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Abstract

There is increased industry convergence in the financial industry in Kenya following the
introduction of mobile money transfer services offered by telecommunication players, the
registration of micro finances as deposit taking organisations and the entry of internet money
transfer agents. These changes have resulted in financial institutions no longer facing
competition from among themselves only but also from non banking players. The study
objective was to determine the influence of technological innovation on organization's
performance. The study covered all commercial banks branches in Meru county. There are 20
registered commercial banks in Meru county which are registered with the Meru county
government. In this study a descriptive research design was adopted. The total population was
60 members of management staff in commercial banks branches that operate in Meru town and
the study adopted a census sample design. Data was collected using a questionnaire.
Descriptive and inferential analysis were used to analyze data. From the study findings it can be
concluded that financial performance of commercial banks™ branches in Meru towns is positively
influenced by innovation. Innovations adoption by commercial banks presents a high potential
of financial performance improvement therefore yielding increased returns for the shareholders.
Innovations versatility has resulted to their increased adoption rate among the banks and their

customers with the uptake further accelerated by the fact that the adoption is from both the

_ _ ) ©
Licensed under Creative Common Page 481


http://ijecm.co.uk/
http://ijecm.co.uk/

© Ndunga, Njati & Rukangu

banks and their customers. Even with other sectors of Kenyan economy showing a lagged
performance, Kenyan banks have continued to post good performance. The recommendations
of the study wre that banks can manage their costs better in continuing to invest in technology
innovation as opposed to continued investment in brick and motor branches. The internet and
mobile channels can process a higher volume of transactions compared to the use of the

conventional manual processes.

Keywords: Influence, Technological Innovation, Bank’s Performance, Competitive Environment,

Products

INTRODUCTION

Oke and Goffin (2011) noted that in United States of America, innovation has been used by
financial institutions as a strategy to give direction which realizes advantage in a changing
environment through its configuration of competences and resources with the aim of fulfilling
stakeholders’ expectations Innovation is the result of man’s learned and acquired knowledge or
his technical skills regarding how to do things well. Quinn (2010) argued that it is incumbent on
any organization to monitor changes, train and motivate employees to innovate, because
innovation covers every aspect of all organizations. A firm’s performance is the appraisal of
prescribed indicators or standards of efficiency, effectiveness, and environmental accountability
such as productivity, cycle time, regulatory compliance and waste reduction. Performance also
refers to the metrics regarding how a certain request is handled, or the act of doing something
effectively.

Kubbr (2007) observed that Japan financial institutions have encouraged innovation in
order gain competitve advantage in all aspects of their operations. The major challenge facing
most organizations for instance in India’s economy, is how to manage rapid and radical
innovation and change. These innovations to a large extent determine organizational
competitiveness and financial performance.

In South Africa financial institutions have been able to create competencies and in order
to sustain them the banks have invested in online marketing, mobile banking, paperless banking
and customised customer service. This has helped them to come up with favorable core
banking systems, marketing strategies, products as well as organization innovation. This has
improved the financial performance of financial institution. This can be found through increased
number of customers, increased profit growth and development of new banking products. Due

to the improved financial performance, the financial inclusion has improved especially in
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developing countries. As a result of the rapidly changing technology and improved financial
performance commercial banks have employed skilled and knowledgeable workers who are
innovative to and able to deliver change. (Khalil, 2012).

Innovation is an essential component of competitiveness. Drucker (2013) defined
innovation as a process involving equipping in new, improved capabilities or increased utility.
Schumpeter (1939) described the different types of innovations as the introduction of new
products, development of new methods of production, discovery of new sources of supply,
discovery of new markets and new ways to organize organizations. Drucker (2013) noted that
innovations provide firms with a strategic orientation to overcome the problems they encounter
while they strive to attain sustainable competitive advantage. Innovation involves acting on the
creative ideas to make some specific and tangible difference in the domain in which the

innovation occurs (Davila, 2010).

