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ABSTRACT
The purpose of this study was to investigate the response strategies adopted by commercial
banks in Kenya in gaining competitive advantage. The study assessed the extent to which
information and knowledge, operations, dynamic capabilities, and asset based strategies
was adopted by Commercial Banks in Kenya to gain competitive advantage.
The study adopted descriptive co-relation research design. The population of the study
consisted of 1530 strategy managers of 43 licensed commercial banks in Kenya. A sample
size of 317 was drawn using stratified random sampling. Primary data was acquired through
administering questionnaires to senior managers of selected banks. A pilot test on a
different sample gave a Cronbach’s alpha greater than 0.8 for all the variables. Data was
then analyzed using descriptive statistics of frequency, mean, and standard deviation.
Regression analysis was used to estimate the model coefficients while Pearson coefficient
of correlation was used to establish the strength of relationship among the variables.
The findings revealed that commercial banks were capitalizing on knowledge management
as a tool to advance firm competitiveness, while operational strategies significantly
contributed to commercial banks’ competitiveness through fast, secure and reliable service
delivery mechanisms. Both dynamic capabilities and asset based strategies in the banking
sector were not statistically significant in predicting competitive advantage.
The study concluded that Banks utilize knowledge management in areas such as locating
and applying knowledge to changing competitive conditions, sharing of knowledge
between supervisors and employees, using a comprehensive database and embracing
research and development activities as path to effective knowledge acquisition and
utilization. The Bank also possessed an operational strategy, policies and procedures
manual, which ensured that the operation policies and procedures were relevant with the
Bank’s operations. The study recommended that commercial banks should tap into
development of staff as a way to nurture skills and knowledge, embrace various operational
strategies that could enhance efficient service delivery to clients. Secondly, proper
motivation of employees could ensure reduced rates of knowledge drain across the industry
commercial banks need to create new ideas that are distinct from its competitors.
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CHAPTER ONE

1.0 INTRODUCTION
1.1 Background of the Study
The twenty first century has not only provided opportunities to the business world, but to a
larger extent, it has also given birth to a myriad challenges: The ever turbulent environment
in which business organizations operate (Alfaxard, 2013). The growing competition is
working of business organizations much tougher. As a result, this trend is becoming
unbearable to the corporate leaders, demanding need for high level strategic thinking to
offer solutions to the immensely volatile business environment. That is to say, effective
strategic decisions have to be made in areas such as meeting the changing consumer tastes
and preferences, increasing substitutes, attracting and retaining globally diverse workforce,
rising need for quality products and services, price wars, as well as strengthening internal
organizational capabilities (Thompson, Gamble, & Strickland, 2010).
For an organization to survive in today’s dynamic business environment, it has got no
option but to make strategic decisions. Right from the choosing of the most appropriate
goals, to the selection of appropriate products and services to release in the market, market
positioning policies and framework, viable organizational structures and proper work
coordination as well as effective quality management and control system (Foss, 2005). To
Pearce, Robinson and Mital (2010), strategy is concerned with the game plan that the firm
seeks to utilize in the pursuit of attaining competitive positioning in the market. It is the
strategy that answers the main WH’s of the firm’s competitive advantage; how, when,
where, why the firm should compete.

Strategic decisions have various dimensions; strategic issues that require top-management
decisions, strategic issues that require large amounts of firm’s resources, strategic issues
that affect the firm’s long term prosperity, are future oriented, have multifunctional or
multi-business consequences and issues that require considering the firms external
environment (Goncalves & Porter, 2008). These choices impact on the success or failure
of an organization and that it selection needs to be critically made. In many markets, the
banking industry is an attractive one. With growing liberalization trade reforms, open
markets and globalization, new entrants are setting their foot in emerging markets (Sidana,
2017). As a result, every bank fights for a limited share of the market.
1

Most products provided by a bank are a replica of what other banks are offering or a slightly
enhanced product from other rivals. Anytime rivals can readily duplicate successful
strategy features, making it difficult to out-strategies rivals and beat them in the market
place with a superior strategy (Afram, 2011). The chief way to achieve lasting competitive
advantage is to out-execute them. This can involve building core competences and
competitive capabilities that are difficult or costly to rivals to emulate and that push the
company closer to true operating excellence and promote very efficient strategy execution.
Core competences and competitive capabilities present resources strengths that are often
time consuming and expensive for rivals to match or trump (Sanusi, 2012). Any
competitive edge they produce tends to be sustainable and pave way for above average
company performance. The banking sectors are crucial to the survival of any economy and
the current reform have brought about a new mind set to the industry as banks are putting
in place best practices in the areas of corporate governance and risk management (Salawu,
2013). Transparency and public disclosure of transactions have remarkably improved.

Taylor and Francis (2010), examined the strategies used in cross border banking. Data
analysed was based on the world’s largest 60 banks. Their findings were that most banks
studied concentrated on countries or geographical regions in which they have affinity in
terms of culture or economic. The results also showed that most of these banks were
international as opposed to global. Mariotto and Verdier (2015), conducted out a study in
Paris on the innovation and competition in the internet and mobile banking. Their findings
showed that present framework of the literature on the industrial organization may be
enhanced by ensuring that policy makers are able to balance the competition and stability
in the banking industry.
A study conducted by Ovidu, Anca, Razvan, and Catalian (2009), on the use of Porter’s
Generic Competitive Strategies in the Romanian banking industry, indicated that there is a
relationship between the three generic strategies and a firm’s competitive advantage. The
same study indicated that, out of the three set of generic strategies, differentiation strategies
had the highest contribution to customer satisfaction. The findings further indicated that
delivering superior service to bank customers is not enough, in effect; bank managers
should deliver services that exceed customer’s expectations in order to enhance customer
satisfaction and maintain a positive image. A study in Jordan on the relationship between
2

customer orientation, innovation differentiation, market differentiation and organizational
performance in the banking industry indicated that that customer orientation contributes
positively to organizational performance by providing innovation differentiation and
market differentiation. Another finding of this study is that the impact of innovation
differentiation on organizational performance is greater than market differentiation
(Basheer & Saeed, 2011).

At continental level, Ebimobowei (2012), carried out a study on customer services
strategies and continued survival of banks in Nigeria in an era of post-merger. The study
sought to find out if consumer service strategy is applied on the survival of commercial
banks in the post consolidation era in Nigeria. The data analysis provided a substantial
relationship exists between performance and customer service strategies as well as between
the government regulatory structure and customer service strategy in the Nigeria banking
industry.In addition, doing both innovation differentiation and market differentiation
simultaneously achieves greater competitive advantage that leads to best results in
organizational performance. Diris, Iyiola & Ibidunni (2013), carried out a study on product
differentiation as a tool of competitive advantage and optimal organizational performance
focusing on Unilever Nigeria plc. The result of the Regression analysis indicated that
product differentiation as a tool of competitive advantage has a positive and significant
influence on organizational performance of manufacturing companies in Nigeria.

In East Africa, Kampire (2012), examined the response strategies employed by Insurance
companies in Rwanda. According to the results the most felt forces were; Price wars with
competitors, High costs of customers switching from a competitor to your companies,
Wider branch networks of competitors, and the least felt forces were; application of ecommerce, Competitive lending from Microfinance institutions, Poaching of staff. In
response to the strategies the most used strategies were; improving product quality,
Expenditure in Information Communication Technology (ICT), Widening the current
network of branches, with mean scores. Strategies that were least used are; Reducing
product range/items, raising prices, efforts towards Merger and Acquisition laying-off of
employees. The Study recommended that the insurance industry in Rwanda should be
reorganized to allow for more competition (Kampire, 2012).

3

The Kenyan banking sector has a total of 40 commercial banks, with Chase Bank and
Imperial Bank under receivership, 1 mortgage finance company, 12 microfinance banks, 8
representative offices of foreign banks, 86 foreign exchange bureaus, 14 money remittance
providers and 3 credit reference bureaus (CBK, 2017). The Kenyan Banking industry is the
most competitive in the East African region according to a survey by IMF (Sittoni, 2013).
Financial inclusion in Kenya has continued to rise, with the percentage of the population
living within 3 kilometers of a financial services access point rising to 77.0% in 2016 from
59.0% in 2013. This has been driven by digitization, with Mobile Financial Services (MFS)
rising to be the preferred method to access financial services in 2016. However, the threat
of more foreign banks coming into the industry is now more real than ever. Banks have to
keep abreast with what is happening in order to stay afloat.

In Kenya, several studies have been carried out with regard to strategic responses that firms
employ in their mission to gain competitive edge. It is also important to note that these
studies have been done in different contexts. For instance, Thunarina (2012), carried out a
study on the response strategies adopted by commercial banks in Kenya to changes in the
economic environment. The study found out that Kenya commercial banks have been able
to respond to the changes in their environment through Retrenchment strategies which
involved cutting operating costs and divestment of non-core assets. Furthermore, Mwaniki
(2015), looked at the strategic responses to the turbulent operating environment and
performance of Kenya Red Cross Society. The study findings revealed that KRCS had
adopted strategies to deal with these environmental factors and ensure that they do not pull
the organization down as it tries to achieve its set goals and objectives. It is also clear from
the study that KRCS is keen on measuring performance and has adopted the balance score
card as a tool of measuring performance to always ensure that its activities are in line with
set goals and objectives.

Mwangi (2009), also researched on the strategic responses by chase bank Kenya limited to
environmental changes in the banking sector. According to the study, the bank had been
influenced by various factors which were identified as being facilitators or challenges. The
notable facilitators unique to the bank were; strong customer relations with recognition,
open, dynamic, youthful and energetic culture, competitive foreign exchange pricing and
branch network which is attractive to the High Net Worth individual. The documented
challenges are the cumbersome and complicated banking system, low brand awareness in
4

the market, increased competitive rivalry, entrance of new more dynamic players into the
local market and market volatility. The study suggests that it would be interesting to find
out how the firm formulates these strategies. Specifically to determine factors which
influence the choice of strategies within the organization?

The level of competition in the Kenyan banking industry has gone up following the
elevation of three Microfinance Deposit Taking institutions into full-fledged commercial
banks. In addition, mobile banking has offered customers banking services where
customers can save their deposits with them and borrow loan facilities (FSD, 2011). All
banks are struggling to grow into another's market share through offering better bargains
for the target customers (Mwanga, 2012). These activities have included cheaper credit, no
charge accounts, purchase of existing long term loans among other financial services. This
has made it difficult for highly vulnerable customers to keep loyalty to one financial
institution. In turn, the level of customer retention among commercial banks has become
of great importance.
An organization’s strategic position must be appropriate for its resources, environment
circumstances, and core objectives, which are the main pillars of competitive advantage
(M’kuma, 2015). Players in the banking sector have experienced increased competition
over the last few years resulting from increased innovations among the players and new
entrants into the market. Mobile banking such as M-pesa is a substitute to some of the
banks’ products and has put a strain on the profit margins of the banking industry. This is
because customers have an access to some similar services offered by the banks, for
example, through mobile banking customers can bank their money, make transfers and save
up. Furthermore, Thompson, Gamble and Strickland (2010), posit that while core
competences and competitive capabilities are a major asset in executing a strategy, they are
equally important avenue for securing a competitive edge over rivals in situations where it
is relatively easy for rivals to copy smart strategies.

The link between strategic response and competitive advantage is a key issue in the field
of strategic management. As Teece et al. (2007), elucidates, the firm’s competitive
advantage is based on complex competences, capabilities, skills and strategic assets which
are possessed by that firm. The strategic competitive advantage relationship has been a
prevalent research topic over the pasts three decades. This study is an attempt in this
5

direction to examine the extent to which response strategies could influence competitive
advantage and performance in the Kenyan banking industry. It also seeks to find out the
relationship between the application of each of the strategies to contribute to and improve
performance in Kenyan banking industry.

1.2 Problem Statement
Mariotto and Verdier (2015), carried out a study in Paris on the innovation and competition
in the internet and mobile banking. Their findings showed that present framework of the
literature on the industrial organization may be enhanced by ensuring that policy makers
are able to balance the competition and stability in the banking industry. A study carried
out by Agyapong and Gonu (2013), in Africa south to establish factors influencing the
retention of customers of Ghanaian commercial bank within the Municipality of Agona
Swedru. The results revealed that on the whole, switching barrier emerged as the most
significant factor influencing customer retention followed by customer commitment and
customer trust. In another study, Kampire (2016), looked at the Competitive Strategies
Adopted By Insurance Companies in Rwanda. The study recommended more empirical
methods to be used in establishing for example the market share, financial structure, the
strengths of the forces of competition and such. The study further suggested further research
across time and countries and in order to ascertain the findings.

Locally, Muriuki (2016), investigated the strategies adopted by multinational commercial
banks to cope with competition in Kenya. The study established that Multinational
commercial banks in Kenya adopted competitive strategies in form of cost leadership,
differentiation and focus strategies to cope to competition. The study emphasized future
research in determining what strategies other companies in different related industries use
to build competitive advantage. Wesulah (2016), examined the competitive strategies
adopted by Barclays Bank of Kenya. The findings revealed that cost leadership,
differentiation and strategic alliances were the major competitive strategies employed by
the bank. The study recommends further research to be undertaken in examining the role
of core competencies in organizational performance in industrial sector.

Besides, Ogutu, and Nyatichi (2012), investigated the competitive strategies adopted by
Multinational Banks in Kenya. The findings indicated clearly that for multinational banks
to maintain their competitive edge in the market they have largely adopted broad
6

differentiation strategy. Mutua (2013), conducted a study on competitive strategies adopted
by National Bank of Kenya to cope with environmental changes. The study established that
National Bank of Kenya has various strategy mechanisms such as strategic transformation,
corporate governance, strategic business growth and development. The study also
established other competitive strategies by national bank of Kenya such as retirement
benefit obligations, fiduciary activities, and segmental reporting. According to Wanga
(2013), banks have a fraud control plan documenting the responsibilities for fraud
prevention, detection and response initiatives. The study recommended another research
with aim of establishing the effectiveness of the strategic responses to fraud related risks in
the Kenyan Commercial Banks.

The key observation in all these studies is that different firms use different strategies to gain
competitive advantage. Additionally, The Finance bill of 2008 raised the requirement for
banks' core capital from KES 250 Million to KES 1 billion by December 31st 2012
(Gudmundsson, Kisinguh, & Odongo, 2013). This is likely to force the low capitalized
banks to merge lead to further consolidation in the industry creating larger banks and
stronger competition. Banks need to build their strategies within clear scenarios, in different
ways, based on different competencies for the purposes of achieving competitive
advantages in the shadow of unknown, risk, and uncertain future. A review of the above
studies indicates that most of them focused on generic strategies as sources of competitive
advantage in the banking sector. There is very little knowledge on studies which lay focus
on knowledge management (Rono, 2011), asset management (Novickyt & Petraitytė,
2014), operations management and building of dynamic capability (Olsen, Judah, Fielding,
Peder, & Phillips, New Bank Strategies Require New Operating Models, 2015) as a root to
gaining competitive advantage in the banking sector. While other studies have covered
other contexts which have different operating environment dynamics from those of
commercial banks. It is from this perspective that the study seeks to bridge this gap by
responding the question: To what extent do response strategies contribute to gaining of
competitive advantage by commercial banks in Kenya?

1.3 Purpose of the Study
The study investigated the response strategies adopted by Commercial banks in Kenya for
gaining competitive advantage.
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1.4 Research Questions
The purpose of the study is guided by the following research questions:
1.4.1 To what extent does information and knowledge based strategies contribute to gaining
of competitive advantage by commercial banks?
1.4.2 To what extent does operation based strategies contribute to gaining of competitive
advantage by commercial banks?
1.4.3 To what extent do dynamic capability strategies contribute to gaining of competitive
advantage by commercial banks?
1.4.4 To what extent does asset based strategies contribute to gaining of competitive
advantage by commercial banks?

