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ABSTRACT

Financial globalization refers to the integratidraaountry’s local financial system with
international financial markets and institutionsatidnal Bank of Kenya Limited as a
Government of Kenya owned financial institution teen affected greatly by the level
of financial integration in Kenya. The objectivetbfs study was to determine the effects
of financial globalization on commercial banks ieri¢a using the case of National Bank
of Kenya Limited. This study used a case study ams$e design because the unit of
analysis was one organization. The study used pyiniata collected using an interview
guide. The researcher interviewed senior manageteant because of their involvement
in financial integration issues in the Bank. Thedstused content analysis to analyze the
data collected from the respondents since it waalitgtive in nature. The study
established that National Bank of Kenya Limited wasle to offer its customers
international financial services through co-operadi with a nexus of foreign partner
banks. Financial integration made it easy for thalBto transact in foreign currency and
maintain adequate foreign currency denominateduatedor its transactions. The Bank
was able to increase the efficiency ratios besmgsanding its customer base as the
customers felt more secure transacting with thekBapecially in the manner in which it
handled their international cross border transastiocOn the influence of financial
integration and the stability of the Bank, finahdrgegration had greatly promoted the
stability of the Bank. It brought about a strongaarket base for financial stability in the
Bank. On the effects of financial integration atkJBhe Bank was able to borrow better
technologies both in operating and information ngemaent. Financial integration had on
the level of customer savings. Financial integrativad improved the Bank’s risk
management. The study concludes that financiagiaten enabled the Bank to offer its
customers international financial services throagkoperations with a nexus of foreign
partner banks. The study also concludes that finhmttegration made it easy for the
Bank to transact in foreign currency and maintaiecuate foreign currency denominated
accounts for its transactions. The study furthenctales that the Bank improved
standardization in its operations as it was ableekzhange best practices with
international partners which have led to a reducid costs and improved financial
performance. The study further concludes that a@udénancial integration, the Bank
diversified its investment portfolios through fircgal integration as the Bank did not just
invest locally but overseas through well establisti@ancial integration. This study
recommends that the Bank continues the integratmihcollaboration so as to benchmark
its operations to international financial institurts for better future performance.
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CHAPTER ONE

INTRODUCTION

1.1 Background of the Study

The World business environment has changed draaligtihrough the globalization of
economies, Regional integration, and removalsaaferarriers have shaped the world as
a global village (Schmukler and Vesperoni, 2004he Tincreasing globalization of
business, the changing face of global politicablkoape, increased diffusion of political
boundaries and the changing forms of governanagctstes for international firms
motivated by innovations in the information techowy necessities the need to focus on
how international business firms undertake thesimess activities abroad (Schmukler,
2004). Globalization is often used to refer to ewaoit globalization which involves
integration of national economies into the inteioval economy through transnational
trade, foreign direct investment, capital flowsdamigration (Mendoza and Quadrini,
2009). Economic globalization is a dynamic and idirtensional process of economic
integration whereby national resources become raoce more internationally mobile
while national economies become increasingly irgpeshdent. Globalization leads to
reduction and removal of barriers between natiboadiers, in order to facilitate the flow

of goods, capital, services and labor.

This study was based on three theoretical persscti delocalization theory,
development theory of globalization and the theofydivergency and convergency.
There has been a significant delocalization inac@mnd economic exchanges. Activities

and relationship have been uprooted from localimsigaind cultures (Gourinchas and
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Jeanne, 2006). But as delocalization goes well teyhis increasingly people have to
deal with distant systems in order that they mag their lives. The development theory
emerges from the global mechanisms of greater riatieg with particular emphasis on
the sphere of communications and economic tramsetin this sense, the perspective is
similar to the world systems approach. Developméntbe life sciences and in digital
technology and the like have opened up vast, nessipiities for production and
exchange. Innovations like the internet have mag®ssible to access information and
resources across the world and to coordinate #esviin real time. Theories of
divergence focus on issues of cultural variabibtyd how those differences make a
difference in how people enact, organize and maeses of their organization
experience. An underlying premise of this theoryhigt in contemporary organizations,
traditional national boundaries mean less andcateral communication becomes more

central and important.

The operating environment for commercial bank® lkny other organizations has
become very dynamic. In order to cope with this afgism, it is important that

organizations develop appropriate strategies (leev2001). The financial industry has
witnessed increased integration of financial insiins across national borders. The
recent deregulation of financial systems, the tetdgical advances in financial services,
and the increased diversity in the channels ofnfied globalization have been witnessed
in many financial sectors across different natidAsancial globalization refers to the
integration of a country’s local financial systenthwinternational financial markets and
institutions (Frankel, 2000). Integration takes cplawhen liberalized economies

experience an increase in cross-country capital emawnt, including an active
2



participation of local borrowers and lenders iremational markets and a widespread use
of international financial intermediaries (Muss@0@). This integration typically requires

that governments liberalize the domestic finansggtor and the capital account.

1.1.1 Concept of International Business

International Business (IB) refers to businessvéws which involve cross border
transactions of goods, services, resources bettvesior more nations (Joshi, 2009). It
refers to all those business activities which inesl cross border transactions of goods,
services, resources between two or more natioassdtrefers to all transactions that take
place between two or more regions, countries antbmsa beyond their political

boundaries that are commercial in nature (Dankdslebaugh and Sullivan, 2007).

These transactions include private and governmesédds, investments, logistics, and
transportation transactions. Usually, private conmsm undertake such transactions for
profit; governments undertake them for profit aod political reasons. Transaction of
economic resources include capital, skills, peagle for international production of
physical goods and services such as finance, bgnkasurance, construction among
others (Joshi, 2009). International business greer dhe last half of the twentieth
century partly because of liberalization of bothdi and investment, and partly because

doing business internationally had become easier.

1.1.2 Financial Globalization

Financial globalization refers to the integratidraaountry’s local financial system with

international financial markets and institution$isT integration typically requires that



governments liberalize the domestic financial sectd the capital account. Several
measures have been used to measure the financialigation. However, most of the
earlier empirical studies use measures of legalicgens in the form of capital controls
(de jure measures) on cross-border capital flows to asHessdegree of financial
openness. Such capital controls come in many wesidéike controls on inflows versus
those on outflows, quantity versus price contrmdstrictions on foreign equity holdings

among others.

According to other scholars (Collins, 2007; Prasadl Wei, 2007), quantity-based
measures of integration based on actual flows agpd#e the best available measure of a
country’sde factointegration with global financial markets. Finaalcilows/stocks also
known asDe factomeasures of financial integration based on grtmsssfstocks have
been used to measure the levels of financial gipdtadn in economies. While there is
important information in both thée jureandde factomeasures of financial integration,
de facto measures provide a better picture of #tené of a country’s integration into
global financial markets and, for many empiricaplégations, this measure is more

suitable.

