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ABSTRACT

Successful distribution channel strategy selection, implementation, and management cannot only
help to meet the shopping needs and habits of the target customers efficiently under the cost
constraints of the seller; they must also mitigate the disadvantages caused by distribution channel
conflicts such as double marginalization. Customer needs analysis plays a relatively small role in
product development in these firms. Instead, product development is typically driven by process
technology capabilities which often are the result of incremental process improvements. Unlike
market-driven firms, where a focus on value (as defined by the customer) drives marketing
decision making, marketing decisions in these firms often revolve around pricing issues, such as

volume discounts, as the key to increasing the firm’s unit sales.

The objective of the study was to establish the effect of marketing distribution channel strategies
on a firm’s performance among commercial banks in Kenya. The study adopted a descriptive
survey research design. The population of the study was all the forty three commercial banks
operating in Kenya. The study used both primary and secondary data to be collected through
questionnaires. The data was analyzed and presented using percentages, mean and standard

deviation.

The study found that the branch network, electronic banking and multiple distributions were used
by the banks. Marketing strategies being employed by the banks were aggressive marketing,
mass marketing and value marketing. The marketing features employed by the banks was close
relationships with customers, product specialization, extensive market research, selective
distribution, segmentation of market, high quality innovative products and controlled relationship
with customers while increased relational norm with channel partners, intensive distribution to a
mass market and low behavioral control on consumers were employed by the banks to a
moderate extent. The marketing distribution strategies results to increased sales, market share
and profits, the bank being able to market changes more effectively and enhanced ability of the

bank to generate, disseminate, and respond to market changes.
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CHAPTER ONE:
INTRODUCTION

1.1 Background to the Study

Owing to deregulation, new technology and changing consumer behavior, the competition in the
banking sector is getting more fierce. In the banking sector the intensified competition has
recently resulted in a number of banks launching non-bank financial services through their
branches as well as insurance companies and other financial companies opening banks. The
battle for the customers is, however, also fought through new electronic distribution channels.
Greenland (2004) predicted that in the foreseeable future the branch network will remain the
main channel for retail banks. However, despite these predictions, the electronic distribution
channels available for financial service companies world-wide force the banks to make a number

of strategic distribution channel decisions.

According to economic distribution channel theory, the “ideal” distribution system or the
normative distribution channel can be determined by exploring what the consumers want in
terms of service outputs from the distribution channel, how much they are willing to pay for a
given service level, how the services can be provided to them, and what the costs of the
alternative distribution channels are (Stern et al., 2006). As a result they argue that it can be
determined which distribution system most efficiently meets the customers’ wants and it can be
pointed out that the distribution channel strategy adopted by a firm should take a customer
perspective and analyse the output from the commercial part of the different distribution
channels and relates it to the customers’ costs and benefits from the different levels of service

output offered by the available distribution channels (Cohen et al., 2003).

According to rational channel planning models (Stern et al., 2006), commercial banks should
identify profitable customer segments attracted to branch banking, telephone banking, PC
banking and Internet banking or combinations thereof. Based on this knowledge, they have to
decide which distribution channels they want to offer their present and future customers. As a

result of these, banks should predict both the consumer acceptance of these distribution channels

1



and the dominating distribution channel strategies of their competitors. However, Stern et al.,
(2006) further observe that the problems of the commercial banks are even more complex
because the different distribution channels have different cost structures and different degrees of
face-to-face interaction. This creates an interrelationship of distribution channel strategy and the
other elements of the bank’s marketing mix, such as pricing, level of personal service, and the
array of services offered. Hence banks should be able to identify appropriate distribution
strategies that will give it necessary competitive advantage.

1.1.1 Marketing Distribution Channel strategies in Commercial banks

The adaptation process in the commercial banking sector is rendered visible by the adoption and
promotion of electronic distribution channels. According to Cohen et al., (2000), this influences
the future distribution channel structure in two ways. First, the cost of using them is different
from that of other available distribution channels, and the service output they provide to the
consumers is different from the service output provided by the branch-based channels. Some
banks have customers that ask for the electronic channels; they consider them to be important
distribution channels and are quick to introduce and promote them to their customers. Other
banks have only a few customers who want to use the electronic channels and these banks are
more hesitant to introduce them. Further, the electronic distribution channels influence the
consumers. Many of them are exposed to the promotion of the electronic distribution channels.
Some of these customers invest time and resources in becoming PC literate and in getting to
know the Internet or they learn to use the telephone for conducting their banking activities. Other
consumers do not want to use the telephone for banking services; they do not become PC literate
and do not get familiar with the Internet. These different customer segments are not likely to

have the same wants and are not likely to be willing to pay the same price for electronic banking.

Several different distribution channels are used by the commercial banks. They offer their
services through branch networks, automatic teller machines, the telephone and PC/Internet-
based home banking systems. Also channels such as car dealers, mobile branches (buses), and
retailers are used for distributing bank services. Ordinary branch banking requires the customers
to come to the branch, where they have access to a wide variety of banking services but have to

wait in line before getting served. Telephone banking requires the customers to phone the bank.



It is more cost-effective than an ordinary branch and it is more convenient for the customer. PC
banking can be used by customers who have access to and can use a personal computer and a
modem, whereas Internet banking furthermore requires access to the World Wide Web (Kalakota
and Frei, 2007). Early versions of PC banking were expensive, complicated and did not achieve a
sufficient level of consumer acceptance, but today it is even more cost-effective than telephone
banking, and it is also more convenient. Besides, a larger number of more complex banking

operations can easily be handled with PC and Internet banking.

1.1.2 Organization Performance

According to Swanson (2000), organizational performance is the valued productive output of a
system in the form of goods or services. Organizational performance can be subdivided into
three categories: financial performance (profit), internal non-financial performance
(productivity) and external non-financial performance (e.g., customer satisfaction). Private
sector organizations strive for good financial results whereas public organizations are aimed at
non-financial aims like delivering good public services to citizens (Van Loo and De Grip,
2002:17). To achieve performance through employees, the organization must consider them as
asset and must be treated with attention so that the employees become productive. Gone are the
days where an employee was given single task. Today’s business environment demands people
having multi skills so that they can be placed as per the need of the hour. Hence individual
motivation, job design, job structure, individual competence, and appropriateness of
performance goals and standards of measurement are considered important and are more

directly and easily controllable.

