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ABSTRACT
The primary objective of profit-making organizatsois to maximize the performance of
the organization overtime. Superior performance banachieved in a competitive
industry through the pursuit of a generic strategy,the developments of an overall cost
leadership, differentiation or focus approach wustry competition. Also, following the
recent global credit crunch, profitability of comroial banks is considered very crucial,
thus the present study’s objective is to examire ridationship between competitive

strategies and profitability of commercial bank¥enya.

The study used the survey method to assist in @dgi¢he objective of the study. The
population of the study consisted of all the 44 omrcial banks operating in Kenya as at
31° December 2009. Primary data was gathered usingtiqueaires administered to
corporate strategy managers and operations manaigérs various banks. Out of the 44
banks targeted, 38 responded by returning filledstjannaires. This formed an 86%
response rate thus considered suitable for analysisachieve the study objective,
respondents were issued with a number of competgtvategies and were required to
score on a 5-point likert scale the extent to witiuoh strategies were adopted by their
respective banks. The study scope allowed for dhige strategies that formed the
conceptual framework of the study and the dateettebted. Secondary data, in the form
of the various performance measures (i.e. Prdliyaivatios, capital and risk weighted
assets ratios and market share ratios) for th@g@®05 to 2009 was collected from the
financial statements of banking institutions operatin Kenya as well as from the

Central Bank of Kenya’s website. The study usedmjatsve and inferential statistics to



arrive at a more in-depth profile in establishihg tink between competitive strategies

adopted and firm performance indicators.

The study was able to establish that despite thallectfges in implementation,

competitive strategies are very important for battkeemain competitive in the market.
In the banking industry, understanding the markeicture is a key determinant for the
successful implementation of the competitive sgia® Banks following a cost

leadership strategy realize statistically significauperior performance compared to
those that pursue broad differentiation and fodustegy which report above average
returns. The differentiation strategy may be diffido implant in a service industry since
services are easily copied and fruitful options rbaylimited due to the simplicity and

imitability of financial services, unless the targearket is highly sophisticated and
knowledgeable. The researcher highly recommends dbmmercial banks consider
shifting more of their focus to the cost leaderssifategy in order to realize superior

performance.

Vi



LIST OF TABLES

Table 2.1 Porter's Generic Strate€gies .........ovveveiiriie i e 15
Table 4.1 Ownership Structure ............cocoviiiiii e .. 30
Table 4.2 Product Range ..........coooiiiiiiiiiiiiiiiicii e 31
Table 4.3 Low Cost Leadership Strategy ........ccoovveiieiii i, 32
Table 4.4 Differentiation Strategy .......cccoovvviiiiiiiii e e 33
Table 4.5 FOCUS Strategy .......ovvviiiiiiiiii e e, 34
Table 4.6 Correlation between Competitive Strategied ROA ..................... 37
Table 4.7 Correlation between Competitive Strategied ROE ..................... 37
Table 4.8 Correlation between Competitive Strategied Core Capital to Risk
WeEIghted ASSELS ...uitiie ittt e e e et e e e e e 38
Table 4.9 Correlation between Competitive Strategied Total Capital to Risk
WeEIghted ASSELS . .vitiie ittt e e e et e e e e e 39
Table 4.10 Correlation between Competitive Strategind Net Assets............... 39
Table 4.11 Correlation between Competitive Strategind Net Advances ........... 39
Table 4.12 Correlation between Competitive Stra®gind Deposits ................. 40

Table 4.13 Correlation between Competitive Strategind Capital & Reserves .... 40
Table 4.14 Correlation between Competitive Strategind Profits .................... 41
Table 4.15 Aggregate Impact of Competitive Straegin Firm Performance ...... 42

Table 4.16 Influence of Independent Variables amArerformance ................. 42

vii



LIST OF FIGURES
Figure 4.1 Bank BrancCh SIzZe .........c.coiiii it e e e e e e e e aenaenaas 27

Figure 4.2 Number of EMPIOYEES .......cooiiiiiii i e 27

Figure 4.3 Scope of OPeration ..........o.uve i iiceia e 28
Figure 4.4 Years of Operation ........c.c.uveeieiie e e e e e e e 28
Figure 4.5 Low Cost Leadership Strategy .......ccooevieiiii i e enns 32
Figure 4.6 Differentiation Strategy .........ccoovuiiiiiie it e e e 34
FIQUre 4.7 FOCUS SIrategy ....vvue oo i et e e e e et e e e e 35

viii



TABLE OF CONTENTS

9= od =T = 11 (0] o PP ii
ACKNOWIEAGEMENTS ...t e e e e e e e e ve e e e aen
D=0 [T (o o PP \Y
ADSTIACT ...t e v
LisSt Of TADIES ...oeeiei e e e e e e Vi

LiSt Of FIQUIES ... e e e e (U

Table Of CONENTS ... .. e e e e e e IX
CHAPTER ONE: INTRODUCTION ...t e e e e e 1
1.1 Background of the Study ........ccccoiiiii e 1
1.1.1 Competitive Strategies .........coviiiiiiiiiieee e e 2
1.1.2 Firm PerformancCe ..........oooi i e e 4
1.1.3 Banking Industry in Kenya ..........coooiiiiiiiiiiii e e 6

1.2 Statement of the Research Problem ...............ccccoiiiciieieene. 8
1.3 Research ODJECHIVE .......ovii et e e e 10
1.4 Significance of the Study .............cocoiiiii i s cmeeeeeennn. 10

CHAPTER TWO: LITERATURE REVIEW ... 12
2.1 INrOUCTION ... et ettt e et e e e e e 12
2.2 Competitive Srategies ........ovevviiiiiiieiei e eeaae. 12
2.3 GENEIIC SIrAatEQIES ... eu ittt e e e e e e e e e e 14

2.3.1 Cost Leadership Strategy ......c.ccoeuiuiiiiiiiiiiicne e e ceene 15
2.3.2 Differentiation Strategy .........covveiiiiii e 61

2.3.3 FOCUS SIrategy ....c.viiiiiie it ieneaeneeeenn LT

2.4 Firm PerformancCe ... ....c.uouiieiie it it e e e e e e e 18
2.5 Empirical Studies on Competitive Strategies Badormance ............... 22
CHAPTER THREE: RESEARCH METHODOLOGY ....cccoiiiiiiiiiiiiieen, 42
X 0 A [ 0 0T ¥ o1 1 o] o VU PP 24
3.2 ReSearCh DEeSIgN ......coviuiiii i e e e 24



3.3 Population of Study ......ccoooeiiiiii e, 24
3.4 Data CollECHION ....ueie et e e e e e 24
3.5 Data ANAIYSIS ..ottt 25
CHAPTER FOUR: DATA ANALYSIS AND INTERPRETATION OF RSULTS ...26

4.1 INTrOAUCTION ..ot e e e e e e e e e e e e et et et e e aaaianenne. 20

4.2 Profile of Respective Banks ..........cooviiiiiiiiiiiiii i e e e e e 26
4.2.1Sizeofthe Bank ..........coooviiiiiiiiiiiicci e ieeee. 26
4.2.1.1 Branch Network .........couuiiiiiii e e e e 26
4.2.1.2 Number of EMPIOYEES .....ieiiiiii i, 27
4.2.1.3 Scope Of Operation ........ccoouiiiiieie i e e e e e emeeenes 27
4.2.2 Years Of Operation ..........cooooeiitiiniin i e e 28
4.2.3 Ownership StruCture ..........coovivvi i i v 29
4.2.4 ProduCt RANQGE. ... ..ouiiiitie ettt e e e 30
4.3 Objective of the Study .......ccoooii i e e 31
4.3.1 Competitive Strategies .......c..veeieiiiie e i 31
4.3.2 Firm PerformanCe .........oooiiiniie i e e e e e e 35
4.3.3 Relationship between Competitive StrategmesFarm Performance... 36
4.3.3.1 Correlation ANalySis .......cc.oviriieii i i 36
4.3.3.2 Regression ANAlYSIS .......ouuiiiiii i e e 41

4.4 Discussion of FINAINGS .......ccovveiiiiiie i i ieiene e e ee. 43
CHAPTER FIVE: SUMMARY, CONCLUSION AND RECOMMENDATI®S... 45

ST A [ a1 (0T ¥ Tod 1 o] o N PP 45
5.2 SUMMATY .ttt e e e e et e e e e e et e e e e e et eaeeame e 45
5.3 C0NCIUSION ...veniiei i e e 46
5.4 ReCOMMENALIONS .....iiniiie it e e e e e e e e e e e 47
5.5 Limitations of the StUdY ........cccoiiii e e e 49
5.6 Recommendations for further research ................c e 49
REFERENGCES ... et e e e e e e e e e e e e eeraaaaens 15
APPENDICES. ... i e e e e e 54

APPENDIX I: QUESTIONNAIRE ... vieeeee., D4
APPENDIX II: LIST OF COMMERCIAL BANKS IN KENYA ..., 58
APPENDIX Ill: PERFORMANCE CAPTURE FORMS .........cooii . 60



CHAPTER ONE: INTRODUCTION

1.1Background of the Study

Organizations exist as open systems hence thew a@ntinuous interaction within the
environment in which they operate. The environmisnhighly dynamic, chaotic &
turbulent such that it is not possible to predid¢tatvwill happen and/or when it will
happen. Consequently, the ever-changing environourttnually presents opportunities
& challenges. Thus to ensure survival and succesgnizations need to develop
capability and capacity to manage threats and éxphe emerging opportunities
promptly. This requires formulation of strategibattconstantly match capabilities to the
environment’s requirements. Success therefore fralla proactive approach to business

(Pearce & Robinson, 2003). These strategies agereeffto as competitive strategies.