Statement of the problem

There is increased industry convergence in the financial industry in Kenya following the
introduction of mobile money transfer services offered by telecommunication players, the
registration of micro finances as deposit taking organisations and the entry of internet money
transfer agents such as Pay Pal. These changes have resulted in financial institutions no longer
facing competition from among themselves only but also from non banking players. This has
increased competition in the industry. The new threats have prompted commercial banks to be
innovative in a bid to leverage on the competition and also recapture lost market share. These
innovative strategies include technology innovation, management innovation and marketing
innovation.

Though in Kenya the banking industry has continued to operate in a competitive
environment, most banks have introduced new innovative products, processes, technology and
organization innovation leading to greater efficiency and product differentiation. On technology,
banks have had to offer a wide range of deposit, investment and credit products through distinct
channels of distribution which include improved ATMs ,branches, telephone and Internet.
Commercial banks have now started to go towards creativity and marketing innovation. This
comprises of marketing innovation and creation of new services, marketing innovation and
creativeness in delivering banking services to clients and marketing innovation and creativity in
marketing and delivering those services to customers in the right time and environment.
Commercial banks have also explored management innovation which is the management of
innovation processes. This has allowed the management to cooperate with a mutual

apprehension of goals and processes. Innovation management has allowed the banks to
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respond to internal or external opportunities, and use its creativity to introduce unigque concepts,
processes or products.

All these have led to the banks consistently experiencing high rate of growth in terms of
number of customers and their asset base. However, many of these gains are quickly taken
over by time and hence no lasting benefits and therefore cannot be depended upon as a
prerequisite for growth and survival. Also financial exclusion still stands at about 25.4%
according to CBK(2013) Fin Access survey, leading to missed targets in terms of market
growth, the banks have been losing market share to mobile money transfer companies such as
Mpesa, the cost of doing business still affects lending rates accounting for the large disparity in
lending and borrowing interest rates. It could be customers have been happy to choose banks
based on trust, pricing and convenience rather than innovation and product leadership The
research seeks to understand whether the effects of innovation lead to an increase in

performance of the banks.

Objective of the study

To determine the influence of technological innovation on banks performance in Meru county.

Research Hypothesis
Ho: There is no significant relationship between technology innovation applied and banks

performance in Meru county.

Scope of the study

The study covered all commercial banks branches in Meru county. There are 20 registered
commercial banks in Meru county which are registered with the Meru county government by
January 2016 to conduct business as commercial banks. Meru town is the commercial hub for
Meru county and all banks in the county are represented in the town.The study concentrated on
management teams alone since they are the key policy drivers on the issues affecting

performance of commercial banks

LITERATURE REVIEW

Disruptive Innovation Theory

According to the theory of disruptive innovation by Christensen (1997), the leaders in an
industry are displaced by new entrants when the new entrants introduce a disruptive innovation
the industry leaders are not able or willing to respond to. The theory predicts that the industry

leaders are displaced from the industry and the new entrants take over the market. The OECD'’s
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Oslo Manual (2005) defines disruptive innovation as an innovation that has a significant impact
on a market and on the economic activity of firms in that market. Any type of innovation can be
disruptive.

The banking industry in Kenya felt the effects of disruptive innovation from the
telecommunication firms offering mobile money transfer notably M-Pesa from Safaricom. M-
Shwari a product of Safaricom and CBA bank, stands out as the biggest disrutptive innovation
along with Mpesa in Kenya in the last decade. Statistics from Safaricom Itd, indicate that
Mshwari was officially launched on 27 November 2012 and drew 70,000 subscribers on day one
of its operational launch. In one month, it had attracted 1 billion Kenyan shillings in deposits - a
level which took traditional banks in Kenya many months or even years to reach — by April 2013,
it had over 3 million customers. M-Pesa by 2013 had recruited 10.2 million customers. To be
able to deal with this challenge banks have engaged in innovation (CBK, 2014).

Disruptive theory is relevant in that it explains the type of innovations banks adopt.
Technological, marketing and management innovations are disruptive because they do away

with traditional banking.