1.5 Significance of the Study
This study significantly impacts the following categories of stakeholders;
1.5.1 Commercial Banks’ Management
The study is be useful to the management team of the Commercial Banks in understanding
how to cope well with the competition and gain competitive advantage in the highly volatile
banking sector. It also assists them in shaping and re-shaping their strategies in response to
competition.

1.5.2 The Banking Sectors
The study enables the banking sector to become more efficient in strategic planning, in the
provision of financial services, as well as management of its processes well to meet the
changing needs of the customers.

1.5.1 Policy Makers
It provides information on the various strategies of competition as it would be useful to
economic policy makers, banks manager and financial institutions.

1.5.2 Researchers
This study is relevant to researchers and academicians as a reference material and for
further on the topic. Furthermore, the study draws the attention of researchers and
academicians in highlighting the strategic response by commercial banks in Kenya in
gaining competitive advantage.
8

1.6 Scope of the Study
The scope of the study lies on the response strategies adopted by commercial banks in
Kenya in gaining competitive advantage. This study targeted three hundred and seventeen
strategic managers in forty three Banks in Nairobi. The sampling frame of this study
targeted the headquarters of each of the selected bank within Nairobi County. This
population of interest assisted in providing relevant information regarding the strategic
responses for Commercial Banks in Kenya in gaining sustainable competitive advantage.
This study examined how information and knowledge, dynamic capabilities, assets, and
operational based strategies are adopted by Banks to gain competitive advantage through
cost leadership, differential, and focus strategies. The study took ninety days beginning 25th
April to 24th July twenty eighteen.

1.7 Definition of Terms
1.7.1 Competitive Advantage
Competitive advantage is a function of either providing comparable buyer value more
efficiently than competitors (low cost), or performing activities at comparable cost but in
unique ways that create more buyer value than competitors and, hence, command a
premium price (differentiation) (Porter, 2008).

1.7.2 Strategic Response
Pearce and Robinson (2007), defined strategic responses as the set of decisions and actions
that result in formulation and implementation of plans designed to achieve a firm’s
objective.

1.7.3 Information and Knowledge Strategies
Gichuki (2014), asserts that knowledge management is the process of figuring out what
information an organization has that can boost its advantages, ad making that information
available to its people .Activities are viewed as those activities that form the processes by
which individuals, teams, organizations and groups of organizations become skilled at
creating, sharing, storing and using knowledge in order to achieve positive change and
realize their goals (Ramalingam, 2005).
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1.7.4 Operational Strategies
A criterion against which to evaluate the performance of operations. There are considered
to be five possible operations performance objectives: cost, quality, speed, dependability
and flexibility (Johnson, Scholes, & Whittington, 2005).

1.7.5 Dynamic capability strategies
Dynamic capability is the capability of an organization to purposefully adapt an
organization's resource base (Arndt & Pierce, 2017).

1.7.6 Asset strategies
Business goals drive decisions regarding the use and care of equipment assets. Asset
strategy is determined by operational considerations (Peterson, 2009).
1.8 Chapter Summary
This chapter covers the statement of the problem along with the purpose of the study in
which this report had introduced as well as the background of the study. The research
questions are clearly identified to guide the study. The importance of the study and scope
are clearly defined for the purpose of clarity.
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CHAPTER TWO

2.0 LITERATURE REVIEW
2.1 Introduction
This chapter provides the review of literature based on the study’s four research questions.
The first section reviews literature on how firms utilise knowledge management as a
strategic response to gaining competitive advantage. The second sections presents review
of the literature on how firms employ operational based strategies as a response to building
competitive advantage. The third section reviews literature on dynamic capabilities and
how firms use them in responding to competitive dynamic business environment in
attaining competitive edge. The fourth section reviews literature on asset based strategies
and how firms respond to turbulent environment in gaining competitive advantage in the
industry ending with a chapter summary.

2.2 Effect of Information and Knowledge Management on Competitive Advantage
2.2.1 Knowledge Management Practices
Buuren (2015), posits that knowledge is a very difficult term to define with a single phrase;
knowledge management is even harder to define. There is no true agreements upon what
these definitions are, leading to many different definitions floating around (Chawinga &
Chipeta, 2016). While knowledge management in a broad sense applies to a lot of aspects,
this research limits itself to business perspective. To define knowledge management, a
definition of knowledge has to be put forth first. Wang et al (2018), describes knowledge
management as involving a series of managing activities that mainly concern the adoption,
creation, storage, transfer, sharing, and application of knowledge. These activities could be
divided into two main macro-processes: knowledge management adoption and knowledge
management development (Centobelli, Cerchione & Esposito, 2017).

Modern KM research can be traced back to the mid-1970s (Nikabadi, 2014). Many
researchers have contributed to the evolution of knowledge management. In the 1980s,
some new aspects of knowledge management, including knowledge acquisition,
knowledge engineering, and knowledge-based systems, contributed by artificial
intelligence research, systematically developed the field of knowledge management. In the
1990s, knowledge management initiatives were flourishing with the help of Information
11

technology (IT). The importance of managing knowledge has become a focus for all types
of organizations, as KM is increasingly impacting large companies, SMEs, start-ups, supply
chains, etc. In addition, the development of big data has created new issues for knowledge
management (Esposito, Ficco, Palmieri, & Castiglione, 2015).

The NATO Communications and Information Agency’s, NCI, Vision of Knowledge
Management is customer satisfaction through knowledge superiority (NCI, 2016).
According to the firm’s website, this can be attained by delivering customer-focused and
cost-effective solutions achieved through collaboration and knowledge sharing. As an
implementation approach, the firm rolled out triple strategic ambitions that would
culminate in realizing its dream in as much as knowledge management is concerned:
Sustain NCI Agency’s Information and Knowledge creation across segments and
geographical locations. Help NCI Agency staff to find organizes and share information and
knowledge existing in the organization and to increase collaboration and facilitate
knowledge creation and sharing within the NCI Agency and towards external stakeholders
(Moroso, 2016).

Universal Health Coverage 2030 provides a multi-stakeholder platform to strengthen
collaboration and contribute to the movement for resilient, sustainable, and equitable health
systems in order to achieve universal health coverage and global health security by 2030.
A key lever for this collaboration is knowledge management. The Knowledge Management
Working Group (KMWG) helps position Universal Health Coverage 2030 to broker
knowledge across the HSS and UHC agenda and find and build upon synergies with related
networks. Partnerships such as Universal Health Coverage 2030 are designed to accelerate
progress toward a development goal by pooling resources, including name-recognition and
legitimacy (Kislov, Wilson, and Boaden, 2017). A review of multi-stakeholder partnerships
in the post-2015 development era found that they serve as “an important aggregator and
disseminator of knowledge about the issues on which they are focused” (Atkisson, 2015).
Knowledge management is thus changing along with the change in critical success factors,
being one of the responses to management challenges in complex environment (Mašić,
Nesic, Nikolic, & Dzeletovic, 2017).

McElroy (2010), has described knowledge management as a field closely connected to
innovation management and organizational learning. Therefore, in order for knowledge
12

management to achieve success, companies have to create “a set of roles and skills to do
the work of capturing, distributing and using knowledge”. Prusak and Davenport (2015),
also contended that everyone in an organization should be engaged in knowledge
management. Knowledge management is thus much more than just managing information,
i.e. getting the right information to the right people at the right time, since its very essence
is social, and keeping its social context in future might be crucial (Dalkir, 2015).

2.2.2 Theories of Knowledge Management
Knowledge management has been tailored to various theories. It is the basis of these
theories that provides foundation for the firms to apply knowledge management practices
in a much scientific manner. As a result, the relation between knowledge management
theories and their use to improve companies’ competitiveness has driven several studies.
Dulipovici and Baskerville (2015), identified a list of theories from different areas of
knowledge related to knowledge management practices. Among them is the theory of
information economics, which, according to Greenwald and Stiglitz (1986), is the influence
of information on a company's economic performance. This review could be reinforced by
the discussion of Burkhard, Hill, and Venkatsubramanyan (2011) and (Denford & Chan
2011), who have analysed knowledge management models and typologies that could be
operationalized by companies.
As the concept of information economics describes the use of knowledge in companies’
practices, the knowledge management theories described by this concept will be analysed
from and strategic point of view, evaluating which one should be used by firms in the
banking sector to overcome critical factors in their development. These knowledge
management practices are described in six categories:
Knowledge Economy: It is related to the knowledge life cycle and can be applied internally
in the company or through market transactions (Baskerville & Dulipovici, 2015; Coase,
1937; Naicker, 2013) Internal knowledge is related to professional knowledge, which is
considered as a company advantage because: (1) it decides when to buy external knowledge
and when it can be produced internally through the rearrangement of existing knowledge;
(2) it establishes, when needed, the relations of knowledge through external partnerships;
(3) it decides when the internal knowledge may be commercialized, among others.
Regarding its application in the market, it describes the possibility to reduce uncertainty
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and coordinate internal routines, such as standardization, adaptation, and improvement of
routines;

Knowledge Clusters and Networks: It takes place when different companies get together in
networks or clusters aiming to create new or share existing knowledge, as can be observed
in business incubators or technology parks. This type of strategy improves companies’
competitiveness as sharing information improves the absorption of abilities and knowledge
(Bembenek & Piecuch, 2014). Knowledge Assets: These are the company's specific
advantages, indispensable for the creation of value (Mosconi & Roy, 2013). The advantages
of internal knowledge are developed through the evolution of internal knowledge within
the company, disseminating practices through company's employees;

Knowledge Spill over: Is the absorption of knowledge by someone other than its creator. It
takes place due to the difficulty of controlling knowledge, considering this is an
inexhaustible and cumulative resource. Knowledge continuity management is an offshoot
of the field of knowledge management. Where knowledge management concerns the
capturing and sharing of know how valuable to colleagues performing similar jobs
throughout an organization (Jeon, Kim, & Koh, 2011), knowledge continuity management
focuses on passing the critical knowledge (the knowledge necessary for the exercise of
his/her position) from existing employees to their replacement.

As Levy (2011), says, knowledge continuity is based on the communication among people
in organizations. Employees must understand what it is they know, what others need to
know, and what information needs to be shared in organizations. Knowledge
Organizations: Describes the knowledge management practice within the company
(Hjørland, 2012). Led by an individual responsible for its management, the theory of
knowledge organizations consists in the formulation and implementation of strategies of
construction, incorporation, distribution, and utilization of knowledge.

Addressing the relationship between knowledge and firm performance, Lopez-nicolas and
Merono-Cerdan (2012), concluded that knowledge management strategies (codification
and personalization) impact on innovation and organizational performance directly and
indirectly, improving innovation capability.
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On the similar topic, Mills and Bradford (2011), proposed a decomposed model of
knowledge management capabilities, categorized into two broad types; knowledge
infrastructure and knowledge process. Knowledge infrastructure has three components:
technology, organizational culture and organizational structure, while Knowledge process
identifies four broad dimensions: knowledge acquisition, knowledge conversion,
knowledge application and knowledge protection (Torabia & El-Den, 2017). Their findings
suggest that although individual resources collectively determine a firm's overall
knowledge management capability, which as a composite is related to organizational
performance, each individual resource is not directly linked to performance.

2.2.3 Knowledge Management and Competitive Advantage
There are as many possibilities for competitive advantage as there are resources. Some
resources prove to be easier for obtaining and sustaining an advantage (Buuren, 2015).
Some resources prove to be easier for obtaining and sustaining an advantage. Most of these
‘easier’ advantages are related to people-based and service-based resources, such as
distribution, innovation, company culture, and knowledge management. The reason for
these types of resources being more ‘effective’ as (potential) advantage is the fact they are
intangible. In this new world of business, knowledge management becomes the primary
resources and competitive advantage for individual managers and their organizations. The
same way Masic et al. (2017), consider knowledge a valuable resource for organizations
and individuals, a precondition for success and a response to modern challenges.
Organizations should therefore view knowledge as a valuable asset for building competitive
advantage in the market.

According to Gorlacheva, Gudkov, Koznov and Omelchenko (2017), the KM capability
depends on three core antecedents’ relatedness. These arguments suggest that the
relationship between core antecedents and competitive advantages. Thus we should expect
that the KM capability will function as a mediator of the relationship between core
antecedents and competitive advantages.

Based on empirical studies Chawinga and Chipeta (2016), carried out a study on the impact
of knowledge management in the Asian insurance sector. The results revealed that both
public and private insurance companies were facing two main challenges: struggling to
retain their customer base and knowledge loss resulting from employee turnover. Thus,
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insurance companies were realizing that efficiently managing its customer and employee
knowledge and utilizing the same in designing insurance products and services is a key to
survival. Furthermore, Masic et al. (2017), analyzed knowledge management evolutionary
history and to investigate the use of knowledge management as management tool in
organizations.

Furthermore, Schiavinid, Alisson, Marcelo, and Janaina (2017), conducted a study in
Southern Region of Brazil. Results demonstrated that the main KM practices used to
overcome critical factors of startup development-Opportunity Recognition, Entrepreneurial
Commitment, Credibility and Sustainability-were related to company's internal knowledge.
Internal knowledge is a company asset, which included not only R&D activities but also its
actions and routines. An important remark was that even though startups were not aware of
KM practices, they have organized routines and standards aligned with current KM
theories. Besides, Centobelli, et al. (2017), carried out a systematic literature review on
knowledge management (KM) in the context of startups in order to analyze the state of the
art. The main findings highlighted that, even though there is an increasing number of papers
on the topic of KM in startups, several issues are still neglected.

It is also relevant to note that Knowledge management is changing along with the change
in critical success factors in organizations (Masic et al., 2017). For instance, in their study,
Hackman, Agyekum and Smith (2017), sought to explore the critical challenges and key
strategies associated with the adoption of knowledge management (KM) in Ghanaian civil
engineering construction firms. The findings from the study revealed that key among the
challenges associated with the adoption of knowledge management is lack of available KM
systems, lack of leadership support and lack of awareness of KM practices. Furthermore,
innovation, awareness creation and use of knowledge storage were among the key strategies
which the respondents felt should be put in place to improve on the adoption of KM.
Through identification of the challenges to the adoption of knowledge management, and
determining strategies to improve on the adoption of the concept will enable top
management in the construction sector to adopt proactive approaches to improve
knowledge sharing in order to improve on performance (Agyekum, 2017).

In Africa, Suraj and Ajiferuke (2013), studied the Knowledge Management Practices in the
Nigerian Telecommunications Industry. The results from the study showed the following:
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that there was poor management of human capital in the Nigerian telecommunications
industry; that lack of effective communication appeared to be the bane of structural capital
management in the industry; that most of the telecommunications companies in Nigeria had
a long term relationship with their customers; and that Nigerian telecommunications
organizations were familiar with knowledge management as a concept. Byukusenge and
Munene (2017), sought to assess the mediating effect of innovation in the relationship
between knowledge management and business performance of SMEs in Rwanda. The
findings revealed that innovation fully mediates the relationship between knowledge
management and business performance of SMEs.

