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ABSTRACT

Credit reference reports help banks stem out mdwecinin the banking sector since
customers whose credit reports indicate as havewnhbnvolved in malpractices are
subjected to stringent terms and conditions. Credfbrmation sharing to bank
customers, is expected to minimize the problem rdbrmation asymmetry in the
financial sector. Information asymmetry betweenksaand borrowers is one of the main
contributors to high cost of credit as banks temdoad a risk premium to borrowers
because of lack of customer information. This imnfuncreases cost of borrowing,
meaning high repayment instalments of loans whiahsiate to a high level of default.
The Credit Information Sharing (CIS) apparatushieréfore expected to facilitate the
development of information capital to reduce infaton asymmetry or increase
information symmetry and allow cost of credit tocliige substantially. It is therefore
expected that savings arising from the sharingeditinformation will translate to lower
cost of credit. The executive management at Natidmdustrial Credit Bank which
comprises of 7 executives was interviewed diregtiyng an already set interview guide
as so to access their opinion on what they perdeite be the successes in
implementation of credit rating scoring strategie®l the measures they have taken to
mitigate the challenges. The study used primarg tlzt was collected using interview
guide containing both structured and unstructuradstions. Given this fact, content
analysis was used to analyze the data. Findings the study indicated that there were
various challenges affecting NIC bank in its impémation of credit score rating
process. These included structure, culture, teclyylleadership, lack of focus, choice
of external service strategy consultants, competitn the industry, very high cost of
operation, and substitute products/services. Thdysconcludes that the organization
had in a way been able to amend its implementatiaredit score rating process as per
the challenges. This was through applicatioh all management functions namely
planning, controlling, organizing, motivating, leag, directing, integrating,
communicating, and innovation to the implementagwacess. From the findings, the
study also concluded that over 90% of the challenfpced by NIC bank while
implementing their strategy are largely attribuéabd the internal environment. These
challenges revolve around the organizational ressuand organizational processes. This
clearly shows that managers place little or no easjghon implementation phase while
they are drafting their strategies. Most of thdsallenges are avoidable if they have been
accounted for during the analysis and formulatidages. It is obvious that many
strategies fail to realize the anticipated bendlite to challenges encountered during
implementation. The study recommends that for aessful strategy implementation,
firms in Kenya should adopt such measures as; spgmaore time on analysis so as to
identify problems that could surface in implemeiotaphase.
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CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

Organizations strive to serve the needs of sodretyhich they operate. They therefore
need to be managed in a certain way so as to acthew goals. For management of an
organization to succeed, they must manage thaitegly in an organized manner through
planning. Planning is done by strategizing in défg fields such as strategic
management of organizations make strategic plana &pan of years. These are plans
mainly for financial and human resources. It ighis regard that strategic management
is referred to as an environmental scanning foh iternal and external environment
strategy formulation, strategy implementation andtl. It emphasizes the monitoring
and evaluating of external opportunities and tisr@atight of an organization’s strengths
and weaknesses. According to Aaltonen (2001), egratmanagement is that set of

managerial decisions and actions that determireebotig performance of organizations.

A company’'s strategy is management’s action plan riinning the business and
conducting its operations. Crafting of a compansteategy represents a managerial
commitment to pursue a particular set of actiongrowing the business, attracting and
pleasing customers, competing successfully, comyciperations and improving the
company’s financial and market performance, Bouigg€2004). Strategy on service
delivery is thus an important element of this mamagnt process. For global business
market acceleration, business must respond to roastofaster than ever with value

added products and services, while they strugglen&intain competitive advantage.
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According to Hambrick (2003), strategic manageniexg evolved over the years to the
point that its primary values are helping organaat operate successfully in a dynamic
and complex environment. According to Aosa (1998% key to gaining competitive

advantage is the willingness and ability of emptsy/® share their knowledge, skills and
attitudes in the work process. The internal aneree environment of an organization is
important for its success. This means that th@roeation monitoring, evaluation and

dissemination of information from both external antérnal environment is undertaken
to stakeholders. This helps the organization émtidy strategic factors that can be used

to develop the future plan (Kariuki, 2004).

This study is based on the arguments of Environaté@pendency Theory and Open System
Theory that state that organizations and communiee open systems; changing and
influencing each other over time and that the #tween a business’s strategy and its
environment has significant implications on its fpanance (Bartlett&Ghoshal,2012)
.Numerous Environmental Dependency and Open syshmory based studies have been
conducted(Bartlett & Ghoshal, 2012) argued that convergencegconomic systems and
technological change, especially in informationhtemogy, were the most important external
environmental factors that influenced organizatioparformance and informed strategy.
Political, legal and cultural systems significantlypact organization strategic positioning and
eventually dictate the success of strategy impleatiem (Bartlett & Ghoshal, 2012).

NIC Bank is a multinational organization that hassped several strategies over the years. The
pursued strategies have encountered frustratiorthaim application most recent being the

implementation of credit score rating within itedieng fraternity. Reflecting in its complex and



diverse contexts of enactment, strategy implemmmias synonymous with big challenges.
Cultural and institutional complexities remain astgmt challenge and have been joined by
newer concerns such as climate change, terroristernational fraud, unfavorable political
environment; economic-financial challenges and Nsatweatastrophe (Bartlett & Ghoshal,
2012). The problems encountered by multinationatgmizations in international business
have brought forth high levels of uncertainties.néte the need to identify strategy

implementation challenges to aid in making informs&@tegic plans for international business.

1.1.1 The Concept of Strategy

Strategy consists of competitive moves and busiapgsoaches to produce successful
performance. Strategy implementation is the actispect of the strategic management
process through which strategy is a translated actan and involves change. Strategic
management can be broadly described as a conceyt ladw to compete in an industry.

It is the direction and scope of an organizatioardeng-term, which achieves advantage
for the organization through configuration of rex@ms within a changing environment, to

meet the needs of markets and to fulfill stakehdddexpectations (Johnson& Scholes,

2004).

Strategic change is defined as the use of systemathods to ensure that a planned
organization change is guided in the planned doectonducted in a cost effective and
efficient manner and completed within targeted tinaene with desired results. Strategy
implementation boils down to managing change aedréisistance thereof, and is where

the real test to the success of a strategy lies.



1.1.2 Strategy Implementation

While strategy formulation is entrepreneurial amdgbives visionary as well as theoretical
perspective, implementation is basically, admiaiste and involves bringing change by
working through other people, organizing, motivgtioulture change, building and
finding the optimal fit between strategy and thegamization structure. The
implementation process may involve significant demin the organization structure,
culture and systems (Pearce and Robinson, 200&)e $hange has become an enduring
feature of organizational life, today’s managersent face the challenges posed by the

environment hence embrace the ensuing strategpomsss.

Strategic management is a process by which annza#on establishes objectives,
formulates actions designed to achieve these agsctin the desired timescale,
implements the actions and assesses progress suits ror continuous improvement.
Strategy implementation is the action aspect osthetegic management process through
which strategy is a translated into action. Strnateémplementation boils down to
managing change and the resistance thereof. Thienmeptation process may involve
significant changes in the organization structwelture and systems (Pearce and
Robinson, 2002). Implementations challenges ansgganizations as a result of failure

to match these elements to the strategies.

Strategy execution involves, motivating, contrajliand balancing the power politics.

The unpredictable nature of today’s environment esagtrategy implementation more



difficult and complex. Research carried out indésaan implementation failure rate of
over 65% in organization&trategy implementation is part of strategic managg that

is described as a concept about how to compete industry. It achieves advantage for
the organization through configuration of resoureéthin a changing environment, to
meet the needs of markets and to fulfill stakehaldexpectations (Johnson & Scholes
2002).

Emphasizing on the behavioral aspect, (Todd, 19@%hes change management as a
structured and systematic approach to achievingsamable change in human behavior
within an organization. Since change has becomenalring feature of organizational
life, today’s managers have to face the challengesed by the environment hence

embracing strategy.

1.1.3 Credit Rating Scores

A credit score is a numerical expression based @vel analysis of a person's credit
files, to represent the creditworthiness of thaspe. A credit score is primarily based on
credit report information typically sourced fromedit bureaus. Credit scores are
determined by formulas that assess an individuaditworthiness. Lenders evaluate the
risk of extending credit to individual by using drescores, which measures an individual
credit risk namely, how likely it is that you willay them back and pay on time. Credit
scores constantly adjust as the information in ragividual credit report changes. A
consumer benefits from knowing their credit sconel &eeping track of changes and

setbacks.



Credit scores introduced in 1950's is now widelyedisn developed economies for
consumer lending, especially to credit card usasia becoming more widely used by
commercial banks (Mester, 1997).The informationutlibe borrower is obtained from
their loan applications and from credit bureaugsTiclude applicants’ monthly income,
outstanding debt, financial assets, how long th#iegnt has been on same job, whether
the applicant rents or owns a home, among otheegreRsion analysis relating loan
performance to these variables is used to pick hvbambination of factors best predicts
delinquency or default and how much weight sho@djiven to each of these factors.