Empirical Review

Adoption of Technology by the Commercial Banks

Technological innovation is made up of systems innovation, processes innovation, and
innovation of equipments employed in an organization. Cumming, (2008) defined process
innovation as the process of reengineering and improving internal operation of business
process. This process involves aspects of a firm’s function such as technical design, R&D,
manufacturing, commercial activities and management. According to Oke et al. (2011), process
innovation involves the development of or enhancement in techniques and the evolution in
process or system. For example, innovation in skill, techniques,technology, system and
procedure, which is used in the transformation process of input into output.

In an activity production, process innovation can be referred to as new and improved
techniques, tools, devices, and knowledge in making a product (Langley et al., 2011). It has a
distinctive competence for competitive advantage, particularly in financial industries. In the
banking industry, technological innovation has enabled the banks to launch a number of
products in their banking platforms courtesy of superior core banking systems out sourced from
systems development companies such as IBM, Mysis and Microsoft. The superior banking
systems and modern equipments such as computers and networks have been integrated in the

banks’ operations. The company systems and information systems have been integrated along
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the banks policy on infrastructure. These technological innovations include the infrastructure
developments, skilled support staff and superior database management systems.

Ngugi and Karina (2013) investigated the effect of technological innovation strategies
on performance of commercial banks in Kenya, they found that innovation strategies such as
product repositioning, product replacement and process innovation strategies such as
conformance to regulations and reduction of costs contributed to the bank’s profitability.. They
concluded that adoption of innovation strategies affected profitability of the bank. However they
dwelt on product innovation strategies and the study was also deficient in examining the
interrelationship among the various forms of innovations.

Letangule and Letting (2012) conducted an investigation on the effect of innovation
strategies on performance of the telecommunication sector in Kenya and noted that the
adoption of innovative strategies affected profitability of the firms. The study was conducted in
the telecommunication sector and it did not deal with organization innovations such us

management innovation, the study recommended further studies on other service industries.

RESEARCH METHODOLOGY

In this study, a descriptive research design was adopted. This method is suitable since it allows
flexible data collection and the respondents are not manipulated. Descriptive research design is
used when the problem is known and well designed. This is the research design that was used
to establish the effects of banks innovation on performance of financial institutions. The total
population was 60 members of management staff in commercial banks branches that operate in
Meru town. Management staff was best population to use since they are the key policy drivers

on the issues affecting performance of commercial banks(CBK, 2015).

Table 1: The Target Population

Cadre No of Employees
Branch Managers 20
Operations Manager 20
Customer Service Managers 20
Total 60

Source: CBK (2016)

The study adopted a census sample design because the population is not large and there are
well orgarnized structures where the respondents could be found easily, the researcher

conducted a census of all the respondents from the banks, this is further supported by Kothari
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(2010) who recommended that where the population is small, a census should be conducted
and hence the sample size was 100%. Data was collected using a questionnaire. Frequencies
and descriptive analysis were used to analyze data. Data analysis was done with the help of
software programme SPSS version 22 which is the most current version in the market. Using
SPSS Version 22 data collected was subjected to multiple regression for analysis and results
generated to establish whether there exists any relationship between technology innovation,
marketing innovation, management innovation and bank’s financial performance. The analyzed

data was presented using tables.

ANALYSIS AND FINDINGS
The researcher issued 60 questionnaires to the respondents. Only 51 questionnaires were
returned hence the response rate was 85%. This was considered a good response rate for the

purpose of interpretation.
Technology Innovations on Bank’s Performance
This section sought to gather the responses of the respondents in regard to the technology

innovations on bank’s performance.