1.1.3 Banking Industry in Kenya

The banking sector plays a very crucial role in ¢kenomy by facilitating the flow of
money from surplus units to deficit households. SHanks receive money from
customers and lend it out to customers in fornoahk. The role of banks in an economy
is paramount because they execute monetary potidypeovide means for facilitating

payment for goods and services in the domestidraachational trade (G.O.K, 2012).
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There are 44 commercial banks in Kenya as at B&sember, 2013, Central Bank of
Kenya (C.B.K 2014). Licensing of financial instians in Kenya is done by the Ministry
of Finance through the Central Bank of Kenya, tt@m@anies Act, and the Banking
industry. In Kenya, the banks have come togethdeuthe Kenya Bankers Association
(K.B.A) which serves as a lobby for the banks iestrand also address issues affecting
its members. Ideally, financial reforms and freerkat should spur the adoption of
innovations that improve efficiency and provide ealthy balance between lending and

deposit rates (Banking Act Cap 488, Pp 6, 10-12).

1.1.4 National Bank of Kenya Limited

National Bank of Kenya (NBK) is one of the commatdanks licensed by the Central
Banks of Kenya, the country's banking regulator.KNBas incorporated on 19th June
1968 and officially opened on Thursday Novembeh1¥368. At the time it was fully

owned by the Government. The objective for whictvéts formed was to help Kenyans
get access to credit and control their economyr aftelependence. In 1994, the
Government reduced its shareholding by 32% (40idnillShares) to members of the
public. Again in May 1996, it further reduced itegBeholding by 40 million Shares to
the public. The current Shareholding now standsNational Social Security Fund

(NSSF) 48.06%, General Public — 29.44% and Kenyae@unent 22.5%. During the

34th AGM held on 25th April 2003 the bank increasedShare Capital by Kshs. 6
Billion i.e. from Kshs. 3 Billion to Kshs. 9 billiothrough the creation of 1,200,000,000

non-cumulative preference Shares of Kshs. 5 edudsd Shares are at the disposal of the



National Bank Board who would offer them in accorcka with the Bank’s articles, the

CMA rules and the Companies Act (NBK, 2014).

It is a large financial services provider in Kengayving individuals, small-to-medium

companies and businesses (SMEs) and large comusatieadquartered in Nairobi, the
bank owns one subsidiary company: NatBank Trusteelavestment Services Limited.

As of December 2013, National Bank of Kenya's alsase was valued at approximately
US$780 million (KES 67.1 billion), with shareholdeequity valued at about US$121.4
million (KES 10.55 billion). In May 2013, Nation&8lank of Kenya was ranked number
twelve, by assets, among the forty-four licenseshroercial banks in the country at the

time (NBK, 2014).

National bank of Kenya offers various types of &dithance products to assist customers
tender, perform for contracts, expand businessigcand provide working capital. The
bank’s range of innovative and flexible productsl @olutions offered are to facilitate
international trade and minimize risks, ensuringt tyour international transactions are
quick and trouble-free. The Bank has a team of cde¢ed, highly experienced and
knowledgeable personnel with sound expertise il @nance. The products offered in
trade finance include letter of credit, documentanllections, import documentary
collections, export documentary collections, negain of export bills, biils of
avalisation, pre and post import financing, bankrgatees, pro forma/ invoice financing

and local purchase order financing (NBK, 2014).

In May 27 2014, National Bank of Kenya has unvegedew brand image as part of a

new strategy aimed at transforming it into onehaf top tier banks in the country in the
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next five years. To signal its commitment in breakwith the past, the bank unveiled a
new logo, adopting yellow and brown colours as @ggoto the green hue its brand had
long been associated with. Unveiling the new locdsvaimed at growing the Bank’s
turnover from Sh8 billion in 2012 to Sh31 billiory 2017 and become a diversified
commercial bank with balanced corporate and réaginesses. The bank has over the
years relied mainly on business from governmentitut®ns and a strong retail focus.
But going forward, the bank seeks to aggressivengthen its play in the Corporate
and Institutional and Small-and-Medium EnterpriS8ME) segments. To achieve this,
NBK plans to open 30 new branches by 2017 and bht®sigency banking network to
2,000 agents. To fund growth as envisaged in tgeds-transformation plan, National
Bank sought to raise more than Sh10 billion in addal capital through a Rights Issue
in the first quarter of 2014 (NBK, 2014). The preds from the cash call was aimed at
beefing up the capital base to support the amisitimalance sheet growth and to invest in
revamping and expanding its infrastructure. Natiddank also has plans to expand into
the East African region by launching operationSouth Sudan, Uganda, Tanzania and

Somalia (NBK, 2014).

1.2 Research Problem

Advances in communication, information, transpaotatand trading technology have
helped web together nations into interconnected amdrdependent communities
(Sliburyte and Ostaseviciute, 2009). Financial gl@dation, in combination with good

macroeconomic policies and good domestic governamesents conducive environment

for economic growth. From previous observationgjntoes with good human capital



and governance have tended to do better at attgafdreign direct investment (FDI),
which is especially conducive to growth. The inflobinternational corporations not only
brings positive advantages regarding global fin@ncansactions but has more effects on
an economy. For instance, in the short term, poontries would become poorer and
unemployment rates may soar as multinationals aggigmation on their processes thus
reducing the need for unskilled and uneducated &srkthereby raising unemployment
levels. However, in the long run the case may [lfieréint as some may emphasize that
the multinational corporations raise education lewas well as the financial health in

developing countries.

National Bank of Kenya Limited as a Government @hlfa owned financial institution
has been affected greatly by the level of finaniciedgration in Kenya (NBK, 2014). The
number of foreign owned financial institutions hgrdwn in Kenya which are mainly
increasing competition on the international bussrfesnt. In order to remain competitive,
it is important that National Bank of Kenya reviewke effects that financial
globalization has had on its operations so as tmdtate relevant policies to spur its

international transaction business base.

Several scholars have reviewed the concept of hiali@n and financial system
integration. For instance, Levy-Yeyati and Willia@005) examined financial
globalization in emerging economies by reviewingatvfinancial globalization is all
about. The findings shows that whereas financiabajization had indeed fostered
domestic market deepening in good times, it haddgd neither the dividends of

consumption smoothing in line with limited portlidiversification nor the costs of
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amplifying global financial shocks. Kose, Prasasyg&f and Wei (2009) examined
financial globalization from a reappraisal perspectThe findings show that existing
macro-level approaches to testing the effects wértial globalization do not, and
perhaps cannot, offer definitive answers. Locdhg, existing studies ( Njeng'wa,

2009; Kanyongo, 2013, Muchai, 2013 and Njagi, 2di®)e either looked at challenges
of globalization to financial institutions or resme strategies to globalization by
financial institutions. None of these studies haegiewed the concept of financial
globalization and its effects on financial instibms. This study therefore sought to fill
this research gap by answering one research goe$tibat are the effects of financial

globalization on commercial banks in Kenya usirgy¢hse of National Bank of Kenya?

1.3 Research Objective

To determine the effects of financial globalizatimm commercial banks in Kenya using

the case of National Bank of Kenya Limited.

1.4 Value of the Study

The study would be valuable to a number of stalddrel These would include:
managers of national Bank of Kenya, the GovernméKenya through the Central Bank
of Kenya on policy formulation concerning the lewdl financial integration and to

researchers and academicians.

First, the study would be important to researctaard academicians because it would
serve as a source of reference on financial glpd@in effects in Kenya besides

extending the existing literature on this subjethe study would further assist



researchers by suggesting areas of further resednehe they can extend the level of

knowledge.

