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ABSTRACT
The Kenyan banking sector has experienced sevdrallenges over time. The
government has implemented several reforms to eehgrowth and competition in this
sector. To achieve financial stability and growths important to identify the strategies
used by commercial banks in gaining competitive aatlvge. Currently, there is
competitive pressure in the lending market for caroal banks given lending as their
core activity. As a result, driven by the need taximize profit, banks are likely to pay
great attention to lending rates that they chaifgee objective of this study was to
identify the strategies used by commercial bankgedi at NSE to gain competitive
advantage. Descriptive survey design was usedhi@rstudy. The population for the
study was the 11 commercial banks listed at theddaiStock Exchange. A total of 50
employees were targeted as study respondents outhich 48 responded giving a
response rate of 96%. Both primary and secondagywas used for the study. Primary
data was collected using a questionnaire while redgsny data was collected from the
bank published records. Both qualitative and quatnte data analysis technique were
used to analyze the data. Quantitative data celegtere analyzed using descriptive
statistics such as means, standard deviationsydreies and percentages. Qualitative
data were analyzed thematically. The analyzed\data presented in form of tables, pie-
charts and bar-graphs where applicable. The stodwd that Different strategies for
gaining competitive advantage were used by bar#tediin the NSE where product
differentiation and diversification strategy wasddgo a very large extent and indicated
by 56.3% and 37.5% respectively. The findings abseealed that cost differentiation,
strategic alliances and joint ventures were ndytrused by bank listed in the NSE in
gaining competitive advantage as indicated by 29.£238% and 31.3% respectively. It
was finally found that mergers as a strategy wasl is no extent at all as indicated by
43.8% of the respondents. On the use of the stestégr gaining competitive advantage,
the study found that banks use credit diversifarativhere loans are given to people in
different sectors of the economy (Mean score 4th3) very large extent. It was also
found that the respondents were neutral with tlestents that banks offers lower
charges on client services making it attractiveniany customers (Mean score 2.81) and
that banks forms strategic alliances with otheraargations to gain competitive
advantage in the market (Mean score 2.69). Theoresgmts further indicated that joint
ventures leads to the formation of strategic adiemnmaking banks gain competitive
advantage to a large extent (Mean score 3aB8)thatmergers helps banks in reducing
the cost of operation to a large extent (Mean sc®rgs). Finally, on product
differentiation, it was indicated that banks divigrsn different products making them
gain competitive advantage in the market (Meanesd@o89). The study concluded that
banks listed in the NSE use product differentiatma diversification strategy was used
to a very large extent in gaining competitive adage in the market. It is recommended
that banks should provide excellent and unexpectistomer experiences that will give
them a competitive edge in the market thus impmuimeir performance. The study
finally recommends that another study be carriedd®ess strategies used by banks not
listed in the NSE in gaining competitive advantagthe market.



CHAPTER ONE

INTRODUCTION
1.1 Background of the Study
There are three approaches to competitive stradatiyned by Porter (2000). These are;
striving to be the overall low cost producer, tisatlow cost leadership strategy, seeking
to differentiate one’s product offering from that its rivals, that is, differentiation
strategy and focus on a narrow portion of the ntarket is, focus or niche strategy.
Lester (2009) argued that competitive strategy kesad firm to define its business today

and tomorrow, and determine the industries or markecompete.

Resource based view (RBV) is the theoretical fotindaof the study. The central
premise of RBV addresses the fundamental questiovhy firms are different and how
firms achieve and sustain competitive advantagddpjoying their resources. Firms are
seen as atom-like entities aiming to gain abovenabprofits in unmediated competition
with other firms in a shared market (Barney, 19RBV assumes firms are profit
maximizing entities directed by boundedly ratiomadnagers operating in distinctive
markets that are to a reasonable extent predictade moving towards equilibrium
(Bromiley & Papenhausen, 2003; Leiblein, 2003)adtepts that information about the
future value of a resource is asymmetrically distted. If the firm's managers can
estimate the future value of a resource better thaim competitors — or when they are
simply lucky — this provides their firm witex antesources of sustained competitive

advantage.



In the resource-based view (RBV) of the firm, anfs performance is affected by firm-
specific resources and capabilities (Barney, 199hjis implies that, in the RBV,
resources are allocated heterogeneously (unevewitiin an industry. Organizations
therefore must be aware of their strengths and messes, as they have to develop
strategies on how to outperform competitors witle tiven resources bundles and
capabilities (Barney, 1991). RBV will therefore bsed in this study to assess how

different strategies are used by Banks to gain @titiyee advantage.

1.1.1 The Concept of Strategy

Different authors have defined strategy in différevays. Some authors define the
concept broadly to include both goals and meanactdeve them, such authors are
(Chandler, 1962), (Andrews, 1971) and (Chaffee,5)9€handler (1962) added to the
view taken by Drucker (1954) and defined strategyh@ determination of the basic long
term goals and objectives of an enterprise andattoption of courses of action and the

allocation of resources necessary for carryingloege goals.

A strategy is a long term plan of action designeddhieve a particular goal, most often
“winning” (Thompson, 2007). Strategy is differenéid from tactics or immediate actions
with resources at hand by its nature of being esttety premeditated, and often
practically rehearsed. Strategy is a deliberatechdar a plan of action that will develop
a business’s competitive advantage and compouiithét.differences between a firm and
its competitors are the basis of its advantagea firm is in business and is self-
supporting, then it already has some kind of achgatno matter how small or subtle.
The objective is to enlarge the scope of the adgmtwhich can only happen at some

other firm’s expense (Clayton, 1997). Differentagdgies such as product differentiation,
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cost differentiation, strategic alliance, joint wares, mergers and diversification
strategies have been used by organizations in mgpinompetitive advantage in the
market. This study will therefore assess differsimategies used by Banks in gaining
competitive advantage in the market. In this contthe strategies will include concept

such as cost leadership, focus strategy and praliffietentiation.

1.1.2 The Concept of Competitive Advantage

Competitive advantage is an advantage over cormpetijained by offering consumers
greater value, either by means of lower prices wrploviding greater benefits and
services that justifies a higher price (Porter, 3)98orter (1985) defines competitive
advantage along the three dimensions of cost,rdiffeation and focus with competitors
trying to set themselves apart from those perceagdstuck in the middle” without
competitive advantage. Porter’'s (1985) work suggtsit being able to produce an event

at a lower cost compared to the competitors isweagto competitive advantage.

According Barney (2002) a firm experiences competindvantages when its actions in
an industry or market create economic value andhvit competing firms are engaging
in similar actions. Barney goes on to tie competithdvantage to performance, arguing
that a firm obtains above-normal performance whegenerates greater-than-expected
value from the resources it employs. The competitadvantage is measured using
indicators such as market coverage, market shadditgbility and efficiency. The
market share refers to tipercentage of the customers served by a partibalak over a
specified time period. Profitability in this casefars to the ability of the banks to earn
profits. On the other hand, efficiency refers te thbility of the banks to serve their

clients to the satisfaction at minimum costs (Bg2002).
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1.1.3 Commercial Banksin Kenya

The Banking industry in Kenya is governed by thenpanies Act, the Banking Act, the
Central Bank of Kenya (CBK) Act and the various gential guidelines issued by the
Central Bank of Kenya. The banking sector was #beed in 1995 and exchange
controls lifted. The CBK, which falls under the N&ter for Finance docket, is
responsible for formulating and implementing monetgolicy and fostering the
liquidity, solvency and proper functioning of théndncial system (PWC Kenya,

Industries: Banking Industry, 2011).