Locally, Gichuki (2014), carried out a study with the motive to determine the knowledge
management practices adopted by hotels in the coastal region Kenya in achieving
competitive advantage. The study found out that knowledge management practices were
adopted by the hotels in the areas of knowledge creation, knowledge acquisition,
knowledge filtering, knowledge storage and representation, knowledge application and
knowledge distribution and exchange. In competitive advantage, the study established that
knowledge management was significant in helping the hotels in the development of
innovative products and minimum loss of valuable knowledge. Besides, Muthee (2014),
sought to establish knowledge management as a strategic tool for competitive advantage at
Safaricom limited Kenya. The study concluded that through knowledge management
Safaricom had developed a range of products and services which included roaming
services, data messaging, M-pesa, voice services, information and security services, Video
Conferencing Tele presence, Virtual Computing and much more. On the impact of
knowledge management on competitive advantage, it was established that knowledge
management policy at Safaricom limited was a long term strategy focused on transforming
lives.

2.3 Effect of Operational Strategies on Competitive Advantage
2.3.1 Operations Strategy
According to Inman (2012), operations strategy is the collective concrete actions chosen,
mandated, or stimulated by corporate strategy. It is, of course, implemented within the
operations function. The operations strategy ties the different activities choices and actions
into a cohesive predictable reaction to aggressive market forces by connecting firm
arrangements, projects, frameworks, and activities into a precise reaction to the focused
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needs picked and conveyed by the corporate or business system. At the end of the day, the
operations system indicates how the firm will utilize its tasks capacities to help the business
strategy (Mohapatra, Lenka, & Pradhan, 2015).

In expansive terms, operations has two critical parts it can play in reinforcing the company's
general system (Inman, 2012). One alternative is to give forms that give the firm a particular
preferred standpoint in the market sphere. Operations will provide a marketing edge
through distinct, unique technology developments in processes that competitors cannot
match. The second part that operations can play is to give coordinated help to the
fundamental ways by which the organization’s products prevail upon orders their rivals,
otherwise called distinctive competencies. Despite the fact that without a doubt most
organizations don't expressly articulate operations technique, the choices made by
operations managers at last create or disintegrate upper hand (Inman, 2012).
Although the structure of a company’s operations footprint represents a critical set of
strategic decisions, management also needs to focus attention on the use of operations
activities to build distinctive, strategically relevant capabilities. This is because increased
competition exerts downward pressure on costs, reduces slacks, provides incentives for the
efficient organization of production, and even drives innovation forward in the balancing
operation across the country (Miencha & Selvam, 2013). Organizations must be
performance driven possessing the operational capability needed to support and realize the
overall business strategy. As a result, more banks are making difficult strategic choices.
Some have exited countries where they had invested heavily for many years; Citibank and
HSBC, for example, have decided to leave consumer banking in Brazil. Others are
reinventing their core identity, with Citigroup CEO Michael Corbat characterizing Citi as
“a technology company with a banking license (Olsen, Judah, Fielding, Nielsen, & Phillips,
New Bank Strategies Require New Operating Models, 2017).

Disruptions in banking are pushing banks to take more explicit strategy decisions. Many
banks have recognized that they need a truly differentiated strategy as the industry’s
economics have come under pressure from new technology and entrants with disruptive
business models (Olsen et al., 2017). FIS (2016), advices that bank executives need a
comprehensive viewpoint as they seek to rigorously cut costs in order to improve efficiency
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and ultimately profitability. For financial institutions planning to survive and even thrive
in today’s no growth world, action needs to be taken (FIS, 2016).

2.3.2 Strategy and Operational Effectiveness
According to Codjia (2011), operational effectiveness and strategy are correlated, albeit
distinct, concepts. Corporate strategy gives department heads the tools to formulate
adequate tactics, important elements that foster operational effectiveness later on. Lately,
leaders have tended to dwell on operational effectiveness. Ideas that emerged in the late
1980s and early 1990s, such as total quality, just-in-time, and reengineering, were all
focused on getting a company to be more effective. And for a while, some Japanese
companies turned effectiveness into an art form and were incredibly competitive. Just In
Time (JIT) leads to significantly higher quality and productivity and provides visibility for
results so that worker’s responsibility and commitment are improved. JIT can be described
as an extension of the original concept of managing the material flow in industries to reduce
the inventory levels at each stage (Singh & Garg, 2011).

A strategy delineates a territory in which a company seeks to be unique. The pure reliance
on operational effectiveness as strategy replacement works only as long as competitors are
not employing the same process and improvements but as soon those best practices are
made common within the industry, operational effectiveness becomes mutual destructive
and counter-productive with imitations and homogeneity as end result (Njeru, 2012). The
relationship between strategy and operational effectiveness goes a little deeper than simply
mutual dependency. They inform each other. Operational effectiveness is about having
functions in the organisation that work well. These functions are, of course, the
organisation's skill sets or core competencies and therefore, as Porter (1996), points out,
must fit together and work together to implement the strategy. On the other hand, the
possible strategies available to an organisation are constrained, at least in the medium term,
by the skill sets available to implement them.

To develop competitive priority, the operations function must focus primarily on cutting
costs in the system, such as costs of labour, materials, and facilities. Companies that
compete based on cost study their operations system carefully to eliminate all waste
(Stanley, Fawcett, & Fawcett, 2014). They might offer extra training to employees to
maximize their productivity and minimize scrap. Also, they might invest in automation in
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order to increase productivity (MaRS, 2013). According to Slack (2015), another aspect is
quality. Quality has a subjective meaning; it depends on who is defining it. For example,
to one person quality could mean that the product lasts a long time, such as a Volvo, a car
known for its longevity. To another person quality might mean high performance, such as
a BMW. When companies focus on quality as a competitive priority, they are focusing on
the dimensions of quality that are considered important by their customers.

Quality as a competitive tool has two facets (Miller, 2015). The first is high performance
design. This means that the operations function will be designed to focus on aspects of
quality such as superior features, close tolerances, high durability, and excellent customer
service. The second dimension is product and service consistency, which measures how
often the product or service meets the exact design specifications. A company that competes
on this dimension needs to implement quality in every area of the organization. One of the
first aspects that need to be addressed is product design quality, which involves making
sure the product meets the requirements of the customer. A second aspect is process quality,
which deals with designing a process to produce error-free products. This includes focusing
on equipment, workers, materials, and every other aspect of the operation to make sure it
works the way it is supposed to. Companies that compete based on quality have to address
both of these issues: the product must be designed to meet customer needs, and the process
must produce the product exactly as it is designed. Slack (2015), adds the third factor, which
is time. Time or speed is one of the most important competitive priorities today. Companies
in all industries are competing to deliver high-quality products in as short a time as possible.

Rapid delivery refers to how quickly an order is received; on-time delivery refers to the
number of times deliveries are made on time (Conner, 2017). When time is a competitive
priority, the job of the operations function is to critically analyze the system and combine
or eliminate processes in order to save time. Most of the times companies use technology
to speed up processes, rely on a flexible workforce to meet peak demand periods, and
eliminate unnecessary steps in the production process (Jitpaiboon, Gu, & Truong, 2016).
The last element is flexibility. As a company’s environment changes rapidly, including
customer needs and expectations, the ability to readily accommodate these changes can be
a winning strategy. This is flexibility. Morgan (2013), clarifies that the reality is that
offering workplace flexibility is quite simply a competitive advantage. There are two
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dimensions of flexibility (Lastra, 2014). One is the ability to offer a wide variety of products
or services and customize them to the unique needs of clients. This is called product
flexibility. A flexible system can quickly add new products that may be important to
customers or easily drop a product that is not doing well. Another aspect of flexibility is
the ability to rapidly increase or decrease the amount produced in order to accommodate
changes in the demand. This is called volume flexibility. Strategy and PwC (2018),
recommends a five model approach to enhancing effectiveness of the bank’s operational
model. Although every bank’s approach will differ, we suggest five best practices for
transforming your bank’s operational model: Customer-back process transformation,
Product and service simplification, Aggressive digitization, Governance and performance
management transparency Delivery model.
2.3.3 Improving Efficiency of Bank’s Cash Operations
Dhanabhakyam and Kavitha (2012), evaluated the financial performance of the six selected
public sector banks in India. The selected banks performed well on the sources of growth
rate and financial efficiency during the study period. The old and new private sector banks
and played a vital role in the marketing of new type of deposits and advances schemes.
Banks currently pay 80 percent of the bill to provide cash. In Europe, for example, this is
worth about €84 billion annually (Taft, 2013). With rising fuel prices, traffic congestion,
and increasing safety standards, this cost is forecast to increase.

2.4 Effect of Firm Dynamic Capabilities on Competitive Advantage
2.4.1 Resource Based View and Resource Capabilities
The RBV study on resource capabilities and performance has been of great impact to
researchers in different disciplines (Barney, Wright & Ketchen, 2001; Tornikosk &
Newbert, 2007; Peng, 2004). It has been noticed that some researchers do use the term
resources and dynamic capabilities interchangeably, however, in the theoretical aspect they
are two different terms. While resources are comparatively sovereign, guileless and
stationary, dynamic capabilities however is combined, multifaceted and vibrant.
Researches that are of similar element are of the opinion that dynamic capabilities establish
organizational values in a way of changing the resources of the organization into a fresh
resources in a dynamic process through a definite strategy and an organizational process
(Eisenhardt & Martin, 2000).
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There has been wide researches using the resource based view (RBV) theoretical models,
but few researchers have only attempted to analyze these models in an empirical manner
(Kirkaldy, Mahon, Scally, & Fahy, 2002) . The few researchers that have empirically tested
these models are of the opinion that specific dynamic capabilities are of an important impact
to the performance of an organizations out of which include: the management’s
experiential, orientation and attitudinal resources, product innovation and service delivery,
organizational capabilities in export knowledge and planning and the ability to leverage
strategically important relational resources (Tornikoski & Newbert, 2007).

Shobayo (2014), carried out a study to establish Dynamic Capabilities and Competitive
Advantage in the Nigerian Banking Sector an Analysis of The Nigerian Banking Sector. It
was revealed by the findings that dynamic capabilities have little importance on the
organization’s competitive advantage. The finding also found out that for an organization
to bring about new ideas (dynamic capabilities), it has to bring together many resources in
form of collaborating with other organizations so as to achieve its goals and objectives.
Furthermore, it was assumed that dynamic capabilities no significant relationship with
competitive advantage which implies that the ability of a firm to be able to produce unique
and creative goods/services does not guarantee the organization to edging its competitors
in the industry. Dynamic capabilities when scarce and treasured brings about an improved
balance score card and a source of competitive advantage over rivals especially when they
are also unique and cannot be substituted (Winter, 2015).

It is understood that organization make use of important assets to take advantage of
opportunities in the environment while also nullifying the threats that exist therein, they
further use it as a source of competitive edge over industries that do not have close network
resources or those that failed to utilize theirs (Shobayo, Banjo, & Olufemi, 2014).
Santangelo and Meyer (2011), carried out a study on the extent to which managerial
resources are the foundation for higher level capabilities in the United Kingdom. The
purpose of the study was to find out the relationship of dynamic capabilities and some
measures of financial performance profitability, cost reduction and inventory efficiency.
The findings showed that basic experiential learning about international business occurs
through exports, which expose a firm to global competition and provide interaction with
foreign customers.
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Export experience thus helps to evaluate the conditions in foreign locations and contributes
to a firm’s capability of entering and operating in foreign markets (Kyengo & Kilika, 2017).
It reduces costs of subsequent investment and of consecutive upgrades to higher
commitment modes such as FDI (The capability of obtaining and decoding international
market information can further enhance firms’ awareness level about their competitive
position Vis-a` -Vis future potential rivals in the global market. Hence, higher levels of
export intensity enhance firms’ capability and awareness to strategically engage with global
competition. Kyengo and Kilika (2017), add that the procurement of external resources is
an important tenet of both the strategic and tactical management of any company. Resource
dependency theory has been proposed by organization theorists Pfeffer and Salancik
(1978), who explain organizations in terms of their interdependence with their
environment. The degree or extent of this resource dependency varies from one
organization to the next.

Dynamic capabilities theory (DCT) adds to the resource based view by attempting to
improve theory by explaining the nature of sustainable competitive advantage, while also
intending to inform managerial practices (Breznik & Lahovnik, 2015). In essence the DCT
tries to make use of competences that are unique to firms to gain competitive advantage
and explains how these competences are developed, deployed and protected. The approach
explains that the way organizations develop firm specific competences to respond to
changes in the business environment is ultimately related to the firm’s business processes,
market positions, and opportunities. The DCT views competition in Schumpeterian terms,
where firms are constantly seeking to create new combinations and competitors in the
marketplace are continuously attempting to improve their competences or to imitate the
competence of their most qualified competitors (Kyengo & Kilika, 2017).

2.4.2 Dynamic Capabilities
Ambrosini and Bowman (2009), termed Teece’s (2007), paper as the first contribution to
distinctively bring out the idea of dynamic capabilities. He illustrated that RBV did not
clearly demonstrate the criteria used by some successful firms to undertake rapid and
flexible product innovation and timely responsiveness along with the capability of the
management to properly coordinate and redeploy external and internal competences. He
further argued that consideration needs to be made of the changing external environment
situations and thus the contribution of strategic management which is basically concerned
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with ‘adapting reconfiguring and integrating both the internal and external organizational
resources, skills and practical competencies towards the dynamic environment. Teece et
al., (2007), observed that in turbulent environments, competitive advantage is a dynamic
capabilities function rather than industry conflict or competitive positioning (Teece et al.,
2007).

The literature on firm capabilities can be split into three. One is the evolutionary
perspective, the second is the resource based view and thirdly the view of the dynamic
capabilities view, whose predecessor is the behavioural theories of the firm, Schumpeterian
theory (1934), in the theory of firm’s growth (Penrose, 1959) and the evolutionary
theorizing in economics (Nelson & Winter, 1982). While the evolutionary perspective to
firm capabilities has been concerned with the explanation of how developments and
changes have been taking place in the context of industrial competition, the dynamic
capabilities and resource based views are concerned with business strategy studies with its
main role being the identification of the factors that lead to the attainment of competitive
advantage by firms (Nelson, 2001).

Intangible resources are more likely to be a source of sustained competitive advantage
rather than tangible ones, these should not be ‘locked’ inside a business unit but should be
available for reuse by other parts of firm wherever a potential use yielding higher returns
can be identified (Ordaz, Alcazar, & Cabrera, 2009). Redesigning a firm’s processes,
activities and routines can enable efficient and effective usage of resources and capabilities
that can achieve sustainable competitive advantage. The importance of capabilities and
suggest that a firm can gain competitive advantage from its ability to apply its capabilities
to perform important activities within the firm. The ability to learn and create new
knowledge is essential for gaining competitive advantage (Kyengo & Kilika, 2017).

According to Stuart (2007), the financial capability of a firm is a mix of variables such as
attitude, knowledge, skills, and self-efficacy which are necessary to make decisions centred
around money management that are most suitable for the circumstances surrounding the
firm, as it operates within its environment including its access to financial services.
Institutions of finance differentiate their customers based on the size of transactions, like
being charged higher interests as a result of larger cross subsidization. In financial
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inclusion, the cost leadership strategy can be expressed through non-bank or low-cost
financial institutions as is the case in microfinance institutions (Onaolapo & Odetayo,
2012). Studies by Hilman (2009) and Nandakumar (2011), noted a tangible relationship
between cost leadership and the level of firm competitiveness. The competitor orientation
concept affects the performance of the business and further insight into the matter needs to
be done and the relationship needs to be well stated. Literature review illustrates that the
cost leadership strategy seeks to attain good returns on investment compared to its
competitors and to maximize on economies of scale. The banking industry should shift
attention to cutting costs by all means so as to achieve cost leadership.