Organizational performance, although not a precisely defined concept, is assessed in terms of the
results that an organization achieves in relation to its objectives. In principle, it can be measured
at the output, outcome or impact level, and, less rigorously, as the organization’s compliance to
rules. The process of determining the performance of an organization requires the selection and
the measuring of a set of key variables that can allow the organization to detect as well as
monitor its competitive position in the business in which it engages. In another words, measuring
performance is also one of the important steps in the strategic control process (Wheelen and
Hunger 1995).



The firm’s performance could be measured by various concepts, such as sales per employee,
value of export, total assets and operation profit ratio. The ability of an organization to survive
and succeed is influenced by various factors, some of which can and some of which can’t be
controlled. Therefore the performance of an organization is a function of the controllable and
uncontrollable variables (Kim and Lim, 1988).Highly competitive environments, globalization,
ever growing amounts of performance data and increasing pressure to do more with less have
made it imperative for firms to be demand driven. It is no wonder that measuring, reporting and
overall business performances are hot topics. Companies in every industry are seeking ways to

get a clear, accurate view of operational performance to financial results.

1.1.3 Commercial Banking Industry in Kenya

The Banking industry in Kenya is governed by the Companies Act, the Banking Act, the Central
Bank of Kenya Act and the various prudential guidelines issued by the Central Bank of Kenya
(CBK). The banking sector was liberalized in 1995 and exchange controls lifted. The CBK,
which falls under the Minister for Finance docket, is responsible for formulating and
implementing monetary policy and fostering the liquidity, solvency and proper functioning of the
financial system. As at December 2010 there were forty six banking and non bank institutions,
fifteen micro finance institutions and one hundred and nine foreign exchange bureaus. According
to the Central bank of Kenya 2010 annual report, there are a total of 43 licensed commercial
banks in the country and one mortgage finance company. Out of the 43 institutions, 32 are
locally owned and 11 are foreign owned. The locally owned financial institution comprise 3
banks with significant shareholding by government and state corporations, 28 commercial banks
and 1 mortgage finance institution. However out of all the banks only 10 of them are listed in the

Nairobi stock exchange having met the conditions of listing and applied for the same.

Over the last few years, the banking sector in Kenya has continued to grow in assets, deposits,
profitability and products offering. The growth has been mainly underpinned by an industry wide
branch network expansion strategy both in Kenya and in East Africa community region as well
as automation of a large number of services and a move towards emphasis on the complex

customer needs rather than traditional ‘off-the-shelf’ products. The CBK annual supervision



report of 2009 emphasizes that the banking institutions will need to cope continuously with
changing business environment and a continuous flood of new requirement via a robust ICT
platform, while staying sufficiently agile. Consumers will continue to demand individualized
services, and to demand them faster than ever. Hence banks will continue aggressively design
new products that leverage on ICT to remain competitive. Down streaming into the retail market
segment will also be expected to continue particularly with the anticipated licensing of deposit
taking Microfinance Institutions.

In the coming period, according to the same report, diversification into other financial services is
also expected as consumers increasingly seek “one stop financial supermarket. These
developments are expected to enhance banking products being offered and bring more Kenyans
into the banking space. However, the main challenges facing the banking sector today include
the Finance Act 2008, which took effect on 1 January 2009 that requires banks and mortgage
firms to build a minimum core capital of Ksh 1 billion by December 2012. The implementation
of this requirement poses a challenge to some of the existing banks and they may be forced to

merge to comply. The other major challenge is declining interest margins.

1.2 Research Problem

As one of the key elements of a company's success, selecting the proper distribution channel
strategy has been a focal point in both supply chain and marketing channel structure. The
distribution strategy decision is usually based on finding the most profitable way to reach a
market (Ford and Mottner, 2003). Successful distribution channel strategy selection,
implementation, and management cannot only help to meet the shopping needs and habits of the
target customers efficiently under the cost constraints of the seller; they must also mitigate the
disadvantages caused by distribution channel conflicts such as double marginalization.
According to Porter (1985), organizational competitive advantage can be achieved if the firm
implements a value-creating strategy that is not simultaneously being implemented by any
current or potential competitors. This can be interpreted to mean that sustained competitive
advantage results from strategic assets; which Barney (1991) regards as those that are internally

controlled and permit the firm to formulate and implement strategies that expand its efficiency



and effectiveness. A firm’s distribution strategy of its products and services is such a strategic

asset.

Several studies have been undertaken locally and internationally on the subject area of
distribution channel strategies adopted by various local companies. Irimu (2009), undertook a
research on the Effects of distribution channel strategies employed by sewing machine industry
in Kenya on channel members 2009; a case of Amedo Centres (k) Ltd. In her study, she found
out that the location of the service facility is especially important for such business since many
target customers may lack the funds for public transportation or they may feel psychologically
uncomfortable to visit distance outlets. On her part, Alumila (2004) researched on the
distribution strategies used by Health maintenance organization in Kenya. She found out that
health care customers unlike other services value the face-to-face contact with the seller and also

emphasise a trustful relationship.

In Denmark, Katz and Aspeden (2007) found out that the Internet banking customers is very
similar to the PC segment. The persons are connected to the Internet for the use of e-mail, for the
search of information about special interests and do not put a high value on the personal
relationship with the local bank, they are relatively price conscious, affluent and well-educated.
This study therefore seeks to establish the effect of marketing channel distribution strategies on

the banking industry companies in Kenya.
1.3 Research Objectives

The research objectives were:

Q) To establish the distribution channel strategies adopted by commercial banks in
Kenya
(i)  To determine the relationship between distribution channel strategies adopted and

the performance of the bank.



1.4 Significance of the Study

Findings of the study will be useful to researchers and scholars as it will contribute to the body of
knowledge in the area of non-performing of loans. It will also assist other researchers to further

their studies on areas of interest not yet exploited.

It will assist the management of commercial banks to evaluate how effective they have been in
adopting appropriate distribution channel strategies of their services and products. This may
enable them identify gaps in their strategies which may enhance their strategic response as a
result move to effectively manage the existing strategies which will improve their financial

performance.