The banks have come together under the Kenya Bankesociation (KBA), which
serves as a lobby for the banking sector’s interédte KBA serves a forum to address
issues affecting members. Over the last few yedes,Banking sector in Kenya has
continued to growth in assets, deposits, profitgbdnd products offering. The growth
has been mainly underpinned by an industry widexdiranetwork expansion strategy
both in Kenya and in the East African communityioeg Secondly is the automation of a
large number of services and a move towards enmgploasthe complex customer needs
rather than traditional ‘off-the shelf’ banking pects. Players in this sector have
experienced increased competition over the last years resulting from increased
innovations among the players and new entrantstiv@onarket (PWC Kenya, Industries:
Banking Industry 2011). This study will therefore Garried out in 11 commercial banks
listed in the NSE to assess the strategies usedtdnymercial banks in gaining

competitive advantage and ensuring performandedicompetitive Kenya market.



1.1.4 Commercial BanksListed at the Nairobi Stock Exchange

Kenya's financial system is relatively well deveddpand sound. The major elements of a
well-developed financial system have been put at@l including the creation of the first
credit-reference bureau in 2010, and credit hasvigroapidly in recent years, but the
financial sector has still been unable to reackuitgpotential in supporting the allocation
of economic resources across the economy. As of, 208 commercial banks with over
1.100 branches and 2.200 ATMs operated in the cp\http://www.mfw4a.org/kenya.

accessed: March, 2015).

A variety of financial institutions, including mifinance institutions (MFIs) and the
Kenya Post Office Savings Bank, also offer depesitl lending services to those
segments of the Kenyan population that are undexddyy commercial banks, but a clear
strategy for developing formal and informal indibms has yet to be formulated. The
microfinance industry is, however, growing and ipected to play a pivotal role in
deepening financial markets and enhancing acces$mdacial services and products,
particularly in rural areas. The Microfinance Acasvpassed in May 2008 to regulate
MFIs through licensing and supervision (http://wwviw4a.org. accessed: March, 2015).
By highlighting on the strategies used by commeérbenking listed in the NSE in
gaining competitive advantage, other firms notlisin the stock exchange may use the

information to up their game in the market.

By December 2013, Kenya had one Central Bank a&gualatory authority, 44 banking
institutions, 7 representative offices of foreiganks, 9 microfinance banks, 2 credit
reference bureaus and 101 forex bureaus. Basedeanstze (in terms of assets), of the

44 banking institutions, 6 are classified as top @mmercial banks. These include:

5



Kenya Commercial Bank Limited, Equity Bank LimiteBarclays Bank (K) Limited,
Standard Chartered (K) Limited, Cooperative BankKehya and CFC Stanbic Bank (K)

Limited (CBK Bank Supervision Report, 2013).

As at 3f' December, 2013, there were 11 commercial bantexllist the NSE consisted
of: Barclays bank, Kenya Commercial Bank Ltd, Eguank, Standard Chartered Bank
Kenya Ltd, Co-operative Bank of Kenya Ltd, Diamohdist Bank Kenya Ltd, CFC

Stanbic Bank Ltd, National Bank of Kenya Ltd, | & Blank Ltd, NIC Bank Ltd and

Housing Finance Co Ltd. (CBK Bank Supervision Rép2013). The choice of these
banks is therefore based on their performanceanttiey are listed in the Nairobi Stock
Exchange. This is to answer the question of whedteggies to they use to remain

competitive in the market.

1.2 Research Problem

A competitive advantage is an advantage gained cyapetitors by offering customers
greater value, either through lower prices or byvyating additional benefits and service
that justify similar, or possibly higher, pricesorForganizations, finding and nurturing a
competitive advantage can mean increased profiteamdnture that is sustainable and

successful over the long term.

The Kenyan banking sector has experienced sevdrallenges over time. The
government has implemented several reforms to eehgrowth and competition in this
sector. To achieve financial stability and growths important to identify the strategies
used by commercial banks in gaining competitive amtizge. Currently, there is
competitive pressure in the lending market for caroial banks given lending as their

6



core activity. As a result, driven by the need taximize profit, banks are likely to pay
great attention to lending rates that they chatgmding rates on the other hand are
highly dependent on interest rates guided by thatr@eBank which exposes bank
earnings to sensitivity on changes in such rétasven and Levine (2007This raises the
guestion on whether banks should diversify incoroaercses to ease this pressure on

lending rates and stabilize their income or focushe traditional banking activity.

Porter (2004) viewed competitive strategies as @ dimensional phenomenon with a
supply side-strategic scope; and a demand sideategic strength. He later simplified
the scheme into three generic strategies, namegratl cost leadership’, ‘differentiation’
and ‘focus’. Johnson, Scholes and Wittington (2008) the other hand, perceive
competitive strategies from a business level petspge and believe that it is the
achievement of competitive advantage by a businggsin its particular market. They
advocate for a hybrid strategy which provides akeiafacing element to Porter's model
in the form of price as a new dimension and its loo@ion with differentiation.
Sidorwicz (2007) on the other hand sees competgivategies as more skill-based and
involving strategic thinking, innovation, executjasritical thinking, positioning and the

art of warfare.

Different studies have been done on strategy in ldheking sector. Asewe (2010)
evaluated the response of Kenya commerciakddn the adoption of ICT strategy
in enhancing competitive advantage and fount @ had been use to a very large
as a strategy for enhancing competitive advantay commercial banks in Kenya.

Chiteli (2013) investigated agent banking operaias a competitive strategy for



commercial banks in Kisumu City. The findings rdeeathat the 3 commercial banks in
Kisumu city that had engaged in agent banking djmera had achieved expansion in
geographic coverage, during peak periods like wadofwols are opening it was noted that
the banking halls were not congested compared hisbavhich not engage in agent
banking operations. Kungu, Desta and Ngui (2014essed the effectiveness of
competitive strategies by commercial banks: a adsEquity Bank. They found that

Equity Bank is exposed to opportunities that woalthble it to compete favourably
against other banks in future. This researchemdidfind any studies on strategies used
by commercial banks listed at the NSE to gain cdmipe advantage. What are the

strategies used by commercial banks in Kenya to gainpetitive advantage?

1.3 Resear ch Objective

The objective of this study was to identify theagtgies used by commercial banks listed

at NSE to gain competitive advantage.

1.4 Value of the Study

The findings of this study will be important aswiil add to the existing knowledge on
the strategies adopted by commercial banks in ggiocompetitive advantage. The study
will thus form a basis upon which other studied Wwé done by creating knowledge gap

and adding to the existing literature review.

Policy wise, the findings of the study will inforfmow the existing policies on the
operations of banks can be improved. By assessi@agstrategies, policy makers may
come up with additional policies regulating thehaties of banks with regards to the new

products introduced in the market.



Finally, the findings of the study will be of imgance to commercial banks in Kenya.
By highlighting the competitive strategies used banks listed in the Nairobi Stock
Exchange, commercial banks will use the informatiorup their game thus improving

their performance.



CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter presents relevant literature on thategfies used in banks to gain
competitive advantage in the market. It also prisséime theory which is used in the
study. The chapter ends with a presentation of ecapiliterature on the area of the

study.

2.2 Theoretical Foundation of the Study

The resource-based view of the firm (RBV) drawserdibn to the firm’s internal
environment as a driver for competitive advantagd amphasizes the resources that
firms have developed to compete in the environmdéhiring the early strategy
development phase of Hoskisson’s account of thesldpwment of strategic thinking
(Hoskisson et al. 1999), the focus was on the mafefactors of the firm. Researchers
such as Ansoff (1965) and Chandler (1962) made rtapb contributions towards

developing the Resource-Based View of strategy kidesn et al. 1999).

From the 1980s onwards, according to Furrer g28I08), the focus of inquiry changed
from the structure of the industry, e.g., StructGanduct-Performance (SCP) paradigm
and the five forces model) to the firm’s internttlsture, with resources and capabilities
(the key elements of the Resource-Based View (REBif)ce then, the resource-based
view of strategy (RBV) has emerged as a populaorth@f competitive advantage

(Furrer et al., 2008).
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The origins of the RBV go back to Penrose (195%9)pwuggested that the resources
possessed, deployed and used by the organizagaeaty more important than industry
structure. The term ‘resource-based view' was abimeich later by Wernerfelt (1984),
who viewed the firm as a bundle of assets or ressuwhich are tied semi-permanently
to the firm (Wernerfelt, 1984). Prahalad and Ha(@éP0) established the notion of core
competencies, which focus attention on a criticategory of resource — a firm’s
capabilities. Barney (1991) also argued that tiseueces of a firm are its primary source
of competitive advantage. This study therefore ubedtheory to assess the strategies

used by commercial banks in gaining competitiveaatizge.

2.3 Strategy and Competitive Advantage

Winning business strategies are grounded in swudikancompetitive advantage. A
company has competitive advantage whenever it hasdge over rivals in securing
customers and defending against competitive fo(€xsyne, 2000). There are many
sources of competitive advantage: making the higipeslity product, providing superior
customer service, achieving lower costs than rj@sing a more convenient geographic
location, designing a product that performs betian competing brands, making a more
reliable and longer-lasting product, and providimgyers more value for the money
(Coyne, 2000). To succeed in building a competitdvantage, a firm must try to
provide what buyers will perceive as "superior edtaither a good product at a low price

or a "better" product that is worth paying more for

Combined strategy of an organization involves matglits corporate objectives and its

available resources. In this development of stsgtaganagers are concerned with
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reconciling the business the organization is irhwite allocation of resources (Porter,
2004). This allocation process is concerned withgéneral purposes of an organization,
whether it is part of the grand plan, the overajectives or a ‘strategy’ designed to keep
the organization in business (Hannagan & Bennéfi82 According to Drucker (2001)

strategy is the pattern of major objectives, pugsosr goals and essential policies or
plans for achieving these goals, stated in suchag as to define what business the

company is in or to be in and the kind of compdngy or is to be.

2.4 Strategies Used to gain Competitive Advantage

In the banking industry, increased competitiondkeas the attractiveness of the industry
and reduces the profitability of the players in seetor. It exerts pressure on banks to be
proactive and to formulate successful strategied fhcilitate proactive response to
anticipated and actual changes in the competitivarenment (Johnson & Scholes,
2002). Banks therefore focus on gaining competiidgantage to enable them respond
to, and compete effectively in the market. By idfgitg their core competences, banks
are able to concentrate on areas that give theeach dver competitors, and provide a
competitive advantage (Pearce &Robinson, 2005).0&tng to Johnson and Scholes
(2008), core competences are more robust and wiffic imitate because they relate to
the management of linkages within the organizatiaige chain and to linkages into the

supply and distribution chains.

Drucker (2008) noted that management is primablyus the continuing development of
the organization and its employees. The demandsnaeds of the environment are

constantly evolving and management is about adjgistie company according to the

12



needs and demands of the environment. One of th@oamental influences to a

business normally arises from competition (Peardeokinson, 2005).

Combined strategy of an organization involves matglits corporate objectives and its
available resources. In this development of stsgteaganagers are concerned with
reconciling the business the organization is irhvite allocation of resources (Porter,
2004). This allocation process is concerned withganeral purposes of an organization,
whether it is part of the grand plan, the overajectives or a ‘strategy’ designed to keep
the organization in business (Hannagan & Benn&@82 According to Drucker (2001)

strategy is the pattern of major objectives, puggosr goals and essential policies or
plans for achieving these goals, stated in suchag &s to define what business the

company is in or to be in and the kind of compdny or is to be.

2.4.1 Cost-differentiation Strategy

Cost leadership strategy, Porter (1985), requines & broad target or mass market be
supplied with standard products or services. A sssitl cost leader in an industry will
be the lowest cost producer in the sector and dfiemass-market products and services
of a quality comparable to that offered by direotmpetitors. A firm can achieve cost
leadership through economies of scale, extremdigieit production or very efficient

distribution processes.

Cost leadership involves becoming the low cost firm an activity and can
operationalized as low input costs, economies alescexperience, products/process
design and low pricing (Johnson et al., 2011). Lowut costs involve locating

operations close to materials and cheap laboum@u@s of scale require large scale
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operations and experience is where more experieads to efficiency. Products/process
design influence efficiency by making products froheap standard materials while low
pricing is made possible by having products that @dose to competitors in terms of
features. The firm can then make small price catxdmpensate the slightly lower
quality (Johnson et al., 2011). The low cost sgptshould translate to a profit margin

that is higher than the industry average (Port@85).

According to Porter (1980; 1985) cost leadership ahfferentiation are directly
connected with profitability and ultimately superperformance of firms. Accordingly;
research on generic strategies has identified gtlioks between Porter generic strategy
types and performance. Some studies have foundodudpr a single-strategy
performance benefit (Allen and Helms, 2006; Hahd &wowers, 2004, 2010); while
others studies have shown that it is possible tsymia strategy that includes both cost
and differentiation competitive methods. In a segvindustry, Allen and Helms, (2006)
found that hospitals follow generic strategies aadclude that a focused cost leadership
strategy is the best route to superior performa8aailarly, in their research on the UK
wine industry, Richardson and Dennis (2003) fouimel lhybrid focused differentiation
approach was best for niche segments. Spanos,iZaral Lioukas (2004) studied the
Greek manufacturing and found hybrid strategiesewgreferable to pure strategies.
Additionally, Hahn and Power§2010) identified distribution, technology, segméiota,
pricing, product development, branding, servicdityand relationship banking as areas

where financial institutions pursue differentiatistnategies.
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In Kenyan, various studies on the adoption of cditipe strategies have been
undertaken on local firms, for instance, Karanja0@) looked at competitive strategies in
real estates’ using Porter’s framework and Murdf@#{) investigated the competitive
strategies adopted by members of The Independérti&en Dealers Association. Both
studies found that competitive strategies lead upegor performance. The study by
Karanja (2002) found that the strategies pursuedRbgl Estates conform to Porters
Generic Strategy types and since Real Estates seistemers from different income
groups, all the three generic strategies were fotmdbe significantly related to

performance. The more these strategies were purluganore the performance of real
estates improved leading to superior performandso,AMurage (2001) found generic
strategies to have positive effects on the supgroformance of Petroleum companies
and recommended increased pursuit of these steatdgy all Petroleum Dealers in

Kenya.