In the grain milling context the basic functions are identified to marketing and
manufacturing and dynamic capabilities is there to sustain them during the changes in
business environment. Empirical evidence continues to reveal that their impact on firm
performance is indirect (Li &Liu, 2014; Makkonen et al., 2014; Protogerou et al., 2011;
Wilden et al., 2013). Hence the study established their influence on static capabilities on
performance as reflected in the conceptual model. Alves and Barbieux (2016) conducted a
research on innovation and dynamic capabilities of the firm: defining an assessment model
in Brazil. The findings suggested that operations Capability were the least dynamic of all
capabilities, with the least impudence on innovation.

In Nigeria, Osisioma, Nzewi and Mgbemena (2016), studied the dynamic capabilities and
performance of selected commercial banks in Awka, Anambra state, Nigeria. Rwehikiza
(2016), investigated the influence of static capabilities on firm performance of the grain
milling subsector in Tanzania. The two static capabilities (marketing and technical
capabilities) have accredited to have substantial contribution towards firm performance as
suggested by Jenssen et al.; (2012). On the other hand dynamic capabilities despite lack of
consensus the following are taken on board notably; coordination, learning innovation.

Wamburu (2017), studied the impact effects of firm capability on organizations’
competitive advantage in the Kenyan banking industry. The study established that the top,
middle and lower level managers of the commercial banks strongly agree that financial
capability, marketing capability and technological capability allow commercial banks to
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achieve competitive advantage. According to Wamburu (2017), banks should also enhance
their technological capability if they are to enjoy competitive advantage.

Studies have been conducted locally on the subject area of firm capabilities. Ngugi (2011),
researched on strategic capabilities at the British broadcasting corporation Africa. Muhura
(2012), undertook a research on firm capabilities as a source of competitive advantage at
Airtel Kenya. Competitive advantage is a multidisciplinary concept that has been defined
differently by different authors in different constructs. The most common among these
schools of thought is the utilization of firm capabilities to develop an operational or
competitive advantage, but the organizational difference in all these schools of thought
allows for an examination of the effects of firm capability in the banking industry. While
investigating effect of competitive strategies on performance of public universities in
Kenya, Sifuna (2014), notes that Low Cost Leadership depends on some fairly unique
capabilities of a firm to achieve and sustain their low-cost position within the industry of
operation.

2.4.3 Marketing capability and competitive advantage of commercial banks
According to Ngigi and Njeru (2014), marketing capability is the ability to produce
commodities which distinguish a firm from its rivals through value addition or
improvement of product mix. Differentiation could enable a firm to attain a position of low
costs based on the following factors; the degree to which significant reductions in unit costs
arise from increasing volume and the degree to which expenditure on differentiation
significantly increases demand which shifts the demand curve to the right . These two
factors are dependent on situations and they form the contingency framework basis. Three
causes of falling costs can be mentioned: economies of scale, economies of scope and
learning effects (Ngigi & Njeru, 2014).
Presently, marketing is noted as one of the main elements to ensure an organization’s
success. It is much more than the sale and advertising of products and services contrary to
what people think. It must be understood as the channel through which customer needs are
satisfied (Kotler & Armstrong, 2014). Kotler and Armstrong (2014) argue that marketing
is the most fundamental concepts of modern marketing. They also described marketing mix
as: the entire set of tactical marketing tools utilized by a firm to achieve the desired response
within target market. Furthermore, Singh (2012), also mentioned that an appropriate
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marketing mix consists of those controllable variables used by a firm to impact responses
from buyers. Essentially, marketing mix enables firms to make proper decisions in
influencing demands of the customer for the products of the firm and to overcome various
obstacles in the market.

2.4.4 Technological capability and competitive advantage of commercial banks
Technological capability is the set or part of knowledge which includes methods,
knowhow, procedures, physical device, equipment and experience which display the
heterogeneous and superior firm’s technical assets and concern to design technologies,
product technologies, information technologies and process technologies (Wang et al.,
2006). Kaiba (2016), studied the competitive strategies and performance of Kenyan
commercial banks. The research findings do not seem to indicate that timely response to
dynamic environment result in competitiveness. Therefore, the research findings are
consistent with the Porters competitive strategies theory, resource based theory and
knowledge based theory but was less supportive of the dynamic capabilities theory.

Mbigura (2012), argues that Organization will put forward number of reasons as to why
they have interest in information technology. The most common includes the need to
sustain and improve competitive position, to increase revenue or reduce costs or to improve
flexibility and responsiveness. While there are important, many organizations are driven
simply by the need to survive in a highly competitive market place. Thus while it could be
argued that Bank installed Automated Teller Machine (ATM) to increase customer service.
2.5 Effect Asset Based Strategies on Competitive Advantage
2.5.1 Asset Management and Strategic Asset Infrastructure Management
Dwyer (2015) regards asset management as follows. ‘‘Strategic asset management is the
activity that seeks to align the asset base with the organisation’s corporate goals and
objectives. It ensures that the ……. asset base of an organisation is optimally structured in
the best corporate interest of the organisation concerned’’ (Dwyer, 2015). In order to make
the right decisions it is therefore very important to develop the ability to analyse the
complex dependencies between maintenance and renewal actions and the costs and the
quality of service. By using this knowledge asset managers can actively develop the grid
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and spend the money in a way that the long term goals as well as the short term budgets are
met (Gaul et al, 2011).

Through its periodic release, PWC (2018), predicts that technology is set to disrupt all areas
of the industry. From investment advice, to research and portfolio management, through
the middle and back offices to client engagement and distribution, there will be far-reaching
change. While some firms are leveraging technology in specific areas of their businesses,
in the future, technology experts and data scientists will become vital for success across the
business. Showing how the phenomenon of technology firms moving into finance is
emerging elsewhere, Facebook secured a license from the Central Bank of Ireland in
November 2016 for a payments service, in a move that showed its potential for distributing
retail investment funds (Lessser, 2018).

2.5.2 Strategic Asset Management in the Banking Sector
In its periodic review, PWC (2018), further argues that by 2020 and beyond, firms will
explicitly choose a growth strategy in order to remain competitive. To develop the chosen
business model, firms will pursue one or more of three growth strategies: building, buying
or borrowing. Builders will grow by building out their internal organisations, leveraging
and developing their existing capabilities and investment talent. Buyers will expand their
capabilities across asset classes and strategies by acquiring talent, track record and scale
overnight. Borrowers will partner with other institutions, including asset managers, wealth
managers, private banks and fund-of funds, to expand their investment capabilities and
distribution channels. These relationships include distribution arrangements, joint ventures
and sub-advised relationships. Mihail (2009), did a study on how asset liability
management affect profitability of Bank. The main goal of this paper was to analyze the
asset-liability management in banks for the 2004-2011 periods, using a panel of over 30
banks across Europe. The analysis was carried using the canonical correlations where she
tested for a linear dependency between two variables, i.e. (the structure of assets and
liabilities.) The study concluded that in order to be effective in banks, the management of
assets and liabilities must take into consideration the risk level, earnings, liquidity, profit,
solvency, the level of loans and deposits.
Ziah, Zubi and Hani (2012), investigated the effects of Human Resource Policies on
Organization’s performance; and empirical study on Commercial Banks operating in
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Jordan. The results showed strong support for the model, indicating that human resource
policies are positively related to organizational performance and have a statistically strong
significance on it; R square was (70.2%). It was concluded from the research results that
the most important effect of human resource policy on organizational performance is the
employees’ participation in decision making. The analysis of balance sheet items changes
of commercial banks and foreign banks branches in Lithuania revealed that during the
economic upturn financial sector tended to take more risk in Asset Liability Management
(ALM). During the economic shocks can be visible different variation. The moral hazard
is apparent in Lithuanian financial sector as the most risky balance sheet items change in
risk-free manner only after the Bank of Lithuania deploys conservative measure
(Novickytė& Petraitytė, 2014).

However, Davis (2014), study on how Asset Liability Management affect performance of
Ghana Deposits Money Banks 2000 -2013, concluded that effective management of ALM
on banks improves profitability and performance using a different proxy for his study. In
view of this, the study as adopted demand deposit, loans and advances, savings & fixed
deposits as a proxy for ALM on bank performances in Nigerian and check if the relationship
will still remain the same in Nigeria. Olusegun and Segun (2017), examined the influence
of assets management on financial performance of some selected Nigeria deposit money
banks. Findings showed that loans and advances are positively related to return on
Commercial Banks especially when profitability is measured as proxy of financial
performance, while the liability variables are negatively related to the measure of bank
performance adopted in this study. It was concluded that asset management has significant
effect on financial performance of Nigerian deposit money banks.

Kiarie (2017), assessed the inventory management and competitive advantage in modern
retail firms in Kenya. The study investigated three major factors of inventory management;
demand variations and uncertainty, inventory management and control, and skills and
competencies of the managers. The results revealed a positive relationship between all the
three factors in the inventory management and the firm’s competitive advantage. Oguk
(2013), researched on the strategies for asset financing to enhance performance of
commercial banks in Kenya. The study found out that Banks used competitive interest rates
in asset financing to a very great extent banks has used diversified asset class in asset
financing, the respondents agreed to a moderate extent.
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Anjili (2014), looked at the effects of asset and liability management on the financial
performance of commercial banks in Kenya between the years of 2004 - 2013.The analysis
showed that all the CAMEL factors had a statistically significant impact on financial
performance. Based on the findings, the study recommended policies that would encourage
revenue diversification, reduce operational costs, minimize credit risk and encourage banks
to minimize their liquidity holdings. Another important decision that the managers of
commercial banks take refers to the liquidity management and specifically to the
measurement of their needs related to the process of deposits and loans. The importance of
liquidity goes beyond the individual bank as a liquidity shortfall at an individual bank can
have systemic repercussions (Central Bank of Kenya, 2012).

2.5.3 Managing Liquid Assets in Banks
According to Olagunji, et al. (2011), liquidity refers to the ability of a bank to ensure the
availability of funds to meet financial commitments or maturing obligations at a reasonable
price at all times. Differently put, bank liquidity means banks having money when they
need it particularly to satisfy the withdrawal needs of their customers. The survival of
deposit money banks depends greatly on how liquid they are, since illiquidity, being a sign
of imminent distress, can easily erode the confidence of the public in the banking system
and results to run on deposit. Liquid assets should be marketable or transferable. This
means, they are expected to be converted to cash easily and promptly, and are redeemable
prior to maturity. Another quality of liquid assets is price stability. Based on this
characteristic, bank deposits and short term securities are more liquid than Commercial
Banks investments due to the fact that the prices of the former are fixed than the prices and
value of the later (Richard, 2013).

A number of theories have been put forward which seek to provide insight into the
underlying relationship between liquidity and profitability of deposit money banks. The
basic question which the underlying theories attempt to answer is how does liquidity affect
profitability in banking? Osborne, Fuertes and Milne (2012), postulated that higher
liquidity is often costly to banks, implying that higher liquidity reduces profitability.
However, according to the trade-off theory, higher liquidity may also reduce a bank’s risk
and hence the premium demanded to compensate investors for the costs of bankruptcy.
(Osborne, et al. 2012). According to conventional corporate finance theories, a bank in
equilibrium will desire to hold a privately optimal level of liquidity that just trades off costs
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and benefits implying a zero relationship at the margin. However, capital requirement
imposed by monetary authorities, if they are binding, forces banks to hold liquidity in
excess of their private optimal level and hence force banks above their internal optimal
liquidity level (Miller, 1995, Bussen et al. 1989).
In corroboration of the above, Osborne, et al. (2012), opined that banks’ optimal liquidity
level rises during periods of banking sector distress, since in such conditions the expected
cost of bankruptcy rises. Consequently, it is expected that the average relationship between
liquidity and profitability across banks will be cyclical. This is because in a distressed
environment banks tend to be below their optimal liquidity level, whereas during normal
conditions, banks may either meet their optimal capital level or not, in which case the
relationship would be approximately zero, or overshoot, in which case banks can increase
profitability by reducing the liquidity level (Osborne, et al. 2012).

Liou (2011), conducted a study on the studied (Liou, 2011) effects of asset-light strategy
on competitive advantage in the telephone communications industry in Taiwan.Three
regression models are developed to describe the relationships between asset-light
operations and competitive advantage. It was revealed that Asset-light operations
significantly contribute to competitive advantage in the telephone communications
industry, but this effect is more critical in the wireless communications industry than among
landline-based firms. Taie (2014), sought to establish the effect of intellectual capital
management on organizational competitive advantage in Egyptian hospitals. This study
was cross-sectional in nature. Study subjects consisted of three levels of management either
nurses or physicians. Structural capital and competitive advantage variables of the study
were high and very high means. Also, human capital high significantly and positively
correlated with competitive advantage, while it was in structural capital and in relational
capital. There was strong positive and high significantly correlation between human capital,
structural capital and relational capital respectively with competitive advantage.

Adeyinka (2013), examined the effect of capital adequacy on profitability of deposit-taking
banks in Nigeria. It was discovered that liquidity and profitability are indicators of bank
risk management efficiency and cushion against losses not covered by current earnings.
Mugenyah (2015), sought to establish the determinants of liquidity risk for commercial
banks in Kenya. The study concluded that capital adequacy ratio, liquid asset ratio,
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ownership type, size and leverage were significant determinants of liquidity risk. Guthua
(2013), also investigated the effect of Asset liability management on the liquidity risk on
the commercial banks in Kenya. The results of the regression analysis showed that there is
a significant positive relationship between independent variables (return on equity, capital
adequacy, loan to deposit ratio, return on assets, total assets, asset liability management
policies, liquidity stress testing and contingency funding plan) and the dependent variable
i.e. liquidity risk of commercial banks). The findings of the analysis concluded that
independent variables have an effect on the liquidity risk of commercial banks in Kenya.

2.6 Chapter Summary
This chapter has identified RBV theory as the foundation theory upon which the study will
be based. The focus on four variables as outlined by RBV (Information and Knowledge
Management, Operations, Dynamic Capability and Asset-Based Strategies).The chapter
reviews relevant literature based on the research questions. The next chapter discusses the
research methodology that will be used in the study.
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CHAPTER THREE

3.0 RESEARCH METHODOLOGY
3.1. Introduction
The purpose of this study was to investigate the response strategies adopted by commercial
banks in Kenya in gaining competitive advantage. This section explains the research
design, target population, sampling design, data collection methods, research procedures
and data analysis methods that were used in this study.
3.2 Research Design
Research design, according to Wyk (2018), is the overall plan for connecting the conceptual
research problems to the pertinent (and achievable) empirical research while Babbie and
Mouton (2014) describe research design as a plan or blueprint for conducting the research.
The research design also entails a detailed plan, according to which research is undertaken.
The research problem determined the methods and procedures: the types of measurement,
the sampling, the data collection and the data analysis to be employed for the proposed
research (Zikmund et al., 2013). There are numerous types of research design that are
appropriate for the different types of research projects. The choice of which design to apply
depends on the nature of the problems posed by the research aims. They experimental,
quasi-experimental, and non-experimental designs; mixed designs; cross-sectional,
longitudinal, correlational and descriptive designs (Sarsfield & Garson, 2018).

The study made use of descriptive correlational research designs. As Cooper and Schindler
(2014) posit, this form of research design helps in responding to what, who, when, why and
how aspects of the study subject. The main purpose of this type of design is to describe
current conditions and characteristics of a population. The main aim of descriptive research
is to provide an accurate and valid representation of the factors or variables that are relevant
to the research questions (Creswell, 2015). Correlational research attempts to discover or
establish the existence of a relationship/ interdependence between two or more aspects of
a situation. Therefore, in correlational research designs, investigators use the correlation
statistical test to describe and measure the degree of association (or relationship) between
two or more variables or sets of scores (Creswell, 2016). The aim of correlational research
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is to identify predictive relationships by using correlations or more sophisticated statistical
techniques (Cooper & Schindler, 2014).