The process of credit scoring is very importamtifanks as they need to segregate 'good
borrowers' from 'bad borrowers' in terms of thegditworthiness. The methods generally
used for credit scoring are based on statistictlepa recognition techniques. Credit
scoring in its automated form is often the only wayassess creditworthiness, as banks
do not have enough resources to treat each smadsare individually. To build a good
scoring model, developers need sufficient histbideda which reflects loan performance
in periods of both bad and good economic timesidguthe model building process, the
statistical application would use information abdlg existing customers to build and
validate the model. In the end, the result is a ehdldat would take details about the

customer as inputs and generate an output (Hanéiankdy, 1997).

1.1.4 Credit Reference Bureaus
These are organizations that provide informationnterchants or other businesses
concerning the creditworthiness of their customeésedit bureaus may be private

enterprises or may be operated on a cooperativie bgghe merchants in one locality.



Users of the service pay a fee and receive infaamdtom various sources, including
businesses that have granted the customer crettieipast, public records, newspapers,
the customer's employment record, and direct imy&sdn (O'Sullivan, & Sheffrin,
2007). At present (National Council for Law Repogti- Kenya, 2008), the Kenya
banking act (Cap. 488) only allows information frdranks to be combined and only
participating institutions can have access to itttlhermore, banks can only request a
report on a borrower who has actually applied ftowas from them. Such reports help the
bank decide whether you as a potential borrowabls to repay a new loan. If the report
shows that you have a negative credit score olieely to be denied new credit or issued
a facility that is expensively priced. The oppositalso true where a positive credit score

will enable one to be issued a loan that is prioagr.

According to Central Bank of Kenya (2012), the laeguires credit reference bureaus to
meet international data security standards in tidw@smission and storage of information
in their custody. Regular data security auditscamreducted by the Central Bank of Kenya
and bureaus that do not keep data safe risk ldbgiglicenses. Customers have the right
to view any information about them held in a credference bureau, if that information

has been used to deny them credit. The law andategus also set out procedures for
settling disputes. If a dispute is not settled with specified time period, the disputed
information will have to be removed from the datdsaof all credit reference bureaus

(FSD, 2011).



1.1.5 Commercial Banks in Kenya

The main objective of a commercial bank is the ikeeg of deposits from customers and
lending the same at a profit. It raises funds biecting deposits via checkable deposits,
savings deposits, and time deposits. It offersda@nclients at agreed interest and also
buys corporate bonds and government bonds. Itsapyitrabilities are customer deposits

while primary assets are loans and bonds.

This is true of the 43 banks currently operatingha Kenyan economy where 30 are
locally owned and 13 are foreign owned. The localned financial institutions
comprise 3 banks with significant shareholding by tGovernment and State
Corporations. All these banks are governed by tbe@nies Act, the Banking Act, the
Central Bank of Kenya Act and various prudentialdglines issued by Central Bank of
Kenya (CBK). CBK is responsible for formulating amdplementing monetary policy
and fostering the liquidity, solvency and propemdtioning of the financial system. The
banking sector in Kenya was liberalized in 1995 archange controls lifted. The banks
have come together under the Kenya Bankers AssmtiédkBA), which serves as a
lobby for the banks interests and addresses isstesting member institutions. Six of

the major banks are listed in the Nairobi StockHaxge.

Over the last few years the banking sector in Kemgs grown tremendously in assets,
deposits, profitability and product offering. Theogth has been mainly underpinned by
industry wide expansion strategy, automation ajdanumber of services and leveraging

on technology to meet complex customer needs. Tdaers in the banking sector have



experienced increased competition resulting to mahyhe players coming up with
innovations to thrive in the market. This has ledpbsitive results for the customers,

shareholders and the Kenyan economy at large.

1.1.6 NIC Bank profile

NIC Bank Ltd was incorporated in Kenya on 29th $apier 1959, when Standard Bank
Limited (“Standard”) and Mercantile Credit Companynited (Mercantile) -both based

in the United Kingdom - jointly formed the compafiyie company was amongst the first
non-bank financial institutions to provide hire pluiase and installment credit finance
facilities in Kenya. NIC Bank Ltd became a puldiempany in 1971 and is currently

guoted on the Nairobi

Stock Exchange with approximately 21,000 sharehlsldBarclays Bank of Kenya
Limited acquired 51% of NICs total shares throulgé &cquisition of Mercantile in the
1970s and Standard’s shareholding in NIC in the0$98etween 1993 and 1996, BBK
divested its shares, selling 38% of its sharekéqublic in 1994, and the remaining 20%
in 1996 to the First Chartered Securities GroupSFC

Due to changing trends, regulatory requirementhénKenyan banking industry and the
need to meet growing customer requirements, NIGiobtl a commercial banking
license in 1995. In order to effectively diversifyto mainstream commercial banking
NIC Bank merged in November 1997 with African Mertile Bank Limited (AM Bank),
which was then owned by FCS, by way of a share sWae purpose of this merger was

to allow NIC Bank to enhance its market positiomgvide a broader and more efficient



range of services to its customers and increaseethens to shareholders. The Financial
reporting excellence award (FIRE award) was awatdedIC Bank Ltd in 2005, which
recognized it as the best institution in corporgd@ernance. This goes a long way in
confirming NIC Bank’s non-wavering commitment antics compliance to corporate

governance. The bank has a presence in Kenya, @gartiTanzania.

1.2 Research Problem

Commercial banks have faced difficulties in crdditding over the years. For many
reasons the major cause of serious banking probtemignues to be directly related to
lax credit standards for borrowers, poor portfeigk management or lack of attention to
changes in the economic circumstances and conveetitiimate (CBK, Annual

Supervision Report, 2000). According to Peter (30@%arding credit is a journey, the
success of which depends on the methodology apfbiedaluate and award the credit.
This journey starts from the application of crealid ends at the time the loan is finally
fully paid. The credit management process has gosmooth and rough stages and

therefore needs to be effectively controlled fdpibe successful.

Lending has been a thorny issue in the Kenyan b&orka better part of its existence.
The Kenyan banking sector was in the 80’s and 9@tdled with a momentous Non-
Performing Loans (NPLs) portfolio. This invariadid to the collapse of some banks.
One of the catalysts in this scenario was “Sergdudlters”, who borrowed from various
banks with no intention of repaying the loans. Unatedly these defaulters thrived in the

“information asymmetry” environment that prevailéde to lack of a credit information
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sharing mechanism. (Central Bank of Kenya, 2008)tame this undesirable trend there

was a need to come up with a credit reference buvgdhe banks regulator.

Credit Reference Bureaus (CRB) complements thealawole played by banks and other
financial institutions in extending financial sez@s within an economy. CRBs help
lenders make faster and more accurate credit desisiThey collect, manage and
disseminate customer information to lenders withprovided regulatory framework — in
Kenya, the Banking (Credit Reference Bureau) Remuls, 2008 which was

operationalized effective 2nd February 2009. Crhditories not only provide necessary
input for credit underwriting, but also allow bowers to take their credit history from
one financial institution to another, thereby makiending markets more competitive
and, in the end, more affordable. Credit bureawssstagn making credit accessible to
more people, and enabling lenders reduce risk @i f Sharing of information between
financial institutions in respect of customer ctelehavior, therefore, has a positive

economic impact.

The recent introduction of KBRR by the CBK as a coon base rate for lending rate by
commercial banks in Kenya has changed the dynamic$raditional interest rate
determination. This introduces many challenges e &s opportunities in the way of
interest rates determination and risk managemeey. &nong them being the apparent
loss of the default risk premium banks have beemgthg before KBRR introduction and

mitigation of issuing bad loans.

11



Given the critical role that provision of creditagt in the Kenyan economy and the
recent introduction of credit reference bureaugh@ Kenyan banking industry, it is
important to study the implementation strategiesreflit rating scoring by commercial
banks in Kenya. None of the previous researcheve Btudied the implementation of
credit rating scoring at NIC Bank. This gap in kihedge necessitated the proposed
study, thus this research sought to answer the tigngeswhat influence does
implementation of credit rating scoring strateglesse in National Industrial Credit

Bank?

1.3 Objective of the Study

The objective of this study is to establish infloerof Implementation of Credit Rating

Scoring Strategies at National Industrial CredihBa

1.4 Value of the Study

The findings of the study are valuable to credsk rmanagers in commercial banks in
Kenya. The managers will use the information torfolate strategies that will enhance
application of credit scoring in determination ofarest rates. The mangers will use the
findings of the study as a benchmark for reviewhef present implementation strategies.
In so doing there will be more quality loans andltiey competition between banks in

loan pricing.

The Kenyan government serves a main regulator efctiedit reference bureaus and
commercial banks in the country. The informatiosuieng from this study will therefore

form a basis for policy formulation with a viewéahance interest rates in the economy.

12



The study will contribute to the existing body khowledge on credit reference
information sharing and loan pricising. The stushglings will therefore serve as a source

of reference for researchers and academicians.
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CHAPTER TWO: LITERATURE REVIEW
2.1 Introduction

This chapter will cover theoretical foundationstlaéories that support the study and the

literature review.