Likewise, Abdullahi (2000), examined strategies @dd by Kenyan Insurance
companies and found that most do not have cle&fipeld competitive strategies. Muturi
(2000) analyzed strategies by firms facing chargedpetitive conditions on East Africa
Breweries and Mutura (2006) examined factors imftileg the effectiveness of guarantor
ship in loan recovery on Mwalimu Sacco society ledi Both studies found that the

firms adopt generic strategies to enhance perfocman

Also various other studies on Kenyan firms, revedleat financial institutions especially
commercial banks adopt competitive strategies, ahethey lend unsecured personal

loans at attractively low interest rates; offerlasitve services such as letters of credit to
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importers as well as other produce based loanartodrs. More specific, Mbai (2007)
carried out a research on competitive strategieptad by Mwalimu Sacco to meet
challenges as a result of the 1997 liberalizatibthe Kenyan cooperative movement.
The author found that the competitive strategiesptatl gave the SACCO a competitive
advantage over other Saccos in terms of nationd¢ wiembership. This study therefore
sought to identify the strategies used by commEkbmaks listed in the Nairobi Stock

Exchange in gaining competitive advantage.

2.4.2 Product Differentiation Strategy

Product differentiation strategy can be a tool ahpetitive advantage which is adopted
by organizations in order to provide products thatisfies individual customer’s needs.
In satisfying individual customer’'s needs, qualitgs become a major differentiating
factor among products (Shammot, 2011). As a resufitomers are willing to pay more
for products that cater to their individual sizaste, style, need or expression. Hence,
achieving competitive advantage through produdedghtiation becomes the main focus

of this study.

The study findings of Acquaah and Yasai-Ardekar®O@ show the viability and

profitability of implementing cost leadership, @féntiation, and the combination of the
singular strategies. Nevertheless, the incremempiiformance benefits to firms
implementing a combination strategy do not sigatiity differ from the performance of
firms implementing only the differentiation strayedn addition, firms that implement a
coherent competitive strategy (combination, coatieship, or differentiation) tend to

gain considerable incremental performance benefits.
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2.4.3 Diverdsification Strategies

The last three decades, the world over have witteagphenomenal transformation in the
operations and objectives of financial sector inegal and banking sector in particular.
The deregulation, disintermediation, emergencedgaaced technologies, along with the
consolidation wave in the banking sector have hestrumental in making banks to

diversify their operations. As a result the banks @anscending their normal business
operation and are venturing into insurance, investnand other non-banking activities

(Lepetit, 2005).

Diversification helps a bank in eliminating the ueeness of geographical reach,
product-process innovation, exploit economies oddlescand scope, reap benefit of
advanced technology, and diversify risk along witbbilization of additional capital.
Diversification has opened the door for commerd@iahks to earn fee income from
investment banking, merchant banking, insurance@gesecurities brokerage, and other
nontraditional financial services. Acharya, et @002) classify the banks’ motive to
diversify as synergy (or economic) motive, managemotive, value maximization
motive, increased market power motive, capitalngjtie and risk diversification motives
etc. Determinants of diversification can be catemgal into two categories. External
determinants such as Economies of Scale and S&ppamics of bank Competition,
Global presence of Financial Conglomerates andhizgignediation in banking activities.
The internal determinants include risk reductiorntivg decline in interest margin, cost

of production, low cost of capital, technology uadation etc (Acharyagt al,2002).
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Basically, the variety of diversification strategian the banking sector can be
summarized under four main headings. The first ised Cross-Border Sales which
means trade of financial services without any ptalspresence of banks in target
markets. A low contribution to the integration eftail marketing is achieved by direct
cross-border sales of financial services. This gmte comprises telephone banking,
conventional mail marketing and, in particularemmet banking. The second strategy is

the establishment of branches or subsidiariesdnaiget country.

Mergers and Acquisitions (M&A) constitute the thistrategy (ECB, 1999). These are
usually followed by considerable modifications iretorganizational and legal structure
of the respective companies. In addition to merg@is acquisitions within the banking
sector, a number of cross-industry mergers andisiiqus involving banks can also be
observed. In particular, large banks diversify ithmisiness fields with the objective of
reaching broad market coverage in financial sesvigee-stop finange(Willman, 2000).
Not only capital investment companies (e.g. fundnpanies), but also insurance
companies are the target objects of mergers andisiogns in the banking sector.
Finally, diversification strategy can be achievgdGooperation and Strategic Alliances.

Here, it is decisive that there is only a minostgke.

Literature on diversification in the banking indyssuggests that there exists several type
of diversification: geographical, source of inconmpduct/services, and economic
sectors (Tabak et al., 2011; Pennathur et al., 20IRe following section presents

relevant literature on diversification in banks.

18



2.4.4 Strategic Alliances
The concept of strategic alliance has been deftmednany scholars in their studies.
Brooke and Oliver (2005) suggest that the alliarcean agreement between parties

formed to advance common interests or causes attampt to achieve a particular aim.

Organizational nature, Gulagt al. (1998) define strategic alliance as a voluntary
arrangement between firms involving exchange, sgaor co-development of products,
technologies, or services. Wheelen (2003) defirteategic alliance as "an agreement
between firms to do business together in ways gwatbeyond normal company-to-
company dealings, but fall short of merger or &paktnership”. Of all the definitions for
strategic alliance, the one argued by Chiou andt&\2005) is most widely cited. They
state that: ‘Strategic alliances are inter-corpgraboperative agreements that lie in a
continuum, with informal cooperative agreementg.(ean implicit, non-contractual
agreement between a bank and an insurance companthey will refer customers to
each other) at one end of the spectrum, and meagersacquisitions at the other end of

the spectrum, and many different forms betweenwoeextremes.’

In order to take advantage of potential growing apmities, modern corporations
undertake various actions, including growing inédign issuing licenses, forming
strategic alliances, setting up new joint ventuoggacquiring minority interest from other
firms. Compared with Mergers and Acquisitions amfations of joint venture, strategic
alliance is a relatively flexible and easy operapgroach for inter-firm collaboration to
seize the growth opportunity (Marciukaiyet al 2009). Therefore, forging strategic

alliances have been employed by more and more @rpos in recent years.
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There are many ways to categorize different tygestrategic alliances. Contractor and
Lorange (2002) divide the alliances into five typegshnology transfer and improvement,
licensing, franchising, joint research and develeptn joint ventures and marketing
agreements. Chaat al. (1997) classify strategic alliances by their tealtigsurposes (e.g.

licensing, marketing or distribution, developmemt research, technology transfer or
system integration, combination of previous typed aot specified). According to the
intent of the alliance, Leet al. (2013) categorize the strategic alliances into uss®

alliance, technology alliance and marketing allenc

Evidence suggests that complementary business Ietvategic alliance, especially
vertical ones, have the greatest probability ofattng a sustainable competitive
advantage. More and more companies are enterimgailinces to gain competitive
advantages (Gari, 1999). Strategic alliance dedignerespond to competition and to
reduce uncertainty can also create competitive ratdgas. However, these advantages
tend to be more temporary those developed throogmplementary (both vertical and
horizontal) strategic alliances. The primary reaisothat complementary alliances have a
stronger focus on the creation of value comparesbtopetition reducing and uncertainty
reducing alliances, which tend to be formed todspond to competitors’ actions rather

than to attack competitors.