This study will benefit the government and especially the Ministry of Finance for making policy
decisions whose overall objectives are to reduce bottlenecks in distribution of banking services
and at the same time accelerate the rate of growth in the banking industry sector and take

advantage of the improved economy thus more lending to individuals and institutions.

It will be useful to the shareholders of the bank in evaluating the effectiveness of the banks
distribution strategies as they cope with the increasingly competitive financial market locally.
Other organizations can also use the distribution strategies employed by the bank to improve
their performance. In addition the study will be an invaluable source of material and information
to the many other banks operating in the country since the banking industry has a great role to
play in the country’s quest to become a middle income country as envisioned in the Vision 2030.
By identifying the appropriate distribution strategies, the industry will also be able to achieve

their objective much faster and growth of the individual firms.



CHAPTER TWO:
LITERATURE REVIEW

2.1 Introduction

This chapter highlights the major issues relating to the role of marketing distributions strategies
on the firms’ performance and will cover marketing strategy and distribution strategies in the
banking sector. It will also review a firms performance measures and how effective marketing

strategies affect a firm’s performance.

2.2 Marketing strategy

The two dominant typologies that have emerged in the business strategy field are the Miles and
Snow’s (1978) typology (i.e. prospector, defender, analyzer, and reactor) and Porter’s (1980)
typology (i.e. cost leadership, differentiation, and focus). However, Mol’s et al., (2009),
observes that Porter’s (1980) typology has been used extensively in marketing strategy literature
probably because it captures the way in which firms create value (i.e. differentiation or low cost)
and defines their scope of market coverage (i.e. focused or market-wide). They further posit that,
in the marketing strategy literature, with the exception of Slater and Oslo (2001), there is a lack
of comprehensive marketing strategy classification schemes. Murphy and Enis (1986)
framework classify products (i.e. convenience, preference, shopping, and specialty products) and
integrate the remaining marketing mix elements (price, promotion, and distribution) into this

framework.

On the other hand Slater and Olson’s (2001) typology of marketing strategy includes aggressive
marketers, mass marketers, marketing minimizes, and value marketers. The two authors found
similarities between aggressive marketers and prospectors, mass marketers and analyzers, low
cost defenders and marketing minimizers, and between differentiated defenders and value
marketers. Slater and Oslon (2001) also suggest that there is congruence between their marketing
strategy typology and the typology proposed by Murphy and Enis (1986) —, e.g. the aggressive

marketers resemble specialty product marketers; mass marketers offer broad product range, use



intensive distribution, and charge low price; marketing minimizers put the lowest emphasis on

marketing; while value marketers prefer to lower prices while offering high customer service.

According to Mol’s et al., (2009) the aggressive marketing is that marketing strategy
(characterized by high quality, innovative products with high prices and selective distribution,
and investment in advertising and marketing support functions); Price leadership (characterized
by a focus on price discounts to ensure that the firm/product is not under-priced and letting the
price consideration drive other activities such as purchase), and Product specialization
(characterized by limited and specialized product range with other business functions driven by
this narrow focus). From a marketing perspective, Hunt and Morgan (2005) point out that
product and price decisions are two of the most crucial strategic decisions faced by managers.
However, aggressive marketing captures a more multifaceted high value, high price, and high

investment in marketing function.

The importance of the relationship between marketing strategy and channel relationalism is
evidenced in the strategy literature and focuses on the fit between strategy and structure (Slater
and Olson, 2001). They point out that as firms try to adopt one or more of the three marketing
strategies — aggressive marketing, price leadership, and product focus (specialization) — they may
find that the extent of relational norms present in their marketing channels may not be equally
suitable for all three strategies. Aggressive marketing strategy is characterized by high-quality
innovative products, close relationships with customers, extensive marketing research and
market segmentation to identify premium target markets, selective distribution, and intensive
advertising (Slater and Olson, 2001). As a result, for channel partners, such strategy refers to an
intimate knowledge of the market, closer involvement with both the suppliers and customers, and
a willingness to invest in market research and R&D. on the basis of the same, a high degree of
relationalism in marketing channels is thus likely to foster closer ties amongst channel
intermediaries, strong identification with the common goal, and an incline towards long term
payoffs in comparison to a more transactional and short term orientation ( Dant and Schul,
1992). Literature on use of power business-to-business relationships have traditionally suggested
that an aggressive marketing strategy may be associated with use of power by lead channel
members, however, recent thinking suggests that the use of coercive power in fact results in

dysfunctional outcomes ( Hingley, 2005).



Product specialization (focus) strategy, on the other hand, is characterized by a more
concentrated approach towards segmenting the market and targeting a narrowly defined niche
market with fewer and more specialized products (consistent with the more current service
dominant logic (Lusch et al., 2007). For channel members, this strategy may translate into a
shrinking business volume. Although the increased focus on segmentation and focused targeting
may prove to be a significant investment of effort and resources, the outcomes may not be
commensurate with the enhanced resource allocation, especially with a shrinking scope of
operation and business volume. Lasser and Kerr (1996) found that firms offering differentiated
and highly specialized products tended to rely more on highly involved control relationship with
very close monitoring of behavior. Thus, relationalism, while conducive for aggressive market

strategy, may not be as conducive for product specialization strategy.

Price leadership strategy requires a shift in focus to lower margins and high volumes. Price
leadership strategy may require intensive distribution with a focus on larger markets resembling
mass marketing strategy. While Slater and Olson (2000) found that mass marketing strategy is
congruent with analyzer strategy, Lasser and Kerr (1996) found the cost leaders to be low in
behavioral control, contractual restriction, and manufacturer coordination with medium levels of
manufacturer support. While this strategy is not likely to yield significant results in the short run,
they pointed out that it may have a bright future due to the enhanced market coverage. Therefore,
to encourage the channel members to go along with a low price strategy, managers may need to
rely heavily on relational norm among channel partners with a promise of a successful future.
This approach is more likely to succeed than a strong bureaucratic stance which is typically more

transactional and short term in orientation.
2.3 Distribution Strategies in the Banking Sector

The economic distribution channel theory posit that the normative distribution channel can be
determined by exploring what the consumers want in terms of service outputs from the
distribution channel, how much they are willing to pay for a given service level, how the services

can be provided to them, and what the costs of the alternative distribution channels are (Stern
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and Sturdivant, 1987). Thus it is imperative that business units establish an appropriate
distribution system that is most efficient in meeting the customers’ wants. Thus, an economic
distribution channel model takes a customer perspective, analyses the output from the
commercial part of the different distribution channels and relates it to the customers’ costs and

benefits from the different levels of service output offered by the available distribution channels.

