to cantytransactions at a particular point
in time. This little shortcoming is not in any wagmparable to the days when banking
halls were characterized by long queues mainly assalt of delays in the traditional

banking operations.

Irechukwu (2006) itemized some bank services thaelbeen revolutionized through the
use of ICT as including account opening, custonemoant mandate, and transaction
processing and recording. Information and CommuioicaTechnology has provided
self-service facilities (automated customer servicachines) from where prospective
customers can complete their account opening doctamdirect online. It assists
customers to validate their account numbers aneivednstruction on when and how to
receive their cheque books, credit and debit cdf@§. products in use in the banking
industry include Automated Teller Machine, Smartd3aTelephone Banking, Electronic
Funds Transfer, Electronic Data Interchange, Ed@itrHome and Office Banking. Ovia
(2005) opined that the revolution in ICT has mauake banking sector changed from the
traditional mode of operations to presumably bettays with technological innovation
that improves efficiency. ICT can enhance efficken@ its use and in recent times banks
have been encouraged by the rapid decline in tice pf ICT gadgets. This has perhaps
increased the bank level of ICT usage. The incresght have also been attributable to
business environment that became relatively flexitdi accommodate new forms of

technological change as a result of reforms ircthentry.
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2.3.3 Firm Size

If the relative size of a firm expands, its margetver and profits increases. This is the
Market-Power (MP) hypothesis. The hypothesis i© alksferred to as the Structure-
Conduct-Performance (SCP) hypothesis (Athanasogfi@al, 2008). It has been argued
that the effect of a growing size on bank profiipis significantly positive to a large
extent (Smirlock, 2005). Smirlock (2005) furtherggested that the difference in
profitability among large and small banks is dugtoduction technologies and outputs,
which vary across them. The relative efficiency diyyesis (Clarkeet al, 2004)
presupposes that larger banks (where size is meghbdyr assets) are more efficient than

smaller ones, and are more profitable as a reSthiosuperior efficiency.

The preceding arguments on the effect of size ok Ipaofitability overlap with the idea
that large banks can benefit from economies ofes¢@hshir, 2009). However, some
researchers suggest that little cost saving caach&ved by increasing the size of a
banking firm (Bergeet al, 2006). They suggest that eventually very largekbacould
face scale inefficiencies, perhaps due to burefingeasons (Athanasoglat al, 2008).
Newly established banks are not particularly paddii¢ (if at all profitable) in their first
years of operation, as they place greater emploasiacreasing their market share and

enlarging their firm, rather than on improving ptability (Athanasoglou et al., 2008).

Empirical evidence from Athanasoglat al. (2008) shows that labour productivity
growth, which can only be achieved if the bankagé in its size, has a positive and
significant effect on bank profitability. This suggis that higher productivity growth

generates income that is partly channeled to baoktp Banks target high levels of
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labour productivity growth through various strategthat include keeping the labor force
steady, ensuring higher quality of newly hired kabeeducing the total number of
employees, and increasing overall output via irsgdanvestment in fixed assets which

incorporate new technology.

2.3.4 Financial Strategy

Financial strategy is a plan that spells out th@oas that a company or business will
undertake in order to be profitable and succes#fuhcludes the use of value based
performance measures and standardization of bussipescesses, maintenance of
financial flexibility to support growth and keepintpe capital structure efficient.
Financial strategies are very important for thevisat of any institution, because without
good financial strategies, organizations will rtankrupt and can be closed down. There
are various forms of financial strategies that ra#fect the performance of banks to a
certain extent. The key types of financial stragéeghat come in handy include cash flow
management, purchase management, collection maeageimvestment management

and consideration management among many othergh(L2013).

In terms of cash flow management, the income stat¢m@mnd balance sheet of a business
may look great on paper, but if the cash is noperly managed, financial institutions
can quickly go under. Part of the financial strgte the business is to deal with how
cash will be used in the institution (Pindado, 2004is includes identifying an amount
that will always be in reserves as well as how majgpenses will be paid. By laying out
the financial cash strategy ahead of time, it withke financial decisions easier about

when to write a check and when to access a linerediit during normal business
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practice. However, poor training among the supptatf on cash flow management may
pose a challenge on the overall performance ofii@h banks especially with relation to

the flow of cash in and out of the organization.

Mauchi et al., (2011) carried out a study entitl€te effectiveness of cash management
policies: a case study of Hunyani flexible produci®&he study sought to evaluate the
effectiveness of cash management policies at Hunylxible Products (HFP) using
data from 2000-2010. Other objectives of the stwdye to identify the key processes
and models in cash management; examine the impgmtar cash management on the
overall company performance and come up with gjrasethat can lead to an effective
cash management system. The descriptive surveyomh&ths used to solicit information
from the respondents and a case study approachusexs The research study was
confined to respondents at Hunyani Flexible Proglehere a sample of forty (40)
respondents was drawn. Data was obtained throudbrviews, administering
guestionnaires and by observations. From the relsdardings, it was established that
there is a high deficiency of an effective cash ag@ment policy although some
attributes of an effective management system wezsent. The study found that there is
a positive relationship between the level of caklwfand the profitability of the
company. The research concluded that, cash managésn& culture that forms part of
the strategy of companies and depends more on menapemselves than the

characteristics of companies.

Bort (2004) noted that, cash flow management bemgyof the key financial strategies is

of importance for both new and growing institutio@mpanies may suffer from cash
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flow problems because of lack of margin of safetycase of anticipated expenses such
that they experience problems in finding the fufmisinnovation or expansion. Weak
cash flow makes it difficult to hire and retain go@mployees (Beranek, 2000).
Additionally, cash collection is also another fica strategy that may have an influence
on the overall performance of financial institugsoiRoss (2000) defines cash collection
as a function of accounts receivable, it is theovecy of cash from a business or
individual with which the company is issued an iiweo In the banking institution,
collection of cash is of critical importance esjdlgi for its survival. This is whereby if
the institutions do not apply the right techniqeegut the appropriate follow up in the
collect of cash, the institutions may end up haumgcash in circulation and hence

putting it into a critical situation.

According to Gitman (2008), there are four casHectibbn techniques namely letters,
telephone calls, personal visits and legal actlaetters are written communication of
expressions, opinions and communication recorddafer reference (Palom, 2001). The
use of letters in the collection of cash comes ogeration in that after a certain number
of days, the firm sends a polite letter reminding tustomer of the overdue accounts. If
the account is not paid within a certain perio@iafhis letter has been sent a second more
demanding letter is sent. A telephone call is anegation established over a telephone
network between two parties (Chastain, 2008). Ahsii the support staff members in a
financial institution are not adequately prepanmederms of training skills on how to be
effective while using these financial strategiagjamizations may not be able to retrieve
the finances that customers owe the company. Thlisawtomatically, influence the

overall performance of the institution in that #evill be more debts that the outside and
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the institution may be running on a low budget. shgh, this study intends to examine

how financial strategies affect the performancgesfcommercial banks.