A descriptive correlational approach was chosen for this study because it can study a wide
range of variables and their interrelations thus showing the extent to which variables are
related (Creswell, 2014). The design was deemed suitable because this study focused on
establishing the extent to which response strategies (independent variable) influenced
competitive advantage (dependent variable). In conjunction with the study, new
conclusions revealed the levels of correlation between the response strategies and
competitive advantage.

3.3 Population and Sampling Design
3.3.1 Population
Population is generally a homogeneous group of individual units. Population refers to the
entire subjects that the researcher wants to study. Target population refers to all the
members who meet the particular criterion specified for a research investigation (Alvi,
2016). According to Yin (2013), the population consists of the aggregate of the observable
items which the researcher is interested in. The target population comprised all commercial
banks licensed and listed by CBK as at 31st December 2017. According to CBK (2017),
Bank Supervision Annual Report, there were 43 commercial banks. The population of the
study consisted of 1530 managers from the 43 commercial banks which are licensed by the
Central Bank of Kenya.

3.3.2 Sampling Design
3.3.2.1 Sampling Frame
A simple definition of a sampling frame is the set of source materials from which the sample
is selected. According to Fricker (2017), the sampling frame is used to identify the elements
of the population which can be explicit or implicit enumeration. The process through which
a sample is extracted from a population is called as sampling. For this study, a sample size
of 317 was drawn using stratified random sampling according to the location to which the
bank belongs. Stratified random sampling was relevant for this study because of the varied
geographical distribution of the sample population and the representativeness of the sample
size (Saunders, Lewis, & Thornhill, 2016). The sample frame comprises of the 43
commercial banks in Kenya as at 31st December 2017. Banks in Kenya re mainly
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categorised as Large, Medium or Small. A list of all the 43 commercial banks was obtained
from the website of the Central Bank of Kenya.

3.3.2.2 Sampling Technique
Sampling is the process of selecting a group of subjects within the targeted population,
which represents the larger population group. There are three main types of probability
sampling; simple random sampling stratified random sampling and cluster sampling. The
study applied two sampling methods: Stratified sampling technique and Simple random
sampling. As Ali (2014) puts it, these sampling techniques reduce the chance of systematic
errors, inferences drawn from sample are generalizable to the population, and they also
methods minimize the chance of sampling biases.

3.3.2.3 Sample Size
Alvi (2016) views samples as a group of relatively smaller number of people selected from
a population for investigation purpose. The members of the sample are called as
participants. A sample is said to be representative when the characteristics of elements
selected are similar to that of entire target population. Sekaran and Bougie (2016), stresses
that the reason for using a sample, rather than collecting data from the entire population, is
self-evident. The study adopted Yamane (1973) statistical formula to chose an appropriate
sample size from the population since the population is known (finite). Yamane sample
size technique uses assumptions on confidence level and margin of error in relation to
determining the sample size.

Form the above Yamane formulae, the n is the sample size, N is the total population, and e
is the level of precision. The sample frame population of this study is 1530, assuming 95%
confidence level and 5% margin of error. Therefore, using the above formulae,
n=1530/+1530 (0.052).
Therefore, n is 317. Based on the stratified sampling technique, sample size of 317
managers was derived.
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3.4 Data Collection Methods
Primary data was gathered using a questionnaire. The questionnaire was closed ended in
nature. Closed ended questions include all possible answers/prewritten response categories
and respondents are asked to choose among them. Such kinds of questions are suitable in
generating statistics in quantitative research. Another reason for using closed ended
questions is that since they follow a set format, most responses can be entered easily into a
computer for ease of analysis, greater numbers can be distributed. The questionnaire
comprised of two main parts. The first part gathered data based on the demographic
characteristics of the respondents. The second part was subdivided into two major sections
with the first section addressing the four research questions as detailed in Chapter One. It
consisted of the four (4) sub-sections with each subsection addressing a respective research
question. In the second section, a Four-Point Likert Scale was used from which the
respondents selected answers to the provided variables. The scale ratings was as follows: 4
= Strongly agree, 3 = Agree, 2 = Disagree and 1 = Strongly Disagree. In the next section ,
a scale of 4 - 1 was adopted in rating the impact of employed response strategies in gaining
competitive advantage where 1 stood for the lowest while 4 the highest.

3.5 Research Procedures
The research procedures for the study entailed designing of the data collection toolquestionnaire which was developed based on the study research questions. Permission letter
was obtained from the Dean’s Office Chandaria School of Business. It was accompanied
by consent from the banks which the study was undertaken. A pilot study was undertaken
in the three (3) of the forty three (43) banks. Subsequently, two research assistants were
selected and trained on necessary aspects of carrying out the research including the
professional and ethical requirements. The questionnaire was administered through “drop
and pick later” method. The respondents were expected to give an insight into some of the
strategies they have put in place to ensure that they have a competitive edge over its
competitors. These respondents were involved in formulation and implementation of
organization’s strategies. Ten (10) working days were be given for filling the
questionnaires. Telephone follow up was be done as a strategy to ensuring high response
rate.

A pilot study represents a cornerstone of a good research design. In fact, a pilot study is an
essential initial step in a research and this applies to all types of research studies. A pilot
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study is defined as a mini version of a research or a trial run conducted in preparation of a
full scale study and may be conducted specifically to pre-test a research instrument (Dikko,
2016). Osama and Issa (2015), state that the importance of the pilot study lies in improving
the quality and the efficiency of the main study. In the study, the researcher selected five
commercial banks for the pilot study. Data collected from the pilot study was analysed and
checked for reliability using Cronbach’s alpha. Griee (2012), mentioned that a typical
guideline is that 0.3 at the threshold, 0.5 or higher is adequate, and 0.7 or higher is high.
Items with a value greater than 0.7 were deemed acceptable (Christensen L. , 2014). The
results from the pilot study was incorporated in the main study as explained by Friedman
(2013). Thereafter, necessary changes were be made on the research instrument.

3.6 Data Analysis
Data analysis is the central step in qualitative research since it forms the outcomes of the
research (Flick, 2013). There are two classes of parametric statistical tests: descriptive and
inferential (Ali & Bhaskar, 2016). Descriptive tests revealed the ‘shape’ of the data in the
sense of how the values of a variable are distributed. Inferential tests suggested (i.e. infer)
results from a sample in relation to a population. Data analysis was based on quantitative
technique; there are two classes of parametric statistical tests: descriptive and inferential.
The data was analyzed using descriptive statistics of frequency, mean, and standard
deviation with the use of Statistical Package for Social Science (SPSS) software as a tool.
3.7 Reliability of the Data Collection Instrument
3.7.1 Reliability Tests
The data collected was subjected to a reliability test. Field (2005), interprets a Cronbach’s
α greater than or equal to 0.7 as implying the instrument provides a relatively good
measurement tool hence reliable. The 77 items in the study instrument and the resulting
data collected from the 750 cases (respondents) were subjected to Cronbach’s alpha test.
The resulting reliability statistics reflected α value = 0.972, which meant the instrument on
service quality, corporate image and customer satisfaction used in this study was very
reliable. As a measure of criterion related validity or instrumental validity, the reliability of
this instrument was compared to related studies. Sultan and Wong (2010) used an
instrument with alpha (α) = 0.8462 and considered it reliable. While Ling and Lih (2005),
interpreted an overall Cronbach’s α = 0.8339 as reliable in examining the relationship
between service quality and customer preferences. Regardless of which coefficient is used
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for assessing internal consistency, values above 0.700 are desirable and values below 0.600
indicate a lack of reliability (Urbach & Ahlemann, 2010).

Table 3.1: Reliability Tests
Reliability Statistics (N=40)
Cronbach's Alpha (α)

Variable
Info & Knowledge Mgt Strategies

0.841

Operational Strategies

0.903

Dynamic Capabilities

0.802

Asset Strategies

0.857

3.7 Chapter Summary
The researcher conducted a study on the response strategies adopted by commercial banks
in Kenya to gain competitive advantage. The sampling technique was descriptive sampling
technique. The technique was used to select the sample with the aid of questionnaires. SPSS
and MS Excel were used to analyse the data, while presentation findings were through
tables, pie charts, bar charts and graphs. Chapter four presents the results and the findings
of this study.
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CHAPTER FOUR
4.0 RESULTS AND FINDINGS
4.1 Introduction
The chapter presents the analysis of data collected which is presented into various sections
as per the study specific objectives. Background information about the respondents is
presented which is followed by information and knowledge management strategies, then
operational strategies and lastly asset based strategies and their effect on competitive
advantage.
Out of a total of 321 questionnaires, 254 were filled and returned. This constitutes a
response rate of 83% which were considered adequate for the study as illustrated in figure
4.1

Response Rate
Not Returned
17%

Returned
83%

Figure 4.1: Response Rate
4.2 Background Information
This section presents background information detailing demographic characteristics of the
respondents: Gender, Job Level, Age Range, and Duration of employment and Education
Level.
4.2.1 Gender
The study sought to find out the gender of the respondents. It captured the gender of the
respondents. Table 4.1 shows that 66.18% of the respondents who took the survey were
male with 38.82% the respondents being female. Table 4.1 shows their response.
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Table 4.2: Gender of the Respondents
Frequency
Male
Female
Total

Percent
155

61.18

99

38.82

254

100.00

4.2.2 Job Level
The study sought to find out the job level of the respondents. Findings suggested that the
middle level management comprised 66.45% while the top management made up 33.55%
of the total respondents.
Table 4.3: Job Level
Frequency
Top Management

Percent
85

33.55

Middle Level Management

169

66.45

Total

254

100.00

4.2.3 Age Range
The study sought to find out the age of the respondents at the commercial banks which is
captured in table 4.3. From the table above it is evident that most of the respondents
(50.00%) were aged between 11 and 50 years. 21.71% of the respondents were aged
between 31 and 40 years, while 14.47% were aged between 50 and 60 years with only
4.61% representing those aged above 61 years.
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Table 4.4: Age Category
Age Category

Frequency

Percent

21-30 years

23

9.21

31-40 years

55

21.71

41-50 years

127

50.00

50-60 years

37

14.47

61 years and above

12

4.61

254

100.00

Total

4.2.4 Duration of Employment
The study sought to find out how long the respondent had worked with the bank which is
reflected in table 4.4. According to the results, many participants had 12 years more
working experience in their current positions. These were 43.42% of the respondents,
particularly 10 to12 years who were 25.66%, followed by 14.47 % who had been in their
current positions for a period of between 6 to 9 years, those between 3 to 6 years accounted
for 9.21%, while those with below 3 years’ experience accounted for 7.24%.
Table 4.5: Duration of Employment
Duration Category

Frequency

Percent

Below 3 years

18

7.24

Between 3-6 years

23

9.21

Between 6-9 years

37

14.47

Between 10-12 years

65

25.66

Above 12 years

110

43.42

Total

254

100.00
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4.2.5 Education Level
The participants showed high education level, the finding were indicated below. Results
depicted majority of participants 49.34% had pursued graduate studies, 34.87% had first
undergraduate, 11.18% doctoral degree while 4.61% had college qualifications.
Table 4.6: Education Level
Education Level

Frequency

Secondary school

Percent
0

0.00

College level

12

4.61

First Degree level

89

34.87

Graduate level

125

49.34

Doctorate level

28

11.18

254

100.00

Total

4.3 Information and Knowledge Management and Competitive Advantage
In this section, results on the effect of Information and Knowledge Management and
Competitive Advantage in commercial banks are presented. Descriptive statistics,
correlation and regression analysis is provided.
4.3.1 Descriptive Statistics on Information and Knowledge Management
Respondents were asked to rate knowledge management items based on a four point Likert
scale where 1 was lowest while 4 the highest. Results on whether The bank obtains
information from its research and development activities was rated with highest mean of
3.96 while on whether The bank encourages employees to utilize knowledge to solve work
related problems was rated the least with a mean of 2.96. The standard deviations,
frequencies and percentages of each item are shown in table 4.6.
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Table 4.7: Descriptive Statistics for Information and Knowledge Management
Strategies
Mean SD
Information
and
Knowledge
Management
Based
Strategies
The bank is able to
locate
and
apply
knowledge to changing
competitive conditions.
The
bank
collects
information
on
consumer needs and
preferences.
The bank encourages
employees to utilize
knowledge to solve
work related problems.
The bank has processes
for
distributing
knowledge throughout
the organization.
In the bank supervisors
share knowledge with
subordinates.
The
bank
utilizes
different sources and
types of Knowledge for
decision making.
Employees understand
the
importance
of
knowledge to corporate
success.
The bank has a
comprehensive,
adequate
database
which is available for all
personnel.
The
bank
obtains
information from its
research
and
development activities
Senior
management
strongly support the role
of
knowledge
management to business
success.

3.82

%/f SD

F
0.81 %

3.67

1.20 %
F

2.94

1.01 %
F

3.07

0.78 %
F

3.71

1.34 %
F

3.63

3.82

3.00

3.96

3.43

%
0.65 f
%
0.86 f

%
1.08 f

D

19

A

54

SA

67

Total

114 254

100%
7.5% 21.3% 26.4% 44.9%
4.7% 24.0% 34.6% 36.6% 100%
254
12
2.0%

61
88
93
8.7% 69.3% 20.1% 100%
254

5
22
176
51
2.4% 14.6% 56.3% 26.8% 100%
254
6
7.5%
19
3.1%

37
143
68
5.5% 35.0% 52.0% 100%
254
14
89
132
5.9% 63.4% 27.6% 100%
254

8
15
161
70
13.0% 19.3% 52.0% 15.7% 100%
254
33
4.7%

49
132
40
3.1% 62.6% 29.5% 100%
254

%
1.27 f

12
8
159
75
8.7% 16.1% 35.0% 40.2% 100%
254

%
0.54 f

22
41
89
102
5.5% 22.0% 50.4% 22.0% 100%
254

14
43

56

128

56

4.3.2 Correlation Analysis on Information and Knowledge Management
The spearman correlation co-efficient was conducted whose aim was to test the relationship
between data variables. The results in table 4.7 suggest that there was a strong positive
correlation (+.764) between information and knowledge management and competitive
advantage of commercial banks. The p-value of 0.009<0.05 confirms that that the findings
were statistically significant.
Table 4.8: Correlation between Information and Knowledge Management and
Competitive Advantage

Correlations
Competitive Advantage

Information &
Knowledge
Management

Pearson Correlation

1

Sig. (2-tailed)
Competitive

Sum of Squares and Cross-

Advantage

products

.009

Covariance
N
Pearson Correlation
Information &
Knowledge
Management

.764**

Sig. (2-tailed)

84.919

27.817

1.612

.614

40

40

.764**

1

.009

Sum of Squares and Crossproducts
Covariance
N

27.817

84.919

.614

1.612

40

40

4.3.3 Regression Analysis on Information and Knowledge Management
A regression analysis was carried out to establish the linear relationship between
Information and Knowledge Management and Competitive Advantage in Commercial
Banks. Results indicated the R Square (R2) of .219 which reveals that only 21.9% of the
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variation in competitive advantage of commercial banks could be explained through the
variation in the knowledge management. Additionally, the relationship between knowledge
management and competitive advantage was found to be statistically significant at p-value
of 0.007 as illustrated in table 4.8.
Table 4.9: Regression between Information and Knowledge Management and
Competitive Advantage
Model Summary
Model

R Square

Linear

F

.219 5.617

df1

df2

4

Sig

56

Parameter

Estimates

Constant

b1

.007

13.221

.289

a. Predictors: (Constant), Information & Knowledge
Management
The regression model becomes;
Y = 13.221+ 289Xi
The regression model suggests that in the absence of Information and Knowledge
Management, Competitive Advantage is 13.221. This is also the Y-Intercept for the
equation. Furthermore, the 0.289 slope implies that for a unit increase in Information and
Knowledge Management, Competitive Advantage is expected to increase with 0.289 units.
4.4 Effect of Operational Strategies on Competitive Advantage
In this section, results o the effect of Operational Strategies and Competitive Advantage in
commercial banks are presented. Descriptive statistics, correlation and regression analysis
is provided.
4.4.1 Descriptive Statistics of Operational Strategies on Competitive Advantage
Descriptive statistics in table 4.9 suggest that the highest mean of 3.93 was recorded by the
statement on whether the bank possessed an operational strategy, policies and procedures
manual. On the other hand, the lowest mean of 2.77 was by the statement on whether the
bank had outsourced basic elements of cash operations, such as cash distribution. The
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standard deviations for each item and the subsequent frequencies and their percentages are
shown in table 4.10.
Table 4.10: Descriptive Statistics for Operational Strategies
Mean
Operation
Based
Strategies
The bank possesses an
operational strategy, policies 3.78
and procedures manual.
The
current
operation
policies and procedures 3.93
relevant with the bank’s
operations
The bank has rationalized
the ATM network, saving on 3.82
machine deprecation and
servicing and maintenance
costs.
The bank has outsourced
basic elements of cash 2.77
operations, such as cash
distribution
The
ensures
timely
communication
and 2.89
resolution of complaints
The bank has ensured
convenient banking hours
3.75
The bank’s staff are
Enthusiastic,
3.12
competent/knowledgeable
staff
The bank has effected simple
systems and procedures
3.70
The bank has embraced the
concept of the paperless 3.02
office, with most of its
management
and
administration undertaken
entirely on IT systems.
The
bank’s
operations
function aims to be world 3.19
class by seeking to emulate
best practice wherever it is to
be found.