According to Frei et al., (2007), the interaction between the adoption and promotion of electronic
channels by the banks and the changes in the customer segments is input to a change process
where the structure of the distribution channel is adapted to the new environment. However, they
note that this is not likely to happen overnight because of barriers and temporal constraints. For
example, some banks will have invested in a huge branch network, which will be of no use if all
or most of its customers want to switch to an electronic channel, and the customers will be tied to
their present bank and its distribution channel because of habits, and perceived social,
psychological and financial risks associated with switching banks. Besides, they will have to
spend time searching and evaluating alternative banks in order to find a more suitable bank.
Therefore, the existing distribution strategy will also influence the changes in the distribution
channel structure. The change process will end when the new distribution strategy is the

normative distribution channel (Bucklin, 1996).

Several different distribution channels are used by the commercial banks. They offer their
services through branch networks, automatic teller machines, the telephone and PC/Internet-
based home banking systems. Also channels such as car dealers, mobile branches (buses), and

retailers are used for distributing bank services

2.3.1 Branch Network

Ordinary branch banking requires the customers to come to the branch, where they have access
to a wide variety of banking services but have to wait in line before getting served. The branch
banking segment consists mainly of older, non-computer literate persons, who value personal
relationships (Heskett et al., 1997). These customers value the face-to-face contact with the bank

teller and emphasise a trustful relationship. They do not own a PC and do not work with
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information technology. As are result of the adoption of technology, this segment is still large
and important but it is shrinking.

As manifested by the banks’ branch network, this has been the emergent strategy for most banks.
For a number of banks, this is the distribution channel structure they are used to, and this is
where their competences lie. It is suitable for delivering services based on face-to-face
interaction, and it targets a very large segment of bank customers. However, many banks might
be reducing their reliance on the branch network. The problem with the strategy is that it is
expensive and likely to lead to a decreasing number of customers. Growth might be maintained
through mergers and acquisitions, but only a few banks will have the luck and the skills
necessary for such a strategy. A likely strategy for the banks at present pursuing this strategy is
therefore to combine it with an offer of electronic home banking services. For some banks the
transformation will cause problems because they lack resources or because of bad timing in the
promotion of the electronic channels. These banks risk being unable to match the prices of, for
example, competing Internet banks (Birch and Young, 2007).

2.3.2 Electronic Banking

Telephone banking strategy has the telephone as its most important distribution channel; it relies
on a more impersonal form of contact than the branch banking strategy. According to Birch and
Young (2007), majority of European countries have this system in place, but they have often
used it in combination with the branch banking strategy. The advantages connected with this
strategy are that all people with access to a telephone are potential customers and that it is less
costly than the branch banking strategy. Thus, it gives access to a large segment and a large
geographical coverage without large-scale investments. It also relies on thoroughly tested and
secure technology. The disadvantages, though, are that it has attracted the most price-sensitive

customers (Mols, 2008), and that this segment is likely to shrink.

PC banking has many of the same qualities as the telephone channel and most banks attach
decisive importance to offering some kind of customer-friendly PC bank solution. The segment
attracted to this strategy is relatively small though growing, and its members are likely to be the

first to adopt the Internet bank solutions. Therefore PC banking, though transitory, may be the
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most important channel for the banks. The reason why so many banks attach importance to
offering a PC bank solution may be that survey results have shown that the least price-sensitive
customers are PC bank customers, and thus, they make up a potentially very profitable segment
to serve (Mols, 2008). This trend can still be explained by the early adopters’ interest in the new
technology and the convenience it offers rather than by an interest in using the most cost-
effective distribution channel. Therefore, it is likely that PC bank customers will eventually
become more price-sensitive, which is in accordance with the predictions that Internet banking is
likely to make home banking customers even more price-sensitive than they are today (Birch and
Young, 2007). As with the telephone and PC banking strategy, a pure Internet banking strategy
requires radical changes for many banks. They have to reduce their number of branches and
foster new competences. However, the strategy has the advantage that it aims at serving the
fastest-growing customer segment, and thus it will be a means to gain market shares. In addition
it is a low-cost strategy, because the Internet is the cheapest distribution channel. The
disadvantage is that it is difficult for Internet banks to differentiate their offerings (Birch and
Young, 2007).

According Howcroft and Kiely (2005), the electronic distribution channels and especially the
Internet-based version, reduce the entry barriers into retail banking. It makes it easier to cover a
larger geographical area and thus multinational/global commercial banks might emerge. In the
multinational version of the Internet banking strategy no further branches are needed. However,
a centrally-situated branch in each country might be necessary to attract local expertise, to assist
the customers in case of unexpected problems and to handle the contact with the national
authorities. Problems with technical and legal security to support the exchanges over the Internet
constitute a barrier to success with this strategy. It makes the Internet technology uncertain and
requires the customers to exhibit a high level of trust (Angelides, 2007). Therefore, another
problem might be to convince new customers that they can trust the bank, in the cases when the

bank is not very well-known and has no significant physical presence (Birch and Young, 2007).

2.3.3 Multiple distribution banking

The multiple channel strategy is the most popular distribution channel strategy among. It gives

customers a gentle transition from a branch banking strategy to a strategy emphasizing one of the
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electronic distribution channels, and it provides a good market coverage (Moriarty and Moran,
2000). It is also a way for the bank managers to hedge their bets by making a number of smaller
investments in PC/Internet banking systems, while simultaneously continuing a traditional

branch banking strategy.