A competitive strategy refers to choices as to leworganization positions itself in

relation to competitors. It is not possible to reglwncertainty sufficiently to arrive at a
clear strategic position upon which strategies loarationally evaluated. However, the
ambiguity and uncertainty of the future may be fiers in that it can give rise to a

variety of different perspectives that can stimellaéw ideas from within and around the
organization. Organizations are, therefore, un#erntgstrategic changes in order to align
their business strategies to the environment tlyengditiching resources and activities of

an organization to that environment (Johnson armi8s, 2002).

The banking sector registered good performance 0@9 2notwithstanding local and
global turbulence. Going forward, the sector’s gitowajectory is expected to increase in

the backdrop of new opportunities in the domesiit @egional markets. On the domestic



arena, new opportunities are expected to be crdatetie adoption of agent banking,
credit information sharing and mobile phone techgglinnovations. Institutions are also
expected to explore and venture into regional ntarke regional integration initiatives

intensify (CBK, Bank Supervision Annual Report 2D09

In order to be successful, organizations must bategically aware. They must
understand how changes in their environment areldinf. They should actively look
for opportunities to exploit their strategic alidg, adapt and seek improvements in every
area of business, building on awareness and uadeiay of current strategies and
successes. To succeed in the long-term, organizatioust compete effectively and

outperform their rivals in a dynamic environment.

1.1.1 Competitive Strategies

Competitive strategy is the search for a favourablapetitive positioning in an industry,
the fundamental arena in which competition occ@smpetitive strategy is concerned
with how a company can gain a competitive advanthgeugh a distinctive way of
competing. It aims to establish a profitable anstanable position against the forces that
determine industry competition. According to (PortE980), developing a competitive
strategy is developing a broad formula on how anass is going to compete, what its
goals should be and what policies would be needearry out these goals. He looked at
competitive strategy as a combination of the egdsl§) for which the firm is striving &

the means (policies) by which it is seeking totpete.

Every organization should have a competitive stpatédiowever, many organization’s

strategies are implicit, having evolved overtimather than explicitly formulated from



thinking and planning process. Implicit strategiesk focus, produce inconsistent
decisions and unknowingly become obsolete. Withautwell defined strategy,
organizations will be driven by current operatioisaues rather than by a planned future
vision. Excellent competitive strategies shouldblosiness oriented and able to address
the core business of the organization. The intgredfitcompetition in an industry in an
industry determines its profit potential and contpet attractiveness and therefore the
strategy should be able to spell out how the omgdimn responds to the competitive

forces in these industries or markets (Dierickx89)9

The purpose of competitive strategy is to achievgustainable competitive advantage
and thereby enhance a business performance (Bhaj;a2®03). As such organizational
competitive strategies serve to improve organiraigperformance of the firm through
the route of sustainable competitive advantagesdi€& in the field of strategic
management have shown that in most industries, dome are more profitable than
others regardless of whether the average profitalmf the industry is high or low. The
superior performers conceivably possess somethpegia and hard to imitate that it
allows them to outperform their rivals. These umeicgkills and assets (resources) are
referred to as a source of competitive advantagehmtan result from implementing a
value creating strategy not simultaneously beinglémented by any current or potential
competitors; or through superior execution of theme strategy as competitors.
Sustainability is achieved when the advantageteesi®sion by competitors’ behavior. In
other words, the skills and resources underlyifgisiness’ competitive advantage must

resist duplication by other firms.



1.1.2 Firm Performance

Performance has improved tremendously as banksaerto report very good returns in
their annual financial statements. This is as alred the fact that in the recent past, the
economy has enjoyed a favourable macroeconomicamient consistent with low and
stable interest rates, strengthening shilling emgbkarate and falling inflation. The
stability of the sector is attributed to the stabhacro- economic environment and
improved supervisory oversight. The general outlobkhe sector is positive in view of
the adequate capitalization, sound risk managersgstems, strong asset quality and

profitability, (CBK, Bank Supervision Annual Rep@®09).

During the period ended 31December 2009, the Kenyan Banking Sector registare

significant growth in asset base largely suppotigdgrowth in deposits, injection of

capital and retention of profits. The sector reggestl high capital adequacy and liquidity
ratios and a decline in the level of non-performiogns compared to 2008. The overall
performance of the banking sector was rated stiorigecember 2009; a similar rating
was attained in December 2008. The Total net agsetg by 14.3%, customer deposits
increased by 16.4% and profit before tax rose b@%2compared to performance in
2008. Institutions maintained capital adequacysatibove the minimum requirements of
12.0%. However, return on equity dropped to 24.88mf26.1% registered in December
2008 occasioned by an increase in equity at a higite than increase in income. The
overall performance of the banking sector rateansfiin December 2009, a similar rating

attained in December 2008, (CBK, Bank Supervisiomydal Report 2009).

The Central Bank of Kenya (as the regulatory autylorapplies the CAMEL rating

system to assess the soundness of financial instisuwhich is an acronym for Capital
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Adequacy, Asset Quality, Management Quality, Eagsiand Liquidity. In its market
share analysis, institutions were classified i following three peer groups based on
asset size: Large with assets above Kshs. 15 millmedium with assets valued at
between Kshs. 5 billion and Kshs. 15 billion andaBnwith assets valued at less than
Kshs. 5 billion. Nineteen (19) financial institut® were classified as large, fourteen (14)
institutions were medium and twelve (12) institasowere small. Going forward, the
sector’s growth trajectory is expected to increamse¢he backdrop of new opportunities in
the domestic and regional markets. On the domestma, new opportunities are
expected to be created by the adoption of agerkilgncredit information sharing and
mobile phone technology innovations. Institutionge also expected to explore and
venture into regional markets as regional integmainitiatives intensify, (CBK, Bank

Supervision Annual Report 2009).

The Central Bank of Kenya has made it mandatoryCfammercial banks to publish their
quarterly financial statements in a newspaper dionaide circulation. It stipulates a

format to be adopted by all the players in the gidu Under the disclosure section of the
financial statements, one is able to derive thepenforming loans & advances, insider
loans & advances, off-balance sheet items, cagitahgth as well as the liquidity levels
as presented using ratios. The interested part@gsatso derive from the main accounts
the performance levels by checking the levels adwgn in assets, deposits and
profitability. Noting that eight of the major banlks Kenya have been listed in the
Nairobi Stock Exchange (NSE), its shareholders mayt to measure their return

through use of ratios. A high Price Earnings rdB¢E) ratio for instance would be an

indication of strong investor confidence in a fisoutlook and earnings growth. The



dividend yield on the other hand measures the methat shareholders receive from

dividends.

1.1.3 Banking Industry in Kenya

The banking industry comprised the Central BanikKehya, Commercial Banks, Non-
Banking Financial Institutions, Forex Bureaus an@p@sit- taking Microfinance
Institutions as the regulated entities. As at Idstember 2009, the banking sector was
composed of 46 institutions, 44 of which were comuia banks and 2 mortgage finance
companies. In addition, there was 1 licensed dépalsing microfinance institution and
130 foreign exchange bureaus. Out of the 46 ingiitg, 33 were locally owned and 13
were foreign owned. The locally owned financialtingions comprised 3 banks with
public shareholding, 28 privately owned commerdahks and 2 mortgage finance
companies. The foreign owned financial institutiammnprised 9 locally incorporated
foreign banks and 4 branches of foreign incorpordianks (CBK Report on Bank
Performance, 2009). Established in 1966 throughAarof Parliament, the CBK, acting
as the overseer of the other financial institutibas the objective of formulating and
implementing the monetary policies directed to aeimg & maintaining stability in the
general level of prices; fostering liquidity, sohay and proper functioning of a stable
market-based financial system; and licensing armbrsising authorized dealers in the

money market.

There have been a lot of changes in the bankingsingl since the 1980s. Financial
modernization, de-regularization, industry consaiioh, the rise of new institutions,
shifting trends in borrowing and lending, globatina and emerging technology have

influenced and affected how commercial banks oper@he evolution of the banking
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industry has presented both challenges and opptesinfor commercial banking

institutions and as such, only those with the b@stof products and services do survive.

Commercial banks have embarked on various changesiat repositioning themselves
as modern. This has involved rebranding e.g. cimangi the corporate colours and logo
as done by NIC bank and Barclays Bank of Kenya ayjraithers. Commercial banks are
also rapidly expanding their branch networks (Th&n8ard, December 18, 2007). The
NIC Bank, through its ‘MOVE’ slogan repositionedatf as a retail bank away from its
earlier position as a corporate bank. Many banke ledso made their operations more
flexible by extending their official working houms well as creating lounges for their

corporate clients.

Commercial banks have also sort to massively iserdaeir range of services. For
instance, most major banks have begun providingtgage services and investment
banking services. In the recently held Safaricoitmainpublic offering (IPO), most banks
were involved and were especially keen to offentoto the investors. Leading the pack
was the Equity bank who mobilized applications Wwdtshs 37 Billion representing 45%
of those allowable for local investors. This ledofmening of a lot of new accounts to the

benefit of the bank.

Through product-service innovation, banks are giterg to achieve a finer degree of
control over financial risks and thus minimizingyampending losses. Most major banks
have introduced ‘check off' unsecured personal $pavhich lend directly to employees
of large institutions with loan deductions comingedtly from the employer. Some have

even introduced a cheaper deposit account withglestariff.