Many scholars draw their academic attention towealth effect of strategic alliance
announcements, although most of them still focushenfirms in the US capital market.
By analyzing the value increment effect of 89 nouity strategic alliances from the

information and technology sector in the US, Netllal (2001) argue that the alliance
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announcements yield a positive abnormal returngifior partners on the announcement
date. They also show evidence that there existaineuncements information leakage
for a certain period before the announced datenRhe perspective of characteristics of
strategic alliances, Swaminathan and Moorman (2808)Hoet al (2010) only focus on

the firms declaring marketing alliances in the U&rket and find a positive correlation

between firm value and alliance announcement.

There are also some scholars who show particutarests in analyzing the alliance
announcements impact upon the firm performanceélsdrfinancial services industry. By
analyzing the announcements sample for financsltutions in Japan, Chiou and White
(2005) suggest that the strategic alliance annauanés contribute to a positive increase
for the firm value in Japanese financial servigedustry. Gleasort al (2003) analyze
the market performances of US financial servicesdiby dividing them into different
industry subgroups (banking, investment serviced mrsurance) and into separate

holding periods (6, 12 and 18 months after the anoement).

Marciukaityteet al (2009) find similar evidence that the market tegmsitively to the
strategic alliance announcements. More interestinley also suggest that the market
has a more favorable reaction to the announcenigntse financial services firms that
are finally acquired by their alliance partnerepftards. Amiciet al (2012) specifically
focus on the market impact of banking firms in Eagcand the US on both strategic
alliance and joint venture. In addition to the tesdi a positive correlation between the
announcements and firm value, they also suggesjdima ventures generate more value

when there are non-banking financial partners wvewlin the case.
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2.4.5 Joint Ventures

When two or more firms form a legally independeninfto share their collaborative
capabilities and resources to achieve competitdwa@tages in the market is termed as
joint venture in the form of strategic allianceinioventures are effecting in establishing

long-term relationship and in transferring taciblwiedge (Berman et al, 2002).

The fact that joint ventures cannot be codifiedittknowledge is learned through
experiences such as those taking place when p&optepartner firms work together in
joint venture (Berman et al, 2002). Expertise axgegience in particular field foster the
sustainable competitive advantage. Tacit knowledgean important source of

competitive advantage for many firms (Tiessen aimdon, 2000).

2.4.6 Mergersand Acquisitions

Some studies have also examined the potential i@ scale economies of mergers.
Landerman (2000) explores potential diversificatioenefits to be had from banks
merging with non banking financial service firmsm8lated mergers between US banks
and non-bank financial service firms show that diifecation of banks into insurance

business and securities brokerage are optimalefitwaing the probability of bankruptcy

for bank holding companies. Wheelock and Wilson0&0find that expected merger

activity in US banking is positively related to nagement rating, bank size, competitive
position and geographical location of banks and atiegly related to market

concentration.

According to Yener et al. (2004) and Focarelli dt @002), previous studies

investigating the effect of bank M&A on performartead to follow two main empirical
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methods. The first group is comparing pre- and pb&A performance using financial
and accounting data, while the second group usesvamt-study type methodology. In
that case the changes in the prices of specifanfiral market assets (usually share prices
of the involved companies) around the time of thecancement of the merger are

analyzed.
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CHAPTER THREE

RESEARCH METHODOL OGY

3.1 Introduction

This chapter describes research design, study atgul data collection instrument, data

collection and data analysis.

3.2 Resear ch Design

Descriptive survey design was used for the studye Tesearcher used the design to
investigate the effect of strategic positioning merformance of commercial banks in

Kenya.

Descriptive study is concerned with finding out whehat, where and how of a
phenomenon which is the concern of this study. dkesgn was therefore appropriate as
the researcher was at a position to assess thegsés used by commercial banks in

gaining competitive advantage.

3.3 Study Population

The population for the study was the 11 commerogaiks listed at the Nairobi Stock

Exchange.

3.4 Data Collection

Both primary and secondary data was used for theystPrimary data was collected
using a questionnaire while secondary data wasdaell from the bank published

records.
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The researcher used a questionnaire due to tharacteristic that they can be used to
capture large amounts of data which may contaih oantitative and qualitative data.

Both open ended and closed ended questionnairesused to collect data for the study.
The questionnaires were divided into four sectiamsereby section A contained

questions on the demographic information of th@eadent, section B contained items
on background information of the banks, sectioro@ta&ined items on strategies used by
banks in gaining competitive advantage and sed@aontained items on the use of the

competitive strategies in gaining competitive adsage.

The researcher personally administered the instnisneéo the respondents. The
respondents were given a duration of two daysgpard to the questions after which the

filled instruments were collected.

The study targeted Managers and senior employediseo$elected banks as the study
respondents. Bank managers and senior employeestargeted as they were perceived
to understand the strategies used by banks inmgpatmpetitive advantage. A total of 55
respondents were targeted by the study where onk ip@anager and four employees

were sampled from each bank.

3.5 Data analysis

Primary data from the field was edited first. Caflimas then done to translate question
responses into specific categories. Coding wasa@@edo organize and reduce research

data into manageable summaries.

Both qualitative and quantitative data analysihméque were used to analyze the data.

Quantitative data collected were analyzed usingrgs/e statistics such as means,
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standard deviations, frequencies and percentageslit@ive data were analyzed
thematically. The analyzed data were presentedim fof tables, pie-charts and bar-

graphs where applicable.
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CHAPTER FOUR

RESEARCH FINDINGS AND DISCUSSIONS
4.1 Introduction
In the previous chapter, the researcher descriednethodology used in the study. T
chapter therefore presents the findings of theystlitie objective of this study was
investigate the relationship between ICT and perforce of the health care projeA
total of 55respondents were targeted by the y out of which 48respinded giving a

response rate of 87%.

4.2 General Information

This section presents the genenformation of the respondents including: gendeg

bracket, level of education and duration of seruicthne organizatiol

4.2.1 Distribution of the Respondents by Gender
On gender distribution of the respondents, theysfodnd that 8% were malewhile

42% were fenale. The findings were as presented in Figure

Female
42%

Male
58%

Figure 4.1 Distribution of the Respondents by Gender
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4.2.2 Distribution of the Respondents by Age Bracket

On the distribution of the respondents by bracket, the study found th87.5% of the
respondents interviewed were betw26-35 yearslt was also found that.3% between

36-45 years and 185 year. The findings were as presented in Figure

8
100.0 -
80.0 -
60.0 -
40.0 -
A2 A2
20.0 - G o

0.0

Percentage

18-25 yrs 26-35yrs 36-45yr:
AgeBracket

Figure 4.2 Distribution of the Respondents by Age Bracket

4.2.3 Distribution of the Respondents by L evel of Education

On the distribution of the respondents by levegcucation, the study found th87% of

the respondents weBachelors [egree holdersvhile 13% were Masters Degree hold

The findings were as presented in Figui3.
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Masters
13%