However, the hedge strategy is not entirely without problems. Multiple channels are likely to
lead to conflicts between the branches and the departments responsible for the electronic
distribution channels. It can be difficult to motivate the front personnel in the branches to
promote these home banking services knowing that it leads to cannibalization and
unemployment. The strategy can also result in customer problems because they may have
difficulties in accepting a wide price differential between the services offered through the

branches and the services offered through for example the Internet (Moriarty and Moran, 2000).
2.4 Marketing Strategies and Firm Performance

The main purpose of marketing is to understand and meet customers’ needs and this is achieved
when all components of the marketing system, that is, suppliers and distributors, are co-
coordinating efforts and working in harmony (Okoroafo, 2006). He points out those well-
conceived and effective marketing activities will facilitate the achievement of typical
organizational objectives such as higher sales, market share, profits and competitive advantage.
Indeed, a marketing function is an important and integral part of organizational business strategy.
Specifically, marketing activity in this study is based on practices associated with product, price,
promotions, distribution, and finally, customer-orientation, since the customer is perceived as the

focus of all marketing efforts.

According to Okoroafo and Russow (2003), sound marketing practice is an important contributor
to performance in economic reform economies. Many businesses will adopt a new attitude to
marketing in transition environments, formulating strategies which demonstrate a focus on
customers. Thus for firms to be competitive in such environments, it is essential to conduct
effective product, pricing, promotion and distribution activities, where customers are central to
all marketing efforts and to the extent that these strategies are successfully implemented, they are

expected to result in improved performance.
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According to Day (2004, p. 44), “Market-driven firms are distinguished by an ability to sense
events and trends in their markets ahead of their competitors. They can anticipate more
accurately the response to actions designed to retain or attract customers, improve channel
relations, or thwart competitors. They can act on information in a timely, coherent manner
because the assumptions about the market are broadly shared”. This organizational capability has
significant implications for the attainment and sustainability of competitive advantage.
Businesses that possess the ability to learn rapidly about their markets and to act on that
information are best positioned to achieve competitive advantage (Tuominen et al., 1997). To
help an organization deal with market events and trends, internal organizational processes
develop (Day, 2004). Among the organizational processes that typically develop within an
organization, its strategic planning processes and the related processes it uses for analyzing

market information are cited as being among the most important (Moller and Anttila, 2007).

A market oriented organization possesses the ability to generate, disseminate, and respond to
information about market forces and market conditions better than their less market oriented
rivals (Jaworski and Kohli, 2003). This gives a market oriented organization an important basis
for building a sustainable competitive advantage by learning what buyers want, building the
processes necessary to deliver the value they desire and adapting those value generating
processes as market conditions change. To use these processes as the basis for competitive
advantage, an organization needs to develop the capabilities to generate, disseminate, and
respond to market intelligence and the processes to act on this information (Hunt and Morgan,
2005).

In addition to a market orientation, organizations need competitive strategies to help focus their
efforts. According to Day (1990, p. 5) “A competitive strategy specifies how a business intends
to compete in the markets it chooses to serve. This strategy provides the conceptual glue that
gives shared meaning to all the separate functional activities and programs”. A well developed
strategy, therefore, serves to coordinate the competitive actions of the firm. As one of the major
pro-competitive functions in the organization, marketing has a major impact on how these
strategies are formulated and how resources are allocated to implement these strategies (Hunt
and Morgan, 2005). For the market-driven firm, creating superior customer value is the objective

of strategy formulation and implementation. To do this, customer value-based differentiation
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strategies will drive the firm’s market research efforts, its selection of target-markets, its product

development processes, and its market communications programs (Day, 2004)

According to Hunt and Morgan (2005) not all firms will develop a market-orientation. Some
firms choose to focus their attention on internal issues, such as process technology and resulting
efficiencies. These firms devote less time to understanding what customers value, choosing
instead to focus on increasing volume. Customer needs analysis plays a relatively small role in
product development in these firms. Instead, product development is typically driven by process
technology capabilities which often are the result of incremental process improvements. Unlike
market-driven firms, where a focus on value (as defined by the customer) drives marketing
decision making, marketing decisions in these firms often revolve around pricing issues, such as

volume discounts, as the key to increasing the firm’s unit sales.

Firms that do not develop a market orientation must either develop the process technology to
out-innovate rivals or achieve low cost positions (Day, 2003). These firms, although they will
not develop the processes needed to generate, disseminate, and respond to market intelligence to
the same degree as a market oriented firm, can be successful by combining a process focus with
just enough market intelligence generation, dissemination, and responsiveness to understand
where customers’ needs are going and react accordingly. Day (2003) alludes to the existence of
these firms when he discusses the impact of Total Quality Management (TQM) on value
generation. Successful implementation of TQM gives firms a quality focus, which often

coincides with what customers’ desire.
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CHAPTER THREE:
RESEARCH METHODOLOGY

3.1 Introduction
The chapter described the proposed research method that was to be used. This included the
research design, the target population, sampling design, data collection instruments and the

techniques for data analysis.

3.2 Research Design

The research design for the study was a descriptive survey research design. It was concerned
about a univariate question in which the researcher was asked questions about the distribution
strategies adopted by the commercial banks in Kenya. This design provided an insight into
research problem by describing the variables of interest. Crosses sectional study was used since
different organizations were to be surveyed during the same time period. The cross sectional
study was adopted because it provided a quick snapshot of what was going on with the variables

of interest for the research problem in the different organizations.

3.3 Target Population

The population of the study consisted of all the 43 commercial banks in Kenya as at 31* Dec
2011 (Appendix II). The selection of the commercial banks as the population of the study was
that the commercial banks represents different institutions with varying capital base, branch
network, distribution networks, spread of their network within the country and regionally.
Further, these banks by virtue of serving different segments of the market adopted diverse
distribution strategies to reach these customers. In addition, the banking sector has been
experiencing intense competition both from local and international banks and one of the ways in
which these banks have been able to maintain their competitiveness is through adoption of
appropriate distribution strategies. Because of the number of commercial banks to be surveyed

(43), the same population also acted as the sample.
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3.4 Data Collection

The study used primary and secondary data. Primary was collected through gquestionnaires
(Appendix I) that were to be distributed by the researcher. The questions were structured and the
respondents fully informed about the purpose of data collection. The questionnaires consisted of
both open ended and closed ended questions. The open ended questions were meant to avoid
limiting the respondents in answering the questions. A likert scale was also be used for close —
ended questions. The questionnaire was made up of three sections namely: General information,
the marketing strategy and distribution strategy adopted by the banks and role that the
distribution strategy adopted affects the performance of the commercial banks. Secondary data
on the subject area was collected through annual reports and organizational publications on
performance and profitability. The staff questionnaires were administered purposeful to one
marketing/distribution manager or the equivalent in each bank.