In order to effectively compete, a number of mesgamd acquisitions have taken place
especially among the smaller industry players,niust recent acquisition being that of
Southern Credit Banking Corporation by Equatoriahtnercial Bank towards the end of
June 2010. Most of these were occasioned by theé teemeet the increasing minimum
core capital requirements and to enhance the utistits’ market share in the local

banking environment.

The market share of large banks has been growidgsagxpected to increase. However,
there is an indication that our economy is maintgra strong and active sector of the
smaller community banks meeting the needs of haldehand small businesses.
Possible curtailment of credit to small businesseshe banking industry becomes more
concentrated is of concern but studies indicateghmall banks often fill the voids left by

their larger counterparts.

The commercial banks and some non-banking comniengcstitutions have come
together under the Kenya Bankers’ Association (KB/Alich serves as a lobby for the
banks’ interests and also addresses issues afjetdimembers. The key issues affecting
the industry are: changes in the regulatory frantewdhere liberalization exists but the
market still continues to be restrictive; declinimgerest margins due to customer
pressure; increased demand for non-traditionalgogtaywho now offer financial services

products.

1.2 Statement of the Research Problem

Competitive performance is the main motivation $tablish any business and banks are

not an exception. By knowing the variables thaeetffa bank’s profit, the bank’s



management can concentrate their efforts to opéirthese variables and take them into

consideration during decision making.

In a modern market economy, the banking industignis of the crucial elements in the
financial market and is reputed as the engine oWgr in any country’s economy. It is
therefore vital for banks to operate in an effitiemanner in order to create a more
financially sound market environment. Arguably,sthvill attract a greater amount of
intermediate funds to the banks as more customeit® ghe banks and hence increase
profitability for better financial products and sees. The banking industry has been
facing a myriad of challenges in the recent pasgireg from loss of cash in transit to
money laundering, hyper competition, unstable egerates and loan defaulting among
others. The banking industry has encountered nwmsenpportunities as well. Over the
last several years, financial modernization, desaigation, industry consolidation, the
rise of new institutions, shifting trends in boriog and lending, globalization and

emerging technologies have influenced how commigoeiaks operate.

Competitive advantage is realized based on thretrfa (Berger, 2005): The firm’s
formulated strategies; Implementation of thesetegias; and the industry context
(Porter’'s model). An important component of a fisnstrategy is the relationship with the
overall performance of that organization. Compegitstrategies in the banking industry
are essential especially in the developing countsieice they serve as the nerve for
overall financial development in terms of econogiowth at the macro level (Andersen
and Trap, 2003). However, there are no clear measemts and determinants of
competitive strategies in the banking industry tmgasustainable growth due to intense
competition and copying strategies among compstitor

9



Locally, various studies have been conducted omtegjires adopted by various
companies. Mungai (2008), studied choice of stsaiega competitive environment —
case of Equity bank; Muhindi (2007), studied resgonstrategies to increased
competition by insurance companies; Shikanga (2066died marketing strategies in
the Kenyan motor vehicle industry and yet anothdys by Njuguna (2005) focused on
environmental changes and their influence on smwadl medium enterprises. Various
literature related to commercial banks also exstlly (Mbayah, 2008; Ngare, 2008;
Muturi, 2005; Gachiri, 2008). None of these studissessed the relationship between
competitive strategies adopted and the performahcemmercial banks in Kenya. This
research was therefore aimed at establishing thegiamship between competitive

strategies and the performance of commercial banKgnya.

1.3 Research Objective

The objective of this study was to establish th&ti@nship between competitive

strategies and the performance of commercial bemKenya.

1.4 Significance of the Study

The area relating to banks’ competitive strategsgecially in Kenya is still suffering
from a deficiency of information since there arevfstudies that have adequately
discussed this issue. This study is expected ttribote to the literature in existence and
will go a long way to facilitate further understamgl into the area. This will particularly

be helpful to the scholars in the area and theibgrikdustry stakeholders.

The government and other institutions (like the t@@nBank of Kenya) involved in

policy formulation will find the findings of thisesearch useful since it will contribute

10



towards the formulation of positive fiscal policiekat are relevant to the forces

influencing the banking industry’s performance iartya.

Finally, other researchers & banking institutionsllimg to highlight competitive
strategies in the banking industry while describitgy relevance in the developing

countries will also find this study resourceful.
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CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

In this chapter, previous studies related to tipéctare reviewed. The chapter begins with
literature on competitive strategies, firm perfono@a and also discusses performance

measurement.

2.2 Competitive Strategies

Competitive strategy refers to how a firm competea particular industry. Competitive
strategy is concerned with how a company can gaionapetitive advantage through a
distinctive way of competing. For a firm to haveanpetitive advantage, it has to have a
business strategy that improves the competitivatiposof its products and services. A
business strategy can be too competitive if it imee battling out with other competitors
or cooperative, working with one or more compesittw gain advantage against other

competitors or both, (Johnson & Scholes, 2003).

To sustain a competitive advantage, a firm muspHKearning how to do things better
and keep spreading that knowledge throughout garoration. Firms must leverage the
power of knowledge. (Day and Wensley, 1988) ardpa¢ all knowledge is not the same
and that there is explicit knowledge that can bigtevr down. Such knowledge as patents,
procedures, formulations or engineering designsefegred to as explicit. Tacit/implicit

knowledge is far less tangible and is deeply emééddto an organization’s operating
practices. This may be referred to as the orgapizat culture. Compared to explicit

knowledge, implicit knowledge can be a sustainablérce of competitive advantage that

is quite difficult for competition to emulate.
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(Ansoff , 2006) observed that for a firm to optimids competitiveness and profitability
and indeed long-term sustainability, it has to rhats strategy and supporting capability
with the environment. According to him, strategynfoilation and strategies are context
sensitive which might explain that fact that thare many competing models in strategic

development and strategic planning.

Competitive strategy is the approach the compangs u® present itself to the
marketplace, the rules it uses to win in the mapkate, and the actions it takes to protect
itself from competitors. Competitive strategy is@rower scope than business strategy
and focuses on management’s plan of competing ssitdly. It consists of moves to:
Attract customers; Withstand competitive pressare] Strength firm’s market position.
Competitive strategy hinges on a company’s capggsli strengths, and weaknesses in
relation to market characteristics and the corredpwy capabilities, strengths, and
weaknesses of its competitors. Competitive straisgyoncerned with competitors and

the basis of competition.

Competitive Strategy is the basis for much of modausiness strategy. Any long term
strategy must be based upon a core idea about heviirtn can best compete in the
market place. The popular term for this core ideageneric strategy. Many planners
believe that any long-term strategy should derik@mf a firm's attempt to seek a

competitive advantage based on one of three gesidtegies: Striving for overall low-

cost leadership in the industry; Striving to creabel market unique products for varied
customer groups through differentiation; and Stigvio have special appeal to one or

more groups of customer or individual buyers, faogion their cost or differentiation

13



concerns. Advocates of generic strategies beliba¢ ¢ach one of these options can

produce above-average returns for a firm in anstrgu(Pearce and Robinson, 1997).

2.3 Generic Strategies

Competitive strategies focus on ways in which a gany can achieve the most
advantageous position that it possibly can in rnigustry. The profit of a company is
essentially the difference between its revenuescasts. Therefore high profitability can
be achieved through achieving the lowest costsher tighest prices vis-a-vis the
competition. A firm's strengths ultimately fall mbne of two headings: cost advantage
and differentiation (Porter, 1980). By applyingghestrengths in either a broad or narrow
scope, three generic strategies result: cost Ishgberdifferentiation, and focus. These
strategies are applied at the business unit |&\ely are called generic strategies because

they are not firm or industry dependent.

While each of the generic strategies enables a fonmaximize certain competitive
advantages, each one also exposes the firm to derunf competitive risks. For
example, a low-cost leader fears a new low-cogtnigeie that is being developed by a
competitor; a differentiating firm fears imitatosnd a focused firm fears invasion by a
firm that largely targets customers. The followitaple illustrates Porter's generic

strategies:

14



Table 2.1: Porter’s generic strategies

Advantage
Target Scope Low Cost Product Uniqueness
Broad Cost Leadership Differentiation
(Industry Wide) Strategy Strategy
Narrow Focus Focus
(Market Segment) Strategy Strategy

(low cost) (differentiation)

2.3.1 Cost Leadership Strategy

This generic strategy calls for being the low quostducer in an industry for a given level
of quality. The firm sells its products either ateage industry prices to earn a profit
higher than that of rivals, or below the averagdusiry prices to gain market share. In
the event of a price war, the firm can maintain sgofitability while the competition
suffers losses. Even without a price war, as tlleistry matures and prices decline, the
firms that can produce more cheaply will remainfipmble for a longer period of time.

The cost leadership strategy usually targets adonoarket.

Low-cost leaders depend on fairly unique capaeditio achieve and sustain their low-
cost position for instance, having secured suppléiscarce raw materials and being in a
dominant market share position. Low-cost producexsel at cost reductions and
efficiencies. They maximize economies of scale, lem@nt cost-cutting techniques,
stress in reduction of overheads and use volunaes $sathniques to propel themselves up
the earnings curve. A low-cost leader is able te its cost advantage to charge lower

prices or to enjoy higher profit margins.
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Firms that succeed in cost leadership often hagdatiowing internal strengths: Access
to the capital required to make a significant innent in production assets; Skill in
designing products for efficient manufacturing (Bample, having a small component
count to shorten the assembly process); High levekpertise in manufacturing process

engineering; and Efficient distribution channels.