2.2 Theoretical Foundation

A theoretical definition gives the meaning of a @am terms of the theories of a specific
discipline. This type of definition assumes botlowiedge and acceptance of the theories

that it depends on. To theoretically define isreate a hypothetical construct.

2.2.1 Credit Rationing Theory

This theory was introduced by Freimer and Gordo®6%) and comprehensively by
Stiglitz and Weiss (1981). According to the semiB#glitz and Weiss (1981) paper,
unsatisfied agents are borrowers. Asymmetric in&drom leads to credit rationing, as
lenders cannot distinguish between high quality lamdquality borrowers. However, this
dominate view is not without criticism. In partian] De Meza and Webb (1987)
vigorously contest this result. They show that asytric information in credit markets

can lead to the inverse result, which is an exoéssedit (over lending).

Banks exist because they screen and monitor borsowmre efficiently than other
investors can. They are specialized in gatheringaf@ information and analyzing it.
Managing money and deposit accounts, banks ownyhggiategic information on firms

and individuals receipts and expenditures. Despites plethora of information,
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relationships between bankers and consumers is pediect. Banks suffer from
informational asymmetries such that evolution dtes (interest rates) cannot clear the

credit market.

Finally, non-walrassian equilibrium arises witlriage of unsatisfied agents. The more
interesting form of credit rationing is equilibriurationing, where the market had fully
adjusted to all publicly, i.e. why banks rationditdree, available information and where
demand for loans for a certain market interest ratgreater than supply. Stiglitz and
Weiss (1981) proved that credit rationing occunsaihks charge the same interest rate to
all borrowers, because they cannot distinguish eetw borrowers and screening
borrowers perfectly is too expensive. Both assuomgtiare very simplifying and do not
occur in this manner in the real world. Banks asmially able to distinguish their
borrowers up to a certain degree. Moreover, baake more than only two types of
borrowers. Banks usually charge more than justiotegest rate to all customers. High-
risk borrowers pay a higher interest rate and treationing is less likely. However,
banks cannot distinguish borrowers perfectly andesung them perfectly is impossible.

Thus, credit rationing may occur.

According to Stiglitz and Weiss (1981) adverse d@e and thus credit rationing still
occurs if banks require collateral. They argue batrisk borrowers expect a lower rate
of return on average. Thus, they are less wealthy high-risk borrowers on average

after some period. Low-risk borrowers are therefwoe able to provide more collateral.
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Increasing collateral requirements may have theesagiverse selection effect as a higher

interest rate.

2.2.2 Information Sharing Theory

Research on information sharing is relatively ré@srd growing. Earlier papers analyze
the effect of information sharing in a market wislymmetric information, either moral
hazard or adverse selection (Gehrig and Stenb&®@5). In moral hazard setups,
information sharing may provide borrowers with teglincentives to perform: because
information becomes available to competitor bard®rowers are happy to perform
better because they no longer fear being held- yphb lender-monopolist. Second,
borrowers do not want to default, because thi$ bl publicly known: when default
information is shared, borrowers will face an irms® interest rates and a decrease in
access to finance not only by the current bankplguhe rest of banks in the market - the

so called disciplinary effect (Padilla and Pag&tf)0).

More-over, information sharing resolves adversedsn problems when banks have ex-
ante informational advantage. By sharing informatisanks may learn about those good
and bad borrowers of the competitor banks who $wdcfrom the previous banks.
Gehrig and Stenbacka (2001), however, identify &k dade of information sharing.
Rather than starting with ex-ante informational atage, their adverse selection model
considers a two-period competition with symmetnmowledge in period one. In their
location model, when banks have fewer incentiveadqguire information for too many

customers in period one, they know they will hawecompete away rents on them by
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sharing information in period two. They show thainformation about borrowers' true
becomes known to other banks, second-period cotigpetvas higher and first-period
interest rates will have to go up. As a resultpinfation sharing can lead to welfare
losses. However, they assume that all charact=riathout true types can be revealed to
the outside bank. In contrast, we distinguish betwaformation that can be shared
(hard) and information that cannot (soft), relasioip specific information. Hauswald
and Marquez (2003) show that information procesgingviding the screening bank with
more informational advantage, will safeguard itniroompetition allowing earning rents.
Advances in the screening technology, thereford, inmtrease returns from screening.
Access to that same information, on the other hiave]s the playing field for banks and
erodes their rents due to increased competitions;Ttechnological progress that allows
for easier access to the incumbent's informatidhdecrease the returns to investing in

such information.

2.2.3 Moral Hazard Theory

Moral hazard refers to the risk that a party torangaction has not entered into the
contract in good faith, has provided misleadinginfation about its assets, liabilities or
credit capacity, or has an incentive to take unlusgsks in a desperate attempt to earn a
profit before the contract settles. Problems ofahbiazard in banks and other financial

institutions were evident at many stages of themetinancial crisis (Myerson, 2011).

As Freixas and Rochet (1997) have noted, modermossonomic models of banking

depend on advances in information economics whias wot available when the
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traditional Keynesian and monetarist theories wérst developed. So now, as
economists confront the need for deeper insights ithe forces that can drive
macroeconomic instability, we should consider newedeils that can apply the
microeconomic theory of banking to the macroecomotheory of business cycles. In
modern macroeconomic theory economic growth ratpewds, crucially, on the
efficiency of financial institutions. The financiaystems themselves depend on accurate
information about borrowers and the project thedguare used for (Chakraborty and

Play, 2001)

2.2.4 Adverse Selection Theory

Stiglitz and Weiss (1981) originate the paper oVeade selection theory of credit
markets. The theory rests on two main assumptitret: lenders cannot distinguish
between borrowers of different degrees of risk, #rat loan contracts are subjects to
limited liability (i.e. if projected returns aredg than debt obligations, the borrower
bears no responsibility to pay out of pocket). Tamalysis is restricted to involuntary
default, i.e., it assumes that borrowers repaydosimen they have the means to do so. In
a world with simple debt contracts between risktreduborrowers and lenders, the
presence of limited liability of borrowers impagspreference for risk among borrowers,
and a corresponding aversion to risk among lenddms. is because limited liability of

borrowers implies that lenders bear all the dowasisk.

On the other hand, all returns above the loan maeay obligation accrue to borrowers.

Raising interest rates then affects the profitgbiliof low risk borrowers

18



disproportionately, causing them to drop out of #pplication pool. This leads to an
adverse compositional effect—higher interest ratesease- the average riskiness of the
applicant pool at a verlgigh Interest rates, the only applicant are borrsweho could
potentially generate very high return. Since leadereference over project risk run
counter to those of borrowers, they may hold irserates at levels below market-
clearing and ration borrowers in order to achieym#er composition and lower risk in
their portfolio. Excess demand in the credit markety persist even in the face of

competition and flexible interest rates.

In the adverse selection theory, the interest mag not raise enough to guarantee that
all loan applicants secure credit, in times whemb#ble funds are limited. In general, the
volume of credit and level of effort is less thdre tfirst-best. Borrowers who have
greater wealth to put as collateral obtain cheapedit, have incentives to work harder,
and earn more income as a result. Existing asequalities within the borrowing class
are projected and possibly magnified into the feitoy operation of the credit market, a
phenomenon that may cause the persistence of goBartexchange information about
their customers, banks can improve their knowledfyapplicants' characteristics and
behavior. In principle, this reduction of inform@tal asymmetries can reduce adverse
selection problems in lending, as well as changeob@rs' incentives to repay, both

directly and by changing the competitiveness ofciteelit market.

Pagano and Jappelli (1993) show that informaticaris reduces adverse selection by

in improving bank's information on credit applic&ntn their model, each bank has
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private information about local credit applicarist has no information about non-local
applicants. If banks exchange information abouir ttleent's credit worthiness, they can
assess also the quality of non-local credit seekerd lend to them as safely as they do
with own clients. Information sharing can also ¢tegacentives for borrowers to perform
in line with banks' interest. Klein (1982) showsttiinformation sharing can motivate
borrowers to repay loans, when the legal envirorinmeakes it difficult for banks to
enforce credit contracts. In his model borrowepmyetheir loans because they know that

defaulters will be blacklisted, reducing externabahce in future.