SD

%/f SD

%
0.91 f
%
0.88 f

D

5.5%
14
6.3%
16

%
1.13 f

%
0.74 f

%
0.86 f
%
0.22 f
%
0.55 f
%
1.05 f
%
0.68 f

%

Total

5.5% 65.7% 26.8% 100%
254
14
167
68
2.0% 72.8% 18.1% 100%
254
5

185

46

27
2.0%

34
147
46
7.1% 76.0% 15.0% 100%
254

5
2.8%

18
193
38
9.8% 48.8% 38.6% 100%
254
25
124
98
14.2% 57.1% 25.2% 100%
36
145
64 254
3.9% 65.4% 26.8% 100%

7
3.5%
9
3.9%

254
10
10
166
68
5.1% 10.6% 46.5% 37.8% 100%
13
27
118
96 254
8.7% 20.1% 43.7% 27.6% 100%
254

51

111

70

3.1% 13.0% 62.6% 21.3%

f

100%
254

8

46

SA

10.6% 13.4% 57.9% 18.1% 100%
254

22
0.34

A

33

159

54

4.4.2 Correlation Analysis on Operational Strategies
The spearman correlation co-efficient was conducted whose aim was to test the relationship
between data variables. The results in table 4.7 suggest that there was a strong positive
correlation (+.411) between operational strategies and competitive advantage of
commercial banks. The results were also found to be statistically significant with p-value
0.013<0.05 significance level.
Table 4.11: Correlation between Operational Strategies and Competitive Advantage
Correlations
Operational

Competitive Advantage

Strategies
Pearson Correlation

1

Sig. (2-tailed)
Operational Strategies

.411**
.013

Sum of Squares and
Cross-products
Covariance
N
Pearson Correlation
Sig. (2-tailed)

69.211

32.915

4.812

2.003

40

40

.411**

1

.013

Competitive

Sum of Squares and

Advantage

Cross-products
Covariance
N

32.915

1042.22

2.003

12.301

40

40

**. Correlation is significant at the 0.01 level (2-tailed).
4.4.3 Regression between Operational strategies and Competitive Advantage in
Commercial banks.
A regression analysis was performed between operational strategies and Competitive
Advantage and it was found out that the R squared value was .297 hence only 29.7% of the
variation in Competitive Advantage of Commercial banks was explained by the variations
in the operational strategies. The p value was 0.012 and therefore statistically significant
as indicated in table 4.9.
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Table 4.12: Regression between Operational Strategies and Competitive Advantage
Model Summary
Model R Square

Linear

F

.297 14.911

df1

df2

Estimates

Constant

b1

Sig

53

4

Parameter

.012

.426

.305

a. Predictors: (Constant), Operational strategies

The regression model becomes;
Y = .426+ 0.305X2
The Y intercept, .426 represents the units of performance when there is no Information &
Knowledge Management. The gradient or slope is .305; hence, with a one unit increase in
Information & Knowledge Management, the expected change in Competitive Advantage,
CA, is an increase of .305 units.

4.5 Effect of Dynamic Capabilities Strategies on Competitive Advantage
4.5.1 Descriptive Statistics on Dynamic Capabilities Strategies
Respondents were asked to rate items of Dynamic Capability Strategies based on a four
point likert scale where 1 was lowest while 4 the highest. Results on whether every
employee's role, tasks, responsibilities and metrics are clearly defined was rated with
highest mean of 3.85 while on whether Attractive, simple and straightforward reward
systems have been implemented by the bank was rated the least with a mean of 2.04. The
standard deviations, frequencies and percentages of each item are shown in table 4.6.
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Table 4.13: Descriptive Statistics on Dynamic Capabilities
Mean
Dynamic Capability Strategies Statement
The bank identifies and evaluates new market
and technological changes arising from the 3.56
changes in the banking environment.
The bank continuously adapts, renews and
reintegrates resources as an answer to changes 3.44
in the environment.
Personnel are well trained and able to market
products and services in a manner that allows 3.81
a firm to achieve competitive advantage.
Every employee's role, tasks, responsibilities
and metrics are clearly defined.
3.85
There is Mentorship/coaching at all levels and
areas within the bank (for new employees, 2.89
during innovation activities and projects, in
training activities and through a learning
model).
Attractive, simple and straightforward reward 2.04
systems have been implemented by the bank.
The bank’s positioning is centred on creating
superior value allowing it to achieve
competitive advantage.
Trust-based relationships between employees
and management have been supported for
long.
Improving efficiency through technological
process engineering has enabled the bank to
gain competitive advantage
Improving productivity through the use of
technology has enabled the bank to gain
competitive advantage

3.33

SD %/
f
%
1.2
5
f
%
0.7
7
f
%
1.0
2
f
%
0.8
1
1.2
7

0.8
7
0.9
2

0.6
5

3.60

0.3
3
0.5
9

A

SA

2.4
%
6
5.5
%
14
1.2
%

14.
6%
37
24.
0%
61
2.8
%

53.
9%
137
54.
7%
139
78.
3%

29.
1%
74
15.
7%
40
17.
7%

3
14.
6%
37
17.
3%

7
10.
6%
27
21.
3%

199
37.
4%
95
34.
6%

45
37.
4%
95
18.
1%

44
17.
7%
45
15.
0%
38
3.1
%
8
4.3
%
11
3.5
%
9

54
34.
3%
87
8.3
%
21
9.8
%
25
5.1
%
13
8.7
%
22

88
24.
0%
61
61.
4%
156
51.
2%
130
71.
7%
182
68.
1%
173

46
24.
0%
61
15.
4%
39
35.
8%
91
18.
9%
48
19.
7%
50

f

%
f
%
f
%

3.02

3.33

f
%

SD D

f
%
f
%
f

4.5.2 Correlation Analysis on Dynamic Capability Strategies
The spearman correlation co-efficient was conducted whose aim was to test the relationship
between data variables. The results in table 4.7 suggest that there was a weak negative
correlation (-.131) between Dynamic Capability Strategies and Competitive Advantage of
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commercial banks. The results were also found to be statistically insignificant with p-value
0.328>0.05 level of significance.
Table 4.14: Correlation between Dynamic Capabilities and Competitive Advantage

Correlations
Competitive

Dynamic Capabilities

Advantage
Pearson Correlation

1

Sig. (2-tailed)
Competitive Advantage

.328

Sum of Squares and
Cross-products
Covariance
N
Pearson Correlation
Sig. (2-tailed)

Dynamic Capabilities

- .131**

58.014

219.804

4.808

9.764

20

40

.368

1

-.131**

Sum of Squares and
Cross-products
Covariance
N

219.804

4007.903

9.764

306.115

40

40

4.5.3 Regression between Dynamic Capability Strategies and Competitive Advantage
in Commercial banks
A regression analysis was performed between operational strategies and parameters of
Competitive Advantage and it was found out that the R squared value was .096 hence only
9.6% of the variation in Competitive Advantage of Commercial banks was explained by
the variations in the operational strategies. The p value was 0.213 and therefore statistically
significant as shown in table 4.6.
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Table 4.15: Regression between Dynamic Capabilities and Competitive Advantage
Model Summary
Model R Square

Linear

F

.096 8.461

df1

Parameter Estimates

df2

4

Sig

53

Constant

.213

5.116

b1

-.083

a. Predictors: (Constant), Dynamic Capabilities

The regression model becomes;
Y =5.116 -. 083X3
The Y intercept, 5.116 represents the units of performance when there is no Dynamic
Capabilities. The gradient or slope is -0.083, hence, with a one unit increase in Dynamic
Capabilities, the expected change in Competitive Advantage, CA, is a decline of .083 units.
4.6 Effect of Asset Based Strategies on Competitive Advantage
4.6.1 Descriptive Statistics on Asset Based Strategies
Respondents were asked to rate items of Dynamic Capability Strategies based on a four
point likert scale where 1 was lowest while 4 the highest. Results on whether the bank has
developed a clear asset management plan that guides staff in carrying out the bank’s
business strategies, plans and activities was rated with highest mean of 3.88 while on when
disposing of any asset, sensitive data must be removed prior to disposal was rated the least
with a mean of 2.98. The standard deviations, frequencies and percentages of each item are
shown in table 4.12
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Table 4.16: Descriptive Statistics for Asset Based Strategies
Mea
n

Asset Based Strategies Statements
The bank has developed a clear asset
management plan that guides staff in carrying 3.88
out the bank’s business strategies, plans and
activities.
The bank has integrated corporate, financial,
business, technical and budgetary planning for 3.15
all assets.
The bank has embraced modern technology for
effective asset management.
3.64
The bank has ensured effective asset utilization
as a way to create competitive advantage.
3.81
The bank has employed competent staff in the
managing of assets.
3.03
When disposing of any asset, sensitive data 3.00
must be removed prior to disposal.
The bank conducts frequent audits and controls 3.24
for various classes of asset category.
The bank has defined and articulated service, 2.98
maintenance and replacement levels and
outcomes for all asset categories.
The bank has put measures to minimize total
life cycle costs of assets.
3.70
The bank determines the level of risk
associated with an asset-related failure.
3.69
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SD

0.7
9

%
/f
%
f
%

0.6
1
1.9
1
1.2
2
0.3
2
1.0
6
0.7
4

f
%
f
%
f
%
f
%
f
%
f
%

0.4
4

f
%

1.0
9
0.6
8

f
%
f

SD

D

A

SA

Total

17.
7%
6

57.
1%
45

22.
8%
145

17.
7%
58

100%

22.
0%
56
3.9
%
10
21.
3%
54
14.
2%
36
1.6
%
4
13.
4%
34
2.8
%
7

44.
1%
112
11.
4%
29
26.
0%
66
30.
3%
77
12.
2%
31
7.1
%
18
9.1
%
23

17.
7%
45
67.
7%
172
35.
0%
89
46.
9%
119
39.
0%
99
65.
4%
166
48.
4%
123

22.
0%
56
16.
9%
43
17.
7%
45
8.7
%
22
47.
2%
120
14.
2%
36
39.
8%
101

100%

3.5
%
9
14.
2%
36

10.
6%
27
31.
1%
79

63.
4%
161
34.
3%
87

22.
4%
57
20.
5%
52

100%

254

254
100%
254
100%
254
100%
254
100%
254
100%
254
100%
254

254
100%
254

4.6.2 Correlation Analysis on Asset Based Strategies
The spearman correlation co-efficient was conducted whose aim was to test the relationship
between data variables. The results in table 4.7 suggest that there was a strong positive
correlation (+.213) between Asset Based Strategies and Competitive Advantage of
commercial banks. The results were also found to be statistically significant with p-value
0.047<0.05 significance level.
Table 4.17: Correlation Analysis between Asset Based Strategies and Competitive
Advantage
Correlations
Competitive Advantage

Asset Based
Strategies

Pearson Correlation

1

Sig. (2-tailed)
Competitive

Sum of Squares and

Advantage

Cross-products

.213**
.047

55.891

4119.777

2.093

256.111

40

40

Pearson Correlation

.607

1

Sig. (2-tailed)

.018

Covariance
N

Asset Based

Sum of Squares and

Strategies

Cross-products
Covariance
N

4119.777

125672.188

256.111

92314.900

40

40

4.6.3 Regression between Asset Based Strategies and Competitive Advantage in
Commercial banks
A regression analysis was performed between operational strategies and parameters of
Competitive Advantage and it was found out that the R squared value was .377 hence only
37.7% of the variation in Competitive Advantage of Commercial banks was explained by
the variations in the operational strategies. The p value was 0.004 and therefore statistically
significant as indicated in table 4.6.
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Table 4.18: Regression between Asset Based Strategies and Competitive Strategies
Model Summary
Model R Square

Linear

F

.105 9.108

df1

df2

4

Sig

53

.034

Parameter

Estimates

Constant

b1

1.789

.116

a. Predictors: (Constant), Asset Based Strategies
The regression model becomes;
Y =1.789 +.116X4
The Y intercept, 1.789 represents the units of performance when there is no Asset Based
Strategies. The gradient or slope is +.116, hence, with a one unit increase in Asset Based
Strategies, the expected change in Competitive Strategies, CA, is an increase of .116 units.
4.7 Chapter Summary
Chapter Four has presented the analysis of data that was obtained from the survey in which
the respondents were the managers of all the 43 commercial banks in Kenya. Analysis on
the background information, analysis of items information and knowledge management
strategies on competitive advantage, operational strategies on competitive advantage,
dynamic capability strategies on competitive advantage, and asset based strategies on
competitive advantage were presented in this chapter.
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CHAPTER FIVE
5.0 SUMMARY, DISCUSSIONS, CONCLUSION AND RECOMMENDATIONS
5.1 Introduction
This chapter presents the summary of the findings, conclusion and recommendations on the
research results of the study. It looks at the implications of the findings to the existing body
of knowledge and its wider application in the field of Commercial Bank’s strategic
responses and competitive advantage. The findings are discussed, conclusions drawn and
recommendations made on areas of further research.
5.2 Summary of the Study
The purpose of this study was to investigate the response strategies adopted by commercial
banks in Kenya in gaining competitive advantage. The study was guided by the following
research questions: To what extent does information and knowledge based strategies
contribute to gaining of competitive advantage by commercial banks? To what extent does
operation based strategies contribute to gaining of competitive advantage by commercial
banks? To what extent do dynamic capability strategies contribute to gaining of competitive
advantage by commercial banks? To what extent does asset based strategies contribute to
gaining of competitive advantage by commercial banks?
The study adopted descriptive co-relation research design. Correlational research attempts
to discover or establish the existence of a relationship/ interdependence between two or
more aspects of a situation. This type of design is also used to describe current conditions
and characteristics of a population. The population of the study consisted of 1530 strategic
managers of forty three licensed commercial banks in Kenya. A sample size of 317 was
drawn using stratified random sampling, and data was collected using self-administered
questionnaires. The data was then analyzed using descriptive statistics of frequency, mean,
and standard deviation. Inferential Statistics included Pearson correlation and regression
analysis in which a predictor model was derived.
A Pearson correlation analysis examined the relationship between Knowledge Management
Strategies and Competitive Advantage in Commercial Banks and obtained a value of +.764
and p<0.05. Therefore, Information and Knowledge Management Strategies is perceived
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to have a strong relationship with Competitive Advantage. The results of the regression
revealed that