The study would also be valuable to the Governnoérikenya in the formulation of
policies concerning financial liberation and intgen with international financial
systems. This study would thus inform policy foratidn concerning the management of

financial system integration in Kenya.

The study would also be valuable to managers ofNatonal Bank of Kenya in the
management of financial integration because it badearing on the financial
performance of the Bank. Through this study, thenagars would learn the effects of
financial globalization on the Bank so as to foratelappropriate policies to grow the

Bank.

The study would also extent the knowledge on tlesoexplaining international trade and
globalization at large. Through the findings ofstistudy, the level of knowledge on the
transaction cost analysis theory and open systeewmyt would grow and its relationship

with financial globalization brought to the fore.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter comprises of the critical literatured ahe variables used in the study. It
begins by looking at the theoretical framework iofihcial globalization and its effects

on financial institutions, their proposition andplication.

2.2 Theoretical Foundation of the Study

The study is founded on three theories includinigadization theory, the development

theory and the theory of divergence focus. Thesertls are discussed below:

2.2.1 Delocalization Theory

Castells (1996) has argued persuasively that inasetwenty years or so of the 20th
century a new economy emerged around the worldcHdeacterizes it's a new brand of
capitalism that has three fundamental featuresduRtovity and competitiveness by and
large a function of knowledge generation and infation processing ; firms and
territories are organized in networks of productjomanagement and distribution ; the
core economic activities are global that is, thayéhthe capacity to work as a unit in real
time or chosen time , on a planetary scale (Cast2001). Many of the activities that
previously involved face-to-face interaction orttlzas local are now conducted across

great distances.

There has been a significant delocalization inac@mnd economic exchanges. Activities

and relationship have been uprooted from localimsignd cultures (Gray, 1999). But as
11



delocalization goes well beyond this increasingbople have to deal with distant
systems in order that they may live their livesnBag are retailing, for example have
adopted new technologies that involve people is fase-to-face interaction. Customer
information in a Bank is in a call centre many mil@way although not everything is
global. Most employment for example is local orioegl but strategically crucial
activities and economic factors are networked adcarglobalized system of inputs and
outputs (Castells, 2001). Whatever happens in lomghborhoods is increasingly
influenced by the activities of people and systewperating many miles away. For
example, movements in the world commodity and moneykets can have a very
significant impact upon people’s lives across tHebg People and systems are
increasingly interdependent. The starting pointunderstanding the world today is not
the size of US GDP or the destructive power oivigapon systems but the fact that its so

much more joined together than before (Mulgan, 1998

2.2.2 Development Theory of Globalization

The development theory emerges from the global am@ss of greater integration with
particular emphasis on the sphere of communicatmuaseconomic transactions. In this
sense, the perspective is similar to the worldesystapproach. However, are one of the
most important characteristics of globalizationgass position is its focus and emphasis
on cultural aspects and their communications wadéwTomlinson, 1999). In addition
to the technological, financial and political tieglobalization scholars argue that modern
elements for development the interpretation arectiiural and economic links among

nations. In this cultural communication, one of thwst important factors is the

12



increasing flexibility of technology to connect pé® around the world ( Kaplan ,1993,

Gough ,1992).

As we have already noted, a particular feature lob@&ization is the momentum and
power of the change involved. Its the interactioh extraordinary technological
innovation combined with world — wide, reach thateg today’s change its particular

completion (Hullon & Giddens, 2001).

Developments in the life sciences and in digitahtelogy and the like have opened up
vast , new possibilities for production and excleangdnnovation like the internet have
made it possible to access information and ressuaceoss the world and to coordinate
activities in real time. Earlier, we saw Castellaking the point that productivity and

competitiveness are by and large a function of Kadge generation and information

processing. For countries in the vanguard of thedveconomy , the balance between
knowledge and resources have switched so far temiel former that knowledge has
become perhaps the most important factor deterigithie standard of living — more than
land , than tools and than labour. Today's mogtrietogically advanced economies are

truly knowledge based (World Bank, 1998).

2.2.3 Theory of Divergence and Convergence

Theories of divergence focus on issues of cultuagiability and how those differences
make a difference in how people enact, organizemake sense of their organization
experience. An underlying premise of this theoryhigt in contemporary organizations,
traditional national boundaries mean less andcateral communication becomes more

central and important. Metaphors associated wilerdence theories after emphasis the
13



energy, creativity and options enabled by allowthfferences to flourish in a global
workplace, for example, the global marketplace (Gutor 2002; Gannon, 2001;

Mitrofl, 1987).

Divergence theories, grounded in issues of prdatateonality (Habermas , 1984) focus
on human interpretation and experience of the wadd a meaningful and inter-
subjectivity constructed . Communication is theeesg of culture and organizational
effectiveness is rooted in the ability of peoplenfr different cultures to work together.
Divergence theory identifies key dimensions of wat variability such as power
distance .Many researchers in organization behaw@nagement and communication
rely heavily on those theories to explain how mamnsgcan create cultural synergy,
improve work satisfaction, facilitate team effeetiess and manage differences (e.g
Badz,1993; Harris & Moran ,1999; Stage ,1999) inrkptaces that are increasingly

multicultural and dispersed across time and space.

In contrast theories of convergence focus on hoavvahy organizations are becoming
similar worldwide (Bartlett & Gheshal, 1989; HicksoHinings, Mcmillan , Schwitter,

1974) . The convergence literature refers to asenperatives embedded in the global
economy that result in similar organizational stmicg across nations even when
cultural differences are recognized the theoriesmioimize these differences and

emphasize the similarity of structural adaptation.

2.3 Benefits of Financial Globalization

The potential benefits of financial globalizationllikely lead to a more financially

interconnected world and a deeper degree of fimantiegration of developing countries
14



with international financial markets (Mussa, 2000).the present integrated financial
system environment, the international financialteys is far from being perfectly

integrated. Evidence shows persistent capital etasggmentation, home country bias,
and correlation between domestic savings and imezdt (Frankel, 2000). The recent
deregulation of financial systems, the technoldgézvances in financial services, and
the increased diversity in the channels of findngli@balization have had massive effects

on financial system development of developed coem{Obstfeld and Rogoff, 2000).
2.3.1 Development of Financial System

The main benefit of financial globalization for édeping countries is the development
of their financial system, what involves more coete] deeper, more stable, and better-
regulated financial markets. A better functioninmgahcial system with more credit is key
because it fosters economic growth (Levine, 2088)ancial globalization implies that
new type of capital and more capital are availabldeveloping countries. Among other
things, new and more capital allows countries ttiebbesmooth consumption, deepens
financial markets, and increases the degree of ehalikcipline. Financial globalization
also leads to a better financial infrastructure atvimitigates information asymmetries

and, as a consequence, reduces problems suchasedeglection and moral hazard.