2.3.2Differentiation Strategy

A differentiation strategy calls for the developrmeh a product or service that offers
unique attributes that are valued by customersthatcustomers perceive to be better
than or different from the products of the compenit By stressing the attribute above
other product qualities, a firm attempts to buildstomer loyalty which often translates
into a firm’s ability to charge a premium price fas products. The firm usually
anticipates that the higher price will more thanerothe extra costs incurred in offering
the unique product. Because of the product's unaguidutes, if suppliers increase their
prices the firm may be able to pass along the dasits customers who cannot find

substitute products easily.

The unique product attributes can also be the miatkehannels through which it is
delivered, its image of excellence, the featuraadludes and the service network that
supports it. As a result of the importance of tha#ieibutes, competitors often face
‘perpetual’ barriers to entry when customers ofiacessfully differentiated firm fail to

see largely identical products as being interchabige

Firms that succeed in a differentiation strategyerofhave the following internal
strengths: Access to leading scientific researclghly skilled and creative product
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development team; Strong sales team with the whgitsuccessfully communicate the

perceived strengths of the product; and Corpoegiatation for quality and innovation.

2.3.3 Focus Strategy

The focus strategy concentrates on a narrow segamehivithin that segment attempts to
achieve either a cost advantage or differentiafidne basis is that the needs of the group
can be better serviced by focusing entirely orAitfirm using a focus strategy often

enjoys a high degree of customer loyalty, and ¢émgenched loyalty discourages other

firms from competing directly.

A focus strategy, whether anchored in a low-coseha a differentiation base, attempts
to attend to the needs of a particular market segnhékely segments are those that are
ignored by market appeals to easily accessible etsrko the ‘typical’ customer, or to
customers with common applications for the prodAdirm pursuing a focus strategy is
willing to service isolated geographic areas; tilsbathe needs of customers with special
financing, inventory or servicing problems; or @ldr the product to the somewhat
unique demands of the small-to-medium-sized custoiiifee focusing firms profit from

their willingness to serve otherwise ignored oremappreciated customer segments.

Because of their narrow market focus, firms purguan focus strategy have lower
volumes and therefore less bargaining power witkirtlsuppliers. However, firms

pursuing a differentiation-focused strategy may dide to pass higher costs on to
customers since close substitute products do nist.exirms that succeed in a focus
strategy are able to tailor a broad range of prodegelopment strengths to a relatively
narrow market segment that they know very well.
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Firms can make use of the focus strategy by fogusima specific niche in the market
and offering specialized products for that nichieeréfore, competitive advantage can be
achieved only in the company's target segmentsnipylaying the focus strategy. The
company can make use of the cost leadership aerdiftiation approach with regard to
the focus strategy. In that, a company using tls fozus approach would aim for a cost
advantage in its target segment only. If a companysing the differentiation focus
approach, it would aim for differentiation in itsr¢get segment only, and not the overall
market. This strategy provides the company theipiligto charge a premium price for
superior quality (differentiation focus) or by afiey a low price product to a small and

specialized group of buyers (cost leadership facus)

2.4 Firm Performance

Performance is the accomplishment of a given tashsured against preset standards of
accuracy, completeness, cost and speed. Concerbeless expressed, over the years;
about the financial management strategies adoptedirins. Business performance

measures are an important element of these finamaimagement strategies.

This being the link between competitive strategiesd to the performance achieved, it is
evidenced that strategy is the game plan thatesemmmatch between a firm’s capability
and the environment. It is an action plan thatren fiakes in order to achieve a set of
goals. Competitive strategies guide firms to sugeperformance through establishing
competitive advantage. In this process, comparoesider alternative courses of action
and choose a set of strategies for their business. drirms employ these strategies in a

dynamic environment in order to adapt to new rieglisuch as increased competition.
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Both the quantitative and qualitative criteria Ire tmeasurement of performance in firms
should be taken into account when establishingma'di performanceWhen presented
together, qualitative data and quantitative data ozake compelling statements of

program results.

Qualitative data is mainly the descriptive inforroatfrom clients that is documented
through open-ended questions, interviews, or siradtfocus groups. Details provided in
these open-ended responses create a fuller pioctuagorogram, and can add vitality to
program reports. Qualitative data can add valuepéoformance measurement by
providing more in-depth information than can beatte¢d solely from quantitative data
(numbers). Qualitative data provides more detadedcriptive information about the
results being measured, as this information previtliee meaning behind the numbers”.
Methods to obtain qualitative data include intemge journals, structured focus groups

and open-ended guestions on surveys.

Qualitative data can be used to: Add descriptichnéss to program outcomes; provide
insights into why outcomes happened; Validate tesuleasured quantitatively; Reveal
unintended outcomes of your program; and providditiathal information on needed

improvements. Rich descriptive information providsdreporting qualitative data allows

the reader to feel the impact of the program on aenpersonal basis, helping to
contextual targets and outcomes in the progranr®rnpgance measures. Some of the
main qualitative measures of bank’s performancéude organizational effectiveness,

customer satisfaction, innovation and creativity.
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Quantitative data determines the extent of an oaécon numbers. It provides an exact
approach to measurement. These measures of firforpance are usually ratios

fashioned from financial statements or stock magkétes. Factors that have had a
bearing on the resources of a firm and in turncedfit deployment are: Liquid assets;
Proportion of resources deployed as investmentgpd?tion of resources deployed as
advances; and proportion of other assets whichrgeneelatively low yields. These have
been used as the main indicators of performanc@any firms. For banks, financial

soundness is vital and is a situation where depsifunds are safe in a stable banking
system. The Central Bank applies CAMEL rating systi® assess the soundness of
financial institutions which is an acronym for Cabi Adequacy, Asset Quality,

Management Quality, Earnings and Liquidity.

Banks monitor adequacy of capital using ratios staed by the bank for internal
settlements. The banking sector capital adequadgtmis measured by the ratio of Total
Capital to Total Risk Weighted Assets improved 002. The ratio rose from 20% in
December 2008 to 21% in December 2009 well aboee 1R% percent minimum
statutory limit. The increase in capital and reserwas occasioned by fresh capital
injection and retention of profits. The minimumtatary core capital requirement for
banking institutions as at 31December 2009 was Kshs 350 million and this istset
increase to Kshs 500 million by December 2010, K&b@ million by December 2011

and Kshs 1 billion by December 2012 (Finance AGQ8).

The solvency of financial institutions typically &t risk when their assets become

impaired therefore it is important to monitor inaliors of quality of their assets in terms
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of exposure to specific risk trends in non-perforgniloans, and the health and
profitability of bank borrowers. The sector registéa reduction in non-performing loans
due to enhanced credit appraisal standards. Howtaeeasset quality, which is measured
by the ratio of net non-performing loans to grasanks improved marginally from 3.4%

in December 2008 to 3.2% in December 2009.

Credit to Deposit Ratio and Return on Average NetrtW are some of the parameters
which best reflect the quality of management basedhe information available in the
balance sheet. Credit to Deposit Ratio (Total adgaras a proportion to total deposits)
indicate management’s aggressiveness to improvaemaovhile Return on Average Net
Worth (Net profit as a percentage of average netthyois a prime indicator of

management’s capability to provide adequate returns

Continued viability of a bank depends on its apitit earn adequate return on its assets
and capital. Good earnings performance enablesnatdi fund its expansion and remain
competitive in the market, replenish and/or inceeds capital. For banks to survive,
they need a higher return on assets (Earnings ééfiterest but after tax/Average total
assets) and a better return on equity (Earningsilable for common

stockholders/Average equity).

Liquidity which represents the ability to fund ieases in assets and meet obligations as
they fall due is crucial to the continued viabiligf any banking institution. The
importance of liquidity which goes beyond the indiwal bank as a liquidity shortfall at
an individual bank can have systemic repercussidhs.liquidity ratio closed at 39.8%

at the end of December 2009 in comparison with 8&pérted in December 2008 and all
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the institutions met the minimum liquidity ratioguarement of 20%. The high liquidity
ratio is as a result of the banking industry’s erefce to invest in the less risky

government securities.

In measuring profitability of banks, bank regulatand analysts have mainly used ROA
& ROE to assess industry performance and to fotémasds in market structure as inputs
in statistical models to predict bank failures. Eappdequacy has also been the focus of
many studies as it is considered as one of the dramers of any financial institution’s
profitability. While profitability and capital ad@acy measures provide significant
information regarding a firm’s returns, individuadriables representing asset quality and

earnings are informative.

2.5 Empirical studies on Competitive Strategies an&erformance

Within the Kenyan context, the concept of competitstrategies has been researched on
in different industry contexts: Murage, (2001) saaddCompetitive Strategies adopted by
Members of the Kenya Independent Petroleum Dealsssciation while Ndubai, (2003)
studied Competitive Strategies applied by Retadt&@s of the Pharmaceutical Industry
in Nairobi. Both of these studies investigated dlifferent aspects of strategies among

particular companies in Kenya.

Matengo, (2008) studied the relationship betweerp@ate Governance Practices and
Performance: The case of Banking Industry in Kefiyee study established that not all
Corporate Governance factors were important iruerfting performance of commercial

banks if analyzed individually.
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Awiti, (2007) based her research on the Competifiategies used by Reproductive
Health Organizations to cope with increased cortipatin the private sector. Her study
concluded that reproductive health organizatiore the following strategies to remain
competitive in the market: Offering a wide rangepobducts and services, offering free
medical check-ups every once in a while, chargeagonable fees for services provided,
guaranteeing security, hiring high skilled staffdaestablishing own hub to compete

effectively.