Knowledge Management Strategies had significant effect on commercial

bank’s competitive advantage (R2= -.219, F = 5.617, p<.05).
A Pearson correlation analysis examined the relationship between Operational Strategies
and Competitive Advantage in Commercial Banks and obtained a value of .411, p<.05.
Therefore, Operational Strategies is perceived to have a strong relationship with
Competitive Advantage. The results of the regression revealed that Operational Strategies
had significant effect on commercial bank’s competitive advantage (R2= .297, F= 14.911,
p<.05).
A Pearson correlation analysis examined the relationship between Dynamic Capability
Strategies and Competitive Advantage in Commercial Banks and obtained a value of 131
with p>.05. Therefore, Dynamic Capability Strategies is perceived to have a strong
relationship with Competitive Advantage. The results of the regression revealed that
Dynamic Capability Strategies had significant effect on commercial bank’s competitive
advantage (R2= .096, F=8.461, p>.05).
A Pearson correlation analysis examined the relationship between Asset Based Strategies
and Competitive Advantage in Commercial Banks and obtained a value of 213, p<.05.
Therefore, Asset Based Strategies is perceived to have a strong relationship with
Competitive Advantage. The results of the regression revealed that Asset Based Strategies
had significant effect on commercial bank’s competitive advantage (R2= .105, F=9.108,
p<.05).
5.3 Discussion of the Study Findings
This section discusses the findings of the study. Major findings of every research questions
are discussed in relation to the literature review.
5.3.1 Effect of Information and Knowledge Management Strategies on Competitive
Advantage
The bank is able to locate and apply knowledge to changing competitive conditions. The
bank collects information on consumer needs and preferences. The bank encourages
employees to utilize knowledge to solve work related problems. The bank has processes
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for distributing knowledge throughout the organization. In the bank supervisors share
knowledge with subordinates. The bank utilizes different sources and types of Knowledge
for decision making. Employees understand the importance of knowledge to corporate
success. The bank has a comprehensive, adequate database which is available for all
personnel. The bank obtains information from its research and development activities
senior management strongly support the role of knowledge management to business
success.
The application of knowledge management in the banking industry does not really differ
from other industries but the increasing complexity of bank’s environment makes its
implementation more difficult (Bonner, 2000). Banks have realized the crucial role of
knowledge management in gaining an edge in this competitive field, but there have been
laggards in the adoption of knowledge management usually due to wait and see attitude of
what will be the true benefits and pitfalls from early adopters.
Apart from large volumes of knowledge, the use of information technology in managing
knowledge has given knowledge management a new dimension. In recent days, economic
world is in the midst of an economic transition from an era of competitive advantage based
on information to one based on knowledge creation (Lang, 2001). The findings also agrees
with the survey which was conducted at by Torabia and El-den (2018). Koosa Bank of
Iran, demonstrated that the employees’ intension to share and consequently the sharing of
tacit knowledge has direct positive impacts on productivity. In addition, the analysis
demonstrated that not only productivity would increase as a result of knowledge sharing,
but also employees’ innovative contributions increased as a result of exposure to others’
knowledge, expertise, and experiences.
Hofer-Alfeis (2003), argues that the development and practice of Knowledge Management
is continuously and dramatically increasing in organizations. And due to improvements in
Knowledge Management, the race for seeking a competitive edge through knowledge
increases at an even faster rate (HoferAlfeis, 2003). Businesses have long recognized the
importance of managing their intangible assets. The development of brands, stakeholder
relationships, reputation and the culture of the organization is readily viewed as providing
sustainable success of a business. The ability to develop and leverage the value of these
intangible assets comprises a core competency for organizations, particularly those
providing financial and professional services.
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The findings are similar to those of Kungu (2016), who argues that Diamond Trust Bank
Kenya has used knowledge management to acquire a competitive advantage in innovation
(implementation of employees‟ ideas and knowledge), performance efficiency (improved
financial and cost efficiency) and employee efficiency (employees are able to make
informed decisions). Furthermore, the findings concurs with Bourini (2013), who
concluded that: Banks sector was successful in establishing its own concept of knowledge
management, the results shows that knowledge management activities practiced were
mostly high. There was a positive statistical relationship between knowledge management
strategy and practice degree of knowledge activities.
The study also agrees with Tanaji (2012), who asserts that Banks have realized the crucial
role of knowledge management in gaining an edge in this competitive field, but there have
been laggards in the adoption of knowledge management usually due to wait and see
attitude of what will be the true benefits and pitfalls from early adopters. As noted by
Chaudhary (2012), a firm's KM strategy relates to its strategic arrangements in building
and management knowledge stock through the effective process of creating, transferring
and distributing knowledge. This research result indicates that a fit between business and
knowledge management strategy are significantly related to better organizational
performance through effective management of Human Resource Strategy in organizations.
Finally, this paper concludes that Nepalese banks effectively management knowledge are
more innovative and have better performance than the banks do not take this factor into
account.
5.3.2 Effect of Operational Strategies on Competitive Advantage
The bank possesses an operational strategy, policies and procedures manual. The current
operation policies and procedures relevant with the bank’s operations. The bank has
rationalized the ATM network, saving on machine deprecation and servicing and
maintenance costs. The bank has outsourced basic elements of cash operations, such as
cash distribution. The Bank ensures timely communication and resolution of complaints.
The bank has ensured convenient banking hours. The bank’s staff are Enthusiastic,
competent/knowledgeable staff. The bank has effected simple systems and procedures. The
bank has embraced the concept of the paperless office, with most of its management and
administration undertaken entirely on IT systems. The bank’s operations function aims to
be world class by seeking to emulate best practice wherever it is to be found.
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The banking industry is being challenged by the significant costs of regulatory compliance,
new competition from innovative technology companies and start-ups, and evolving
customer needs and behaviors that make it difficult to maintain loyalty. In addition,
customers’ perceptions of the banking industry have changed due to the negative publicity
associated with the economic downturn. To overcome these challenges, banks’ operational
strategy and effectiveness efforts must balance cost reduction with efforts to address
regulatory compliance and enhance the customer experience. In an additional perspective,
Gupta, Czernik, Sharma (2001), observe that operations must be recognized as a strategic
function in banking institutions and investment in new technologies should be strategically
directed to strengthen various operations decisions such as quality, process, capacity and
facility.
The findings consents Yu (2011), who established strong relationships between business
environmental factors (such as business cost, competitive hostility, and environmental
dynamism), operations strategy, and performance were observed. Yu (2011), further found
that operations resources (such as retail technology applications, human resources, and
relationships with customers and suppliers) played an important role in helping retailers
develop effective operations strategies and improve performance.
The findings also echoes Njeru (2012), who found that banks have two major trends that
have significantly impacted the role of operations strategy within the Bank; one is an
increasing trend towards the globalization of business and two is the advances in
technology, especially information technology.
The results are in line with Orenge’s (2013), findings which indicated a positive correlation
between the all competitive priorities and all operations strategies under study. The highest
correlation is between Technology strategy and flexibility with a Pearson correlation
coefficient of 0.960 at 0.01 significance level. The other high correlation is between new
product/service development strategy and quality with a correlation coefficient of 0.931
and between improvement strategy and flexibility. The correlation between technology
strategy and innovativeness is high at 0.950 at 0.01 significance level. The least correlation
is between failure prevention and recovery strategy and quality with a correlation
coefficient of 0.661. Another marginally weak correlation is between capacity adjustment
strategy and quality strategy and workforce and organization strategy and quality. The
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research findings had previously indicated that quality and cost were the major competitive
priorities that commercial banks in Kenya had adopted.
It is no doubt that operations is the engine that makes up the business in Commercial Banks,
for it consists of the branch managers who report directly to the director and the branches
are in the fore front of generating new business and sustaining business, so in one way or
the other, their performance affects the profit the bank will make. The quarterly meetings
allow for the quick arrest of any new strategy that is not yielding results. This allows for a
change of strategy before any negative impact can continue.
The continuous technological upgrade undertaken by Commercial Banks has allowed for
faster turnaround times in customer service allowing for shorter queues, and minimal time
spent in the branch which is what the current generation prefers. It has allowed the bank to
remain competitive and maintaining an edge over its competitors. This demonstrates the
link in which corporate strategy has been brought about by the linking of the IT strategy to
meet the operational business demands by providing systems that can keep up with the pace
of operations, i.e number of accounts opened or transactions performed in a day and thereby
meeting the operations strategy.
What management defines as critical success factors at the strategic level must be linked
clearly to the business process and activity level. Successfully linking the real drivers of
business performance is a prerequisite to effective performance measurement. Commercial
Banks has now started measuring the performance of the various units in the whole bank
and basing its remuneration on the overall performance of that branch or department. So
each member of the team contributes to the overall score in the team’s success. This
approach has brought about the strengthening of teams support for one another as well as
team building. All employees sign performance contracts for each quarter and are appraised
by the meeting of these targets signed. If Commercial Banks has conflicting performance
measures, they are certain to have differing values and directions, many of which will be
disconnected from the company’s strategy.
In operations, there is often an over emphasis on measures such as labor efficiency, output
just to absorb overhead and as a result, poor performance is apt to appear as longer lead
times, decreased on-time delivery, increased inventory investment, higher operating costs
and decreased throughput. Defining what drives the company’s overall business success
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from the activity and process level to financial and marketplace success should be the way
to do it and Commercial Banks seems to be doing just that. A good performance
measurement system also benefits the entire organization by letting people know exactly
what is needed and expected. This can be done by providing a way for individuals and
teams to monitor their own performance and create their own feedback to identify areas for
improvement.
Mohammed’s (2016), from the findings on the operations strategies employed by tyre
industries to remain competitive in the market, the study revealed the competitive strategies
were: corporate strategy, customer-driven approach, core competencies, competitive
priorities and development of product and service. For the banks to remain competitive
through operational strategies there is high need to address customer demands. This will
help to combat what clients have gone through like experienced inconsistent application of
procedures in the branch. Eventually, in order to achieve competitiveness in the banking
sector it is important to be enthusiastic, have competent/knowledgeable staff be at a
convenient location and have convenient banking hours, this will be made easy by having
simple systems and procedures in the bank. As Orenge (2013), posits to support these
competitive priorities the banks would have to implement new product/service
development strategy and technology strategy. These would result in the highest effect as
their correlation coefficients are marginally higher.
5.3.3 Effect of Dynamic Capability Strategies on Competitive Advantage
The bank identifies and evaluates new market and technological changes arising from the
changes in the banking environment. The bank continuously adapts, renews and
reintegrates resources as an answer to changes in the environment. Personnel are well
trained and able to market products and services in a manner that allows a firm to achieve
competitive advantage. Every employee's role, tasks, responsibilities and metrics are
clearly defined. There is Mentorship/coaching at all levels and areas within the bank (for
new employees, during innovation activities and projects, in training activities and through
a learning model). Attractive, simple and straightforward reward systems have been
implemented by the bank. The bank’s positioning is centered on creating superior value
allowing it to achieve competitive advantage. Trust-based relationships between employees
and management have been supported for long. Improving efficiency through technological
process engineering has enabled the bank to gain competitive advantage. Improving
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productivity through the use of technology has enabled the bank to gain competitive
advantage
It was revealed by the findings that dynamic capabilities have little importance on the
organization’s competitive advantage. The finding also found out that for an organization
to bring about new ideas(dynamic capabilities), it has to bring together many
resources in form of collaborating with other organizations so as to achieve its goals and
objectives. In addition, findings revealed that organizations should try to create new ideas
that are distinct from its competitors (dynamic capabilities) so as to satisfy and retain
their customers while also building a strong goodwill for the organization. Furthermore,
it was assumed that dynamic capabilities no significant relationship with competitive
advantage which implies that the ability of a firm to be able to produce unique and
creative goods/services does not guarantee the organization to edging its competitors in the
industry.
Lin & Wu (2014), applied the resource based view to study the mediating effect of dynamic
capabilities on improved performance and found a positive correlation. They argue that
valuable, rare, imperfectly imitable and non- substitutable resources positively affect the
development of dynamic capabilities. The result of this study emphasizes that by
accumulating resources and developing dynamic capability, firms can improve their
competitive advantage and their performance. The findings are similar to Kaur and Mehta
(2017), who studied the effect of country-of-origin on the relationship between dynamic
capabilities and competitive advantage. Testing of this relationship with the help of
Hypothesis 1b and the acceptance of the same proved that this relationship is true
irrespective of the country-of-origin of MNC.
The results also support Shobayo (2014), who found that dynamic capabilities have little
importance on the organization’s competitive advantage. The finding also found out that
for an organization to bring about new ideas (dynamic capabilities), it has to bring together
many resources in form of collaborating with other organizations so as to achieve its goals
and objectives. In addition, findings revealed that organizations should try to create new
ideas that are distinct from its competitors (dynamic capabilities) so as to satisfy and retain
their customers while also building a strong goodwill for the organization. Furthermore, it
was assumed that dynamic capabilities no significant relationship with competitive
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advantage which implies that the ability of a firm to be able to produce unique and creative
goods/services does not guarantee the organization to edging its competitors in the industry.
From the findings, the study concludes that organizational capabilities and innovation has
a positive and significant effect on financial performance of Commercial Banks Limited (
r= 0.329; p = 0.0011). Based on the findings of the study, it can be concluded that bank
innovations influence financial performance of commercial banks positively. The
versatility of innovations has made their adoption rate to be high among the banks and their
customers. Banks in Kenya have continued to perform well even when other sectors of
economy show lagged economy. This can be explained by use of innovations such as use
of ATM, POS and internet banking to reach the wide clientele.
The study further supports Olufemi and Shabayo (2014), who conclude that there is no
significant relationship between dynamic capabilities and organizational performance.
Zahra, Sapienza, and Davidsson (2006), who argues that existence of dynamic capabilities
in a firm do not generate high performance or competitive advantages. The association is
as a result of the idea that dynamic capabilities originate and describe the individual
resources of a firm which shape the 57 competitiveness of the firm and lead to desired
performance (Zott, 2003). Gathungu & Mwangi (2012), carried out a study on Dynamic
Capabilities, Talent Development and Firm Performance in which they investigated the
nature of sensing, seizing and transforming managerial dynamic capabilities and their
interconnection influence firm performance.
5.3.4 Effect of Asset Based Strategies on Competitive Advantage
The bank has developed a clear asset management plan that guides staff in carrying out the
bank’s business strategies, plans and activities. The bank has integrated corporate,
financial, business, technical and budgetary planning for all assets. The bank has embraced
modern technology for effective asset management. The bank has ensured effective asset
utilization as a way to create competitive advantage. The bank has employed competent
staff in the managing of assets. When disposing of any asset, sensitive data must be
removed prior to disposal. The bank conducts frequent audits and controls for various
classes of asset category. The bank has defined and articulated service, maintenance and
replacement levels and outcomes for all asset categories. The bank has put measures to
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minimize total life cycle costs of assets. The bank determines the level of risk associated
with an asset-related failure.
The findings agree with Ncube and Ntlaba (2014), who reveal that the majority of the KPI’s
are below target. This indicates deficiencies as far as effective SAM is concerned. This is
also an indication of instability in operations resulting in inability to consistently and
sustainably supply the market. Most respondents believe that SAM is the responsibility of
all the members of the supply chain, and also that discipline cohesion, equipment reliability,
pro-active maintenance, plant stability and safety are fundamental drivers of implementing
SAM and condition monitoring. It is clear from the study that the benefits of the SAM are
eminent; this was observed from the theoretical/perception aspect as well as the field-work
done on this subject in compiling the KPI’s. Management buy-in and involvement in the
implementation and execution of this process is imperative. Operational employees require
leadership and guidance in the implementation of this program. This will ensure the
elimination of obstacles that might undermine the effectiveness of the process and have
detrimental effect to employees’ perceptions about the process.
Poorly managed physical assets result in instability of the operations and this is clear from
the KPI results (Troyer, 2017). It can then be concluded that unstable operations are
obstacles to constant and reliable supply of product to the market, this results in consumer
sourcing alternative suppliers, hence the organization’s occupation of 60 per cent of the
South African market.
The effective management of engineered assets creates a competitive advantage for the
organization. The impact in terms of profit, shareholder value, safety and environmental
responsibility is clear and undeniable.
5.4 Conclusion
5.3.1 Effect of Information and Knowledge Management Strategies on Competitive
Advantage
The study concludes that information and knowledge management strategies impacts on
the competitiveness of commercial banks. Precisely, the bank utilizes knowledge
management in areas such as locating and applying knowledge to changing competitive
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conditions, sharing of knowledge between supervisors and employees, using a
comprehensive database and embracing research and development activities as path to
effective knowledge acquisition and utilization.
5.3.1 Effect of Operational Strategies on Competitive Advantage
The study concludes that operational strategies influence the competitive advantage of
commercial banks. To do so, bank possessed an operational strategy, policies and
procedures manual, ensured that the operation policies and procedures were relevant with
the bank’s operations, banks rationalized the ATM network. The banks also that their staff
were enthusiastic and competent with their work and also banks managed to effect simple
systems and procedures.
5.3.2 Effect of Dynamic Capability Strategies on Competitive Advantage
The study concludes that dynamic capabilities influenced competitive advantage on a very
small extent. Furthermore, the versatility of information technology has made increased the
rate of innovations among leading commercial banks which has resulted into better
products and services for customers. For instance, ATM, POS and internet banking has
revolutionized the Kenyan banking segment, reaching the clientele at the doorstep. With
high level of imitation in the industry, dynamic capabilities such as innovation do not stand
high pressures of competition form industry rivals.
5.3.3 Effect of Asset Based Strategies on Competitive Advantage
Generally, banks depend upon the reliability of assets to create profit, enhance share value
and owners’ Commercial Banks and to fulfill safety and environmental elements of the
firm’s mission. The study concludes that bank’s relied on asset management strategies to
improve on its overall competitiveness.
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5.5 Recommendations
5.5.1 Recommendations for the study
5.5.1.1 Information and Knowledge
Information and Knowledge Management is a very useful resource for competitive gaining
advantage. Commercial banks should tap into development of staff as a way to nature skills
and knowledge. Proper motivation of employees could ensure reduced rates of knowledge
drain across the industry. Furthermore, commercial banks need to invest in Information
Technology through adoption of compressive databases to enforce knowledge and
information security, storage, and quick processing.
5.5.1.2 Operational Strategies
Through continuous improvement and changes of the operational process adopted by
Commercial banks has enabled it to be operational effective. This can be measured by the
outcomes set in their periodic targets which include the measure of customer growth, cost
reduction as well as staff productivity. The commercial banks should embrace various
operational strategies that could enhance efficient service delivery to clients. Total Quality
Management (TQM) and Balance Scorecard (BSC) are some of the techniques that
commercial banks could embrace.
5.5.1.3 Dynamic Capability
The study indicates that the dynamic capabilities do not influence firm performance in
ensuring their survival in the dynamic market place. Despite lack of significant relationship,
commercial banks need to create new ideas that are distinct from its competitors (dynamic
capabilities) so as to satisfy and retain their customers while also building a strong
goodwill for the organization
5.5.1.4 Asset Based Strategies
To gain the best out of asset resources, commercial banks ought to focus on the frequent
maintenance of assets, valuation of asset to approximate its usefulness and to be more
efficient and productive. This way, banks will be lightening the team's workload. Also,
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senior management should invest in the necessary tools and training, maintenance
technicians should be up to task through condition-based monitoring.
5.6 Recommendations for Further Research
The study solely focused on the response strategies adopted by commercial banks for
gaining competitive advantage. There is need for future researchers to look at the
sustainability of the competitive advantage gained by the players in the banking sector.
Such a study will help the banking sector in strategizing for long-term reasons which will
ensure stability and progressive positive results in the banking sector of the economy.
Furthermore, the study recommends a similar cross-sectional survey in a different business
sector as this will help ascertain the findings in this study.
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APPENDICES
APPENDIX I: COVER LETTER