3.5 Data Analysis and Presentation

The data was analyzed by the use of descriptive statistics to summarize and relate variables
which were be attained from the administered questionnaires. The data was classified, tabulated
and summarized using descriptive measures, percentages and frequency distribution tables while
tables and graphs were used for presentation of findings. However, before final analysis was
performed, data was cleaned to eliminate discrepancies and thereafter, classified on the basis of
similarity and then tabulated. In accomplishing all analysis details with efficiency and

effectiveness, the researcher utilized the Statistical Package for Social Sciences (SPSS) software.

18



CHAPTER FOUR
DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

The research objective was to establish the effect of marketing distribution channel strategies on
a firms’ performance among commercial banks in Kenya. This chapter presents the analysis and
findings with regard to the objective and discussion of the same. The findings are presented in
percentages and frequency distributions, mean and standard deviations. A total of forty three
questionnaires were issued out. The completed questionnaires were edited for completeness and
consistency. Of the forty three questionnaires issued out, only thirty nine were returned. This

represented a response rate of ninety one percent.

4.2 Demographic and Respondents profile
The demographic information considered in this study for was the gender of the respondents, the

length of continuous service with the organization and the level of education.

The respondents were to indicate their gender and of the 39 respondents, 63.2 percent were
female while 36.8% were male. This therefore means that majority of the respondents were

female although the difference was significant.

The respondents were to indicate the duration of time that they have been working with the

organization. The results as shown in Table 4.1

Table 4.1: Length of continuous service

Frequency Percent Cumulative percent
Less than 5 years 3 7.9 7.9
6-10 years 26 68.4 76.3
11-15 years 9 23.7 100.0
Total 39 100.0
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Source: Commercial Banks In Kenya
The findings above on Table 4.1 indicates that 68.4% of the respondents had worked in the

organization for 6 to 10 years, 23.7% indicated that they have worked in the organization for 11-
15 years while 7.9% said they have worked in the organization for less than 5 years. The findings
indicates that majority of the respondents have worked in their respective banks for more than
five years and thus they understand the organization well in regard to the role of marketing

distribution channel strategies on a firms’ performance.

The respondents were asked to indicate the highest level of education which they have attained.
It was found that 73.7% of the respondents were graduate/postgraduate holders while 26.3% had
college diploma. The analysis indicates that there are a high number of employees with specific

training or skills.

4.3 Marketing Distribution Strategies

Marketing strategy is a method of focusing an organization's energies and resources on a course
of action which can lead to increased sales and dominance of a targeted market niche. A
marketing strategy combines product development, promotion, distribution, pricing, relationship
management and other elements; identifies the firm's marketing goals, and explains how they

will be achieved, ideally within a stated timeframe.

The respondents were requested to indicate the marketing distribution strategies which are
employed by their bank in a five point Likert scale. The range was ‘strongly disagree (1)’ to
‘strongly agree’ (5). The scores of strongly disagree have been taken to represent a variable
which had a mean score of 0 to 2.5 on the continuous likert scale; (0< S.E <2.4). The scores of
‘moderate extent’ have been taken to represent a variable with a mean score of 2.5 to 3.4 on the
continuous likert scale: 2.5 <M.E. <3.4) and the score of both agree and strongly agree have been
taken to represent a variable which had a mean score of 3.5 to 5.0 on a continuous likert scale;
3.5< L.E. <5.0). A standard deviation of >0.9 implies a significant difference on the impact of

the variable among respondents. The results as shown in Table 4.2
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Table 4.2: Marketing Distribution Strategies adopted by banks

Mean Standard
Deviation
Aggressive marketing 4.2105 9051
Mass marketing 3.9474 1.0891
Marketing minimizers 2.1316 1.2557
Value marketing 3.4474 .8284

Source: Commercial Banks in Kenya

The findings on Table 4.2 indicate that the respondents agreed that they use aggressive
marketing (mean 4.2105), mass marketing (mean 3.9474) and value marketing (mean 3.4474).
They however, disagreed that they adopt marketing minimizers (mean 2.1316).The results
indicates that the commercial banks uses different marketing strategies in order to gain

competitive advantage over its competitors.

The respondents were asked to indicate the distribution strategies of banking services in their
organization in a five point Likert scale. The range was ‘very low extent (1)’ to ‘very great
extent” (5). The scores of very low extent have been taken to represent a variable which had a
mean score of 0 to 2.5 on the continuous likert scale; (0< S.E <2.4). The scores of ‘moderate
extent’ have been taken to represent a variable with a mean score of 2.5 to 3.4 on the continuous
likert scale: 2.5 <M.E. <3.4) and the score of both great extent and very great extent have been
taken to represent a variable which had a mean score of 3.5 to 5.0 on a continuous likert scale;
3.5< L.E. <5.0). A standard deviation of >0.9 implies a significant difference on the impact of

the variable among respondents. The results as shown in Table 4.3

Table 4.3: Employment of Distribution Strategies

Mean Standard Deviation
Branch Network 4.4795 1.2746
Electronic banking 3.5103 .8181
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Multiple distribution 4.2308 1.0628

Source: Commercial Banks in Kenya

The findings on the usage of various distribution strategies by the commercial banks was that,
branch network (mean 4.4795), multiple distribution (mean 4.2308) and electronic banking

(mean 3.5103) was used by the banks to ensure that they market their products to its customers