Oyeyo, (2008) studied Sources of Competitive Adagatin the Banking Industry in
Kenya. According to her research findings, a barkaghieve and sustain a competitive
advantage if its personnel possess superior skiligor capabilities; it offers high level of
service quality, it has a culture that encouragedicuous learning on how to do things
better; it has effective leadership that is focusedctontinuous improvement of its value
adding systems; and it is in possession of supemavor valuable resources than the

competition.

Gathai, (2009) undertook a research on the Innovairategies adopted by Equity Bank
Ltd. She found out that in order for a firm to emut® innovation, the top management
should be involved and direct resources to the teesmived in the innovation process.

The firm should also put in place mechanisms tomemsate adequately the knowledge
and also manage the same. She found out that reafsticompetitive advantage should

come from within the firm in form of tacit knowledg
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CHAPTER THREE: RESEARCH METHODOLOGY
3.1 Introduction
This chapter contains research methodology usethtoistudy. Research methodology
gives details regarding the procedures used inwtdimd) the study. The research design,

population, data collection and analysis methodsstaborated.

3.2 Research Design

The study was carried out through a cross-sectisnaley. This research design is of
descriptive nature because of the nature of ddlacted. According to Sekaran (2003), a
descriptive study is undertaken in order to asteréand to be able to describe the

characteristics of the variable of interest intaaion.

3.3 Population of Study
The population of this study consists of all comecradr banks operating in Kenya.
According to the Central Bank of Kenya, there wé&tecommercial banks in operation as

at 3" December 2009 (See Appendix II).

According to Cooper & Schindler (2003), a censuseyis where data is collected from
all members of the population. Census survey wasog@piate for this study because the

number of commercial banks is relatively small asduch, sampling was not necessary.

3.4 Data Collection

Primary data was collected by use of structuredstiprenaires (See Appendix I). The
structured questionnaire is an efficient data ctib® mechanism particularly in

guantitative analysis since each respondent isdaserespond to the same set of

guestions. The target respondents were the cogpastedtegy managers (or operations
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managers) of the banks because of their role astiguo which gave them the ability to

effectively respond to most of the questions.

The structured questionnaire was organized intogerts where, Part A focused on the
general organizational bio-data and Part B focusedstablishing the extent of adoption
of various selected strategies (i.e. low-cost lestdp, differentiation and focus). The

guestionnaires were dropped and later picked flenrdéspondents.

Secondary data was collected from the financiatestants of banking institutions
operating in Kenya as well as from the Central Bahkenya’'s website through the

Performance Capture Forms (See Appendix III).
3.5 Data Analysis

On completion of the fieldwork, the questionnawese adequately checked for accuracy
and completeness before the analysis commencedddiaewas coded, entered into a
spreadsheet and version (2008) of the Statistiaek&ye for the Social Sciences (SPSS
17.0) was used for the statistical analysis. Tha deas analyzed using the reliability test

and frequency statistics.

Pearson Correlation Analyses was used to exameeetationship between independent
variables (low-cost leadership, differentiation dodus) and the dependent variables
(Firm Performance). Further, Multiple Regressiomelnsion of independent variables
and dependent variable. Y & + PotPiX1+B2Xo+pBsXst e; Where: X1= Low-Cost
Leadership, X2 = Differentiation, X3 = Focys= Beta Coefficientp. = Constant and Y=

Firm Performance.
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CHAPTER FOUR: DATA FINDINGS AND DISCUSSION

4.1 Introduction

The data for this study was collected within twoek® using questionnaires. The
guestionnaires were administered to all the comialebanks all of which have their

presence in Nairobi. In total, 44 questionnairesewdistributed to the target population.
Of these 38 questionnaires were successfully caetplend collected by the researcher
from the respondents at the commercial banks, giwanresponse rate of 86%, a
percentage considered substantially sufficienttie study. Analysis of the profiles of

the sample organizations was based on demograparaateristics of the respondents in
terms of size of the bank, years of operation, rermif employees and scope of

operation.
4.2 Profile of Respective Banks

The study sought data from respondent organizaisnsell as from the Central Bank of
Kenya on aspects that were considered to have enfpatimpact on the study. These
aspects were in respect of the Size of the Banke(ims of Branch Network, Number of
Employees and Scope of Operation), Years of OmeratDwnership Structure and

Product Range.
4.2.1 Size of the Bank
4.2.1.1 Branch Network

The study aimed at assessing the geographical lioragtevork and the network of the 38
banks under review in this study is presented guie 4.1, below. Majority of these
banks have 11 — 20 branches country wide indexeddt4f6, while those with 20 and
above branches indexed 40.7% and finally those teitter branches indexed 14.8%.
This clearly depicts the competition pressure waithis industry.
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11- 20 Branches

ich Category

Figure 4.1: Bank Branch Size

4.2.1.2 Number of Employees

Here, the respondents even included staffs frorasacthe Kenyan boarder. 62% of the
38 banks had a staff count of less than 1,500 eyapbowhile 24% had total employees
of between 1,501 and 3,000. Finally 7% of the respe indicated that their
establishment comprised of 3,001 — 6,000 emplogiads/% above 6,000 employees.
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Figure 4.2: Number of Employees

4.2.1.3 Scope of Operation

Figure 4.3 illustrates the scope of operation & tommercial banks under the study.
Majority of the banks have their focus on the Esfsican region indexed by 60%. 30%

of these banks have a global vision while the niipar(10%) main focus is within the
domestic market.
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Figure 4.3: Scope of Operation

4.2.2 Years of Operation

58.0% of the 38 banks (22 banks) have been in tperéor periods between 0 — 10

years, 32.0% (12 banks) have been in operationdegtvior periods between 11 — 20
years, while 10% (4 banks) have been in operabo2® years and above. This indicates
that majority of the banks have not been in openator more than a decade and their

macroeconomic experience in the financial sector ¢ycles of five years.

Figure 4.4: Years of Operation
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4.2.3 Ownership Structure

The study was able to enumerate the ownershiprinst®f shareholding structure as

indicated in table 4.1 below.

Banks Ownership
1. ABC Bank (Kenya) Private bank with few shareholders
2. Bank of Africa Private bank with few shareholders
3. Bank of Baroda Private bank with many shareholders
4. Bank of India Private bank with many shareholders
5. Barclays Bank Private bank with many shareholders
6. CFC-Stanbic Bank Private bank with few shareholders
7. Chase Bank Private bank with few shareholders
8. Citibank Private bank with few shareholders
9. City Finance Bank Private bank with few shareholders

10. Co-operative Bank of Kenya SACCO in Kenya

11. Commercial Bank of Africa Private bank with few shareholders
12. Consolidated Bank of Kenya State-owned bank

13. Credit Bank Private bank with few shareholders
14. Development Bank of Kenya Private bank with few shareholders
15. Diamond Trust Bank Private bank with few shareholders
16. Dubai Bank Private bank with many shareholders
17. Ecobank Private bank with few shareholders
18. Equatorial Commercial Bank Private bank with few shareholders
19. Equity Bank Private bank with many shareholders
20. Family Bank Private bank with few shareholders
21. Fidelity Commercial Bank Private bank with few shareholders

N
N

. Fina Bank

Private bank with few shareholders

N
w

. First Community Bank

Private bank with few shareholders

N
IS

. Giro Commercial Bank

Private bank with few shareholders

N
(631

. Guardian Bank

Private bank with few shareholders

N
(o)}

. Gulf African Bank

Private bank with few shareholders

N
~

. Habib Bank A.G Zurich

Private bank with few shareholders

N
o]

. Habib Bank

Private bank with few shareholders

N
©

. Housing Finance

Private bank with few shareholders

w
o

. Imperial Bank

Private bank with few shareholders

w
=

. Investment & Mortgages Bank

Private bank with few shareholders

w
N

. Kenya Commercial Bank

State-owned bank with many private shareholder

w
w

. K-Rep Bank

Private bank with few shareholders

w
N

. Middle East Bank

Private bank with few shareholders
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35. National Bank of Kenya Private bank with few shareholders
36. NIC Bank Private bank with few shareholders
37. Oriental Commercial Bank Private bank with few shareholders
38. Paramount Universal Bank Private bank with few shareholders
39. Prime Bank Private bank with few shareholders
40. Southern Credit Banking Corp. Private bank with few shareholders
41. Standard Chartered Bank Private bank with few shareholders
42. Trans-National Bank Private bank with few shareholders
43. United Bank for Africa Private bank with few shareholders
44. Victoria Commercial Bank Private bank with few shareholders
Table 4.1: Ownership Structure Source: CEX0Q)

4.2.4 Product Range

During the year 2009, banks continued to introduee products that comprised mainly
of new deposit accounts and electronic banking yxtsdleveraging on mobile phone
technology. Table 4.2 gives a summary of a cross@®l assessment of Kenyan bank

products and services provided.