Senenge Samuel Weor
C/O United States International University – Africa Nairobi
8th April, 2018.

To Whom It May Concern

Dear Respondent,
Re: Request to collect data for an MBA project on Response Strategies Adopted by
Commercial Banks in Kenya for Gaining Competitive Advantage.
I am a graduate student at United States International University pursuing a Master’s degree
in Business Administration, with a concentration on strategic management. As partial
fulfillment of my Graduate Studies, I am conducting a research on “RESPONSE
STRATEGIES ADOPTED BY COMMERCIAL BANKS IN KENYA FOR GAINING
COMPETITIVE ADVANTAGE”.
Please note that any information you give will he treated with confidentiality and at no
instance will it be used for any other purpose other than for this project. Your assistance
will be highly appreciated.
I look forward to your prompt response.

Yours Faithfully,

Senenge Samuel Weor
United States International University-Africa
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APPENDIX II: RESEARCH QUESTIONNAIRE
QUESTIONNAIRE SECTION A: BIODATA OF THE RESPONDENTS
1. Gender:Male

Female

2. Job Level:
Top Level Managers

Middle Level Managers

3. What is your age range?
21-30 years
31-40 years
41-50 years
50-60 years
61 years and above
4. Duration of Employment/Years of operation:Below 3 years
Between 3-6 years
Between 6-9 years
11-12 years
12 year and above
5. Education Level
Secondary school
College level
Doctorate level
First Degree level
Graduate level
6. Are you aware of Mobile Banking Services offered by the bank?
Yes
No
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SECTION B: EFFECT OF INFORMATION AND KNOWLEDGE
MANAGEMENT ON COMPETITIVE ADVANTAGE
To what extent do you agree with the following statement regarding information and
knowledge management strategies at your bank? 4. Strongly agree 3. Agree 2. Disagree 1.
Strongly disagree

The bank collects information on consumer needs
and preferences.

3.

The bank encourages employees to utilize
knowledge to solve work related problems.

4.

The bank has processes for distributing knowledge
throughout the organization.

5.

In the bank supervisors share knowledge with
subordinates.

6.

The bank utilizes different sources and types of
Knowledge for decision making.

7.

Employees understand the importance of knowledge
to corporate success.

8.

The bank has a comprehensive, adequate database
which is available for all personnel.

9.

The bank obtains information from its research and
development activities

10.

Senior management strongly support the role of
knowledge management to business success.
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Strongly

2.

Disagree

competitive conditions.

Disagree

The bank is able to apply knowledge to change

Agree

1.

Strongly

Strategies

Agree

Information and Knowledge Management Based

SECTION C: EFFECT OF OPERATIONAL STRATEGIES MANAGEMENT ON
COMPETITIVE ADVANTAGE
To what extent do you agree with the following statement regarding asset operational
strategies at your bank? 4. Strongly agree 3. Agree 2. Disagree 1. Strongly disagree).

The current operation policies and procedures relevant
with the operations being carried out at Commercial Banks

3.

The bank has rationalized the ATM network, saving on
machine deprecation and servicing and maintenance costs.

4.

The bank has outsourced basic elements of cash operations,
such as cash distribution and machine replenishment and
maintenance.

5.

The ensures timely communication and resolution of
complaints

6.

The bank has ensured convenient banking hours

7.

The

bank’s

staff

are

Enthusiastic,

competent/knowledgeable staff
8.

The bank has effected simple systems and procedures

9.

The bank has embraced the concept of the paperless office,
with most of its management and administration undertaken
entirely on IT systems.

10. The bank’s operations function aims to be world class by
seeking to emulate best practice wherever it is to be found.
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Strongly

2.

Disagree

procedures manual.

Disagree

The bank possesses an operational strategy, policies and

Agree

1.

Strongly

Agree

Operation Based Strategies

SECTION D: EFFECT OF FIRM DYNAMIC CAPABILITIES ON COMPETITIVE
ADVANTAGE
To what extent do you agree with the following statement regarding dynamic capabilities
at your bank? 4. Strongly agree 3. Agree 2. Disagree 1. Strongly disagree).

The bank continuously adapts, renews and
reintegrates resources as an answer to changes in
the environment.

3.

Personnel are well trained and able to market
products and services in a manner that allows a
firm to achieve competitive advantage.

4.

Every employee's role, tasks, responsibilities and
metrics are clearly defined.

5.

There is Mentorship/coaching at all levels and
areas within the bank (for new employees,
during innovation activities and projects, in
training activities and through a learning model).

6.

Attractive, simple and straightforward reward
systems have been implemented by the bank.

7.

The bank’s positioning is centered on creating
superior value allowing it to achieve competitive
advantage.

8.

Trust-based relationships between employees
and management have been supported for long.

9.

Improving efficiency through technological
process engineering has enabled the bank to
gain competitive advantage

10. Improving productivity through the use of
technology has enabled the bank to gain
competitive advantage
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Strongly
Disagree

2.

Disagree

The bank identifies and evaluates new market
and technological changes arising from the
changes in the banking environment.

Agree

1.

Strongly
Agree

Dynamic Capability Strategies Statement

SECTION E: EFFECT ASSETS BASED STRATEGIES ON COMPETITIVE
ADVANTAGE
To what extent do you agree with the following statement regarding asset management
strategies at your bank? 4. Strongly agree 3. Agree 2. Disagree 1. Strongly disagree).

technical and budgetary planning for all assets.
3.

The bank has embraced modern technology for effective
asset management.

4.

The bank has ensured effective asset utilization as a way
to create competitive advantage.

5.

The bank has employed competent staff in the managing
of assets.

6. When disposing of any asset, sensitive data must be
removed prior to disposal.
7.

The bank conducts frequent audits and controls for
various classes of asset category.

8. The bank has defined and articulated service, maintenance
and replacement levels and outcomes for all asset
categories.
9.

The bank has put measures to minimize total life cycle
costs of assets.

10. The bank determines the level of risk associated with an
asset-related failure.
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Strongly

2. The bank has integrated corporate, financial, business,

Disagree

strategies, plans and activities.

Disagree

that guides staff in carrying out the bank’s business

Agree

1. The bank has developed a clear asset management plan

Strongly

Agree

Asset Based Strategies Statements

11. Please provide any additional comments on the response strategies adopted by your
bank for gaining competitive advantage
………………………………………………………………………………………………
………………………………………………………………………………………………
………………………………………………………………………………………………
……………………………………………………................................................................
................................................................................................................................................
................................................................................................................................................

THANK YOU FOR YOUR RESPONSES
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APPENDIX III: RESEARCH SCHEDULE
Time Frame
Research Activity
Start

Finish

Duration

1

Proposal Development

08-Jan-18

04-Apr-18

3 Months

2

Pilot Study and Data

07-May-18

21-May-18

2 Weeks

22-May-18

29-May-18

1 Week

collection
3

Data Analysis &
Interpretation

4

Report writing

29-May-18

06-June-18

1 Week

5

Report Dissemination

06-May-18

13-Jun-18

1 Weeks
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APPENDIX IV: STUDY POPULATION AND SAMPLE SIZE DISTRIBUTION
Sample
No

Population

Proportion

Bank

size

(%)

Sample Size

1 KCB

198

13%

41

2 Commercial Banks Kenya Ltd

170

11%

36

144

9%

29

4 Limited

41

2.7%

8

5 Barclays Bank

108

7%

22

6 CBA

37

2.4%

7

7 Stanbic Bank Kenya Ltd

27

1.8%

5

8 NIC Bank Kenya Ltd

35

2.3%

7

9 Diamond Trust Bank

70

4.6%

16

10 I & M

44

2.9%

9

11 Bank of Africa

45

2.9%

9

12 Family Bank Limited

91

6%

20

13 Chase Bank (K) Limited

44

2.9%

9

14 Ecobank Kenya Ltd

31

2%

6

15

13

1%

4

16 Guarantee Trust Bank Ltd

9

1%

4

17 Spire Bank Ltd

15

1%

4

18 DIB Kenya Ltd

3

0.2%

1

19 National Bank of Kenya

73

5%

16

20 Imperial Bank Ltd.

26

1.7%

5

21 Middle East Bank (K) Ltd.

5

0.3%

1

22 M- Oriental Commercial Bank

8

0.5%

2

23 Paramount Universal Bank

8

0.5%

2

24 Prime Bank Ltd.

20

1.3%

4

25 Victoria Commercial Bank

4

0.3%

1

26 UBA Kenya Bank Limited.

4

0.3%

1

.

Cooperative Bank of Kenya
3 Ltd
Standard Chartered (K)

ABC Limited
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27 Trans-National Bank Ltd

26

2%

6

28 Jamii Bora Bank Limited.

27

2%

6

29 Habib Bank A.G Zurich.

6

0.4%

1

30 Gulf African Bank Limited.

17

1%

4

31 Guardian Bank Ltd.

11

1%

4

32 Limited.

18

1%

4

33 Sidian Bank Limited

41

3%

9

34 Fidelity Commercial Bank

15

1%

4

35 SBM Bank Kenya Ltd

12

1%

4

36 Mayfair Bank Ltd

3

0.2%

1

37 Development Bank of Kenya

3

0.2%

1

38 Credit Bank Ltd

18

1%

4

39 Consolidated Bank of Kenya

18

1%

4

40 Citibank N.A Kenya.

3

0.2%

1

41 Charterhouse Bank Ltd

10

1%

4

42 Bank of India.

7

0.5%

2

43 Bank of Baroda (K) Ltd.

14

1%

4

1530

100%

317

First community Bank

Total

Source: (CBK, 2017)
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APPENDIX V: LIST OF COMMERCIAL BANKS IN KENYA
KCB
Commercial Banks
Cooperative Bank
Standard Chartered
Barclays Bank
CBA
CFC Stanbic
NIC
Diamond Trust Bank
I&M
Bank of Africa
Family Bank
Chase Bank
Ecobank
Housing Finance
SCBK
Stanbic Holdings
HF Group
NBK
Imperial Bank Ltd.
Middle East Bank (K) Ltd.
Oriental Commercial Bank
Paramount Universal Bank
Prime Bank Ltd.
Victoria Commercial Bank
UBA Kenya Bank Limited.
Trans-National Bank Ltd
Jamii Bora Bank Limited.
Habib Bank A.G Zurich.
Gulf African Bank Limited.
Guardian Bank Ltd.
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First community Bank Limited.
Fina Bank Ltd.
Fidelity Commercial Bank
Ecobank Kenya Ltd
Dubai Bank Kenya Ltd
Development Bank of Kenya
Credit Bank Ltd
Consolidated Bank of Kenya
Citibank N.A Kenya.
Charterhouse Bank Ltd
Bank of India.
Bank of Baroda (K) Ltd.
Source: (CBK, 2017)
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