2.4 Critical Review

Boateny (2004) pointed that good institutional aogporate governance had long been a
development issue; the connection to the corpayaternance agenda has not always
been explicit.In fact, prior to this time bank governance has hadwer profile than
corporate governance. Effective bank governandéesone that actually raises all the
good governance questions. For instance, instabilitbanks would lead to financial
instability and by extension a significant impacttbe entire economy. It is in this vein
that Blide (2004) purported that there is a ditett between improved bank governance,
financial stability and sustainable economic depelent, particularly in developing and

emerging market.

Charkam (2004) pointed that banking is litteredhwdilure-cause by ignorance, fraud,
misjudgment political and societal pressures, ligais unsure if better governance would
saved them. However, bank failures convince goverinof the necessity to establish
minimum capital requirement for insured banks. @my(2007) assert that sound capital
creates reasonable assurance of protection to itlesoss well as creditors. Yung (2009),
using panel regression methods, indicated thatdosae has a great impact on bank
performance. While Love and Rachinsky (2009) usirsample of 107 banks in Russia
and 50 banks in Ukraine found some significant, legbnomically unimportant

relationship between governance and contemporanepesating performance and a
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weaker link with subsequent performance. They alstertained that banks with more

concentrated ownership have lower ranking on cateogovernance.

Harold and Jeff (2005) contend that financial ssFvproviders should modify their
traditional operating practice to remain viabletire 1990'ss and the decade beyond.
Thus, ICT has emerged as a catalyst in the variodisstries of the world to aid the
process and procedure required to ensure the agahzof various organizational goals.
The role of ICT in the banking sector became otnest to this study due to the
significant role it plays in the economy by stintiulg economic growth through the
intermediation of funds to economic agents thatirteem for productive activities. This
function is very vital for any economy that intentds experience meaningful growth
because it makes arrangements that bring borroamaslenders of financial resource
together and more efficiently too than if they hadelate directly with one another (Ojo,

2007).

The banking industry in general has experiencedespmofound changes in recent
decades, as innovations in technology and the madk® forces driving globalization

continue to create both opportunities for growtkd ahallenges for banking managers to
remain profitable in this increasingly competitiemvironment. Most of the studies
concerning bank profitability to date, includingd®h(1979), Bourke (1989), Molyneux

and Thornton (1992), Demirguc-Kunt and Huizinga9@Pand Goddard, Molyneux, and
Wilson (2004), have employed different linear madil estimate the impact of various

factors that could be significant in terms of expilag profits.
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The importance of bank profitability can be appedist the micro and macro levels of
the economy. At the micro level, profit is the edsd prerequisite of a competitive
banking institution and the cheapest source of guttds not merely a result, but also a
necessity for successful banking in a period ofwing competition on financial markets.
Hence, the basic aim of a bank's management ichieee a profit, as the essential
requirement for conducting any business (Bobakae9). At the macro level, a sound
and profitable banking sector is better able tdstdnd negative shocks and contribute to
the stability of the financial system. The impodarof bank profitability at both the
micro and macro levels has made researchers, atcEjdrmank managements and bank
regulatory authorities to develop considerableredgeon the factors that determine bank
profitability (Athanasoglouet al, 2005). Determinants of bank profitability congari
characteristics of individual bank companies thi&tca their profitability. Shareholder
and managerial decisions and activities can dyrecfluence these characteristics which

also differ from company to company.

Guru et al. (2009) attempt to identify the determmits of successful deposit banks in
order to provide practical guides for improved padfility performance of these
institutions. The findings of this study revealddtt efficient expenses management was
one of the most significant in explaining high bapfofitability. Among the macro
indicators, high interest ratio was associated Vaith bank profitability and inflation was
found to have a positive effect on bank performamtelenya, commercial banks play
an important role in mobilizing financial resourcésr investment by mobilizing
investors and boosting businesses as well as gféinancial services to the public with

the aim of making profit. However globalization ammhpredictable change in the
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environment they operate, such as IT advancemeot, gorporate governance, size of
the firm in terms of assets, challenges their perémce. The current study aims to
investigate the challenges faced by commercial $ankkKenya in their performance

particularly on tier three Commercial Banks.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

This chapter presents the methodology, which was ts carry out the study. It further
describes the type and source of data, the taggetl@tion and sampling methods and the
technigues that was used to select the sample Bizdso describes how data was
collected and analyzed. The suitable methodologyis study gives the guidelines for

information gathering and processing.

3.2 Research Design

This study employed a descriptive research desfgndescriptive research design
attempts to describe or define a subject, oftenckating a profile of a group of
problems, people, or events, through the collectidndata and tabulation of the
frequencies on research variables or their intemac{Cooper and Schindler, 2006). It is
concerned with describing the characteristics padicular individual, or of a group. In
this case, the research problem was to investigiterminant of organization
performance in the Kenya banking sector with fawulsanks in tiers three. A descriptive
research defines questions, people surveyed, aedméthod of analysis prior to
beginning of data collection. Thus, this approactappropriate for this study, since the
researcher intends to collect detailed informatlmough descriptions and the method is

also useful for identification of variables and bgipetical constructs.
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3.3 Population of Study

Target population as described by Borg and Gr&092 is a universal set of study of all
members of real or hypothetical set of people, Bven objects to which an investigator
wishes to generalize the result. The populatioths study comprised of the banks in
categorized in tier three. There are twenty onek®an tier three in Kenya as at may
2013 (CBK Report, 2013). Thus the study conductedresus survey owing to the small
number of banks in the said tier. These banks wkosen since they perform minimal
compared to other banks in tier one and two. Mugesrad Mugenda (2003) explained
that the target population should have observahkracteristics to which the study
intents to generalize the result of the study. HeiBnition assumes that the population is

not homogeneous.