Another the primary potential benefits of financigbbalization are the development of
the financial sector, enhancing the provision ohd®s for productive investment
opportunities. Financial globalization helps impeothe functioning of the financial
system through two main channels. First, finangiabalization increases the availability

of funds. Second, financial globalization improvée® financial infrastructure, what
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reduces the problem of asymmetric information. As cansequence, financial
globalization decreases adverse selection and mbaaard, what enhances the

availability of credit
2.3.2 Raising the growth rate

Financial globalization helps raise the growth ratedeveloping countries through a
number of channels. Some of these directly affeetdeterminants of economic growth
through augmentation of domestic savings, redudtiothe cost of capital, transfer of
technology from advanced to developing countriasgd aevelopment of domestic
financial sectors. Indirect channels, which in sarases could be even more important
than the direct ones, include increased producsipecialization owing to better risk
management, and improvements in both macroeconpalites and institutions induced

by the competitive pressures or the "discipline&tff of globalization.

Financial integration allows capital-poor countrtesdiversify away from their narrow
production bases that are often agricultural orunat resource-dependent, thereby
reducing macroeconomic volatility. Trade and finahategration could together allow
for enhanced specialization which could make midldd®me developing countries more
vulnerable to industry-specific shocks and ther&®ad to higher output volatility. If
financial integration takes the form of heavy nmetia on external debt, it could expose

developing countries to world interest rate shaukd, thus, to higher output volatility.
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2.3.3 Financial Liberalization and Competitiveness

Financial globalization leads to financial liberaliion which can lead to financial crises
when it is not well managed (Tesar and Werner, 1L99&e right financial infrastructure
is not in place or is not put in place while intgng, liberalization followed by capital
inflows can debilitate the health of the local fic&al system. If market fundamentals
deteriorate, speculative attacks will occur witlpital outflows from both domestic and
foreign investors (Obstfeld and Rogoff, 2000). Muwer, international market
imperfections, such as herding, panics and boorhdyges, and the fluctuating nature
of capital flows can lead to crises and contagewgn in countries with good economic

fundamentals.

Financial globalization has enables borrowers amcestor including households to
borrow abroad. By borrowing abroad, firms and imdlials can relax their financial
constrains to smooth consumption and investmemtd-ican expand their financing
alternatives by raising funds directly through berahd equity issues in international
markets and thereby reducing the cost of capitghaeding their investor base, and
increasing liquidity. As argued by Feldstein (2Qd&)rrowing countries not only benefit
from new capital but also, in the case of FDI, theyefit from new technology, know-

how, management, and employee training.

In developed countries, increased competition leesl Ibanks and other non-bank
financial firms to look for expanding their markshares into new businesses and
markets, attracting customers from other countmwesat allows them to diversify risk

(International Monetary Fund, 2000). This increasethpetition has taken place mainly
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in developed countries and was brought about byedstg costs due to deregulation
and technical improvements. Deregulation has mimattbanks could enter business that
had been off limits for example; like securitiegsurance, and asset management
(Frankel and Schmukler, 2000). Non-bank financistitutions have been slowly
competing with traditional banks, facilitating treecuritization of finance, offering
financial services traditionally exclusively proeid by banks, adopting new financial risk
calculation methods, and penetrating traditionalkiveg activities in credit markets, such
as syndication of loans and bridge loans via nemuctired financial instruments
(Crockett, 2000). The liberalization of the regalgt systems has opened the door for
international firms to participate in local markefhe privatization of public financial
institutions provided foreign banks an opportunity enter local financial markets.
Macroeconomic stabilization, better business emvirent, and stronger fundamentals in
emerging markets ensured a more attractive clirffatdoreign investment (Burnside,

Eichenbaum, and Rebelo, 2001).

2.3.4 Crises in a Financial System

Financial globalization can also lead to crisea fmancial system of an economy if there
are imperfections in international financial maskeis a consequence, open countries are
more prone to crises regardless of their fundane(@bstfeld, 1998). The imperfections
in financial markets can generate bubbles, irraliobehavior, herding behavior,
speculative attacks, and crashes among other tHmgerfections in international capital
markets can lead to crises even in countries witlnd fundamentals and can also

deteriorate fundamentals. For example, if investmeBeve that the exchange rate is

18



unsustainable they might speculate against thewrayr what can lead to a self-fulfilling
balance of payments crisis regardless of markeddmentals. Imperfections can as well
deteriorate fundamentals. For example, moral hazad lead to over borrowing
syndromes when economies are liberalized and #reremplicit government guarantees,

increasing the likelihood of crises, as argued tKiinon and Pill (1997).

If a country becomes dependent on foreign cagstalden shifts in foreign capital flows
can create financing difficulties and economic dawms. These shifts do not necessarily
depend on country fundamentals (Bordo, Eichengr&dingebiel and Martinez Peria
(2001). Calvo, Leiderman, and Reinhart (1996) artpae external factors are important
determinants of capital flows to developing cowesriln particular, they find that world
interest rates were a significant determinant gbiteh inflows into Asia and Latin
America during the 1990s. Economic cyclical movetseim developed countries, a
global drive towards diversification of investments major financial centers, and
regional effects tend to be other important glofzadtors. Frankel and Rose (1996)
highlight the role that foreign interest rates playletermining the likelihood of financial

crises in developing countries.

The effects of capital flows on financial developihtake place because new sources of
funds and more capital become available. New soofréends means that borrowers not
only depend on domestic funds, they can also bofrom foreign countries willing to
invest in domestic assets. The capital availabdenfnew sources means that market
discipline is now stronger both at the macroecorolevel and at the financial sector

level, as now local and foreign investors enforaket discipline on private and public
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borrowers. Foreign capital is particularly effeetiin imposing this kind of discipline
given its footloose nature; foreign capital can enaasily shift investment across

countries. Domestic capital tends to have moreicishs to invest internationally.

More capital leads to a deepening and increasedigamtion of financial markets,
including an increase in the sources and usesnahding, and expands the scope of
products, instruments, and services available tmmas. As a consequence, borrowers
and lenders have more financial opportunities; nasgets and liabilities of domestic
borrowers and investors become available and tcéeda An increased number of
instruments and investors allows better risk difieegion within and across countries.
By issuing to global investors, borrowers can loweir cost of capital, in part because
international investors are more diversified ameréfore, ready to pay higher prices for
domestic equity and bonds. Foreign direct investrbengs not only capital but also new
technology, know how, and management and emplogeertg all of which contribute to

increase productivity and foster economic growth.

2.3.5 Improved Financial Infrastructure

Financial globalization tends to improve the finahcdnfrastructure. An improved
financial sector infrastructure means than borrewand lenders operate in a more
transparent, competitive, and efficient financigtem. In this environment, problems of
asymmetric information are minimized and creditnaximized. Financial globalization
can lead to a greater competition in the provisibfunds, which can generate efficiency
gains. Second, the adoption of international actiognstandards can increase

transparency. Third, the introduction of internatibfinancial intermediaries would push
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the financial sector towards the international fiem Fourth, Stulz (1999) argues that
financial globalization improves corporate govergnnew shareholders and potential
bidders can lead to a closer monitoring of managenkéfth, Crockett (2000) argues that
the increase in the technical capabilities for gnggin precision financing results in a
growing completeness of local and global markeitsthSStiglitz (2000) argues that the
stringent market discipline imposed by financialgllization has consequences not only
on the macro-economy, but also on the businessamaent and other institutional

factors.