Degree
87%

Figure 4.3 Distribution of the Respondents by L evel of Education

4.2.4 Distribution of the Respondents by Duration of servicein the organization

The study found that 43.8% had served in the orgdioin for duration of between 4-5
years. It was also found that another 43.8% of rispondents had served in their
organizations for duration less than 3 years amat #2.5% had served in their
organizations for a period between 6-10 years. Ritwenfindings of the study, it can be
said that most of the respondents interviewed leagkd in the organization for a period
more that 3 years and were therefore consideredlkdgeable on the strategies used by
their organizations in gaining competitive advaetaghe findings were as presented in

Figure 4.4.
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Figure 4.4. Distribution of the Respondents by Duration of service in the

organization

4.3 Background infor mation of the Banks

On the background information of the banks, theassher sought to find out year

establishment of the banks, whether they were locahternational and the number

branchesThe findings are as presented in Table

Table 4.1 Background information of the Banks

Bank Year of Branches | Nature
Establishment

Barclays Bank of Kenyhatd 1978 119 International
Kenya Commercial Bank Lt 1970 220 International
Equity Bank Ltd 1999 135 International
Standard Chartered Bank Kenya | | 1911 39 International
Co-operative Bank of Kenya Lt 1967 140 International
Diamond Trust Bankenya Ltc 1949 52 International
CFC Stanbic Bank 2004 24 International
| & M Bank Ltd 1974 32 International
NIC Bank Ltd 1997 25 International
Housing Finance Co Ltd 1965 17 Local
National Bank of Kenya L 1968 46 Local
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The findings on Table 4.1 shows that nine of bastkslied were international with only
two being local. The findings also show that 8 leé banks studies had operated in the
Kenyan economy for period more than 30 years witly three having operated for a
period less than 30 years. From the findings ofstiuely, it can be said that most of the
banks listed in the NSE have operated in the Kergammomy for a long period of time

which has enabled them to open many branches at®ssuntry.

On the distribution of the banks in terms of anmetlprofits, the study revealed that all

the banks studied mad profits of one billion andvab

4.4 Extent of use of different Strategies by commercial banks listed at NSE to gain

competitive advantage

To determine the extent of use of different stri@®dy banks listed in the NSE, the
respondents were asked to indicate the extent tohwthey had adopted the strategies.

The findings are as presented in Table 4.2.

Table 4.2 Strategies by Commercial Banksin gaining Competitive Advantage

No extent | Small Neutral | Large Very
Strategy at all extent extent large Total
extent

% % |[f | % |[f |% |[f|% |f | %

Product differentiation 0

0 3| 63| 1§ 375 27 56{3 48 100

12.5| 14 29.7 b 3.33 12 25 48

DO

f
0

Cost differentiation 0 0
6

Strategic alliance 18/8 6 125 48

00

Joint ventures 12 | 25

Mergers 21 | 43.8 63| 9| 18.8 6.3 12 25 48

DO

f
0
6
125 | 6 125 21 43.8
6
3
9

Diversification strategy] 3 | 6.3 18.8) 12 25 126 18 375 48

1 1
9 1
1250 13 3183 3 6.3 12 25 48 100
3 1
6 1

DO
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The findings on Table 4.3 show that product diffitiegtion as a strategy was used to a
very large extent as indicated by 56.3%. The staldp found that cost differentiation
was neutrally used as indicated by 29.2%. The sfudier found that strategic alliance
was used neutrally as indicated by 43.8%. The figslialso revealed that joint ventures
were neutrally used as indicated by 31.3%. Reggrthe use of mergers, the findings
revealed that it was used to no extent at all deated by 43.8%. It was finally found
that 37.5% of the respondents indicated that difiesiion strategy was used to a very
large extent. According to Acharya et al (2002)sash, diversification helps a bank in
eliminating the unevenness of geographical reacbdyzt-process innovation, exploit
economies of scale and scope, reap benefit of addatechnology, and diversify risk
along with mobilization of additional capital. Drg#fication has opened the door for
commercial banks to earn fee income from investmgrtking, merchant banking,

insurance agency, securities brokerage, and othrdraditional financial services.

Other strategies used by banks listed in the NS@aining competitive advantage in the
market included: brand protection, public relatioeshanced media publicity, customer
relationship strategies, turnaround time in deljvef services, sim card enrolment,
agency banking and the use of offline ATMS. Thesdifgs are in line with that of
Coyne (2000) who found that there are many sowteempetitive advantage including:
making the highest-quality product, providing supecustomer service, achieving lower
costs than rivals, having a more convenient geducdpcation, designing a product that
performs better than competing brands, making aenretiable and longer-lasting

product, and providing buyers more value for thaneyo
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4.5 Use of Competitive Strategies by commercial banks listed at NSE in gaining

competitive advantage

This section tests on the respondents rating omigbeof competitive strategies by banks
listed in the NSE. This was tested on a five pbkart scale of 1-5; where 1 represented
‘No extent at all’, 2 represented ‘Small extent'ré&presented ‘Neutral’, 4 represented

‘large extent’ and 5 represented ‘Very large extent

The scores ‘Very large extent’ was taken to beajent to mean score ranging from 4.1
to 5.0 ‘Large extent’ with mean score ranging fr8m to 4.0, ‘Neutral’ with a mean
score ranging from 2.1 to 3.0, ‘Small extent’ w&hmeans score ranging from 1.1 to 2.0
and ‘No extent at all'’ with a means score rangirogrf 0.0 to 1.0. A standard deviation
of > 1 represented a significant difference in thsponses given. The findings are as

presented in Table 4.3.
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Table 4.3 Use of Competitive Strategies by commercial banks listed at NSE in

gaining competitive advantage

Statement N Mean Std.
Deviation

Diver sification strategy

Our bank use credit diversification where loansgaven to

people in different sectors of the economy 48 4.13 1178

Our bank uses bank loan portfolio diversificatiorstiit

different customer needs 48 4.06 1.156

Our bank geographically diversified in terms oftdimition 48 4.06 1.311

thus increasing its market share
Cost differentiation
Our bank offers lower charges on client servicekinggit 48 281

: 1.525
attractive for many customers
Our bank charges lower interests on loans makiagrictive 48 275 1.361
to customers
The operation costs for_the ba.nk is lower dueitniehtion of 48 2 88 1.331
unnecessary cost thus improving its performance
Strategic alliance
Our bank forms strategic alliances with other oiz@iions to 48 269 1.417

gain competitive advantage in the market

Our bank join strategic alliances which to form
collaborations which seize the growth opportuniyst 48 2.75 1.361
gaining competitive advantage

Joint ventures leads to the formation of stratatjiances

making banks gain competitive advantage 48 3.25 1.361
Mergers

Mergers helps banks in reducing the cost of opmmati 48 3.75 978
Mergers helps banks to expand its coverage geoigediyh

thus increasing competitive advantage 48 4.13 937
Product differentiation

Banks diversify in different products making theairg

competitive advantage in the market 48 4.69 589
Our bank has introduced new products based on the 48 438 866

customers demand

The findings on Table 4 show that the respondemdgated that their banks use credit
diversification where loans are given to peopldifferent sectors of the economy (Mean
score 4.13), bank loan portfolio diversification dait different customer needs (Mean
score 4.06) and that their banks are geographickMgrsified in terms of distribution

thus increasing its market share (Mean score 4d6)very large extent. The study also
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found that the use of cost differentiations asatat)y, the respondents were neutral with
the statements that that their banks offers lowerges on client services making it
attractive for many customers (Mean score 2.813rgds lower interests on loans making
it attractive to customers (Mean score 2.75) arad the operation costs for the bank is
lower due to elimination of unnecessary cost thysroving its performance (Mean score
2.88). The findings further revealed that the resjgmts were neutral with the statements
that their banks forms strategic alliances witheotbrganizations to gain competitive

advantage in the market (Mean score 2.69) andthiegtjoin strategic alliances to form

collaborations which seize the growth opportuntiys gaining competitive advantage

(Mean score 2.75).