3.4 Data Collection

The researcher collected primary where the questiom was used to collect the data
from the respondents from each bank. The questienmas structured to include both
closed, open-ended and matrix questions to allonetya The structured questions are
normally close ended with alternatives from whibk tespondent is expected to choose
the most appropriate answer (Mugenda & Mugenda3R00nstructured questions are
open-ended and present the respondent with thertopty to provide their own
answers. These types of questions are easy to faenand allow the respondent to
present their feelings on the subject matter engbk greater depth of response
(Mugenda & Mugenda, 2003). Matrix questions wess altilized. This type of questions

present the respondent with a range of questioamsigwhich they are expected to
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respond based on a predetermined rating scalendst commonly used is the likert
scale. These types of scales are used to measureppens, attitudes, values and
behaviour (Cooper & Schinder, 2007). These typesgju#stions are popular with the
respondents and researchers as they are easy o, fdconomical and provide easy
comparability. The respondents of this study wereia, middle low level managers

while two respondents in each bank were targetattiboting to 42 respondents.

3.5 Data Analysis

The study generated both qualitative and quantéadata. Quantitative data were coded
and entered into Statistical Packages for SocignBsts (SPSS Version 17.0) and
analyzed using descriptive statistics. Qualitatie¢éa was analyzed based on the content
matter of the responses. Responses with commonethem patterns will be grouped
together into coherent categories. Descriptiveissied was also used of absolute and
relative (percentages) frequencies, measures dfatdendency and dispersion (mean
and standard deviation respectively). Quantitatid® was presented in tables and graphs

and explanation was presented in prose.
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CHAPTER FOUR: DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter presents analysis of the data onrdetants of organizational performance
in the Kenyan banking sector with specific focust@n three commercial banks. This
chapter presents the findings of the study andud&ons on the findings. The finding
intended on answering the study’s research questidata collected was collated and
reports were produced in form of tables and figumad qualitative analysis done in

prose.

4.2 Response Rate

Table 4.1 illustrates the response rate of theoredgnts that participated in the survey.
The study targeted 42 respondents working in thd banks in collecting data on

determinants of organizational performance in tlemy&n banking sector. However, out
of 42 questionnaires distributed 33 respondentsptetely filled in and returned the

guestionnaires contributing to 79%. This resporse was reached due to the data
collection procedure, where the researcher perlyoadministered questionnaires and
waited for respondents to fill in, kept remindinbet respondents to fill in the

guestionnaires through frequent phone call andeggicthe questionnaires once fully
filled. The 21% questionnaires that were not regdriwere due to reasons like, the
respondent were not available to fill them in atttime and with persistence follow-ups
there were no positive responses from them. Th@oress rate demonstrates a

willingness of the respondents to participate eghrvey that the study sought.
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Table 4.1 Response Rate

Response Frequency Percentage
Filled in questionnaires 33 79

Un returned questionnaires 7 21
Total 40 100

Source: Research data (2013)

4.3 Demographic Characterization of the Respondents

The study found it crucial to ascertain the braafdrimation of the respondents since it
structures the charity under which the study caiyfantrance the pertinent information.
The analysis relied on this information of the @sents so as to classify the different

results according to their knowledge and responses.

4.3.1 Highest Education Level of the Respondents

The study was also inquisitive to determine thehésy level of the academic

qualification that the respondent held. Figure ghbws the findings of the result, most
(47%) of the respondents were graduate, 30% wesegraduate (masters holder) while
the rest (23%) had diploma as their highest le¥eldncation. This depicted that most of
the respondents interviewed were well knowledgetablenderstand and able to respond

to the questionnaire in the manner intended.
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Figure 4.1 Education Level of the Respondents
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Source: Research data (2013)

4.3.2 Respondents Working Duration in Years

Table 4.4 illustrates working period in years o thespondents in their respective
organization. From the findings majority (53%) bktrespondents had worked in the
organization for a period of 6-10 years, 36% hadkeo for a period of 1-5 years, 7%
had worked for a more than 16 years while the (&%f) had served in the organization
for a period of 10-15 years. This implies that mafsthe respondents of this study had
worked for a longer period within the organizatittus conversant enough of the

information that the study sought pertaining tolthek profitability.

Table 4.2 Working Duration

Period of Service Frequency Percentage
1- 5 Years 12 36
6 — 10 Years 18 53
10 — 15 Years 2 5
Above 16 Years 2 7
Total 33 100

Source: Research data (2013)
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4.3.3 Respondents Department of Work

Figure 4.2 indicates departments in which respotsdemere working in their
organization. From the findings most (22.6%) of ttespondents were working at
operations and human resource departments as shayach case, 21% were serving at
credit department, 18% were working at internalitwtlile 16% of the respondents were
serving at finance department. This implies thbetlapartments that were targeted by the

study were involved and that the findings are naséd.

Figure 4.2 Respondents Department of Work
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M Human Resource
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M Finance
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Source: Research data (2013)

4.3.4 Position held by the Respondents in their Rgsctive Banks

The study aimed to investigate position held by régpondents in their organization.
From the findings (33%) of the respondents wer¢ lieads, 21% as assistance manager
and directors, 18% were technical personnel, 15% wlepartmental heads while 3%
were supervisors. Position held in the workplaegi$eto easier application and strategic

practices that leads to better performance of thgarozation towards achieving
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organizational goals and objectives. This depibtd &ll participant of the study were

under the level to which the study targeted asuktipd in previous chapter.

Table 4.3 Position Held by the Respondents in theRespective Banks

Position Held Frequency Percentage
Supervisor 1 3
Technical personnel 6 18
Departmental Head 5 15
Unit Head 11 33
Director 7 21
Manager 7 21
Total 33 100

Source: Research data (2013)

4.4 Good Governance

4.4.1 Effect of Corporate Governance on Organizatio Performance

Figure 4.3 illustrates the summary of the findirggs whether corporate governance
affects organization performance. According to thelings, majority (73%) of the
respondents alleged that corporate governancetaffeganization performance while the
rest (27%) opposed the opinion of majority. Thisplies that majority of financial
institution, banks not exempted; consider effectess of corporate governance as a key

performance indicator in the organization perforo@an
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Figure 4.3 Effect of Corporate Governance on Orgamziation Performance
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4.4.2 Corporate Governance and its Influence on Oapization Performance

Table 4.4 indicates respondents’ level of agreenmmtthe statements regarding to
corporate governance and its influence on orgaoizgierformance. According to the
findings, respondents agreed that their companées gut in place effective corporate
governance systems that shown to implement solid aregrated performance
approaches more easily than others and that marmsgeim their organization are
committed in ensuring the performance of the banknproved as shown by mean score
of 3.96 in each case, almost the same number pbmneents agreed that management in
their organization consider merit and previous qanfince of the individual to be
mandated in the management position and that basles more democratic ownership
structures, more balanced and broader governarstensy, and a more comprehensive
view of organizational goals and performance halg® detter chances to increase
shareholders’ loyalty as depicted by mean sco@®td and 3.75 respectively. Few of the
respondents were neutral that their companies hadirp place effective corporate
governance systems that shown to implement solid aregrated performance

approaches more easily than others as illustrateddan score of 3.33.
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Table 4.4 Corporate Governance and its Influence o®rganization Performance