2.3 Strategy Management and Implementation

Operationalization of strategy constitutesbefkt practice and benchmarking especially
the concept of lean production and its principled methods have received considerable
attention. Here, a strong link between operati@exakllence of strategy and performance
in a market becomes obvious. A major success fdaiothe dissemination of lean
approaches may lie in a considerably higher sptyifof its descriptions of operational
best practice. There are four possible strategyementation outcomes. The outcomes
include success, trouble, failure, and roulettecc8ss occurs if a good strategy is
appropriately implemented, trouble occurs if a g®bdchtegy is poorly implemented,
failure occurs if a poor strategy is poorly implartesl, whereas roulette occurs if a poor
strategy is appropriately implemented. Successfydlementation of strategy involves
operationalization and institutionalization of s&égy. Thompson and Strickland (1989)
argue that indeed, good strategy and good impleatientare the most trustworthy proof

of good management.
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Pearce and Robinson, (2002) define Strategic Manageas a set of decisions and
actions that result in the formulation and impletaéon of plans designed to achieve a
company’s objectives. It involves the planningedting, organizing and controlling of a
company’s strategy-related decisions and actioast riflect a company’s awareness of
how, when, and where it should compete, againstnwiighould compete and for what
purpose it should compete. (Irwin, 1995) viewststyg as consisting of competitive moves
and business approaches to produce successfukmparfoe. Strategy is a management
game plan for running the business, strengthenmngsf competitive position, satisfying

customers and achieving performance targets.

Strategy implementation is the process through kvisitategy is translated into action
and results are achieved. It is acting on whattbdse done internally to put the chosen
strategy into place and actually achieve the tatgeesults (Thompson & Strickland,
1989). Strategy implementation is a process by wvmanagement translate strategies and
policies into action through theevelopment of programs, budgets and procedures. It
administrative, looking for workable approache&xecuting strategy and getting people
to accomplish their jobs in a strategy supportivanner. (Thompson and Strickland,
1989) lends voice to the fact that strategy impletaigon includes the full range of
managerial activities associatadth putting a chosen strategy into place, supergis
its pursuit and achieving thargeted results. Strategic management is abouincah
success, competition, long term growth and comipeti&dvantage brought about by
making right choices and implementing them effedtivand efficiently Johnson &

Scholes, 2004)
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Theoretically, strategic management process ingolrelerstanding the strategic position
of an organization, making strategic choices fer ftiture and turning strategy into action
(Johnson & Scholes, 2004).This can also looked atiategic analysis, choice and
implementation(Johnson & Scholes, 20PAoted that strategic analysis is an element
in the strategic management process that asséssasact of the external environment,
organization capability and stakeholder's expeoteti It is concerned with
understanding the different forces affecting thgaaization, and the choice of strategy.
Notable tools for this analysis include SWOT, PEETdAd Porter’s five forces Model.
Corporate level strategy deals mainly with the ephgal and overall purpose and scope of
the organizations. At this level top level manageimend directors have to define what
business they are in, the grand strategies thal toelee adopted in the long term.

The decision making process at this level is tteeebroad based taking into account
the overall mission and vision of the organization, hibweeds to be structured, the
procurement and allocation of resources to themifft units and satisfying expectatiais
the different stakeholderBecisions at this level amharacterized by greater risk cost
and profit potential, greater need for flexibileyd need for entrepreneurial and visionary

approach.

Implementation is usually interferes with the ssatjuo, this interferences need to be
managed in order to re-establish the organiza#atording to (Ansoff & McDonell,
1990) Implementation exhibits its own resistancacWwhcan invalidate the planning

efforts. Good strategies are of no value unless theyefieetively implemented and

22



translated into action, some of the challengesdhgdnizations face are lack of tight fits

between strategy and organizations structtapabilities, culture and reward systems.

There is growing interest in an attempt to undacstahy many well formulated strategies
fail and the subsequent challenges facing orgdoimt(Stoner et al,2001) note that the
field is so new that there is no consensus ai®uaimension while (Hrebiniak,2005)
recognizes that there is too much talk abglahning and formulation and little on
implementation. Strategy implementation will theref continue to attract attention
because it plays a central role in the overall ssg©f organizations today be they small or
big, profit or nonprofit making and even governmeimtstitutions worldwide.
Conventionally, researchers in this field have be&sterested in how organizations
respond to institutional forces. Several studiegehexplored how firms adopt external
institutions, including quality management practigestova & Roth, 2002), governance
structure (Lee & Pennings, 2002) and organizatiooatine (Massini, Lewin, & Greve,

2005).

Furthermore, Milstein, Hart, and York (2002) recizgal that a coercive pressure can
lead to heterogeneous results due to environmematghtion. As can be seen in the
existing literature, firms have been consideredhasobjects of environmental impacts.
After DiMaggio and Powell (1983) recognized thatms can be the sources of
isomorphic pressures, several researchers haveoregplthis issue thoroughly. The
growing significance of corporate organizationsrniadern society implies that firms can

be the origins of institutional influences. Firmayrunintentionally mislead stockholders
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by providing wrong information (Largevoort, 199%)\ade, O'Reilly, and Chandratat
(1990) suggested that CEOs can exert social infleemo achieve favorable conditions.
The literature opens possibilities that firms cam the sources of important social
influences, including institutional isomorphism [aggio & Powell, 1983). Following
this notion, Lawrence (1999) proposed institutiogtibtegies based on the isomorphic
pressures from the firms. In order to create favieraompetitive environment, firms
affect the rules of members (membership strategy)emforce formal or informal

standards (standardization strategy).

Although Lawrence (1999) explained that both typemstitutional strategies may result
in favorable competitive environment, the focushsf propositions relied on how firms
exert institutional pressures rather than how thesessures lead to sustainable
competitive advantage. Furthermore, the author Ipaipaid attention to the

establishment of new rules rather than the infleean firm resources in the existing
markets. Given the continued importance of endursougcess in business for the
organization and strategy literature (Barney, 19%hgre is need to explore this

overlooked aspect of institutionalization strategie

2.4 Implementation of Credit Rating Scoring Strateges

According to (Byars, 2006) the challenge to implamagon arises from lack of
understanding of the strategy. Poor planningfecéffe communication, flawed vision
and unclear goals can be a hindrance ttegiramplementation. Since organizations

need people to bring about the necessary changiesegy implementation therefore
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requires the assembling of a capable team withigihe skills. (Pearce & Robinson, 2002)
note that the chief executive together with key aggns must have skills, personalities,
education and experience to execute the strategye Mften organizations realize that
due to internapower structure and organization politics, selectid competent staff

is compromised. Bringing in outsiders has its ovallenges that may even lead to

resistance and exit cfitical staff required for the implementation pees.

2.4.1 Structure and Strategy Implementation

Structure is the design of organizations througliclvithe enterprises are administered,
including lines of authority and data flow throutte lines. Organizational structures are
devised to administer enlarged activities and resssu Organizational structure is the
firm’s formal configuration. It specifies roles,qmedures, governance mechanism and
decision making processes. Organizational struaaiiefluenced by the organizations
age and size and it acts as a framework, whickeatsflwhat a firm does and how tasks
are completed, given the chosen strategy. Orgaoizatructure must be congruent with
the strategy that is there must be a ‘fit’ betwdeam (Ghoshal and Bartlett, 2005)
According to Kroon (2005), the choice of an orgatian structure is determined by the
business strategy. Structure follows strategy dedtivo must be coordinated to ensure
the best results. The organization structure thilt result in most effective strategy
implementation must be developed, taking into aersition the size of the business,
diversification of the product range, rate of chamg the environment and the need for

information. Kroon further contends that organiaatgoals are derived from the strategy
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and goals of the business. The extent of activiied content of hierarchy of goals

determine the manner in which the business is tstred.

Kroon (2005) suggested that the organization stredhat is developed must be practical
and acceptable, and must follow the business girate order to make it possible to
achieve the goals. The business organization steiconsists of formal and an informal
part. The formal organization structure is estéigles by careful planning and indicates
the jobs of the employees in the business. Howdkierjnformal organization refers to
the formation of informal groups by the employeés tusiness. These groups develop
spontaneously as a result of interaction and concatian between employees. Kroon
added that the informal group exists because ofaa’snsocial needs. The informal

organization can have a positive or a negativecetia the business activities.

According to David (2001), changes in strategy roftequire changes in the way
organization is structured for two major reasonsstfFstructure largely dictates how
objectives and policies were established. For exantpbe format for objectives and
policies established under a geographic organizatistructure is couched in geographic
terms. Objectives and policies are stated largelierms of products in an organization
whose structure is used on products groups. Thectatal format for developing

objectives and policies can significantly impact ather strategy implementation

activities.
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Baker (2007) asserted that organizational struatarehelp or hinder, support or block
strategic change. A good fit-for- purpose structwi# enable changes, continuous or

discontinuous, small or large, to be made effettiaad efficiently.

2.4.2 Culture and Strategy Implementation

Culture dictates what groups of people pay attentm It guides how the world is
perceived, how the self is experienced and howilgelf is organized. Kroon (2005)
indicated that management philosophy determinebub&ess culture. Each business has
its own culture, just as each individual has hisi@r own personality. Business culture is
the shared values, expectations and norms thassablished in a business over time. It
determines how things are done in the business,ek@mple how problems are
approached and priorities determined in the exeocutof the work. Successful
implementation of a strategy demands a compatideness culture.

Burnes (2003) suggested that the strategic managevhehange is ‘essentially a culture
and cognitive phenomenon’ rather than an analyticlonal exercise. Clarke (2004)
stated that the essence of sustainable change isnderstand the culture of the
organization that is to be changed. If proposedhgbsa contradict cultural biases and

traditions, it is inevitable that they will be ddtilt to embed in the organization.