The findings further revealed that that joint veatuleads to the formation of strategic
alliances making banks gain competitive advantage karge extent (Mean score 3.25).
On mergers, the respondents indicated that metgg#ps banks in reducing the cost of
operation to a large extent (Mean score 3.75) hatimergers helps banks to expand its
coverage geographically thus increasing competitideantage to a very large extent
(Mean score 4.13). Finally, on product differentiaf it was indicated that banks

diversify in different products making them gainngmetitive advantage in the market

(Mean score 4.69) and that banks have introducedpmeducts based on the customers

demand to a very large extent (mean score 4.38).
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4.6 Discussion

The findings revealed that banks use credit difieadion where loans are given to
people in different sectors of the economy (Meaaresc4.13), bank loan portfolio
diversification to suit different customer needse@ score 4.06) and that their banks are
geographically diversified in terms of distributititus increasing its market share (Mean
score 4.06) to a very large extent. This is ancaiibn that diversification as a strategy
was used to a very large extent by banks listddS& to gain competitive advantage in
the market. According to Ticha and Hron (2007), ¢bacept of diversification has been
effective in the adoption of competitive stratedigshe banks whereby new products are
introduced to appeal to the new target market amd competition in the banking sector.
Acharya, et al, (2002) classify the banks’ motigediversify as synergy (or economic)
motive, managerial motive, value maximization metiincreased market power motive,

capital strength and risk diversification motivés. e

Regarding the use of cost differentiations as atexy, the study found that the
respondents were neutral with the statements hlaatheir banks offers lower charges on
client services making it attractive for many cuséos (Mean score 2.81), charges lower
interests on loans making it attractive to cust@am@lean score 2.75) and that the
operation costs for the bank is lower due to elation of unnecessary cost thus
improving its performance (Mean score 2.88). Frbm findings of the study, it can be
said that cost differentiation was neutrally used banks listed in the NSE as a
competitive strategy. In line with these finding$ahn and Powerg2010) identified

distribution, technology, segmentation, pricingpguct development, branding, service
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quality, and relationship banking as areas wheneanttial institutions pursue

differentiation strategies.

On the use of strategic alliance, the study fourat the respondents were neutral with
the statements that their banks forms strategianakks with other organizations to gain
competitive advantage in the market (Mean scor®)2ahd that they join strategic
alliances to form collaborations which seize th@wgh opportunity thus gaining
competitive advantage (Mean score 2.75). Compaiigd Mergers and Acquisitions or
formations of joint venture, strategic allianceaigelatively flexible and easy operated
approach for inter-firm collaboration to seize trewth opportunity (Marciukaiytet al
2009). Therefore, forging strategic alliances h&een employed by more and more
corporations in recent years. Amiet al (2012) specifically focused on the market
impact of banking firms in Europe and the US onhbstrategic alliance and joint
venture. In addition to the result of a positiveretation between the announcements and
firm value, they also suggest that joint venturesagate more value when there are non-

banking financial partners involved in the case.

The study also found that joint ventures leadshi® formation of strategic alliances
making banks gain competitive advantage to a lasgent (Mean score 3.25). In line
with these findings, Gari (1999) found that compdertary business level strategic
alliance, especially vertical ones, have the getgteobability of creating a sustainable
competitive advantage. Chiou and White (2005) ssigdkat the strategic alliance
announcements contribute to a positive increaséhfirm value in Japanese financial

services industry.
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On mergers, the respondents indicated that mehgdps banks in reducing the cost of
operation to a large extent (Mean score 3.75) hatlrhergers helps banks to expand its
coverage geographically thus increasing competifisleantage to a very large extent
(Mean score 4.13). Finally, on product differentiaf it was indicated that banks
diversify in different products making them gainnguetitive advantage in the market
(Mean score 4.69) and that banks have introducedpmeducts based on the customers
demand to a very large extent (mean score 4.38gdlghk and Wilson (2004) found that
merger activity in US banking is positively relateal management rating, bank size,
competitive position and geographical location ahks and negatively related to market

concentration.
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CHAPTER FIVE

SUMMARY OF FINDINGS, CONCL USION AND RECOMMENDATION
5.1 Introduction

This chapter presents the summary of the studyglesion and recommendation. The
objective of this study was to identify the strag¢sgused by commercial banks listed at

NSE to gain competitive advantage

5.2 Summary of Findings

The findings on the background information of trenks revealed that nine of banks
studied were international with only two being Ibc&he findings also show that 8 of the
banks studies had operated in the Kenyan econompgeidtod more than 30 years with
only three having operated for a period less thauyears. It was also found that all the

banks listed in the NSE make net profits on ovex litlion per year.

Different strategies for gaining competitive adwayg were used by banks listed in the
NSE. Product differentiation and diversificatiomaségy was used to a very large extent
and indicated by 56.3% and 37.5% respectively. filndings also revealed that cost
differentiation, strategic alliances and joint waets were neutrally used by bank listed in
the NSE in gaining competitive advantage as inditaty 29.2%, 43.8% and 31.3%
respectively. It was finally found that mergersaastrategy was used to no extent at all as
indicated by 43.8% of the respondents. Other gieteused by banks listed in the NSE
in gaining competitive advantage in the market uded: brand protection, public
relations, enhanced media publicity, customer igiahip strategies, turnaround time in

delivery of services, sim card enrolment, agenakivy and the use of offline ATMS.
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One the use of the strategies in gaining competidigivantage in the market, the study
found that banks use credit diversification wheyank are given to people in different
sectors of the economy (Mean score 4.13), bank fmatfolio diversification to suit
different customer needs (Mean score 4.06) and ittt banks are geographically
diversified in terms of distribution thus increagiits market share (Mean score 4.06) to a

very large extent.

Regarding the use of cost differentiations asateyy, the respondents were neutral with
the statements that that their banks offers lowarges on client services making it
attractive for many customers (Mean score 2.819rgds lower interests on loans making
it attractive to customers (Mean score 2.75) arad tihe operation costs for the bank is
lower due to elimination of unnecessary cost thysroving its performance (Mean score
2.88). On the use of strategic alliance, the stiodynd that the respondents were neutral
with the statements that their banks forms stratatjiances with other organizations to
gain competitive advantage in the market (Meanes@o89) and that they join strategic
alliances to form collaborations which seize th@wgh opportunity thus gaining

competitive advantage (Mean score 2.75). The respus also indicated that joint

ventures leads to the formation of strategic atleen making banks gain competitive

advantage to a large extent (Mean score 3.25)

On mergers, the respondents indicated that mehgdps banks in reducing the cost of
operation to a large extent (Mean score 3.75) hatlrhergers helps banks to expand its
coverage geographically thus increasing competifisteantage to a very large extent
(Mean score 4.13). Finally, on product differentiaf it was indicated that banks

diversify in different products making them gainnguetitive advantage in the market
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(Mean score 4.69) and that banks have introducedpmeducts based on the customers

demand to a very large extent (mean score 4.38).