Foreign bank entry is another way through whiclaficial globalization improves the
financial infrastructure of developing countriesisikin (2001) argues that foreign banks
enhance financial development for at least threm measons. First, foreign banks have
more diversified portfolios as they have accessdorces of funds from all over the
world, what means that they are exposed to legsansl are less affected by negative
shocks to the home country economy. Second, forengry can lead to the adoption of
best practices in the banking industry, particylard risk management but also in
management techniques, what leads to a more effibe@nking sector. Third, if foreign
banks dominate the banking sector, governmentseaselikely to bail out banks when
they have solvency problems. A lower likelihoodbaiflouts encourages a more prudent
behavior by banking institutions, an increasedidis®, and a reduction in moral hazard.

The World Bank (2001) discusses this topic in gredepth

Regarding foreign bank entry, Claessens, Demirguigti&nd Huizinga (1998) argue that

the competitive pressure created by foreign baelsl Ito improvements in banking
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system efficiency in terms of lower operating castg smaller margins between lending
and deposit interest rates. Demingti¢-Kunt, Levarel Min (1998) contend that foreign
bank entry tends to strengthen emerging marketsnftial systems and lower the
probability that a banking crisis will occur. Goklig, Dages and Kinney (2000) study the
case of Argentina and Mexico and conclude that rditye in ownership appears to
contribute to greater stability of credit in timek crisis and domestic financial system
weakness. But they also argue that bank healthnahdwnership per se, is the critical

element in the growth, volatility, and cyclicality bank credit.

2.4 Effects of Financial Globalization on FinanciaSector Development

Trade liberalisation in financial services can cimitte to the strength and weakness of
financial sectors through main channels namely,talafiows, capacity building and
efficiency enhancement (Kono and Schuknecht, 19%8hancial services trade
liberalisation (FSTL) can affect financial stalyilivia its effects on capital flows. It is
presumed that FSTL allows the use of broad rangénahcial instruments and the

presence of foreign banks can contribute to maiglestcapital flows.

Financial globalization can lead to the developmehthe financial system. A well
functioning financial sector provides funds to loevers (households, firms, and
governments) who have productive investment oppdiés. As discussed in Mishkin
(2003), financial systems do not usually operatedesired because lenders confront
problems of asymmetric information, which can ldadadverse selection and moral

hazard.
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Financial globalization can help improve the fuaoing of the financial system through
two main channels. First, financial globalizaticancincrease the availability of funds.
Second, financial globalization can improve thefiaial infrastructure, what can reduce
the problem of asymmetric information. As a consgme, financial globalization can
potentially decrease adverse selection and morzdrtia enhancing the availability of

credit.

Financial globalization can lead to financial csise an economy. When a country
liberalizes its financial system it becomes subjeamnarket discipline exercised by both
foreign and domestic investors. When an economgldsed, only domestic investors
monitor the economy and react to unsound fundarsertaopen economies, the joint
force of domestic and foreign investors might gateera crisis when fundamentals
deteriorate. This might prompt countries to tryaithieve sound fundamentals, though
this might take a long time. Furthermore, investongght over-react being over-

optimistic in good times and over-pessimistic ird lmnes, not necessarily disciplining
countries. Therefore, small changes in fundamentalssven news, can trigger sharp

changes in investors’ appetite for risk.

The effects of capital flows on financial developihtake place because new sources of
funds and more capital become available. New ssuw€éunds mean that borrowers not
only depend on domestic funds, they can also bofrom foreign countries willing to
invest in domestic assets. The capital availabdenfnew sources means that market
discipline is now stronger both at the macroecorolevel and at the financial sector

level, as now local and foreign investors enforakat discipline on private and public
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borrowers. Foreign capital is particularly effeetiin imposing this kind of discipline
given its footloose nature; foreign capital can enaasily shift investment across

countries. Domestic capital tends to have moreicishs to invest internationally.

Financial globalization makes it is feasible thhe tbest practices and methods of
financial supervision spread around the world angbroves corporate governance.
Morck and Steier (2005) point out that, contrarythe United States, most of the
capitalist countries have corporations with a pydainorganization that belong to the
richest families, therefore, the allocation of ¢apresponds to these interest groups and
their arrangements with the state. But, the arrivflexternal economic agents will
confront bad decisions in allocation of capitaltloé interest groups, assessing firms and

monitoring managers, and then they will improvepooate governance (Levine, 2002).

Financial globalization favors risk diversificatioifhis is obvious on a global scale,
because domestic economic agents can share righfomeign agents in domestic and
foreign financial markets. This way, in a peak timeountry can lend to the foreigner,
and in a recession, it can borrow, which helps ittgate the impacts up and down on the
income level, and in consequence, also in consem@nd investment. Obstfeld (1998)
argues that international risk diversification alfothe world economy to move from a
portfolio with low risk and low returns to one withigher risk and higher returns.

Financial contracts that favor risk diversificatwiil spread in all countries.

Financial globalization can lead to a greater cditipe in the provision of funds, which
can generate efficiency gains. In addition, theptida of international accounting

standards can increase transparency among finaseztdr players. The introduction of

24



international financial intermediaries would pudhe tfinancial sector towards the
international frontier. Stulz (1999) argues thagficial globalization improves corporate
governance; new shareholders and potential bidchrslead to a closer monitoring of
management. Crockett (2000) claims that the ineréasthe technical capabilities for
engaging in precision financing results in a gragyvocompleteness of local and global
markets. Tiglitz (2000) argues that the stringmarket discipline imposed by financial
globalization has consequences not only on the es@amonomy, but also on the business

environment and other institutional factors.

Foreign bank entry is another way through whiclaficial globalization can improve the
financial infrastructure of developing countriesisikin (2003) argues that foreign banks
enhance financial development for at least threm measons. First, foreign banks have
more diversified portfolios as they have accessdorces of funds from all over the
world, what means that they are exposed to legsansl are less affected by negative
shocks to the home country economy. Second, forengry can lead to the adoption of
best practices in the banking industry, particylard risk management but also in
management techniques, what leads to a more effib@nking sector. Third, if foreign
banks dominate the banking sector, governmentseaselikely to bail out banks when
they have solvency problems. A lower likelihoodbaiflouts encourages a more prudent
behavior by banking institutions, an increasedidis®, and a reduction in moral hazard.

The World Bank (2001) discusses this topic in gredepth.
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction
This chapter describes the methods that were usembliection or gathering of data
pertinent in answering the research questions. ditapter covers the following sub-

topics; research design, target population, ddteatmn and data analysis procedures.

3.2 Research Design

This study used a case study research design leedheasunit of analysis was one
organization which is National Bank of Kenya. Aatiog to Mugenda and Mugenda
(2003), a case study allows an investigation t@imethe holistic and meaningful
characteristics of real life events. Kothari (2084jes that a case study involves a careful
and complete observation of social units. It is ethad of in-depth study rather than
breadth and places more emphasis on the full asatysa limited number of events or
conditions and other interrelations (Mugenda andydhda, 2003). Data collected from

such a study is more reliable and up to date.

3.3 Data Collection

The study used primary data collected using anniig® guide. The researcher
interviewed senior management team because of timeiolvement in financial
integration issues in the Bank. The executive mamegt team had 12 members who
formed the target population. The study selectedebnbers for inclusion in the study.