Product Customer Percentage Utility
Ordinary Account 100%
Current Accounts 93%
Savings Accounts 86%
Business Account 45%
Corporate e-Banking 59%
Cash Back Services 78%
Internet Banking services 68%
SMS Banking 67%
Loans 100%
Swift Codes 23%
Mobile Banking 39%
ATM Services 100%
Documentary Collections/Bills for Collection 12%
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SME Banking

30%

Money Transfer

83%

Custodian Services

26%

Business Advisory Services

10%

Credit Cards

58%

Debit Cards

33%

Investment Financing

65%

Direct Financing

63%

Insurance Services

9%

Stock Share Trading

8%

Table 4.2 Product Range

4.3 Objective of the Study

Sources: CBK, (2009)

The objective of the study was to establish theati@hship between competitive

strategies and performance of commercial banksemyH.

4.3.1 Competitive Strategies

The study used descriptive statistics in the formanothmetic mean and standard

deviation and computed for multiple dimensions thave been assessed through the

guestionnaires as presented in the subsequens.tdilequency distribution was also

used to show the percentage of observations falittggeach of several ranges of values.

Frequency distributions are portrayed as histograms

4.3.1.1 Low Cost Leadership Strategy

For low-cost leadership strategy, the responsdsatetl that majority of the banks have

adopted cost cutting techniques as a competitiradesfy, having the highest mean of

3.41 with a standard deviation of .547, followedrbgximization of economies of scale



with a mean of 3.24 and a standard deviation 08..3&0iding loss-making areas came
third with a mean of 3.12 and standard deviation5d0. Finally, under this category

improved process efficiencies came last with a m&aB.00 and standard deviation of

592,

Variables Mean ‘ Standard Deviation
1 Improved process efficiencies 3.0(1 .592

2 Maximized economies of scale 3.2 .538

3 | Implemented cost cutting techniques 3.4‘1 547

4 | Avoided loss-making areas 3.12 ‘ 510

Table 4.3 Low Cost Leadership Strategy

Figure 4.5 below assesses the low cost leadershapegy utility by the respondent
banks. The majority of the banks adopted cost rayittechniques indexed by 36%,
followed by economies of scale at 29%, thirdly alavice of loss making areas recorded

23% and finally improved process efficiency recditiee lowest rating of 12%.

Improved process Maximized cost cutting Avoided loss-
efficiencies economies of techniques making areas
scale

Loww Cost Leadership Strategies

Figure 4.5: Low Cost Leadership Strategy

4.3.1.2 Differentiation Strategy
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Assessing the differentiation strategy, the respsmsdicated that a majority of the banks
have introduced unique features to existing pralwntd services as a competitive
strategy, having the highest mean of 3.05 withaaddrd deviation of .669, followed by

the introduction of unique products at a mean 862nd a standard deviation of .573.
Product differentiation through service networktthapports these products and services
came third with a mean of 2.76 and standard dewiatif .663. Marketing channels

through which these products and services are etelivcame last under this category

with a mean of 2.73 and standard deviation of .742.

Variables Mean Standard Deviation
1 Improved or introduced unique features to exispngducts and

services 3.05 .669
2 Introduced new unique products and services 2.85 573

3 Marketed channels through which these products samdices

are delivered 2.73 742
4 Improved the service network that supports theselysts and
services 2,76 .663

Table 4.4: Differentiation Strategy
Figure 4.6 evaluates frequency distribution of etiéhtiation strategies adopted by the
commercial banks. Under this category, improvedntoduction of unique features to
existing products and services indexed the highasing at 46%, followed by
Improvement of the service network that suppores¢hproducts and services at 23%.
Introduction of new unique products and servicedexed 21% and finally marketed

channels through which these products and seraieedelivered indexed 10%.
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Figure 4.6: Differentiation Strategy

4.3.1.3 Focus Strategy

On the count of focus strategy, the responsesaitelicthat Focusing on a specific niche
/ segment in the market and Offering specializemtipcts and services to that niche /
market segment are key competitive strategy rengrdimean and a standard deviation
of 3.05, 2.85 and .699 and .524 respectively. Edpanbranch networks to isolated
geographical areas and tailoring products and sesvio the demands of the small-to-
medium sized customers received an equal mean5df 2. terms of importance as

competitive strategy and a standard deviation bf &nd .636 respectively.

Variables Mean Standard Deviation
1 Focused on a specific niche / segment in the etark 2.95 .669

2 Offered specialized products and services to ticten/ market

segment 3.02 524
3 Expanded branch networks to isolated geographieas 2.54 711
4 Tailored products and services to the demands tbé

small-to-medium sized customers 2.54 .636

Table 4.5: Focus Strategy
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Figure 4.7 examines the banks focus strategiesrutifferent categories. Focus on a

specific niche / segment in the market register88% response rate. The second leading

27%. Finally both categories of expanded brancivomrds to isolated geographical areas
and tailored products and services to the demaridthe small-to-medium sized

customers indexed 10% each.
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niche / segment in the products and services networks to isolated services to the
market to that niche / market geographicalareas demands of the small-
segment to-medium sized
customers

Focus
Strategies

Figure 4.7: Focus Strategy

4.3.2 Firm Performance

Findings on performance data was collected fromfith@ncial statements of banking
institutions operating in Kenya as well as from tbentral Bank of Kenya's website.
These secondary data was captured through the rarice Capture Forms (See

Appendix IIl). The main performance measures featwere: Profitability (as measured
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by return on assets and return on equity); CapndlRisk Weighted Assets (as measured
by core capital to risk weighted assets ratio aal tapital to risk weighted assets ratio);
and Market Share (as measured by total net assettsadvances, deposits, capital &

reserves and profit).

4.3.3 Relationship between Competitive Strategiesd Firm Performance
4.3.3.1 Correlation Analysis of Competitive Strategs and Firm Performance

Correlation analysis tests for the interdependentethe variables. It makes no
assumption as to whether one variable is deperaetite other(s) and is not concerned
with the relationship between variables; insteagdives an estimate as to the degree of

association between the variables.

The Pearson's product-moment correlation coeffici&s used to give an estimate as to
the degree of association between the variablas.t&ébhnique was opted for because the
data used in the study is interval/ ratio-type kfidlata (not ordinal data). Pearson’s
correlation coefficient assumes that each pairaoiables is bivariate normal and it is a

measure of linear association.

Variables used were arranged in a matrix suchvthatre their columns/rows intersected
there were numbers telling about the statisticidraction between the variables. Three
pieces of information were provided in each cele tPearson correlation, the

significance, and number of cases.

The tables below illustrate the findings of the mgas of thedegree of association

between the various competitive strategies andtphuolity:
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Table 4.6 Correlation between Competitive Strategeand Return on Asset

1 2 3 4
1.Low-Cost Leadership Strategy 1
2. Differentiation Strategy 423 1
3. Focus Strategy .078 .165 1
4. Return on Asset .678** .687** .522** 1

Notes: ** represent correlation is significant 8dDlevel (2 —tailed)

The study measured the relationship between returnassets and the respective
competitive strategies. Correlations in table denonstrate that competitive strategies
have a strong significant positive relationshiphwbanks’ return on assets indicating that

the three competitive strategies influence firnf@enance to a greater extent.

Table 4.7 Correlation between Competitive Strateggeand Return on Equity

1 2 3 4
1.Low-Cost Leadership Strategy 1
2. Differentiation Strategy 134 1
3. Focus Strategy .567 .453 1
4. Return on Equity 543** 576** .786** 1

Notes: ** represent correlation is significant 8dDlevels (2 —tailed)

The study measured the relationship between returnequity and the respective
competitive strategies. The results presentecbiet4.7 indicate that return on equity
correlates significantly with the competitive ségies. This strong positive relationship
influences firm performance to a large extent as dtrategies are pursued in different

dimensions.
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Table 4.8 Correlation between Competitive Strategie and Core Capital to Risk
Weighted Assets

1 2 3 4
1.Low-Cost Leadership Strategy 1
2. Differentiation Strategy .063 1
3. Focus Strategy .031 129 1
4. Core Capital to Risk Weighted Assets .313** 210 | .255* 1

Notes: ** represent correlation is significant 8dDlevel (2 —tailed)

The study measured the relationship between copéatdo risk and the respective
competitive strategies Table 4.8 shows that therestatistically a weak positive
relationship between all the variables indicatihgttthe competitive strategies affect a
firm’s performance but with less magnitude as faccare capital to risk weighted assets

are concerned.

Table 4.9 Correlation between Competitive Stratege and Total Capital to Risk
Weighted Assets

1 2 3 4
1.Low-Cost Leadership Strategy 1
2. Differentiation Strategy .227 1
3. Focus Strategy .542 .076 1
4. Total Capital to Risk Weighted Assets .395** 332 377 1

Notes: ** represent correlation is significant 8dDlevel (2 —tailed)

The study measured the relationship between tapital to risk and the respective
competitive strategies .There was also a statistiogeak positive relationship between

all the variables in Table 4.9 establishing tha tompetitive strategies affect firm’s
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performance but with less magnitude as far as tdpltal to risk weighted assets are

concerned.

Table 4.10 Correlation between Competitive Strategis and Net Assets

1 2 3 4
1.Low-Cost Leadership Strategy 1
2. Differentiation Strategy .258 1
3. Focus Strategy .398 .347 1
4. Net Assets A14** A65** A27** 1

Notes: ** represent correlation is significant 8dDlevel (2 —tailed)

The study measured the relationship between netsaasid the respective competitive
strategies here was a fairly strong positive sigaift relationship between net assets of

the banks and the competitive strategies as iretidat Table 4.10.