Sharma (2007) indicated that the culture of an megdion may reflect in various forms
and norms adopted by the organization such as hysigal infrastructure, routine
behavior, language, ceremonies, gender equality, emyuity payment. Creation of an

appropriate work culture is a time consuming prec€ulture communicates to people
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through symbols, values, physical settings, languaygl thereby supplements the rational
management tool such as technology and structureisistudy, Okumus (2003) viewed
organizational culture as the shared understandingmployees about how they do
things within an organization. Okumus identified/kesues in organizational culture as
company’s culture and subcultures and their passibiipact on the implementation
process, impact of organizational culture on comigation, coordination and
cooperation between different management and fomatievels, implications of the new
strategy on the company’s culture and subcultaed efforts and activities to change the

company’s overall culture and subcultures and patechallenges.

2.4.3 Leadership and Strategy Implementation

Duck (2003) indicated that there is a general cosise that leadership is at the core of
strategy implementation, while the strategic plaayrhave good ideas and guidelines, the
challenge is in translating the ideas and followihg guidelines that lead to concerted
well guided effort to lead the change. Accordingkroon (2005), leadership is the
human factor that leads an institution towardsize® goals through voluntary co-
operation of all the people in the business. Aress often succeeds or fails because of

the presence or absence of good leadership.

Kroon (2005) pointed out that leadership consisthe interaction between personalities
and circumstances, as interpreted by the group.aficplar relationship develops
between a leader and his followers. The relatignémiplies that subordinate willingly

strive to achieve the leaders aims and that leadfugnce their subordinates. The leader
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also determines how subordinate should carry owigasients. In such a case

subordinate are urged to a level of activity tinaytthemselves never thought possible.

The manager’s responsibility lies in the use of/@oin such a way that subordinates are
influenced to work harder and strive to achieveualibbjectives. Leadership depends on
an ability to acquire and use power from both pos#l and personal sources. The
importance of leadership to the strategic managememaess is underscored by the fact
the process entails formulation and institutionafizof the new approach (Elsenbach,
Pillai and Watson, 2009). According to Goleman @0Q@here are six styles of leadership
which include coercive, authoritative, afflictivdemocratic, pace setting, and coaching.
However, Goleman emphasizes that an effective teiadekilled at several of the basic
style and has flexibility to switch between the lassy as circumstances dictates.
Leadership is the entire process of translatingtefly into results and is essential in
engaging the hearts and minds of the people. Golef@800) further contends that
visionary leadership creates efficiency by movimgidion making responsibility to the
frontline. Saka (2003) point out that the successnplementing strategy is generally

associated with those who facilitate the changeqs®.

Okumus (2003) viewed leadership as the actual su@mal involvement of the Chief

Executive Officer (CEO) in the strategic initiatideeadership is crucial in using process
factors and also in manipulating the internal ceht® create a context receptive to
change. Okumus identified the following key issue$eadership actual involvement of

the CEO in the strategy development and implemiemntadrocess, level of support and
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backing from the CEO to the new strategy untilsittcompleted, and open and covert

messages coming from the CEO about the projecitaummportance.

2.4.4 Resource Allocation and Strategy Implementain

In the service strategy implementation processourgs are allocated and an
organization is designed and built to make it gaesto carry out the strategic plan
(Kumar et al, 2006). Alexander (2001) points outt tistrategy implementation addresses
the issue of how to put a formulated strategy effect — with defined time constraint,
within budget, and human resources, and its cdpabil In the service strategy
execution process, the organization utilizes tis®ueces to deliver the services, and to
carry out the strategic plan on a continuous ths@ighout the predetermined life cycle.
“Without an executable plan — and the resourcesleteéo implement that plan — even

the most innovative strategy is merely words onepafWWery and Waco, 2004).

Okumus (2003) viewed resource allocation as theqa® of ensuring that all necessary
time, financial resources, skills and knowledge muwade available. It is closely linked
with operational planning and has a great dealngfact on communicating and on
providing training and incentives. Key issues tacbasidered are procedures of securing
and allocating financial resources for the newtsgg information and knowledge
requirements for the process of implementing a sgategy, time available to complete
the implementation process, and political and caltissues within the company and

their impact on resource allocation.
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Sterling (2003) stated that chronic lack of researe- capital or otherwise hinders
implementation of strategy. Budgeting should beuadémental part of any action
planning, especially where capital-intensive stgege are concerned. Therefore, it makes
sense to incorporate financial considerations withi draft strategic plan. Increased
awareness should enable CEOs to allocate suffidapital to a strategy but without
draining finances to the degree that investorsirret are jeopardized. Equally important
is the expending of other key resources, such apl@er time. Service companies in

particular can suffer when these resources ardficiemtly allocated.

2.4.5 Communication and Strategy Implementation

According to Speculand (2009), poor communicati@s lbeen blamed for failure in
implementation of strategy in many organizationsat8gy is designed at the top, but
implemented from the bottom. Communication is tin& to make this happen. A new
strategy is launched with fanfare, presenting atimedia exhibit. After the initial
fanfare, the problem is that very little tends ® dommunicated, and as a result staff
members do not adopt it. For successful implememathe leaders are the voice of
strategy, the communication is consistent and @iteand a balance is found between
old and new media. Kumar et al (2006) pointed bat £xcellent communications and
transparency between involved parties, as welllearly defined performance factors,
play a vital role to create trust in the implemeinota and execution phase. Well-aligned
communication and relationships are the founddorirust- building between involved

parties throughout the implementation and execysiocess.
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To become a successful strategy implementer anduexe the top management
personnel should clearly communicate, “What the sénategic decision is all about”

with involved parties and with operative personffdexander, 1985). Any delay caused
through poor communication or coordination couldate conflict between parties and
have an impact on business and relationships. Re#plities and duties need to be
clearly explained to reduce uncertainty, specutaind unfounded fears. The goal is to
minimize the gap between required and deliveredises, and to assure continuous

excellent production assurance.

In their study, Aaltonen and Ikavalko (2002) suggeéthat much is still to be done in the
field of communicating strategies. A considerablenber of interviewees linked the
problems of strategy implementation with communaatA common concern was the
creation of shared understanding of strategy antbegorganizational members. The
amount of strategic communication in most of thgaoizations was large: both written
and oral communications were used, mostly in thhenfof top-down communication.

However, a great amount of information does notgut@e understanding.

The middle managers’ role in communicating straegvas emphasized in the findings
(Aaltonen and Ikavalko, 2002). The middle manageese often responsible for the
continuation of the flow of strategic informationdaalso for ensuring the understanding
of the strategy. In this process of communicatibe, informal communication between
superiors and subordinates was considered more riampo than the formal

communication of strategy.
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However, sufficient communication does not guaransuccessful implementation.
Interpretation, acceptance and adoption among mmghers is crucial. A lack of

understanding of strategy was one of the obstatlsgategy implementation observed in
this study. Surprisingly, many organizational memsbgypically recognized strategic
issues as being important and also understood ¢hatent in generic terms. Problems in
understanding arose, when the strategic issuedchée applied in everyday decision

making.

2.5 Application of Credit Scoring and Information Sharing

Characteristics

Credit allows accessing of resources today wittagmeement to repay over a period of
time, usually at regular intervals. The resourcey lme financial, or they may consist of
products or services. Credit has now turned interg important component in everyday
life. Although credit cards are currently the mesipular form of credit, other credit
plans include residential mortgages, auto loanslesit loans, small business loans, trade

financing and bonds, among others.

The main risk for banks and financial instituticmnes from the difficulty to distinguish
the creditworthy applicants from those who will pably default on repayments. The
recent world financial crisis has aroused incragagitiention of financial institutions on
credit risk prediction and assessment. The decigogrant credit to an applicant was

traditionally based upon subjective judgments magehuman experts, using past
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experiences and some guiding principles. Commoctipeawas to consider the classic 3
C's, 4 C's or 5 C's of credit: character, capaamypital, collateral and conditions
(Abrahams and Zhang, 2008). This method suffergjelver, from high training costs,

frequent incorrect decisions, and inconsistentsiess made by different experts for the

same application.

These shortcomings have led to a rise in more foamé accurate methods to assess the
risk of default. In this context, automatic creditoring has become a primary tool for
financial institutions to evaluate credit risk, impe cash flow, reduce possible risks, and
make managerial decisions (Thomas et al, 2002)diCseoring is the set of decision
models and their underlying methods that help lesxdetermine whether credit should
be approved to an applicant. The ultimate goal redit scoring is to assess credit
worthiness and discriminate between ‘good’ and "lmhebts, depending on how likely

applicants are to default with their repaymentsn(land Sohn, 2007).