The interview guide enabled the researcher to cotjealitative data. This was used in
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order to gain a better understanding and a motghitisl interpretation of the results

from the study.

3.4 Data Analysis

Content analysis was used to analyze the datectadlérom the respondents since it was
qualitative in nature. Kothari (2004) define cantanalysis as any technique used to
make inferences through systematic and objectiventification of specified
characteristics of messages. Kothari (2004) alptaens content analysis as the analysis
of the contents of documentary and verbal mateaal] describes it as a qualitative
analysis concerning the general import of messdg¢he existing documents and

measure pervasiveness.
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CHAPTER FOUR

DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter presents and discusses the analysis®e afata collected from the various
respondents. The data was also analyzed usingdicedqures indicated in chapter three
above. The data analyzed in this chapter is basdteinterview guide questions which
were presented to the respondents by the researtherdata is presented in prose

according to the thematic areas covered in theviete guide.

4.1.1 Respondents’ Profile

Five senior managers of the bank were intervieWwéese included risk and compliance
manager, wholesale banking manager, consumer lpanksnager, human resources
manager and the public relations manager. Thepemdsnts were selected upon because
of their key position in the Bank which exposednthéo strategy formulation and
implementation hence were better placed to protdgedata required to complete this

study.

The interviewed had served the bank for varyinggaerof time ranging from two years
to above fifteen years. The new senior managenmeshintainly joined the bank recently
to drive the change process especially after relangrand refocusing the business of the
Bank. However, the interviewees who had not seimethe Bank for a long period of
time came in from other well established commerdahks on the market. The

interviewees had served in the banking industrynfore than ten years with the longest
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serving having served for 22 years indicating tihaly clearly understood the banking

industry and issues to do with financial integnatio

4.2 Extent of Kenyan Financial Sector Integration

The interviewees were requested to indicate theneéxbf Kenyan financial sector

integrated with international financial markets anstitutions. The respondents indicated
that following the Government of Kenya’'s move toelialize the financial sector in the
year 1996, this presented an opportunity for theyike financial sector integration. Four
Kenyan banks (Kenya Commercial Bank, Equity BankaBank and Commercial Bank

of Africa) have opened branches in neighboring toes

The interviewees indicated that the Kenyan findnsictor was getting increasingly
integrated because of the an increase in intematmommerce due to a removal of trade
barriers, a reduction in transportation costs, tuhnological innovations which have
raised the demand for international financial sesi Another key factor promoting
financial integration in Kenya included advancermsantcommunication and information
technology which allows banks to operate more ieffity on longer distances, to
establish new distribution channels, and to créasncial innovations. Additionally, a
significant growth of securitization and of sedast markets has changed the role of
traditional banks and has forced the institutiomsbé located at several international

financial centres.

For the case of National Bank of Kenya Limited, tespondents indicated that the Bank
was able to offer its customers international feiahservices through co-operations with

a nexus of foreign partner banks. The interviewediated that Bank had entered into
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some sort of co-operations with international bamspecially for its international
transactions involving foreign currencies. This mdideasy for the Bank to transact in
foreign currency and maintain adequate foreignenay denominated accounts for its
transactions. This also enabled the Bank to offegrnational financial services to its
customers from a local office. However, for theufet the respondents indicated that the
Bank envisions opening branches/subsidiaries adiussEast African Countries and

finally in the whole African Continent.

4.3 Influence of Financial Integration on International Business in Kenya

The respondents were asked to indicate the levebhizh financial integration had
influenced international business in Kenya. Frone tlesponses, the interviewees
indicated that financial integration provided thanR with efficiency in its operations and
expanded its market power. Through financial iraéign, the respondents noted that the
Bank was able to increase the efficiency ratiosdessexpanding its customer base as the
customers felt more secure transacting with thekBapecially in the manner in which it
handled their international cross border transastid he respondents also indicated that
the Bank enjoyed economies of scale due to higimfiral integration with international
commercial banks. The Bank was also able to ex@h@egt practices with international

partners which have led to a reduction of costsianpdoved financial performance.

The respondents further noted that as a resulhahéial integration, the Bank has been
able to promote international trade in the Coutitrpugh its various financial services it
arranges on behalf of its customers. Some of tfeesi@ies included lines of credit which

enabled its customers to access huge amounts dif ereich enabled them import and
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export goods conveniently thus minimizing their @i@nal costs. In addition, the
respondents noted the Bank had facilitated groviitimternational business by making
arrangements for letters of credit and having iaceltrade services which facilitated
international business. The respondents notedthiese were among the key services
offered by the Bank to international customers anstomers involved in international

businesses.

4.4 Influence of Financial Integration on Stabilityof the Bank

The study sort to establish the influence of finahmtegration on the stability of the
Bank. From the responses, the interviewees indicAtancial integration had greatly
promoted the stability of the Bank. The respondewtgd that financial integration has
brought about a stronger market base for finanstability in the Bank. Financial
integration has brought about greater market liggidmproved risk allocation and
enhanced competitiveness of the Bank, all of witchtribute to financial stability by
allowing the Bank to better absorb and trade rak®ng its customers. The respondents
noted that stability gains are particularly relevéor the Bank, where the brunt of
regional trade and finance is denominated andesetti the dollar and other reserve
currencies. Heavy dependence on the dollar hasunedrtcurrency and maturity
mismatches in the Bank, and the associated liquidsks of the Banks have often
translated into risks as the domestic financialketsr has offered little scope for liquidity

trade.

The respondents also indicated that the Bank has &ble to manage its risks exposure

through financial integration. The Bank has beeie ao diversify its investment
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portfolios through financial integration. The resgdents noted that the Bank did not just
invest locally but overseas through well establishinancial integration. The

respondents noted that financial integration ematiie Bank to access investments with
better returns thus better financial performancéhefBank. In addition, the respondents
noted that the Bank was able to take advantagetefiational investment opportunities

thanks to financial integration.

4.5 Effects of Financial Integration at NBK

The interviewees were requested to indicate thkignte of financial integration on

financial infrastructure at NBK. From the respongée interviewees indicated that the
Bank was able to borrow better technologies bothoperating and information

management. For instance, the interviewees indictiat the current operating system
was adopted from one of the international bankirggitution in the United States. With

little customization, the system has been able twkwwell for NBK with little

customization.

In addition, the Bank has also borrowed mobile loalplatform from well established
international commercial banks around. This hasbledathe Bank in launching its
mobile banking platform together with internet biugk All these have increased the

Bank’s delivery channels.

The interviewees were requested to indicate tHaante of financial integration on the
Bank’s chances of taking on bad loans which woulctease the level of their non
performing loans. From the responses, the intemgswindicated that financial

integration had greatly improved their level of performing loans following the
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exchange programs and international benchmarkitiy mwiernational collaborators. The
interviewees indicated that financial integratiadlenabled the Bank improve its staff's
capability to appraise loan applicants thus briggabout a reduction in the level of

nonperforming loans.

The interviewees were requested to indicate theante that financial integration had
on the level of customer savings. From the resmrike interviewees indicated that the
level of savings in the Bank increased as a redultcreased financial integration. The
interviewees noted that as a result of increasedn@ial integration, more customers
were attracted to the bank and moved most of theincial services to the bank thereby

increasing the level of savings.