Table 4.11 Correlation between Competitive Strategis and Net Advances

1 2 3 4
1.Low-Cost Leadership Strategy 1
2. Differentiation Strategy 212 1
3. Focus Strategy 142 .160 1
4. Net Advances .318** .310** .354** 1

Notes: ** represent correlation is significant 8dDlevel (2 —tailed)

The study measured the relationship between retarnet advances and the respective
competitive strategies. There was a relatively wepakitive correlation between net

advances and the competitive strategies undersassas as indicated in table 4.11.
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Table 4.12 Correlation between Competitive Strategis and Deposits

1 2 3 4
1.Low-Cost Leadership Strategy 1
2. Differentiation Strategy 111 1
3. Focus Strategy .268 .340 1
4. Deposits .510** S17** .599** 1

Notes: ** represent correlation is significant 8dDlevel (2 —tailed)

The study measured the relationship between depesid the respective competitive
strategies. There was a significant strong positlationship between deposits and the
competitive strategies, as illustrated in Table24.This supports that competitive

strategies are significant in explaining the vac@am firms’ performance over time.

Table 4.13 Correlation between Competitive Strategis and Capital & Reserves

1 2 3 4
1.Low-Cost Leadership Strategy 1
2. Differentiation Strategy . 243 1
3. Focus Strategy .013 176 1
4. Capital & Reserves 334 .367** .326** 1

Notes: ** represent correlation is significant 8dDlevel (2 —tailed)

The study measured the relationship between returnequity and the respective
competitive strategies. The results presentedale & 13 indicate that capital and reserve

relate less significantly with the competitive $stgies. This positive relationship
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influences firm performance to an extent as thategjes are pursued in different

dimensions.

Table 4.14 Correlation between Competitive Strategis and Profits

1 2 3 4
1.Low-Cost Leadership Strategy 1
2. Differentiation Strategy 523 1
3. Focus Strategy 123 .190 1
4. Profits .891** 734 .720%* 1

Notes: ** represent correlation is significant 8dDlevel (2 —tailed)

The study measured the relationship between prafitd the respective competitive
strategies .Table 4.14 shows that there is staitistrong positive relationship between
all the variables. The competitive strategies affem’s performance with a significant

magnitude as far as banks overall profits is cameskr

4.3.3.2 Regression Analysis of Competitive Stratexg and Firm Performance

Regression analysis involves identifying the relaghip between a dependent variable
and one or more independent variables. Multivaraatelysis was used to evaluate the

simultaneous effects of all the independent vagisloin the dependent variable.

A model of the relationship was hypothesized, astarates of the parameter values used
to develop an estimated regression equation. Varimsts were then employed to

determine if the model was satisfactory. If the elodas satisfactory and the estimated
regression equation was used to predict the vdltieeodependent variable given values

for the independent variables.
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The results of regression of the three independaniables against the dependent

variable i.e. firm performance are shown in tahlEs4

Table 4.15 Aggregate Impact of Competitive Strategs on Firm Performance

R R*> | Adjusted R® Std. error of the estimate F Sig. F

0.615| 0.378| 0.319 2.676 6.388 0.0005

The square of the multiple R is 0.378 indicatingttthe 37.8% of the variance in firm
performance is explained by the three competitiveteggies jointly. The F value is 6.388
that is significant at P = 0.0005 suggesting tiet three independent variables have

significantly explained 37.8 percent of the variamt the firm performance.

The strength of influence that each of the indepahdiariable had on the dependent
variable was determined by the use of multipleesgion coefficient of the independent

variables. The influence of each independent viisbshown in Table 4.14.

Table 4.16 Influence of Independent Variables on Fins Performance

Variable Std. error  Standard beta t Significance
Low-Cost Leadership Strategy 0.051 0.389 2.360 0.021
Differentiation Strategy 0.102 0.266 2.218 0.030
Focus Strategy 0.079 0.139 0.1202 0.023
Constant 0.051 1.005 2.93%

As shown in table above low-cost leadership stsategd the strongest significant

influence on firm performance with a standardizethlof 0.389. Indicating that for a unit
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increase in this strategy, an organization is yikil improve its performance by 39
percent. Differentiation strategy had a significaffect of 0.266 while focus strategy had

0.139.

Table 4.14 shows the influence of the variablescivhare included in the regression.

Consequently, the final equation of the multiplgression is:

Y = 1.005 +0.389 Low-Cost Leadership Srategy + 0.266 Differentiation Srategy + 0.139

Focus Strategy

Where: Y = Firm Performance.

4.4 Discussion of Findings

Those interviewed predicted a sustained level offopmance through continuous
implementation of competitive strategies. Competitistrategies have enabled these
banks to proactively evaluate future challengeshim banking industry. It should be
however noted that though the above competitivatesjies were indicated to be very
significant, there were different degrees of vasiatamong respondents with respect to
the extent to which sources were significant. Tisisas indicated by the standard

deviation of each of the competitive strategies.

Theory has shown that competitive methods usedamk$ conform to generic strategy
types. Banks following a cost leadership strategptize statistically significant superior
performance compared to those that are stuck-umidele. Banks that pursue broad
differentiation, customer service differentiationdafocus strategy report above average

returns.
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The study indicates that larger return to equity aeturn to asset ratios lead to more
profit margins with well calculated competitive atrgies. This finding is intuitive and
consistent with previous studies. The study’'s fugdi also indicated that some
competitive strategies have a weaker role on tipgtadaratios of commercial banks in
Kenya and in addition the findings suggested tbhatpetitive strategies have less impact

on bank reserves.
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CHAPTER FIVE: SUMMARY, CONCLUSION AND

RECOMMENDATIONS

5.1 Introduction

This chapter summarizes the findings and makeslesioos based on the objective of
this study which is to establish the relationshgiween competitive strategies and the
performance of commercial banks in Kenya. This tdrapalso includes the
recommendations for improvements, the limitatiorfs tloe study as well as the

recommendations for further research.

5.2 Summary

The overall results indicated that majority of thdémnks have 11 — 20 branches country
wide, have been in operation for periods of lessthO years, have a staff count of less

than 1,500 employees and with their focus on thet EBfican region.

Findings from this study showed that low-cost leadp strategy as an independent
variable recorded the highest mean of 3.19 withnddied deviation of 0.547.

Differentiation strategy was second with a mea@.86 and standard deviation of 0.662,
and finally, Focus strategy was least recordingeamof 2.76 with standard deviation of

0.643.

The study also established that correlation betweampetitive strategies and firm
performance indicators that recorded a significtrding positive relationship were return
on assets, return on equity, deposits and firmitgrofhe following firm performance

indicators had a weak positive relationship with trevised competitive strategies in the
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study i.e. total capital to risk weighted assetst a&ssets, capital & reserves and core

capital to risk weighted assets.

The strength of influence that each of the indepahdiariable had on the dependent
variable was determined by the use of multipleesgion coefficient of the independent
variables whose results show that low-cost leagerstrategy had the strongest
significant influence on firm performance with arstiardized beta of 0.389. Indicating
that for a unit increase in this strategy, an oigion is likely to improve its

performance by 39 percent. Differentiation stratégyd a significant effect of 0.266

while focus strategy had 0.139.

5.3 Conclusions

The preceding empirical analysis allows us to skethe light on the relationship
between competitive strategies and performance umemsin commercial banks in
Kenya. Competitive methods used by commercial bamtesform to generic strategy
types. Commercial banks have employed differeatesjies to remain competitive in the
industry. It should be noted that competitive sijgs adopted by commercial banks
provided different degrees of variation among teepondents with respect to which
competitive strategy was adopted. This is evidenmethe standard deviation of each of

the strategies.

From the summary of the findings, the commercialkisgprofitability measures respond
more positively to the increases in competitivatsigies that are cost driven as opposed
to product and focus frameworks. Commercial baokewing a cost leadership strategy

realized statistically significant superior perf@nte as compared to those that pursued
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broad differentiation, customer service differetitia and focus strategy that reported

above ave rage returns.

The results revealed that larger return to equity eeturn to asset ratios lead to more
profit margins with well calculated competitive agies. This finding is intuitive and
consistent with previous studies. The study's figdi also indicated that some
competitive strategies have a weaker role on tipitadaratios of commercial banks in
Kenya and in addition the findings suggested tlmhpmetitive strategies have a less

impact on bank reserves.

In examining the relationship between competitiveategy variables and the
performance of commercial banks, the results confine predictions of the banks
performance. The evidence therefore suggests thated competitive strategies by
commercial banks are important in terms of detemmginprofitability and enhanced
performance. One can therefore conclude from theltse that the competitive strategies

are relevant in the context of commercial banksfqrenance.

5.4 Recommendations

From the discussions and conclusions in this chagte researcher recommends that
although there are some challenges in implemerttiegcompetitive strategies in the
banking sector, such as increased number of cotopgtcompetitive strategies are very

important for the banks to remain competitive ia tharket.

In the banking industry, understanding the marketcture is a key determinant of the
successful implementation of a cost leadershigemtintiation or focus strategy. For
instance, differentiating banking services, resp@ngustomer service, rapid product
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innovations, branding, service quality and relatiup banking are areas where financial
institutions may pursue differentiation strategiewever, the differentiation strategy
may be difficult to implant in a service industrinee services are easily copied and
fruitful options may be limited due to the simpiicand imitability of financial services,

unless the target market is highly sophisticatetikarowledgeable.

The researcher highly recommends that commercidtbeonsider shifting more of their

focus to the cost leadership strategy. Mass praomyciass distribution, economies of
scale, technical & product design, input cost aafdacity utilization of resources are
areas where the cost leadership strategy can BegalrFor instance, banking institutions
have labored to retain core deposits on the rdalizahat deposits grow in direct

proportion to customer satisfaction. To ensure asadn this, commercial banks should
consider offering their products to customers atimal or even zero costs and scrap off
the minimum balance requirement to open or to rua@ount. This would consequently

lead to drawing of substantial deposit amounts.