Mean | STDev

Under the umbrella of corporate governance, oumamgation is| 3.33 0.816
encouraged to promote ethics, fairness and traespgrn order tg

improve its performance

Our companies had put in place effective corpoggernance 3.96 0.69
systems that shown to implement solid and intedratrformance

approaches more easily than others

Our bank shares more democratic ownership strugtuneore| 3.75 0.676
balanced and broader governance systems, and a |more

comprehensive view of organizational goals andgoerdnce have

A%

also better chances to increase shareholderstyoyal

Management in our organization are committed inueng the| 3.96 0.55

performance of the bank is improved

Management in our organization consider merit amdvipus| 3.79 0.658

performance of the individual to be mandated in tenagement

position

Source: Research data (2013)

4.4.3 Commitment of Corporate Governance

The researcher was also inquisitive in determimioghmitment of corporate governance
in determining organization performance. From thedihgs, most (42%) of the

respondent were of the opinion that corporate gausre are committed, 33% were of
the opinion that corporate governance are very ctennwhile the rest (24%) opined

that they are less committed.
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Figure 4.4 Commitment of Corporate Governance

/,
50 //
40 //
30 //
20 /
10 yd

0 1/
Less committee committed very committed

Source: Research data (2013)

4.4.5 Extent that Corporate Governance Determine Qganization Performance

Table 4.5 represents the study finding on the éxXterorporate governance determine
organization performance. From the findings, m&ol62.5%) of the respondents’

indicated that corporate governance determine agaon performance at a great extent,
29.2% perceived that corporate governance determiganization performance to a
moderate extent while 8.3% were of the opinion tt@iporate governance determine

organization performance to a very great extent.

Table 4.5 Extent that Corporate Governance Determia Organization Performance

Frequency Percentage
Moderate Extent 10 29
Great Extent 21 65
Very Great Extent 3 8
Total 33 100

Source: Research data (2013)
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4.5 Technologies Advancement

4.5.1 Effectiveness of Technologies Advancement Bank Performance

The study requested the respondent to indicateh&h&tchnology advancement enhance
bank performance. Majority (90%) of the interviewsgspondents’ indicted that the
banks technologies advancement enhancement bafdempance while 10% indicated
that technologies advancement does not in any wénaree bank performanc@n
whether application of IT eases the process andeproe of banking, majority (90%) of the
respondents indicated that application of IT edlseprocess and procedure of banking while

the remaining pointed otherwise.

Table 4.6 Effectiveness of Technologies Advancemestt Bank Performance

Frequency Percent
Yes 30 90
No 3 10
Total 33 100

Source: Research data (2013)

4.5.2 Technology Advancement and its Influence onr@anization Performance

Table 4.7 illustrates the finding of the study espondent level of agreement on state of
IT to its influence on bank performance. From timihgs, most of the respondents

strongly agreed that interviewed banks are not rposétable due to economies of scale

on adoption of IT on their production as indicateyl the mean score of 4.95, also

respondent strongly agreed that most of banksrgiregtto modified its operation with

relation to technological advancement in orderamain viable in the market as shown
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by mean score of 4.01. Further, respondents syaggleed that ICT revolution in terms
of innovation increases speedy operation and tberxeéduce cost per unit in production,
and this has led a good number of banks to emtihecese of ICT infrastructure in their
operations that improves efficiency as shown bymm&aore of 3.77. Respondents have
also agreed that Banks that have adopted IT haslbned the scope of banking practices
and changed the nature of banking as well as thmpebtive environment in which they
operate and that Banks that have adopted ICT rgonlin terms of innovation have
benefited from speedy operation and reduced costrpehence more profits as depicted
by mean score of 3.73 and 3.70 respectively. Likewiespondent agreed that IT has
assisted customers to validate their account nusrdoed receive instruction on, when and
how to receive their cheque books, credit cardsdmtmt cards and also have agreed that
accuracy of results generated by bank systemsthhtace use of Smart Cards which in
turn results to more profitability as depicted bgan score of 3.64 and 3.53 respectively.
IT has broadened the scope of banking practiceschadged the nature of banking as
well as the competitive environment in which th@ete as illustrated by mean score of
3.41. Finally, respondents disagreed that costgbiiaing better IT infrastructure for our
bank is the major cause of low profits thereby dase profitability as illustrated by

mean score of 2.29.
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Table 4.7 Technology Advancement and its Influencen Organization Performance

Mean | STDev

Accuracy of results generated by bank systemseimdrace use gf3.52 1.168
Smart Cards which in turn results to more profitabi

ICT revolution in terms of innovation increasesegheoperation angd3.77 1.297

therefore reduce cost per unit in production

IT has broadened the scope of banking practiceschadged the 3.41 0.312

nature of banking as well as the competitive emrnrent

The market share that we have results to minimdbpeance 3.47 0.899

Our banks are not more profitable due to econorofescale on 4.15 1.009
adoption of IT on their production

Cost of acquiring better IT infrastructure for daank is the major 2.29 1.464

cause of low profits

Banks that have adopted IT has broadened the sobpanking| 3.73 0.87

practices as the competitive environment in whigdytoperate

Technological advancement in the banking industrg Facilitated 3.44 0.943
payments and creates convenient and non-riskynatiges

Banks that have adopted ICT revolution in termsnabvation have 3.7 1.198

benefited from speedy operation and reduced cosirpe

Our banks is trying to modified its operation witklation to| 4.01 1.196
technological advancement in order to remain viabkhe market

IT has assisted customers to validate their accoumntbers, receive3.64 1.284
instruction on, when and how to receive their cleeqooks, credit

and debit cards

Source: Research data (2013)

4.5.3 Extent that Technological Advancement affe@ank Performance

Figure 4.5 illustrates the findings of the study tbe influence of state of IT on bank

profitability. Majority (74%) of the respondentsrported that state of IT influences bank
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profitability to a very great extent while the re&6% were of the opinion that IT

influences bank profitability to a great extent.

Figure 4.5 Extent that Technological Advancement &kct Bank Performance

H To a great extent

M To a very great extent

Source: Research data (2013)

4.6 Bank Size

4.6.1 Number of Branches

The study further requested the respondents toatelthe number of branches their bank
have. According to the findings, majority (64%) tbe respondents indicated that their
bank have 16-30 branches, 24% indicated that treeik have between 1-15 branches,

while 12% indicated that their bank have betweed31branches respectively.
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Table 4.8 Number of Branches

Frequency Percentage
1to 15 8 24
16-30 21 64
31-45 4 12
Total 33 100

Source: Research data (2013)
4.6.2 Determination of Bank Profitability by Number of Branches

Figure 4.6 summarizes the study findings, on whethenbers of branches for a bank
determines its profitability. From the findings, %9of the respondents indicated that
numbers of bank branches determines its profitgbihile the rest (31%) opined that

number of bank profitability does not determine lbprofitability.