The interviewees were requested to give an indinatn the influence of financial
integration on the level of technological advanceha NBK. From the responses, it was
clear that financial integration had positively eaffed the level of technological
advancement at NBK. For instance, the interviewedgated that the current operating
system was adopted from one of the leading intemmalt banks and was working
perfectly well with little customization. In addi, following increased integration, the

Bank has been able to launch its mobile and intdraeking facilities.

The interviewees were requested to indicate thkiégnte of financial integration on

interest rates at the Bank. The interviewees indéc#hat interest rates had stabilized in
the bank thanks to financial integration which preed greater investment opportunities.
The Bank does not solely rely on the local market én expanded overseas market

which has widened its investment portfolio.
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The interviewees also indicated that financialgné&ion had improved the quality of the
loan book portfolio at the Bank. This followed theproved credit appraising staff's
skills through exchange programmes and benchmatkiedocal credit scoring with the
international banks. This led to better credit nggmaent thereby reducing the level of

nonperforming loans.

The interviewees also noted that financial integmthad improved the Bank’s risk
management. This was evidenced through the redeget of nonperforming loans and
better credit appraisal among staff. The level ohperforming loans has had to be

contained within the regulatory range by the Cémemk of Kenya.

The interviewees further noted that financial imédign had uplifted employee skills
especially through exchange programmes and frequetgraction between the
employees of the bank and employees of interndtioommercial banks collaborating
with the Bank. This has also been evidenced by réguction in the level of

nonperforming loans following international benchkmnag.

4.6 Discussion of Findings

The study established that financial integratiod idluenced international business in
Kenya as it provided the Bank with efficiency is @perations and expanded its market
power. These findings are consistent with thoseMoissa (2000) who argued that
financial integration would likely lead to a moriedncially interconnected world and a
deeper degree of financial integration of develgmountries with international financial
markets. The Bank was able to increase the effigieratios besides expanding its

customer base as the customers felt more secunrgatting with the Bank especially in
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the manner in which it handled their internatiocrass border transactions. According to
Frankel (2000), persistent capital market segmemathome country bias, and
correlation between domestic savings and investmiérg Bank enjoyed economies of
scale due to high financial integration with int@ional commercial banks. The Bank
was also able to exchange best practices withnatenal partners which have led to a
reduction of costs and improved financial perforoeanThe Bank has been able to
promote international trade in the Country through various financial services it
arranges on behalf of its customers. The Bank laadithted growth of international
business by making arrangements for letters ofitceed! having in place trade services
which facilitated international business. Levin®@Q) argues that the main benefit of
financial globalization for developing countries tise development of their financial
system, what involves more complete, deeper, ntatdes and better-regulated financial

markets.

On the influence of financial integration and thebdity of the Bank, financial
integration had greatly promoted the stability lo¢ Bank. It brought about a stronger
market base for financial stability in the Bank.e§k findings are consistent with the
argument of Feldstein (2000) that improved finahamegration improves financial
efficiency among financial institutions. It alsoolbight about greater market liquidity,
improved risk allocation and enhanced competitigsnef the Bank, all of which
contribute to financial stability by allowing theaBk to better absorb and trade risks
among its customers. Heavy dependence on the daltanurtured currency and maturity
mismatches in the Bank, and the associated liquidsks of the Banks have often

translated into risks as the domestic financialketr has offered little scope for liquidity
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trade (Frankel and Schmukler, 2000). Financialgraggon enabled the Bank to manage
its risks exposure through financial integrationalso enabled the Bank diversify its
investment portfolios through financial integratias the Bank did not just invest locally

but overseas through well established financiagrdation (Crockett, 2000).

On the effects of financial integration at NBK, tBank was able to borrow better
technologies both in operating and information ng@amaent. Burnside, Eichenbaum, and
Rebelo (2001) argue that financial integration vafotechnology to diffuse into
developing countries. The Bank has also borrowebilemdoanking platform from well
established international commercial banks aroufidancial integration had greatly
improved their level of nonperforming loans followi the exchange programs and
international benchmarking with international cbbaators. Financial integration had on
the level of customer savings. The level of savimgthe Bank increased as a result of
increased financial integration. These findings@resistent with the argument by Chinn
and Ito (2008) that increased financial integratimproves financial performance of
financial institutions. As a result of increasedafincial integration, more customers were
attracted to the bank and moved most of their irnservices to the bank thereby
increasing the level of savings. Financial integrahad positively affected the level of
technological advancement at NBK. For instance, ittterviewees indicated that the
current operating system was adopted from one @fléhding international banks and
was working perfectly well with little customizatioInterest rates had stabilized in the

bank thanks to financial integration which presdrgeeater investment opportunities.
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CHAPTER FIVE

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction

This chapter provides the summary of the findirrgenf chapter four, and it also gives the
conclusions and recommendations of the study basedte objectives of the study. The
objective of this study was to de determine theeaf of financial globalization on

commercial banks in Kenya using the case of NatiBaak of Kenya Limited.

5.2 Summary

On the extent of financial integration in Kenyae tGovernment of Kenya’s move to
liberalize the financial sector in the year 1996is tpresented an opportunity for the
Kenyan financial sector integration. The Kenyaraficial sector was getting increasingly
integrated because of an increase in internatiooaimerce due to a removal of trade
barriers, a reduction in transportation costs, tuthnological innovations which have
raised the demand for international financial ss¥si National Bank of Kenya Limited

was able to offer its customers international feiahservices through co-operations with
a nexus of foreign partner banks. The Bank hadredtimto some sort of co-operations
with international banks especially for its inteiomal transactions involving foreign

currencies. This made it easy for the Bank to ahs foreign currency and maintain
adequate foreign currency denominated account#sdransactions. This also enabled

the Bank to offer international financial servi¢ests customers from a local office.

37



On the level to which financial integration hadlugihced international business in
Kenya, it provided the Bank with efficiency in itgerations and expanded its market
power. The Bank was able to increase the efficieratyos besides expanding its
customer base as the customers felt more secunrgatting with the Bank especially in

the manner in which it handled their internationadss border transactions. The Bank
enjoyed economies of scale due to high financidegration with international

commercial banks. The Bank was also able to exeh@egt practices with international
partners which have led to a reduction of costsiammtoved financial performance. The
Bank has been able to promote international tradéhé Country through its various

financial services it arranges on behalf of itsteoeers. The Bank had facilitated growth
of international business by making arrangementsetters of credit and having in place

trade services which facilitated international bass.

On the influence of financial integration and thebdity of the Bank, financial
integration had greatly promoted the stability lo¢ Bank. It brought about a stronger
market base for financial stability in the Bank.also brought about greater market
liquidity, improved risk allocation and enhancedmpetitiveness of the Bank, all of
which contribute to financial stability by allowinfpe Bank to better absorb and trade
risks among its customers. Heavy dependence onddl& has nurtured currency and
maturity mismatches in the Bank, and the associageitity risks of the Banks have
often translated into risks as the domestic finaneiarkets has offered little scope for
liquidity trade. Financial integration enabled tBank to manage its risks exposure
through financial integration. It also enabled Benk diversify its investment portfolios

through financial integration as the Bank did netjinvest locally but overseas through
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well established financial integration. It has dedlthe Bank to access investments with
better returns thus better financial performancehef Bank. In addition, the Bank has
been able to take advantage of international imvest opportunities thanks to financial

integration.