4.3.1 Features of banking services marketing distribution strategies

The respondents were requested to indicate the employment of various banking service
distribution strategies by their bank in a five point Likert scale. The range was ‘strongly disagree
(1)’ to ‘strongly agree’ (5). The scores of strongly disagree/disagree have been taken to represent
a variable which had a mean score of 0 to 2.0 on the continuous likert scale; (0< S.E <2.0) and
the score of both agree/strongly agree have been taken to represent a variable which had a mean
score of 2.1 to 4.0 on a continuous likert scale; 2.1< L.E. <4.0). A standard deviation of >0.8
implies a significant difference on the impact of the variable among respondents. Results as

shown in Table 4.4

Table 4.4: Features of banking services marketing distribution strategies

Mean Std. Deviation
Branch Network
Efficient in meeting customer wants 3.4872 5063
Enhances face to face with the customer 3.3846 4928
Targets a large market segment 3.2538 8441
Expensive to undertake than other distribution 1.7179 .6862
strategies
Service cost to customers is higher than other networks 2.3590 .8425
Gives access to a large geographical and segment 3.7744 9315
market
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Enhances legal and technical security challenges 1.9744 .9864
Table 4.4 Continued

Requires a high level of trust 2.0513 9444
Electronic banking

Efficient in meeting customer wants 2.5632 5129
Enhances face to face with the customer 1.2897 1.0691
Targets a large market segment 3.5128 1.1441
Expensive to undertake than other distribution 1.1026 .7180
strategies

Service cost to customers is higher than other networks 1.6590 .7066
Multiple distribution banking

Efficient in meeting customer wants 3.3333 AT75
Enhances face to face with the customer 2.0128 5063
Targets a large market segment 3.1769 .8998
Expensive to undertake than other distribution 2.5385 8222
strategies

Service cost to customers is higher than other networks 2.4872 .9966
Gives access to a large geographical and segment 2.9744 1.1352
market

Enhances legal and technical security challenges 1.8205 .8544

Source: Commercial Banks in Kenya

As shown in Table 4.4 the findings on the features of branch network distribution strategies as a
marketing channel was that the respondents agreed that the channel gives access to a large
geographical and segment market (mean 3.7744), efficient in meeting customer wants (mean
3.4872), enhance face to face with the customer (mean 3.3846), targets a large market segment
(mean 3.2538), service costs to customers was higher than other networks (mean 2.3590) and

that it requires a high level of trust (mean 2.0513). The study, found that the strategy does not
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enhances legal and technical security challenges (mean 1.9744) and that it was it was expensive
to undertake than other distribution strategies (mean 1.7179).

The results on the use of electronic banking market channel strategy was that it targets a large
market segment (mean 3.5128) and that it was efficient in meeting customer wants (mean
2.5632). The distribution channel however, does not lead to enhanced face to face with the
customer (mean 1.2897), expensive to undertake than other distribution strategies (mean 1.1026)
and that service cost to customers is higher than other networks (mean 1.6590).

The results on the use of multiple marketing distribution strategy were that it is efficient in
meeting customer wants (mean 3.3333), targets a large market segment (mean 3.1769), gives
access to a large geographical and segment market (2.9744), being expensive to undertake than
other distribution strategies (mean 2.5385), service costs to customers being higher than other
networks (mean 2.4872), enhanced face to face worth the customers (mean 2.4128) and
enhanced legal and technical security challenges (mean 2.0205).

4.3.2 Effect of distribution strategies on firm performance

Table 4.5: Effect of distribution marketing strategies on firm performance

Mean Std. Deviation
The distribution strategies adopted has led to increased 3.4872 5063
sales, market share and profits
The bank has been able to market changes more 3.3846 4928
effectively
Enhanced the ability of the bank to generate, 3.2538 8441
disseminate, and respond to market changes

Source: Commercial Banks in Kenya

The respondent agreed that the marketing distribution strategies would lead to increased sales,
market share and profits (mean 3.4872), the bank being able to market changes more effectively
(mean 3.3846) and enhanced ability of the bank to generate, disseminate, and respond to market

changes.
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CHAPTER FIVE:

SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1 Summary of the findings

The respondents agreed that the marketing strategies being employed by the banks were
aggressive marketing, mass marketing and value marketing. The study found out that the
characteristics employed by the banks was close relationships with customers, product
specialization, extensive market research, selective distribution, segmentation of market, high
quality innovative products and controlled relationship with customers while increased relational
norm with channel partners, intensive distribution to a mass market and low behavioral control

on consumers were employed by the banks to a moderate extent.

The marketing distribution channel strategies being used by commercial banks was branch
network, electronic banking and multiple distribution. The respondents were in agreement that
marketing through branch network strategy would result to access to a large geographical and
segment market, efficient in meeting customer wants, enhance face to face with the customer,
targets a large market segment, service costs to customers was higher than other networks and
that it requires a high level of trust. This marketing strategy however, leads to enhanced legal and

technical security challenges and being expensive to undertake than other distribution strategies.

The electronic marketing strategy targets a large market segment and that it is efficient in
meeting customer wants. It does not however leads to enhanced face to face with the customer,
expensive to undertake than other distribution strategies and that service costs to customer was
higher than other networks. On the use of multiple marketing distribution strategy, the
respondents were in agreement that it is efficient in meeting customer wants, targets a large
market segment, gives access to a large geographical and segment market, it is expensive to
undertake than other distribution strategies, service costs to customers is higher than other
networks, leads to enhanced face to face with the customers and enhanced legal and technical
security challenges. The respondents found out that the marketing distribution strategies results
to increased sales, market share and profits, the bank being able to market changes more
effectively and enhanced ability of the bank to generate, disseminate, and respond to market

changes.
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5.2 Conclusion

This study has presented the results of some descriptive survey research into the effects of
marketing distribution channel strategies on a bank’s performance among commercial banks in
Kenya. Effective marketing requires a clear understanding of the arena in which a firm is
competing and the nature of its performance. For strategy to be truly marketing-oriented, both
the definition of the competitive arena and the need for performance improvement must be
demand-driven. In services in general and financial services in particular, certain characteristics,
namely intangibility and complexity, affect consumer evaluation processes. As consumers
become increasingly reliant on credence qualities in evaluation and as services become more

complex, the process of improving firm performance becomes more difficult.