Commercial Banks with weak return on asset (ROA) imturn on equity (ROE) should
further strengthen their position of cost leadgyshiy improving their process
efficiencies, maximizing economies of scale, impdeing cost-cutting techniques and
avoiding loss-making areas to achieve cost leagersi order for banks to adopt cost
leadership strategy, they must increase their ctitiygeability via achieving ratios of

return for the stockholders and the depositorsdahatigher than the current ones.

Banks should also be able to deliver the same ptedubenefits as competitors but at a

lower cost (cost advantage) or deliver benefit$ éxaeed those of competing products
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(differentiation advantage) to gain a competitideantage over other firms, for instance
commercial banks with low profit margins should elep their current products as well
as innovate new financial products in line with tdevelopment trends in the industry. In
addition, they should navigate in new markets aga products in the finance industry,
like establishing or investing in insurance companinvestment companies, or financial

security dealer companies.

Commercial banks should focus on customer- oriesteategies instead of a product
oriented ones. The contemporary trend in banksketarg focuses essentially on the
customer, the availability of a wide range of bawgkservices is not sufficient on its own.
For example, the banking customers are sensitil@mtio loan & deposit rates therefore
the banks following a cost leadership strategy neajize a performance advantage over

those that pursue differentiation or focus strategy

5.5 Limitations of the Study

Due to tight schedules, some interviewees took aflime to make their responses. This
prompted the researcher to do a lot of follow uphwhe respondents to ensure that

feedback was given within the allotted time.

Some respondents were skeptical about the intentbthe researcher. Some managers
were unwilling to divulge information that they aeed secretive and this led to some

incomplete information from these respondents.
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5.6 Suggestions for Further Research

This study recommends for further research to bedgcted on other dimensions of
competitive strategies, for instance to determirnawv hexternal and /or internal
environmental factors have influenced the implemgon of competitive strategies &

thus performance of commercial banks in Kenya.

Further research should also be conducted to ediatfle factors that influence the
choice of competitive strategies adopted by themeraial banks in Kenya. This will

assist the bank’s management to understand tharkeg on which to lay emphasis on.

Since this study adopted a census research desigih \@as not possible for all the banks
to participate in the research, a case by case/ stadild assist in bringing out some
unique findings about specific banks. This will nease the chances for capturing data

that was not captured during this study.
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APPENDICES

APPENDIX I: QUESTIONNAIRE

Dear Respondent,

My name is Gladys Wanjiku Kamau, a final year MBdent at the University of
Nairobi. | am required to carry out a researcimy area of study as part of the course
requirements. In this regard, my research is toloegpthe relationship between
competitive strategies and the performance of comiale banks in Kenya. The
information that you will give will be used pureiynd solely for academic purposes and

will be treated with utmost confidentiality. Youoaperation will be highly appreciated.

Part A: Organizational Bio- data

1. Name of your bank

2. Size of the bank (Tick as appropriate)

a. 2 to 10 branches [ ]
b. Between 11 to 20 branches [ ]
c. Above 20 branches [ ]

3. Year of incorporation

a. Less than 10 years ago [ ]
b. Between 11 to 20 years ago [ ]
c. Over 20 years ago [ ]

4. Size of the bank in terms of number of employ@&sk as appropriate)

a. Below 1,500 [ ]
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b. Between 1,501 to 3,000 [ ]
c. Between 3,001 to 6,000 [ ]
d. Over 6,001 [ ]

5. Scope of operations (Tick as appropriate)

a. Local (Within Kenya) [ ]
b. Regional (Within East Africa) [ 1]
c. Global (Africa & beyond) [ ]

Part B: Adoption of Competitive Strategies

These questions intend to measure the extent of the adoption of selected competitive

strategiesi.e. low-cost leader ship, differentiation and focus.
Use the Key below to tick as appropriate.

[1] — NOT AT ALL; [2] - TO A LESS EXTENT; [3] - TO A MODERATE
EXTENT; [4] - TO A LARGE EXTENT: [5] - TO A VERY LA RGE EXTENT.

To what extent has your bank adopted the folloveimgtegies as a competitive strategy?
6. Low-Cost Leadership Strategy:

i.  Improved process efficiencies? [1] [2] [3] [4] [5]

ii.  Maximized economies of scale? [1] [2] [3] [4] [5]

iii.  Implemented cost cutting techniques? [1] [2] [3] [4] [5]

iv.  Avoided loss-making areas? [1] [2] [3] [4] [5]
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7. Differentiation Strategy:

Improved or introduced unique features [1]

to existing products and services?

Introduced new unique products and [1]

services?

Marketed channels through which these [1]

products and services are delivered?

Improved the service network that [1]

supports these products and services?

8. Focus Strategy:

Focused on a specific niche / segment [1]

in the market?

Offered specialized products and servicefl]

to that niche / market segment?

Expanded branch networks to isolated [1]

geographical areas?

Tailored products and services to the  [1]
demands of the small-to-medium

sized customers?
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[2]

[2]

[2]
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[3]
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[4]

[4]
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[5]

[5]

[5]

[5]

[5]

[5]

[5]
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General View

9. What recommendation can you suggest to managementhince your bank’s

competitive strategies?

10.  Please provide any other information that you adersimportant for this study.

Thank you for your cooperation.
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APPENDIX II: LIST OF COMMERCIAL BANKS IN KENYA

ABC Bank (Kenya)
Bank of Africa
Bank of Baroda
Bank of India
Barclays Bank
CFC-Stanbic Bank
Chase Bank
Citibank

City Finance Bank

© © N o g s~ wDdPE

10. Co-operative Bank of Kenya
11.Commercial Bank of Africa
12.Consolidated Bank of Kenya
13.Credit Bank
14.Development Bank of Kenya
15.Diamond Trust Bank

16. Dubai Bank

17.Ecobank

18. Equatorial Commercial Bank
19. Equity Bank

20.Family Bank

21.Fidelity Commercial Bank
22.Fina Bank

23.First Community Bank
24.Giro Commercial Bank
25.Guardian Bank

26.Gulf African Bank

27.Habib Bank A.G Zurich
28.Habib Bank

29.Housing Finance
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30. Imperial Bank

31.Investment & Mortgages Bank
32.Kenya Commercial Bank
33.K-Rep Bank

34.Middle East Bank

35. National Bank of Kenya
36.NIC Bank

37.Oriental Commercial Bank

38. Paramount Universal Bank
39.Prime Bank

40. Southern Credit Banking Corporation
41.Standard Chartered Bank
42.Trans-National Bank
43.United Bank for Africa
44.Victoria Commercial Bank

Source: Central Bank of Kenya, (2009).
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APPENDIX Ill: PERFORMANCE CAPTURE FORMS

The performance capture forms are designed to ¢bedollowing information:

Profitability of Banking Sector as at December 2009

a) RETURN ON ASSETS (ROA)

TOTAL ASSETS & CONTINGENCIES

RETURN ON ASSETS (ROA) %

Banks 2009 2008 2007 2006 2005 2009 2004 2007 20062005
GRAND TOTAL |- - - - - - -
b) RETURN ON EQUITY (ROE)
SHAREHOLDERS' EQUITY RETURN ON EQUITY (ROE) %
Banks 2009 2008 2007 2006 2005 2009 2004 2007 20062005
GRAND TOTAL |- - - . . -
Capital and Risk Weighted Assets as at December 280
a) CORE CAPITAL TO RISK WEIGHTED ASSETS RATIO
CORE CAPITAL (Kshs ‘000) CORE CAPITAL TO RISK WEIGH TED ASSETS
RATIO
Banks 2009 2008 2007 2006 2005 2009 2008 2007 20062005
GRAND TOTAL |- - - . . -
b) TOTAL CAPITAL TO RISK WEIGHTED ASSETS RATIO
TOTAL CAPITAL (Kshs ‘000) TOTAL CAPITAL TO RISK WEI GHTED
ASSETS RATIO
Banks 2009 2008 2007 2006 2005 2009 2008 2007 20062005
GRAND TOTAL |- - - - - -
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Market Share as at December 2009

a) TOTAL NET ASSETS

TOTAL NET ASSETS (Kshs. Million) MARKET SHARE %
Banks 2009 2008 2007 2006 2005 2009 2004 2007 20062005
GRAND TOTAL |- E - : - - - - - -
b) NET ADVANCES
NET ADVANCES (Kshs. Million) MARKET SHARE %
Banks 2009 2008 2007 2006 2005 2009 2004 2007 20062005
GRAND TOTAL |- - - : - E - - - E
c) DEPOSITS
DEPOSITS (Kshs Million) MARKET SHARE %
Banks 2009 2008 2007 2006 2005 2009] 2008 2007 20062005

GRAND TOTAL |- - - - - - - - B -

d) CAPITAL & RESERVES

CAPITAL & RESERVES (Kshs. Million) MARKET SHARE %
Banks 2009 2008 2007 2006 2005 2009 2008 2007 20062005
GRAND TOTAL |- - - - - - - - - -
e) PROFIT
PRE-TAX PROFITS (Kshs. Million) MARKET SHARE %
Banks 2009 2008 2007 2006 2005 2009 2008 2007 20062005
GRAND TOTAL |- E - : - - - - - -
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