On the effects of financial integration at NBK, tBank was able to borrow better
technologies both in operating and information ng@maent. The Bank has also
borrowed mobile banking platform from well estabésg international commercial banks
around. Financial integration had greatly improvkdir level of nonperforming loans
following the exchange programs and internation@hdhmarking with international
collaborators. Financial integration had on theelesf customer savings. The level of
savings in the Bank increased as a result of iseifinancial integration. As a result of
increased financial integration, more customersewatracted to the bank and moved
most of their financial services to the bank thgrétcreasing the level of savings.
Financial integration had positively affected tleedl of technological advancement at
NBK. For instance, the interviewees indicated tthe current operating system was
adopted from one of the leading international baarkd was working perfectly well with
little customization. Interest rates had stabilized the bank thanks to financial
integration which presented greater investment dppiies. Financial integration had
improved the quality of the loan book portfolio the Bank following improved credit
appraising staff’s skills through exchange prograsmand benchmarking the local credit
scoring with the international banks. Financiakgration had improved the Bank’s risk
management. The level of nonperforming loans has thabe contained within the

regulatory range by the Central Bank of Kenya. Rama integration had uplifted
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employee skills especially through exchange progmas and frequent interaction
between the employees of the bank and employeéstevhational commercial banks

collaborating with the Bank.

5.3 Conclusions

Based on the findings and summary of findings abtive study makes the following
conclusions. First, the study concludes that firenntegration enabled the Bank to offer
its customers international financial services tigto co-operations with a nexus of
foreign partner banks. This increased the levetudtomer satisfaction and financial

performance of the Bank.

The study also concludes that financial integratitade it easy for the Bank to transact
in foreign currency and maintain adequate foreigmency denominated accounts for its
transactions. This promoted its ability to supptetcustomers engaged in international
business. The study further concludes that findnietagration provided the Bank with
efficiency in its operations and expanded its manewer. The Bank was able to
increase the efficiency ratios besides expandsmgustomer base as the customers felt
more secure transacting with the Bank especialtlhénmanner in which it handled their

international cross border transactions.

The study further concludes that the Bank improstathdardization in its operations as it
was able to exchange best practices with intematipartners which have led to a

reduction of costs and improved financial perforoean
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The study further concludes that financial inteigrathad greatly promoted the stability
of the Bank. It brought about a stronger marketlfas financial stability in the Bank. It
brought about greater market liquidity, improvedskriallocation and enhanced
competitiveness of the Bank, all of which contridta financial stability by allowing the

Bank to better absorb and trade risks among itomess.

The study further concludes that due to finanamégration, the Bank diversified its
investment portfolios through financial integratias the Bank did not just invest locally
but overseas through well established financiagrdtion. It has enabled the Bank to

access investments with better returns thus biateamncial performance of the Bank.

5.4 Limitations of the Study

The study was limited to National Bank of Kenya lited which is a publicly quoted
company with some level of Government ownershigeréfore, the findings of this study
my not directly be applicable to other commerciahks especially international and
other local ones since they have different forrmatmd are at different levels in the

financial integration.

Some of the respondents were afraid in providirgydhta fearing that the information
provided may be used for other purposes otherdlcademic. The researcher went about
dealing with this limitation by assuring the resgents of the strict confidentiality of the
information obtained which would only be used farademic study purposes. The
respondents also raised the issue of anonymity hwithe researcher overcame by
assuring them of the coding of each interview gwadd use of pseudo names to avoid

identification of the respondents.
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5.5 Recommendations for policy specific to Nationddank of Kenya

Empirical evidence shows that National Bank of Kehgs integrated its operations with
the international financial system. This includeslaborations with world financial
institutions for better delivery of financial seres to its customers. This has improved its
operational efficiency by reducing the level of performing loans and issuance of bad
loans. This study therefore recommends that thek Baimtinues the integration and
collaboration so as to benchmark its operationsiternational financial institutions for

better future performance.

In order to realize the full benefits of financiategration, the study recommends that the
Bank invests in its employee development as thenis way of reducing inefficiencies
and increasing financial performance of the Barke study further recommends that
the Banks increases integration as it improves fiisancial intermediation

competitiveness by upgrading its operating systems.

5.6 Suggestions for Further Research

It is generally believed that no research is an gndtself. What this research has
achieved in this area of study is minimal thus meag further research. From the
knowledge gained from the study, the researcheomawends the following which

should act as a direction for further research.

There is need to undertake further research imiaintegration among insurance firms
as they are important financial institutions whabo engage in some form of integration.

Across-section study should be conducted so asakermomparisons between various
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financial integration among commercial banks arsditance companies. This would also

promote the generalization of the findings.
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APPENDICES
APPENDIX I: LETTER OF INTRODUCTION

Wanda Mambori Atsiaya
P.O. BOX 28657-00100
NAIROBI.
To Whom it May Concern

Dear Sir/Madam,

RE: COLLLECTION OF DATA

| am a Masters student in the School of Businessyddsity Of Nairobi. As part of the
requirement for the award of the degree, | am uaderg a research study on
‘“EFFECTS OF FINANCIAL GLOBALIZATION ON COMMERCIAL B ANKS IN
KENYA”. I'm therefore seeking your assistance to fill thesgfionnaires attached he
attached questionnaire would take about ten ministe®mplete. Kindly answer all the
guestions. The research results will be used fadawmic purposes only and would be
treated with utmost confidentiality. Only summaegults would be made public. No one,

except the institution would have access to theserds.

Should you require the summary, kindly indicateasthe end of the Interview. Your co-

operation would be appreciated.

Yours sincerely,

WANDA MAMBORI ATSIAYA
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APPENDIX II: INTERVIEW GUIDE

EFFECTS OF FINANCIAL GLOBALIZATION ON COMMERCIAL BA NKS IN

KENYA

1. What position do you hold at NBK?

2. For how long have you worked with NBK?

3. For how long have you worked in the Banking Indy®tr

4. To what extent is Kenyan financial sector integtateith international financial
markets and institutions? Please explain.

5. In what ways has this financial integration inflaed international business in
Kenya?

6. In what ways has financial integration affected $tability of the National Bank?

7. In what ways has financial integration affected lgnel of competition for national
bank in the Banking sector in Kenya?

8. How has financial integration affected informatesymmetry for customers at NBK?

9. How has financial integration affected the finaho&astructure in Kenya?

10.How has financial integration affected the NBK's/dé of adverse selection and
moral hazard in credit administration?

11.How has financial integration affected the leveto$tomer savings at NBK?

12.How has financial integration affected the levelte€hnological advancement at
NBK?

13.How has financial integration affected interesesatharged by NBK?

14.How has financial integration affected the levelazn book at NBK

15.How has financial integration affected the levelNwin Performing loan portfolio at
NBK?

16.How has financial integration affected the leveémest income at NBK?

17.How has financial integration affected risk managetrat NBK?

18.How has financial integration affected the NBK’s@ayee skills?
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