The results establish that a large majority of commercial banks attach great importance to
offering one or several of the distribution channels to their customers. The distribution strategies
affect the performance of commercial banks and especially with increased customer
understanding, either because consumers are more knowledgeable or because the products are
relatively simple, or both, then elements such as distribution channels, price and specific service

features may become more important in adding value and improving its performance.
5.3 Recommendations

5.3.1 Recommendation with policy implication

The study found out that the commercial banks adopts various marketing distribution strategies.
It is therefore recommended that the commercial banks should adopt those marketing distribution
strategies that ensure the performance of the bank is improved and do away with those which

adds costs so that the banks can compete effectively with the others.

The commercial banks have created unique position in the market through provision of goods
and services through different marketing distribution channels. It is therefore recommended that
they continue investing in coming up with unique products so that they can differentiate
themselves. The commercial banks distribution channels service costs varies and it is
recommended that before pricing its products, they should study what the market charges so that

they set at a price which is acceptable to the current and potential customers. The study
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established that the commercial banks use electronic banking in order to ensure that its customers
carry out its transactions anywhere and anytime. It is recommended that they should embrace the
concept whole heatedly by adopting electronic banking as the next battle for the banks will be

the technology usage which should be one which offers customers more features.
5.3.2 Recommendations for Further Research

The study focused on the effect of marketing distribution channel strategies on the commercial
bank’s performance; however the competition in the banking industry has become intense and
therefore necessitates the study to establish the factors that affects the performance of

commercial bank’s performance.
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APPENDIX I:

QUESTIONNAIRE

Please give answers in the spaces provided, and tick (V) in the box that matches your response to
the questions where applicable.

PART A: General information

1. Name of the financial INStIULION. ...ovvurne ettt ?
2. Gender? Male ( ) Female ( )

3. What is your current position at the institution...................cooveviieiiinennnn. ?

4. For how long have you had continuous service with your current employer?

a) Less than five years ()
b) 6-10 years ()
c) 11- 15 years ()
d) Over 15 years ()
5. What is your education level?
a) Secondary School ()
b) College Diploma ()
c) Graduate/Post graduate ()

PART B: MARKETING DISTRIBUTION STRATEGIES

1) What do you consider best describes the marketing strategy employed by your
organization: (Use the scale below to tick the most appropriate response)

1-Strongly Agree; 2-Agree; 3-Moderate extent; 4-Disagree; 5-Strongly Disagree
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1 | Aggressive marketing

2 | Mass marketing

3 | Marketing minimizers

4 | Value marketing

2) Under each of the following marketing strategies, to what extent does the bank employ
the following characteristics?

Marketing strategy

Very Low

Extent

Low
Extent

Moderate

Great
Extent

Very Great

Extent

Aggressive marketing

High quality innovative products

Close relationships with

customers

Extensive marketing research

Selective distribution

Product specialization (Focus)

Segmentation of the market

Product specialization
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Controlled relationship with

customer

Price Leadership

Intensive distribution to a mass

market

Low behavioral control on

consumers

Increased relational norm with

channel partners

3) With regard to the distribution strategies of banking services in your organization, please
indicate the extent to which you employ the following strategies;

Very
great
extent

Great
extent

Moder
ate
extent

Low

Extent

Very low
extent

Branch Network

Electronic banking

Multiple distribution

4) The table below presents statements regarding the features of various banking services

distribution strategies. Indicate the extent to which you agree or disagree with each

statement by ticking on the appropriate column, using the scale below.

SA - Strongly Agree

D — Disagree
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SD

— Agree

— Strongly Disagree




Branch network

Efficient in meeting customer wants

Enhances face to face with the customer

Targets a large market segment

Expensive to undertake than other distribution strategies

Service cost to customers is higher than other networks

Gives access to a large geographical and segment market

Enhances legal and technical security challenges

Requires a high level of trust

Electronic banking

Efficient in meeting customer wants

Enhances face to face with the customer

Targets a large market segment

Expensive to undertake than other distribution strategies

Service cost to customers is higher than other networks

Multiple distribution banking
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Efficient in meeting customer wants

Enhances face to face with the customer

Targets a large market segment

Expensive to undertake than other distribution strategies

Service cost to customers is higher than other networks

Gives access to a large geographical and segment market

Enhances legal and technical security challenges

PART C: Effect of Distribution Strategies on firm Performance

1.) The table below presents statements regarding the role of distribution strategies on the
organizational performance. Indicate the extent to which you agree or disagree with each
statement by ticking on the appropriate column, using the scale below.

SA - Strongly Agree A — Agree

D — Disagree SD - Strongly Disagree

Statement SD D A SA

The distribution strategies adopted has led to increased sales,

market share and profits

The bank has been able to market changes more effectively

Enhanced the ability of the bank to generate, disseminate, and

respond to market changes
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APPENDIX 11

LIST OF COMMERCIAL BANKS

BANK OF INDIA

BANK OF BARODA
COMMERCIAL BANK OF AFRICA
HABIB BANK LTD

NATIONAL BANK OF KENYA
PRIME BANK

ORIENTAL COMMERCIAL BANK
HABIB BANK AG ZURICH
MIDDLE EAST BANK

. BANK OF AFRICA

. DUBAI BANK

. CONSOLIDATED

. CREDIT BANK

. TRANSNATIONAL BANK

. CHASE BANK KENYA LTD

. CFC STANBIC

. AFRICA N BANKING CORPORATION
. IMPERIAL BANK

. NATIONAL INDUSTRIAL CREDIT BANK
. GIRO BANK

. ECO-BANK

. EQUITORIAL COMMERCIAL BANK
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23.
24,
25.
26.
27.
28.
29.
30.
31.
32.
33.
34.
35.
36.
37.
38.
39.
40.
41.
42.
43.

PARAMOUNT UNIVERSAL BANK
FINA BANK

VICTORIA COMMERCIAL BANK
GUARDIAN BANK

& M BANK

CENTRAL BANK OF KENYA
DEVE LOPMENT BANK
FIDELITY COMMERCIAL BANK
DIAMOND TRUST BANK

K REP BANK

FAMILY BANK

GULF BANK

FIRST COMMUNITY

UBA BANK

JAMII BORA

COOP BANK

KENYA COMMERCIAL BANK
CITI BANK

STANDARD CHARTERED
EQUITY BANK

BARCLAYS BANK

Source: www.centralbank.go.ke.
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