Figure 4.6 Determination of Bank Profitability by Number of Branches
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4.6.3 Aspect of Bank Size on bank Performance

Table 4.9 illustrates the finding of the study be tespondent level of agreement. From
the findings, most of the respondents agreed ttat &sset of their bank result minimal
performance hence we face stiff competition from @ampetitors due to lack of fund in
financing marketing program and that organizatiamehless number of loyal customers
who take loans from us hence low interest incomeegscted by mean score of 4.26 and
412 respectively. Also respondents agreed thabpaence of our bank is in relation to
the number of branches that we have and that fewetber of ATM point contribute to
more profit to the banks that have adopted it whitehave less number of ATM point
hence less profitability as illustrated by meanreaaf 3.89 and 3.54 respectively. On the
other hand, respondents were neutral that banks méiny managers and few operators

creates power confusion resulting to less proflitgtas depicted by mean score of 3.19.

Table 4.9 Aspect of Bank Size on bank Performance

Mean | STDev
Performance of our bank is in relation to the numdfebrancheg 3.89 1.01
that we have
Total asset of our bank result minimal performaheace we face 4.26 0.723
stiff competition from our competitors due to lack fund in
financing marketing program
Fewer number of ATM point contribute to more praéitthe banks 3.54 1.498
that have adopted it while we have less number dMApoint
hence less profitability
We have less number of loyal customers who takesldeom us| 4.12 0.882
hence low interest income
Banks with many managers and few operators crepteger| 3.19 1.321

confusion resulting to less profitability

Source: Research data (2013)
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4.6.4 Extent to which Bank Size Determines its Praébility

Further the study requested the respondents tcatadithe extent to which bank size
determines its profitability. From the findings,%42f the respondents opined that bank
size determines bank profitability to very greateex, 31% were of the opinion that bank
size influence bank profitability to a moderateesit 15% to a great extent, 7% to a low
extent while a similar numbers purported that bsizk influence bank profitability to a

very low extent as indicated by the figure 4.13.

Figure 4.7 Extent to which Bank Size Determines itBrofitability

B To a very low extent
B Toa low extent

To a moderate extent
B To a great extent

B To a very great extent

Source: Research data (2013)

4.7 Financial Strategies

4.7.1 Financial Strategies adopted

Table 4.10 summarizes the study findings on thanimal strategies adopted by the
banks. From the findings, 79% of the respondentatdd that their banks have adopted
investment management strategy, 67% had adoptédioasmanagement strategy, 55%
had adopted purchase management strategy, 52%dbpted consideration management

strategy while 52% had adopted collection managéstestegy.
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Table 4.10 Financial Strategies adopted

Financial Strategies adopted Frequency percentage
Yes No Yes No
Cash flow management strategy 22 11 67 33
Purchase management strategy 18 15 55 45
Collection management strategy 14 19 42 58
Investment management strategy 26 7 79 21
Consideration management strategy 17 16 52 438

Source: Research data (2013)

4.7.2 Monetary Policy and their Influence to Perfomance of Banks

The study requested the respondents to indicatelével of agreement on the statement
relating to monetary policy and their influence gerformance of banks. From the
findings most of the respondents disagreed that #ren't adequately trained to use
effectively the financial strategies available esaky in the control of cash flow in the
bank as depicted by mean score of 2.92, also respordisagreed thatash collection
techniques are not being utilized effectively aid tontributes to the poor performance
of our bank as illustrated by mean score of 2db6the other hand, respondent strongly
disagree thaPoor financial strategy application in our bank hesulted to weak cash
flow. This makes it difficult for the managementhoe and retain good employees as
shown by mean score of 2.39 while also respondeongy disagreed the bank suffer

from cash flow problems because of lack of mardinsafety in case of anticipated
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expenses such that we experience problems in finthe funds for innovation or

expansion as depicted by mean score of 2.24.

Table 4.11 Monetary Policy and their Influence to Brformance of Banks

Mean | STDev

Our bank suffer from cash flow problems becaustadt of margin| 2.24 0.862
of safety in case of anticipated expenses such wleaexperience
problems in finding the funds for innovation or axgion

Poor financial strategy application in our bank hesulted to weak 2.39 1.046
cash flow. This makes it difficult for the managemé¢o hire and

retain good employees

The cash collection techniques are not being etlieffectively and 2.56 1.236

this contributes to the poor performance of ourkban

We aren’t adequately trained to use effectivelyfthancial strategies 2.92 0.874

available especially in the control of cash flowthe bank.

Source: Research data (2013)

4.7.3 Extent that Financial Strategies Applied Enhace Bank Performance

Table 4.12 shows results of the findings on theemixto which financial strategies
applied by bank enhance its performance. From itiginigs, (65%) of the respondents
were of the opinion that financial strategies aguplby bank enhance its performance to a
great extent, 32% very great extent while the (8%t) alleged that financial strategies

applied by bank enhance its performance to a mtelesdent.
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Table 12 Extent that Financial Strategies Applied Bhance Bank Performance

Frequency Percentage
To a moderate extent 1 3
To a great extent 21 65
To a very great extent 11 32
Total 33 100

Source: Research data (2013)

4.8 Discussion of the Findings

The study sought to establish the extent to whiolparate governance determines
organization performance in the Kenyan banking @edo examine the extent to
technology advancement determines organizationoprédnce in the Kenyan banking
sector, to assess the extent to which firm sizerdehes organization performance in the
Kenyan banking sector and to establish the extewhich financial strategies determines

organization performance in the Kenyan bankingaect

On corporate governance, the study establishedntlgrity (73%) of the respondents
alleged that corporate governance affects orgaaizaperformance. According to

Christopher (2009) the governance of banks bec@wess more pronounced considering
their role of financial intermediation in develogineconomies, thus banks should
consider corporate governance. Further, responadgnéed that their companies had put
in place effective corporate governance systems shawn to implement solid and

integrated performance approaches more easily abfagrs while management in their

organization are committed in ensuring the perfareeaof the bank is improved.
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The finding of the study complied with Love and Riasky (2008) findings that that
corporate governance aims at promoting competitighile allowing customers the
option of making a choice. Finally, on the same 8tady found that corporate
governance determine organization performance gteat extent. Christopher (2009)
pointed that the financial sector being at the @estage of efficient capital allocation

needs to be visited more consciously with the satlgecorporate governance.