From the seminal reference to credit scoring inittwductory paper by Altman (1968),
many other developments have been subsequentlyogedp(Baesens et al, 2003,
Bahrammirzaee, 2010; Abdou and Pointon, 2011).rAfte Basel Il recommendations
issued by the Basel Committee on Banking Supenvigio2004 in the United States, it
has become almost a regulatory requirement for amd financial organizations to
utilize advanced credit scoring models in order dahancing the efficiency of capital

allocation. The effects of Basel Il on the competitadvantage of an institution are so
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large that research on the adequacy, applicabditg, validity of the adopted systems is

set to be a cardinal research initiative (Crooél g2007).

Information system literature often views data,omifation, and knowledge as an
interrelated hierarchy (Tuomi, &llkka, 2000). Acdong to (Simatupang, & Sridharan,
2001), meaning attached to data leads to informagiod information can be used to
create knowledge. Data form a representation of réw world such as events,
phenomena, attributes, names, and so forth. Theybeagresented as alphas, numeric,
alphanumeric, or pictures that exist on paper andatabases. Data become information
when people acquire them in the course of theily daitivities and assign meaning to
them through interpretation. Information existsha collective mind of people.
Information becomes knowledge when a person inlieggsit to a degree that it is
available for immediate use for problem solving explanation.( Simatupang, &
Sridharan, 2001) further states that Informatiorarsiy facilitates data collection,
documentation, and the storing, retrieving, anddferring of private information. (Bao ,
& Bouthillier, 2007), Information-sharing behavigr a type of information behavior in
which two groups of actors who are connected byedam type of relationship

collaborate to exchange information in order toi@eh individual or common interests.
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2.6 The Role of Credit Reference Bureaus in Credlihformation

Sharing

Consumer credit bureaus are organizations that terapd disseminate reports on the
creditworthiness of consumers (Jappelli & Paga®®22. Firms that lend to consumers
provide the underlying data to the bureaus. Inthged States today, there is at least one
credit bureau file, for every credit-using indivalun the country. Over 2 billion items of
information are added to these files every monitaioed from 30,000 lenders and other
sources, and over 3 million credit reports areadsavery day. In many instances, real-
time access to credit bureau information has reditice time required to approve a loan

from a few weeks to just a few minutes.

A consumer credit report typically includes founds of information. First, there is
identifying information such as the person’s namerent and previous addresses, Social
Security number, date of birth, and current andiptes employers. Next, there is a list of
credit information that includes accounts at bangsilers, and lenders. The accounts are
listed by type, the date opened, the credit limitban amount, outstanding balances, and
the timeliness of payments on the account. Therng afsd be information gleaned from
public records, including bankruptcy filings, tagrls, judgments, and possibly arrests or
convictions. The file will typically include a cotuof the number of inquiries authorized
by the consumer but will not contain any informatiabout applications for credit or

insurance that were denied (Cayseele, BouckaerDagdyse 1995).

36



Nowadays, there is hardly a country that does rmseha credit information sharing
system in place, whilst international organizatisash as the World Bank are working to
implement at least one in those few emerging ecoe®rthat still do not have one
(Andreeva, Ansell, & Crook, 2004).Such systems hategrated themselves thoroughly
in the credit granting practices of western ecomsmat times differing from country to
country only for some minor aspect. In general terthough, it may be synthesized that
Credit Reference Agencies (CRAs) collect a variefyboth positive and negative
financial information on individuals, producing a-salled ‘credit report' that contains
details of the payment and credit history of anniaial, his or her financial accounts
and the way these have been managed, as well as infbrmation of interest to the

credit industry.

Source and type of data normally include detailddrmation about mortgages, bank
accounts, store cards, charge cards, credit daads accounts, and in many jurisdictions
even mail order accounts as well as telecom aner aftlities accounts (Avrey, Calem &

Canner, 2004). Such information, then, is usualtggrated with data from other sources,
such as, for example, electoral rolls, Court judgtse bankruptcies and voluntary
arrangements, and other private information predidy other organizations, which
compile additional information referring to an mdual, thus forming a single file

.Significantly, consumer credit reporting is not ndated by law and the underlying
sharing devices rely on the voluntary provisionBAs of customers’ data from an
indefinite number of lenders, which in turn are #sne CRAs' own clients (Bradford,

2004). CRAs ultimately maintain a full data sharmgchanism based on the collection
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of information from the various lenders about thaiistomers and, at the same time,
supply for a fee those same lenders with consumeslitcreports. As CRAS rely on the
voluntary provision of data by their client membetisey also rely on the reporting
lending institutions to voluntary review and cotrecroneous data (Jappelli & Pagano,

2002).

CRAs have evolved as organizations providing infation sharing devices in the
financial system in order to meet the problem ofna®metrical information between
borrowers and lenders (Love & Mylenko, 2003). Bwkimg available rapid access to
standardized information on potential borrowergythepresented the response to the
demands of the market for such type of data, he.needs of banks and other financial
intermediaries. The rapid development and sophistic of information systems and
highly technological statistical models, coupledhwthe increasing competition between
lenders and issues of borrowers' indebtedness,hade data sharing mechanisms in the
credit market a topic of recent interest among asads in a number of disciplines

(Dell'Ariccia, 2001).
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter sets out various stages and phaskesvéal in completing the study. It
involves a blueprint for the collection, measuretreamd analysis of data. It discusses on
the approach that was applied to conduct the relsefirwas composed of the research

design, data collection and data analysis.

3.2 Research Design

Research design refers to the methods and procethatare to be followed in order to
conduct the study. The research design for thidysivas case study. This is based on the
fact that the unit being analyzed is one orgaroratCase studies allow an investigation
to retain its holistic and meaningful charactecstbased on real life events. The primary
data applied in the study was more reliable andougate. A case study design is most
appropriate where a detailed analysis of a singie af study is desired as it provides

focused and detailed insight to phenomenon thatattagrwise be unclear.

In this regard the importance of a case study iphasized by (Young, 2001) and
(Kothari, 2006), who both acknowledge that, a catedy is a powerful form of
gualitative analysis that involves a careful andnptete observation of a social unit,
irrespective of the type of unit under study. Thedg involved a complete and careful

observation of the social units.
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This research was conducted through a case stuagdaat determining the effects of
implementation of credit rating scoring strategiedNational Industrial Credit Bank as
well as the response strategies to applicatiorreditscore rating challenges. The case
has been chosen since it enables the researchavé¢oan in-depth understanding of the
implementation of credit rating scoring strategaédNational Industrial Credit Bank. The
main aim of this study was qualitative. The reseadlesign emphasized on the full
analysis of the study based on a limited numbeint&rrelations. This is based on its

depth rather than breadth nature.

3.3 Data Collection Method

Executive management at National Industrial CreBi#ink which comprises of 7
executives was interviewed directly using a aaady set interview guide so as to access
their opinion on what they perceived to be the enpéntation of credit rating scoring
strategies and the measures they have taken tgateitthe application of credit score
rating challenges. The study used primary datawiaa collected using interview guide

containing both structured and unstructured questio

3.4 Data Analysis and Presentation

Both the primary and secondary data was qualitativeature. Given this fact, content
analysis was used to analyze the data. Contenysasmalk a technique for making
inferences by systematically and objectively idgimg specified characteristics of
messages and using the same to relate trends. atheoldtained was compared with

existing literature in order to establish areasagfeement and disagreement. After the
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data has been collected, it was edited, codedehritassified and tabulated following
the variables in the study. Data classificationucsdl data into homogeneous attributes
that enable establishment of meaningful relatigmsbietween variables.

Descriptive statistics was used to summarize gémeformation as well as challenges
affecting application of credit rating scoring aatddbnal Industrial Credit Bank. Mean
scores were used to determine the relationshipetkiats between the research question
and the collected data. Descriptive statistic gisimean and mode was be used to
understand and interpret variables. Data was didlased, content analyzed and

narrative report used to depict interview's views.
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CHAPTER FOUR
DATA ANALYSIS AND PRESENTATION OF FINDINGS

4.1 Introduction

The research objective was to establish the apicaf credit rating scores by the
National Industrial Credit Bank; the chapter présethe analysis and findings with
regard to the objective and discussion of the safit@s chapter discusses the
interpretation and presentation of the researcldirffgs drawn from the research
instrument by way of data analysis. This chappeesents the analysis and findings
of the study as set out in the researchhodsiogy. The study findings are
presented on the implementation of credit ratingriag by commercial banks in a case

study of the National Industrial Credit Bank.

4.2 The Interviewees’ Profile

The interview's comprised of the top managemeniNi bank, some of whom were
instrumental in the adoption of credit scores by Nank.The respondents comprised
top level managers of the bank and the researchanged to interview seven top level
managers at the bank. Most of the intervieweeswwm#éled over a period of five years in
the organization a condition that showed they wiemewledgeable enough for the
research. In-depth information was gathered fromosenost managers of the NIC bank.
The management teams interviewed are directly resple for adoption of credit scores

at the National Industrial Credit Bank.
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4.2.1 Gender of Interviewees

The study sought to find out the gender of theaadpnts. Gender was important in the
study because gender will enable us to deduce hewditferent genders of respondents
perceive the challenges of strategy implementationas noted from the study that five
of the respondents were male while two were femlbe. male interviewees were noted
to carry approximately seventy one percent of ttal tinterviewees while the female
interviewees carried approximately twenty nine patof the interviewees. The findings
indicate that males are more than females but ififerehce is not significant enough to

skew the findings based on gender imbalance.