5.3 Conclusion

From the study, it was concluded that by banksedisin the NSE use product
differentiation and diversification strategy wasedsto a very large extent in gaining

competitive advantage in the market.

The study also concludes that strategies such stsderentiation, strategic alliances
and joint ventures were neutrally used by banledish the NSE in gaining competitive

advantage.

The study finally concludes that mergers is thestlesed strategy by banks listed in the

NSE in gaining competitive advantage

5.4 Implications of the Study and Recommendations

5.4.1 Contribution to Knowledge

The findings of this study contribute to the exigtiknowledge on strategies for gaining
competitive advantage by commercial banks. Theystegtealed the extent to which
different strategies are used by commercial bang&ed in the NSE in gaining

competitive advantage in the market.

5.4.2 Implication for Policy

By highlighting on the strategies used by bankgaming competitive advantage in the
market, the findings of the study would inform pglimakers in regulating strategies

used by banks to prevent unhealthy competition.
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5.4.3 Implicationsfor Practice

Banks can use the findings of the study to makésabers of the best strategies they can
use to gain competitive advantage in the markeas Wil help them compete favourably

in the market thus improving their performance.

5.4.4 Recommendations

The following were the recommendations of the study

The study recommends that banks listed in the N&#ild enhance relationship based
banking as opposed to cost and product differeatiatThis will improve their

relationship with customers which will impact oreithperformance.

The study also recommends that banks should proextzllent and unexpected
customer experiences that will give them a comipetittdge in the market thus

improving their performance.

The study finally recommends that banks should eo#¥the use of divergent strategies
ranging from cost effective strategies to strategiémed at ensuring efficiency in

operation. This will improve customer satisfacttbns improving banks performance.

5.5 Limitations of the Study

One of the limitations of this study was that itsa@arried out in banks listed in the NSE
only. The study therefore did not capture the sgi@s used by other commercial banks
not listed in the NSE thus the findings of the gtadnnot be generalized to all banks in

Kenya.
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5.6 Suggestionsfor Further Research

The study was carried to identify the strategiesdusy commercial banks listed at NSE
to gain competitive advantage. The researcher fbrereecommends that another study
be carried to assess strategies used by bankstsat in the NSE in gaining competitive
advantage in the market. This would allow for cormgmm between banks listed and

those not listed in the NSE.
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APPENDICES

APPENDIX 1: LETTER OF INTRODUCTION

August 2015

Dear Sir/Madam,

REF: REQUEST FOR RESEARCH DATA

| am a Master of Business Administration (M.B.Agdent at the University of Nairobi. |
am required to submit as part of my course worlkes®sent a research project report on
“STRATEGIES FOR GAINING COMPETITIVE ADVANTAGE OF
COMMERCIAL BANKS LISTED AT THE NSE”. Your bank has been selected to
participate in the study. | would appreciate fourycooperation and time to help me fill
the attached questionnaire. Please be assuredlltlyaur responses shall be kept strictly

anonymous and confidential and shall only be useddademic purposes.

Thank you in advance.

Kenneth Murithi
M.B.A. Student (Researcher)

University of Nairobi
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APPENDIX II: QUESTIONNAIRE FOR BANK EMPLOYEES

SECTION A: BACKGOUND INFORMATION OF THE RESPONDENT

1. Gender Male [ ] Female [ ]
2. Age 19-25years [ ] 26— 35 years [ 16-A5years [ ]
46-55years [ ] Above 55 Years [ ]
3. Level of education: “O” Level [ ] Diploma I
Degree [ ] Masters [ ]
Any other (specify) [ ]

4. Years of service at the bank

Less than 3 years [ ] between 4-5 [ ]

6 — 10 years [ 1] 10yearsandabove [ ]

5. Position in the organization:

SECTION B: BACKGROUND INFORMATION OF THE BANK

6. When was your bank established in Kenya?

7. Nature of your bank: Local [ 1 International ]

8. How many branches does your bank have in Kenya?

9. What is the annual net profits of your bank (in Kashillings)

Less than 50 million [ ]

50 million < 100,000 million [ ]
100,000 million < 250,000 million [ ]
250,000 million < 500,000 million [ ]
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500,000 million < 1 billion [ ]
1 billion and Over [ ]
SECTION C: STRATEGIESUSED BY COMMERCIAL BANKSLISTED IN NSE

IN GAINING COMPETITIVE ADVANTAGE

10.The following are some of the strategies used mk®&o gain competitive advantage
in the market. Please indicate the extent to wimir bank has adopted the use of

each of the following strategies.

1- Noextent at all  2- Small extent 3-Neutral
4- L arge extent 5- Very large extent
Strategy 1 2 3 4 5

i. | Product differentiation

ii. | Cost differentiation

iii. | Strategic alliance

iv. | Joint ventures

V. | Mergers

vi. | Diversification strategy
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SECTION D: USE OF COMPETITIVE STRATEGIES BY COMMERCIAL

BANKSLISTED IN NSE IN GAINING COMPETITIVE ADVANTAGE

11. The following are some statements on the uskfigrent strategies in banks. Please

indicate the level of your agreement with eachest&nt in relation to your bank.

1- Strongly disagree 2- Disagree 3-Neither agreenor disagree
4- Agree 5- Strongly agree
Statement 1 (2|3 |4

A | Diverdfication strategy

Our bank use credit diversification where loaresgiven to people in

different sectors of the economy

Our bank uses bank loan portfolio diversificatiorsuit different customer

needs

Our bank geographically diversified in terms aftdbution thus increasing

its market share

B Cost differentiation

Our bank offers lower charges on client servicaking it attractive for

many customers

Our bank charges lower interests on loans makiatjractive to customers

The operation costs for the bank is lower duditoieation of unnecessary

cost thus improving its performance

C | Strategic alliance

Our bank forms strategic alliances with other argations to gain

competitive advantage in the market

Our bank join strategic alliances which to forniaoorations which

seize the growth opportunity thus gaining competiadvantage

Joint ventures leads to the formation of stratediiances making banks

gain competitive advantage

D | Mergers

Mergers helps banks in reducing the cost of oerat
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Mergers helps banks to expand its coverage gebigally thus increasing

competitive advantage

E Product differentiation

Banks diversify in different products making thgain competitive

advantage in the market

Our bank has introduced new products based ooutemers demand

12. What are other strategies adopted by your baghkining competitive advantage in

the market?

13. What would you recommend to be done by commakbainks listed in the Nairobi

Stock Exchange to retain their competitive advaataasition in the market?

Thank you for your time and cooperation
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APPENDIX III: COMMERCIAL BANKSLISTED IN THE NSE
1. Barclays Bank of Kenya Ltd

2. Kenya Commercial Bank Ltd

3. Equity Bank Ltd

4. Standard Chartered Bank Kenya Ltd
5. Co-operative Bank of Kenya Ltd

6. Diamond Trust Bank Kenya Ltd

7. CFC Stanbic Bank

8. I & M Bank Ltd

9. NIC Bank Ltd

10.Housing Finance Co Ltd
11.National Bank of Kenya Ltd.

Source: https://www.nse.co.ke/listed-companiedtistl, accessed 22July 2015.
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