To technology advancement, majority (90%) of theerviewed respondents’ indicted
that the banks technologies advancement enhancdraahktperformance. The findings
of the study did not show any relationship with ®(2005) finding that broad opening
has been experienced around the world for bankstlaeg are currently taking due
advantage of these innovations to provide improwestomer services in the face of
competition and faster services that enhance ptvityc Likewise, the study found that
most of the respondents strongly agreed that iie@ad banks are not more profitable
due to economies of scale on adoption of IT onrtheyduction and that of banks are
trying to modified its operation with relation technological advancement in order to
remain viable in the market. The finding of thedstwvas contrary to Akinuli, (2009) that
the banking business is becoming highly ICT based tb its inter-sectoral link; it
appears to be reaping most of the benefits of udhaml in technology, as can be seen by
its application to almost all areas of its actesti Finally, majority (74%) of the
respondents purported that state of IT influen@aklprofitability to a very great extent.
The finding of the study was similar to Akinuli @®) finding that ICT revolution both in
terms of innovation rate, speedy operation, and pes unit (portraying reduction in

average total and marginal costs) has made a gomther of banks embrace the use of
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ICT infrastructure in their operations due to bésethey accrues in terms of bank
performance. The increase might have attributableusiness environment that became
relatively flexible to accommodate new forms ofheclogical change as a result of

reforms in the country.

On bank size, majority (64%) of the respondentscatdd that their bank have 16-30
branches. According to Bashir (2009) the precedirguments on the effect of size on
bank profitability overlap with the idea that larganks can benefit from economies of
scale. From the findings, 69% of the respondenticated that numbers of bank
branches determines its profitability. Smirlock @3) further suggested that the
difference in profitability among large and smadinlxs is due to production technologies
and outputs, which vary across them. The relatifieiency hypothesis (Clarke et al.,
2004) presupposes that larger banks (where sine@sured by assets) are more efficient
than smaller ones, and are more profitable as altre$ this superior efficiency.
Additionally, the study found that total asset @nks in tiers three result to minimal
performance due to stiff competition from their qmetitors due to lack of fund in
financing marketing program and that organizatiamehless number of loyal customers
who take loans from them hence low interest incotbanasoglotet al. (2008) shows
that labour productivity growth, which can only behieved if the bank is large in its
size, has a positive and significant effect on bartitability. This suggests that higher
productivity growth generates income that is pactignneled to bank profits. Finally, the
study established that bank size determines baoifitalility to very great extent. The
finding of the study complied with Smirlock (200t it has been argued that the effect

of a growing size on bank profitability is sign#ictly positive to a large extent.
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To financial strategies, the study found that mgjaf79%) of the respondent indicated
that their banks have adopted investment managestrategy. Leigh (2013) pointed that
financial strategies are very important for thevatal of any institution, because without
good financial strategies, organizations will ruankrupt and can be closed down.
Meanwhile, respondents disagreed that they arel@t@ately trained to use effectively
the financial strategies available especially ie tontrol of cash flow in the bank.
Pindado (2004) purported that poor training among support staff on cash flow
management may pose a challenge on the overalbrpmahce of financial banks
especially with relation to the flow of cash in amat of the organization. Inclusively, the
study found that financial strategies applied bgykbanhance its performance to a great
extent. Pindado (2004) laying out the financialhcagategy ahead of time, it will make
financial decisions easier about when to write @ckhand when to access a line of credit
during normal business practice contributing sigaifit organization financial

performance.
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CHAPTER FIVE: SUMMARY, CONCLUSIONS AND

RECOMMENDATIONS

5.1 Introduction

This chapter presents the summary of the findingsdeterminants of organizational
performance in the Kenyan banking sector with $petocus on tier three commercial
banks, the conclusions and recommendations arenditaave to. The chapter is therefore
structured into summary of findings, conclusiorezcommendations and area for further

research.

5.2 Summary of the Findings

The objectives of this study were tascertain how corporate governance affect
performance of commercial banks in Kenya, to eshhithe influence of technology
advancement on performance of commercial bankseimy®, to examine how firm size
affect performance of commercial banks in Kenya &mdletermine the influence of

financial strategies on performance of commercialks in Kenya.

From the study findings it was clear that majoritly the organization perceive that
alleged that corporate governance affects orgaaizaerformance. Also the study found
that companies had put in place effective corpogateernance systems that shown to
implement solid and integrated performance appreschore easily than others and that
management in their organization are committechsueng the performance of the bank
is improved. Likewise, the study found that managetmmost organization consider

merit and previous performance of the individualb® mandated in the management
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position and that bank shares more democratic @shigestructures, more balanced and
broader governance systems, and a more comprebensw of organizational goals and
performance have also better chances to increaselsiiders’ loyalty.Finally the study

found that management is committed hence influenbank performance to a great extent.

To technologies advancement, the study found that ntdogies advancement
enhancement bank performance whereases the process and procedure of banking.
However, the study found thbanks are not more profitable due to economiesatson
adoption of IT on their production although mosthainks are trying to modified its
operation with relation to technological advancemenorder to remain viable in the
market. Despites indicated challenges ICT revoluii terms of innovation increases
speedy operation and therefore reduce cost perruprbduction, and this has led a good
number of banks to embrace the use of ICT infratiire in their operations that

improves efficiency which influences bank profiti#iito a very great extent.

On bank size, the study found that most of the drdd 16-30 branches where number
of branches that bank have determines its profitabAdditionally, the study found that
total asset of most banks in tier three result maiiperformance hence they face stiff
competition from their competitors due to lack ohd in financing marketing program
and that organization have less number of loyalornsrs who take loans from us hence
low interest income. Inclusively, the study estsisdid that bank size determines bank

profitability to very great extent.

To financial strategies adopted by the banks, thelys found that investment

management strategy and cash flow management gstratere the main financial
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strategies adopted by most of tier three bankseinyid. Furthermore, the study found that
respondent were trained on effectively use of fam@nstrategies available especially in
the control of cash flow in the banland thatcash collection techniques are utilized

effectively contributing to the better performaratenost bank in the category studied.