4.2.2 Years of service with the National IndustrialCredit Bank

The study sought to establish the length of serfacehe respondents. The length of
service is important for this study so as to estalfor how long the employee has been
working in the organization. This is because theger an employee has worked for the
organization, the more conversant he/she was with drganization’s policies and
practices. Approximately twenty nine percent of thterviewees had worked for 3-5
years; forty two percent had worked for between y&8rs, while approximately twenty
nine percent of the interviewees reported havingke for 10 or more years. This
shows that the organization maintains a combinabbrboth new and experienced
workers to ensure faster induction, successionnuan training and multi-generational
interactions at the workplace. Secondly, majoafythe respondents have worked for

above 5 years which is an indication of a motivated dedicated workforce. The study
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concludes that the length of service is signifidamtards implementation of credit rating

scoring strategies at the National Industrial GrBdink in Kenya.

4.2.3 Level of Education

The interview sought to establish the level of edion of the interviewees. From the

interview guide it was evident that majority of thrgerviewees had a post graduate
qualification as their highest education level.sItMas noted to tie with the interviewees
who specified their highest level of education #ébmaster’s degree. Interviewees who
stated that their highest level of education wdsaehelor's degree had a frequency of
only one. From the analysis of the interview guidewas evident that there was no

interviewee out of those in the study who stated they had a diploma as their highest
level of education. From this we can deduce thatnterviewees were well educated and
knowledgeable and had the capability of answerihg tuestions pertaining to

application of credit rating scoring at NIC bankeWan also come to the conclusion that

the interviewees had gone further to master infass and finance related courses.

4.3 Variables Influencing the Application of Credit Rating Scoring

Strategies

This section sought to establish the factors thay mfluence effective application of
credit scores by commercial banks in Kenya; in ¢hee study of National Industrial
Credit Bank. The interviewer noted four major ahtes that seemed to influence the
implementation of credit rating scoring at Natiofradustrial Credit Bank. The variables

established were mainly competition within the bagk industry, technological
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advancement, leadership within the bank and chamgemanagement. Proper
consideration of these variables will lead to dffex implementation of credit rating

scoring strategies. Each of the variables was atlidi detail in the next sub headings.

4.3.1 Competition in the Industry

The interview guide sought response on the effecompetition in application of credit
rating scoring strategies at National Industriaédt Bank. It was noted from the analysis
that majority of the respondents agreed that comnpetwithin the industry had a
significant influence on the application of credating scoring strategies at NIC bank.
The interviewees observed that increased competidduces intermediaries’ rents and
decreases their overall incentives to generaternrdton, thereby affecting both the
pricing and the allocation of credit.

The interviewees noted that these effects have tiwrect consequences. First,
intermediaries compete more aggressively becateseettuction in private information
for each bank implies that their competitors suféss from adverse-selection problems.
Second, however, less information production mehasbanks are more prone to make

errors in their lending decisions as competitidensifies.

The study noted that intermediaries devote tooymasources to screening activities
relative to the social optimum. This over investineccurs because all banks attempt to
gain market share from their rivals through thawdstments in information acquisition.
Because all banks follow similar strategies, theyest too much in screening without

effectively increasing their captive market ineduilm. These results suggest that
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policies that constrain banks’ability to investimformation may in fact increase social
welfare by reducing the resources spent on thetati&s.The interviewees also noted
that banks compete for borrowers by deciding whrathecreen a loan applicant, whether
to offer credit, and on what terms. Lastly, borresvehoose the bank with the best quote
and therefore competition within the banking indyss definately noted to affect the

adoption of credit rating scores strategies atdwai Industrial Credit Bank.

4.3.2 Technology in Adoption of Credit Rating Scong Strategies

The study enquired the influence technological adement in the adoption of credit
rating scoring strategies at National Industriaé@rr Bank.The interviewees noted that
over the last two decades, consumer lending hasniedncreasingly sophisticated as
lenders have moved from traditional interview-basaderwriting to a reliance on data-
driven models to assess and price credit risk.iterviewees also observed that despite
the availability of new credit scoring data and lgties, loan underwriting has become
costly because lenders have been focused on navatety compliance requirements
that consume information technology (IT) spendiegources. The intervewees also
agreed that NIC Bank need add credit scoring t@olgy to their IT and find solutions

that are relatively easy to operationalize.

The interviewees also agreed that in today’s irssnggy complex credit and compliance
risk management environment, lenders are alreaglydisted with IT projects to collect
new data and documents, integrate ancillary systemastheir core loan origination

system (LOS), and implement new risk managementulzlons and processes.
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Fortunately, systems changes to order, obtain, paadess supplemental credit bureau
information can be straightforward. Many leading3.®@endors have already modified
their systems to store and utilize supplementatdwrinformation. Minor modifications
are required, such as new data field definitioossen/web page view, storage, and a new
document type to incorporate the supplemental tredort. Next, lenders can modify an
existing interface used to order credit reportsmfrthe two primary credit bureaus or
credit reporting companies. Organizations usinggadardized, merged format for their
credit reports today may be able to incorporatekupental data with minimal IT effort

if the data is incorporated into the standardizedht.

The level of technology advancement and adoptioMNi€ bank influence the adoption

of credit rate scoring strategies at NIC Bank.

4.3.3 Leadership in Adoption of Credit Rating Scaing Strategies

From the study majority of the interviewees noteat ifeadership was an important factor
to adoption of credit rating scoring strategieN#€ bank. The interview guide results
indicated that there is a general consensus thadefship is at the core of the
implementation of credit rating scoring strategaéshe bank. The study noted that while
the strategic plan may have good ideas and guekelitne challenge is in translating the
ideas and following the guidelines that lead taacerted well guided effort to lead the
change. According to Kroon (2005), leadership he tuman factor that leads an
institution towards realizing goals through volugtao-operation of all the people in the
business. The interviewees consented to the fattaim organization often succeeds or

fails because of the presence or absence of gadéighip.
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The interview results also pointed out that leddersonsists of the interaction between
personalities and circumstances, as interpretetthdogroup. The interview results noted
that there exists a particular relationship develogtween a leader and his followers. The
relationship implies that subordinate willinglyis& to achieve the leaders aims and that
leaders influence their subordinates. The leadsr détermines how subordinate should
carry out assignments. In such a case subordinaterged to a level of activity that they

themselves never thought possible.

The interviewees noted that an essential part ohag@ment is co-ordinating the
activities of people and guiding their efforts tods the goals and objectives of the
organisation. The study noted that this involres grocess of leadership and the choice
of an appropriate form of action and behaviour.dszahip is noted to be a central
feature of organisational performance. The managast understand the nature of
leadership influence and factors which determitatiosnships with other people, and the

effectiveness of the leadership relationship.

The interviewees agreed that the manager’s regplityslies in the use of power in

such a way that subordinates are influenced to warkler and strive to achieve mutual
objectives. The interviewees agreed also that kshgedepends on an ability to acquire
and use power from both positional and personafcgsu The interviewees therefore
generally accepted on the fact that effective adapaf credit rating scoring strategies is

influenced by the leadership exercised by the ¢éopllmanagement of the bank. If taken
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into consideration, leadership may prove to bemaportant tool in the implementation

and adoption of credit rating scoring strategieNational Industrial Credit Bank.

4.3.4 Effects of Organizational Culture to the Adofion of Credit Rating

Scoring

The study also sought to establish the effectshef @rganizational culture in the
implementation of strategies at NIC bank. The wieawvees noted that for a strategy
within an organization to develop and be implemergaccessfully, it must fully align
with the organizational culture. The interviewesocahoted that culture dictates what
groups of people pay attention to. It guides how whorld is perceived, how the self is
experienced and how life itself is organized. Tikisoted to go in accordance with Kroon
(2005) who indicates that management philosophgrdenes the business culture. Each
business has its own culture, just as each indaidhas his or her own personality.
Business culture is the shared values, expectatodsnorms that are established in a
business over time. It determines how things areedo the business, for example how
problems are approached and priorities determimedhe execution of the work.
Successful implementation of a strategy demandsrgatible business culture.

Culture, the interviewees added provides overalhfwork for strategy implementation,
however it is not in itself sufficient to ensureceessful execution. Within the
organizational culture, individuals, groups andsiare the mechanisms of organizational
action, and the effectiveness of their actions isnajor determinant of successful
implementation. In this context, two basic fact@rscourage or discourage effective

action-leadership and culture.
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The study noted that the organizational culture s@&mpacting that it can result to the
success or failure of an organization. This wagadty the high level of agreement in the
responses from the interviewees on the statemesttpag organizational culture is one
of the most sustainable competitive advantagesngpany can have. This also goes in
accordance with Burnes (2003) suggested that tiagegic management of change is
‘essentially a culture and cognitive phenomenorthea than an analytical, rational
exercise. Clarke (2004) stated that the essensasthinable change is to understand the
culture of the organization that is to be chandegdroposed changes contradict cultural
biases and traditions, it is inevitable that itlvak difficult to embed the changes in the
organization. The study therefore noted that tlgawizations’ culture if not taken into a
keen consideration and all its factors taken imimoant, it may consequently prove to be

a challenge in efficient implementation of stragsgat NIC bank.