5.3 Conclusions

The study sought to find out determinants of orgatnonal performance in the Kenyan
banking sector with specific focus on tier threenomercial banks. Based on the findings
in relation to specific objective, the study comdd thatmajority of the organization
perceive thaalleged that corporate governance affects orgaaizgerformanceAlso the
study concluded thatompanies had put in place effective corporate ig@mree systems
that shown to implement solid and integrated penéorce approaches more easily than
others and that management in their organizatiom @mmitted in ensuring the
performance of the bank is improved. Likewise, $edy concludedthat management
most organization consider merit and previous perémce of the individual to be
mandated in the management position and that basles more democratic ownership
structures, more balanced and broader governarstensy, and a more comprehensive
view of organizational goals and performance halg® detter chances to increase
shareholders’ loyalty. Finally the study found that management is conadithence

influencing bank performance to a great extent.

To technologies advancement, the studgncludedthat technologies advancement
enhancement bank performance whereases the process and procedure of banking.

However, the study concluded thenks are not more profitable due to economiesales
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on adoption of IT on their production although motbanks are trying to modified its
operation with relation to technological advancemmenorder to remain viable in the
market. Despites indicated challenges ICT revoltuiio terms of innovation increases
speedy operation and therefore reduce cost perrupibduction, and this has led a good
number of banks to embrace the use of ICT infratire in their operations that

improves efficiency which influences bank profitidiito a very great extent.

On bank size, the studgoncludedthat most of the banks had 16-30 branches where
number of branches that bank have determines afstadnility. Additionally, the study
concludedthat total asset of most banks in tier three resuimal performance hence
they face stiff competition from their competitodsie to lack of fund in financing
marketing program and that organization have lessber of loyal customers who take
loans from us hence low interest income. Inclugividle study established that bank size

determines bank profitability to very great extent.

To financial strategies adopted by the banks, ttulysconcludedthat investment
management strategy and cash flow management gstratere the main financial
strategies adopted by most of tier three bankseinyld. Furthermore, the studgncluded
that respondent were trained on effectively usénaincial strategies available especially
in the control of cash flow in the banknd thatcash collection techniques are utilized

effectively contributing to the better performaratenost bank in the category studied.

5.4 Recommendations

The study recommended that for performance of lbarle precise, management staffs in

the entire organization should be involved eitherimplementation or formulation of
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strategies that are intended on improving orgaimizaperformance so that they can
understand them well and act in a manner that teesnlthe realization of the common
goal of the bank. On the same the study recommetidedeffective performance can
only be achieved when all staffs admits accountglmf the organization involvement to
it operation hence the need to be accountableskfmitigation which can lead to good

reputation of an effective management team.

On Technology advancement, the study recommendatd dine to globalization and
technological innovation that the modern businease®perating in, banks should not be
exempted from this innovation since its one of t&jor drivers of profitability within
organizations. Likewise the study recommended thvgianization and management
should embrace IT and accept their operation tddme through technological adoption

in order to improve their service delivery througlquality and quick process.

To the influence of bank size on bank performatiwe,study recommended that banks
should consider opening new branches on the undappeential areas for them to make
high profits by increasing their customer base,nogpe of more branches and ATM
centers as such will enhance their profitabilitpaeity. Banks with more branches and
interior access to the unbanked or marginalizedsareill realize high profits hence
banks should not ignore the concept of enlargied thnarket size thereby boosting their

profitability.

On strategies adopted by the organization, theysecbmmended that strategies adopted
by organization should be communicated to enhainem¢ial management and handling
S0 as to develop trust among the shareholder hattr@eting more customers which in
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turn improves organization performance. Additiopathe study recommended that staffs
to be training on technical strategies such asdfréggk management to eradicate fraud

any frauds.

5.5 Suggestion for Further Studies

The study has explored determinants of organizatigerformance in the Kenyan
banking sector with specific focus on tier threenomercial banks. The banking sector in
Kenya however is comprised of various other finahoistitutions which differ in their
way of management and have different settingsogither. This warrants the need for
other studies which would ensure generalizatiothefstudy findings for all the financial
institutions in Kenya and hence pave way for newics. The study therefore
recommends other studies be done with an aim &stigate determinants of profitability
in other financial institution other than banks Iswas DTMs in order to give a general

result that depict real situation in the finananatitutions.

5.6 Limitations of the Study

The researcher encountered various limitations hiredered access to information that
the study sought. The main limitation of study wigs inability to include more
organizations. This was a case focusing on thecteelebanks. The study could cover
more institutions across all banking sectors st asovide a more broad based analysis.
However, time and resource placed this limitatibime researcher also experienced other
challenges such as none-cooperation by banks esggogince it was not easy to
convince employees to fill questionnaires hencereathing the targeted sample size.
This was attributed by the staffs perceiving theyt will be victimized by giving out
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information. However, the researcher assured rekpus of proprietary measures that

the findings would be accorded and used only fadamic purpose.

5.7 Implication for Theory, Policy and Practices

Since the study was focusing on determinants adrdzgition performance in the banking
sectors in Kenya. The study recommended that mamageto ensure that corporate
governance in their organization encourages stpH#sformance and that ensures
operation of the organization are in accordancthéoorganization objectives so that to
ensure its performance met the organization géalgher the study recommended that
management to ensure that operation of the orgamizaare streamlined to the
technological changes since application of IT imkiag services results to significant
performance of the banks. The study recommendetl dinge there is a potential
unbanked individuals who lack banks services, bahksild reach try to reach customers
through having a wide network of branches in rarad remotes areas. Finally, the study
recommends that for the organization to improvehawr performance they must ensure
they adopt financial strategies that ensures custaetention in their organization and

that terms applied in financial transactions arestidf.
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APPENDICES

Appendix I: Introduction Letter

SCHOOL OF BUSINESS
MBA PROGRAMME

P.O. Box 30197

Telepkh : 020-2059162
Nairobi, Kenya

Telegrams: “Varsity”, Nairobi
Telex: 22095 Varsity

TO WHOM IT MAY CONCERN

Toserh PAdktthy Guieondd

The bearer of this letter &JO& ........................................................

is a bona fide continuing student in the Master of Business Administration (MBA) degree
program in this University.

He/she is required to submit as part of his/her coursework assessment a research project
report on a management problem. We would like the students to do their projects on real
problems affecting firms in Kenya. We would, therefore, appreciate your assistance to
enable him/her collect data in your organization.

The results of the report will be used solely for academic purposes and a copy of the same
will be availed to the interviewed organizations on request.

Thank you.

«( 18 NOV 2013

PATRICK NYABUTO
MBA ADMINISTRATOR ox 30787 55700
SCHOOL OF BUSINESS Sl
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Appendix II: Questionnaire

Kindly answer all the questions by ticking or byoyiding the answers in the spaces
provided.
Section 1: Background Information
1. Indicate the name of your bank (optional)...........ccoooi it
2. What is your highest level of academic qualificafo
Post graduate [ ] degree [ ]
Diploma [ ] certificate [ ]

ANY Other (SPECITY) ... et e e

3. How long have you worked in this organization?
1 -5years [ ] 11- 15 years [ ] Morethan 20 years [ ]
6- 10 years [ ] 16 — 20 years 11

4. Kindly, indicate the department you are working in.

5. Indicate position that you hold in the department?
Manager [ 1 Unit Head officer [ ]
Supervisor [ ] Departmental Head [ ]
Assistant Manager[ ] Technical personnel [ ]

Other(SPeCITY) ... e
Section B: Good Governance
6. Does the corporate governance adopted in your aa@on affect its performance?

Yes [ ] No [ ]
7. Does the following aspect of corporate governariigetits performance?

Yes No

Misconduct

Carelessness

Insensitivity
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8. Indicate your level of agreement with the followistatements relating to corporate
governance and its influence to organization perforce? Use a scale of 1-5, where

1- strongly disagree, 2- disagree, 3- neutralgde@, 5- strongly agree.

Statement 1 2 3 4 5

Under the umbrella of corporate governance, |our
organization is encouraged to promote ethics, éasn

and transparency in order to improve its perforreanc

Our companies had put in place effective corporate
governance systems that shown to implement soled| an
integrated performance approaches more easily |than
others

Our bank shares more democratic ownership strugture
more balanced and broader governance systems, and a
more comprehensive view of organizational goals |and
performance have also better chances to increase

shareholders’ loyalty

Management in our organization are committed| in

ensuring the performance of the bank is improved

Management in our organization consider merit and
previous performance of the individual to be maadah

the management position

9. How would you rate corporate governance in youanization?
Less committee [ ] committed [ 1 verycommikte [ ]

10.In your own opinion, indicate the extent to whicbrmorate governance affect
performance of you bank?

To a very low extent [ ] Toagreatextent ][ Toalowextent [ ]

To avery great extent [ ] To a moderatiert [ ]
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Section C: Technologies Advancement

11. Is the technology available effective in the erdeament of your bank performance?

Yes [ ] No [ ]

12.1f yes, does your bank IT ease the process ancgue of banking such as (Account

opening, Card or cheque book processing , Tramsaekecution speed etc)
Yes|[ ] No [ ]

13.Indicate your level of agreement to the statemeivb relating to bank size and its
influence to organization performance. Use a sgchle5, where 1- strongly disagree,

2- disagree, 3- neutral, 4- agree, 5- stronglyeagre

We accrue less profits due to small customer base

Banks with high value of assets accrue more profit

Uy

The market share that we have results to minimal

performance

Large banks are more profitable due to economies of
scale on their production

Banks that have adopted IT has broadened the scope
of banking practices and changed the nature| of
banking as well as the competitive environment|in
which they operate

Technological advancement in the banking industry
has facilitated payments and creates convenient| and
non-risky alternatives to cash and cheque for ntpkin

transactions

Banks that have adopted ICT revolution in terms of
innovation have benefited from speedy operation |and

reduced cost per unit hence more profits

Our banks has modified it operation with relation t
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technological advancement in order to remain viable

in the market

IT has assisted customers to validate their account
numbers, receive instruction on, when and how to

receive their cheque books, credit and debit cards

14.To what extent has lack of appropriate technoldgin&astructure affected the
overall performance of your organization?

To a very low extent [ ] To a low extent

To a moderate extent To a great extent

[ ]
To a very great extent [ ]
Section D:Bank Size
15.How many branches does your bank have?
1-15 [ ] 16-30 [ ]
31-45[ ]46-60 [ 1] 61 and Above [ ]
16. Does the number of branches determine your bamkfigbility?

Yes [ 1] No [ ]

17.Indicate your level of agreement to the statemehdwvb relating to bank size and its
influence to the bank performance. Use a scale®fythere 1- strongly disagree, 2-

disagree, 3- neutral, 4- agree, 5- strongly agree.

statement 1 2 3 4 5

Performance of our bank is in relation to the

number of branches that we have

Total asset of our bank result minimal performance
hence we face stiff competition from our
competitors due to lack of fund in financing

marketing program
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Fewer number of ATM point contribute to mare
profit to the banks that have adopted it while we
have less number of ATM point hence less

profitability

We have less number of loyal customers who take

loans from us hence low interest income

Labour productivity growth, has a positive and

significant effect on bank profitability

18.To what extent do you think bank size influencenfoank performance?

To a very low extent [ ] To a low extent [ ]
To a moderate extent [ ] To a great extent [ ]
To a very great extent [ ]

Section E: Financial Strategies

19.What are the financial strategies commonly usedyaur bank to enhance

performance?

Yes No

Cash flow management strategy

Purchase management strategy

Collection management strategy

Investment management strategy

Consideration management strategy

20.Please indicate your response ((SA): Strongly agfge Agree, (UD); Undecided,
(D); Disagree, (SD); Strongly Disagree) to the duling statements regarding how

monetary policy influence the performance of banks.

64



Statements SA | A ub D |SD

Our bank suffer from cash flow problems because of
lack of margin of safety in case of anticipated
expenses such that we experience problems in findin

the funds for innovation or expansion

Poor financial strategy application in our bank has
resulted to weak cash flow. This makes it difficiolt

the management to hire and retain good employee

[72)

The cash collection techniques are not being stiljz
effectively and this contributes to the pagor

performance of our bank.

We aren’t adequately trained to use effectively |the
financial strategies available especially in thatoal

of cash flow in the bank.

21.To what extent are the financial strategies applied/our bank to enhance its

performance?
To a very low extent [ ] To a low extent [ ]
To a moderate extent [ ] To a great extent [ ]

To a very great extent [ ]

22.In general, what would you suggest to be done ur ywganization to improve its

performance?

THANK YOU FOR YOUR PARTICIPATION!! I
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Appendix llI: List of Banks in Tier Three

Tier 1l Comprises of banks with a . Habib A.G. Zurich

balance sheet of less than

. Victoria Commercial Bank
Kenya Shillings 10 billion

. Credit Bank
. Habib Bank (K) Ltd

1

2

3

4

5. Oriental Commercial Bank
6. K-Rep Bank

7. ABC Bank

8. Development Bank of Kenya
9. Middle East Bank

10. Equatorial Commercial Bank
11.Trans-National Bank
12.Dubai Bank

13. Fidelity Commercial Bank
14.City Finance Bank

15. Paramount Universal Bank
16. Giro Commercial Bank
17.Imperial Bank

18. Guardian Bank

19. Southern Credit Bank

20. Gulf African Bank

21. First Community Bank

Source: The Banking Survey 2011, pp. 191
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