4.4 Other Challenges of Application of Credit Scomg Rating at NIC

bank

According to the interviewees, NIC bank faces ottfallenges in the implementation of
its strategies in addition to those explained abo¥e NIC Bank, the interviewees
identified different factors that have hinderedeefive strategy implementation. These
challenges as indicated by the interviewees ranigech: high cost of operation,
organizational structure, inadequate resources,histigated customers, product

differentiation, and political environment.
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CHAPTER FIVE
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction

This chapter provides a summary of the findingsictusions and recommendations of
the Implementation of Credit Rating Scoring Stregegt NIC Bank and what NIC Bank
is doing to overcome the challenges. Based oralloge objectives, data was collected
and analyzed using content analysis. This chapgeriacludes a section on limitations of
the study and recommendation for further resedrbls. chapter provides the summary of
the findings from chapter four, and it also givies tonclusions and recommendations of
the study based on the objectives of the study. dljective of this study was to
determine factors affecting implementation of craditing scoring strategies at NIC

Bank.

5.2 Summary of Findings

The study inquired on how implementation of credibring rating strategies affects NIC
bank. From the study it was noted that majority tbé respondents agreed that
competition within the industry had a significamfluence on the implementation of
credit rating scoring strategies at NIC bank. Thierviewees observed that increased
competition reduces intermediaries’ rates and @se® their overall incentives to
generate information, thereby affecting both thieipg and the allocation of credit. The
interviewees also noted that Banks compete foromars by deciding whether to screen
a loan applicant, whether to offer credit, and dratnerms. Lastly, borrowers choose the

bank with the best quote and therefore competitidthin the banking industry is
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definately noted to affect the adoption of crediting scores strategies at National
Industrial Credit Bank.

The study enquired the influence technological adement in the adoption of credit

rating scoring strategies at the National Industdeedit Bank.The interviewees noted
that over the last two decades, consumer lendisgoraome increasingly sophisticated
as lenders have moved from traditional interviewdshunderwriting to a reliance on
data-driven models to assess and price credit Tis&.study therefore noted that the level
of technology advancement and adoption at NIC hafikence the adoption of credit

rate scoring strategies in NIC Bank.

From the study majority of the interviewees noteat ifeadership was an important factor
to adoption of credit rating scoring strategie®NBE bank. The interview guide indicated
that there is a general consensus that leaderstapthe core of the implementation of
credit rating scoring strategies at the bank. Ttadysnoted that while the strategic plan
may have good ideas and guidelines, the challeagm itranslating the ideas and
following the guidelines that lead to concert wglided effort to lead the change.

The study also sought to establish the effectshefdulture in the implementation of
strategies at NIC bank. The interviewees noted fthrad strategy within an organization
to develop and be implemented successfully, it nulst align with the organizational
culture. Therefore for effective adoption of crediting scores, the culture of the bank

should be taken into consideration.
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5.3 Conclusion of the Study

The study concludes that there were various chgdienaffecting NIC bank in its
implementation of credit score rating strategiefiese included structure, culture,
technology, leadership, competition in the industmgh cost of operation, political
environment and inadequate resources.

The study concludes that the organization had iway been able to amend its
implementation of credit score rating strategiep@sthe challenges. This was through
application of all management functions that is planning, adghifrg, organizing,
motivating, leading, directing, integrating, comnuating, and innovation to the

implementation process.

From the findings, the study also concluded thar 0% of the challenges faced by
NIC bank while implementing their strategy are &ygattributable to the internal
environment. These challenges revolve around thganmational resource and
organizational processes. This clearly shows thatagers place little or no emphasis on
implementation phase while they are drafting tis¢iategies. Most of these challenges
are avoidable if they have been accounted for duhe analysis and formulation stages.
It is obvious that many strategies fail to realize anticipated benefits due to challenges
encountered during implementation. The study alsncludes that for a successful
strategy implementation, firms in Kenya should adsych measures as; spending more

time on analysis so as to identify problems thal@surface in implementation phase.
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5.4 Recommendations for Policy and Practice

The study recommends that in order for NIC bankeoable to effectively implement
their strategies, there is need to have an orgdamzganizational structure, improved
information systems, improved leadership stylesiely assignment of key managers,
effective budgeting and offer rewards, and corgystems.

The study also recommends that the management rappai small number of
professional staff but effective instead of havénigig pool of people who may not be in a
position to deliver on the strategy. The recruitsome employees can be outsourced to
professional recruiters. Communication channelshiwitthe organization should be
improved from top to bottom such that there is floindecisions from the management to
employees. It is also recommended that the managemensults the employee
representatives whenever they want to implemeiviategy so that there is no resistance

on the part of the employees as this can delagtheevement of desired objectives.

Managers in organizations in Kenya should put nerghasis on planning phase and
strategy analysis. This will make them be awarthefchallenges that may surface during
implementation period. They should also have ailflexstrategy that can be changed or
adjusted based on the strengths, weakness, oppi@suand threats, arising in the
environment. All stakeholders should be includedhini and outside the organization
during the strategic planning process and get theut. Communication is one of the
key requirements for effective strategy implemeatatOrganizations should therefore
be structured in a way as to open all the commtinicachannels in the organizations.

Roles should be defined clearly to remove ambiguity
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5.5 Limitations of the Study

Data collection was a bit of a challenge due thttgchedules by the interviewees, some
interviewees were skeptical about the purpose efd¢isearch hence took time to answer,
non-responsive interviewees failed to respond testjons adequately due to fear of the

unknown or fear of discrimination.

Every study inevitably encounters certain leveldimoftations due to a variety of factors.
Resource availability both in time and financesstomned researchers. Respondents who
are chief executives or senior managers are usuetly busy hence the tendency not to
give in-depth attention to the interview procesgerviewing managers at this level in
organization on strategy implementation is li&gking them for a self-evaluation,
expected responses therefore are likely to be pasitive than the true situation.

The study focused only on the implementation oflitrecoring rating strategies at NIC
Bank. Thus it did not focus on other aspects ofdstnategic management process which
includes formulation as well as the control, monitg and evaluation aspects. These are
important components of the strategic managemerttegs and should therefore not be
ignored. The study was also limited by financiatl ame constraints. The period over
which the study was to be conducted was short, hemhaustive and therefore
comprehensive research could not be undertakeheoohallenges of implementation of

credit scoring rating strategies at NIC bank.
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5.6 Suggestions for Further Research

Implementation of credit scoring rating is widelnleraced in the developing countries
such a Kenya. In Kenya, it has gained acceptancalyna the banking industry,
however other financial institutions such as SAC@gsslow in incorporating it as a key
management strategy in lending. Given that thisystanly covered implementation of
credit score rating strategies at NIC Bank, studiesd to be done on challenges of
implementation of credit score ratings strategmnesther financial organizations that offer

credit facilities.

The study also recommends further studies shaailchlbried out to determine the impact
of external factors as a major challenge to thelempntation of credit rating scores in
financial institutions. These studies should fing the success factors in credit rating
score strategies implementatiohhis can then be used by other financial firmest th
are carrying out implementation of credit scorengttrategieso ensure they come

out successful.
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APPENDICES

APPENDIX I: LETTER OF INTRODUCTION

Dear Respondent,

RE: DATA COLLECTION

This interview guide is designed to gather inforimraion “Implementation Credit Rating
Scoring Strategies at NIC Bank”. The study is betagried as a research project in
partial fulfillment of the requirements for the awaof the degree of Master of Business
Administration at the School of Business UniversityNairobi.

The information in the interview guide is treatedhautmost confidentiality and at no
instance will your name be mentioned in this redeal he information will not be used
for any other purpose other than for this research.

A final copy of the report was available to yowatr request.

Your assistance in facilitating the same was higitgreciated.
Yours sincerely,
Clive Asande

Student.
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APPENDIX II: INTERVIEW GUIDE

Interviewee’s managerial position:
1.

2.

Interviewee’s gender:

Level of education:

Years with the bank :

Years in the current position:

What is your role in the bank’s business stratpgsition?

What factors did NIC Bank consider in its implensitn of credit rating scoring

strategies?

How do the following factors influence the creddting scoring strategies?

Explain.

a.

b.

Competition in the industry
Technology

Leadership

Change management

Customer needs and preferences

Substitute products/services

8. What has been the implication of the adoption edirrating scoring strategies

on the banks operations?
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9. How has the bank been able to amend its implementaf credit score rating
process as per the factors explained in (8) above?
10.Overall, how effective is the adoption of creditimg scoring strategies relative to

the banks mission, vision and objectives?
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