Table 2: Mobile Banking On Bank’s Financial Performance

Responses Frequency Percent Cumulative Percent
Strongly Disagree 5 9.8 9.8
Disagree 15 29.4 39.2

~ Neutral 8 15.7 54.9

Valid
Agree 20 39.2 94.1
Strongly agree 3 5.9 100.0
Total 51 100.0

From the table, respondents were asked to indicate their level of agreement on how mobile
banking influences banks’ financial performance. It was found from a majority of respondents
39.2% who agreed that mobile banking has contributed to banks performance. 29.4% of the
respondents disagreed that mobile banking has contributed to banks™ financial performance. It
was of significant to note that 15.7% of the respondents were neutral on contribution of mobile
banking to their banks™ performance. These findings agree with a study done by Oke et al.
(2011), who noted that with the creation of or improvement in technology and the development

in process or system there is incresed performance in banks.
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Response on Internet Banking on Bank’s Financial Performance
The respondents were asked to indicate whether the internet banking adopted by the bank has

contributed to the bank’s financial performance. Their responses were presented below in table

below.
Table 3. Internet Banking on Bank’s Performance

Responses Frequency Percent Cumulative Percent
Disagree 6 11.8 11.8
Neutral 1 2.0 13.7

Valid Agree 28 54.9 68.6
Strongly Agree 16 31.4 100.0
Total 51 100.0

Respondents were asked to respond as to whether internet banking adopted by the bank has
contributed to the bank’s overall performance. It was found that majority of respondents 54.9%
agreed that internet banking has contributed to the growth of bank performance. It was also
found that 11.8% of the respondents disagreed that the growth in bank performance is not
contributed by the internet banking. Only 2% of the respondents were neutral on whether the
performance in banks was contributed by internet. These findings are supported by Langley et
al., (2011) who found that innovation has a distinctive competence for competitive advantage,

particularly in financial industry.

Figure 1: Internet Banking on Bank’s Performance
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Response on ATM Usage in Branches and Bank's Performance
The respondents were asked to indicate whether the level of ATM usage in branches has
influenced banks performance. Their responses were presented below in table below.

Table 4: ATM Usage in Branches and Bank's Financial Performance

Response Frequency Percent Cumulative Percent
Disagree 10 19.6 19.6
Neutral 1 2.0 21.6

Valid Agree 28 54.9 76.5
Strongly Agree 12 23.5 100.0
Total 51 100.0

Respondents were asked to indicate their level of agreement on whether the level of ATM
usage in branches has influenced bank’'s financial performance. The data revealed from
majority of the respondents 54.9% that level of ATM usage in branches has contributed to the
bank’s overall performance. It was also noted that 19.6% disagreed that the banks overall
performance has occurred due to ATM usage in branches. The study revealed that only a very
few number of respondents 2% that were neutral on the contributions of ATM usage in
branches. These findings concur with those of Ngugi and Karina (2013) who found that

innovation strategies such as ATM usage contributed to the bank’s profitability.

Figure 2: ATM Usage in Branches and Bank's Performance
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Response on ATM Deposit Taking Machines and Bank's Performance
The respondents were asked to indicate whether the use of ATM deposit taking machine has
influenced banks performance. Their responses were presented below in table below.

Table 5: Response on ATM Deposit Taking Machines and Bank's Performance

Responses Frequency Percent Cumulative Percent
Strongly Disagree 8 15.7 15.7
Disagree 36 70.6 86.3
Valid Neutral 1 2.0 88.2
Agree 6 11.8 100.0
Total 51 100.0

The respondents were asked whether use of ATM deposit taking machine has influenced banks
performance. It was found that 70.6% of the respondents disagreed that bank performance
have improved due to use of ATM deposit taking machine. The study revealed that only 11.8%
of the respondents agreed that use of ATM deposit taking machine have improved the bank
performance. These finidings contradict those of Ngugi and Karina (2013) who found that

innovation strategies such as ATM usage contributed to the bank’s profitability.

Figure 3: Response on ATM Deposit Taking Machines and Bank's Performance

80.0
70.0
60.0
50.0

40.0

Percentages

30.0

20.0

0.0 —

Strongly Disagree Disagree Neutral Agree

Licensed under Creative Common Page 490



International Journal of Economics, Commerce and Management, United Kingdom

Test of Hypothesis of Technology Innovation

Table 6: Correlations of the dependent and independent variable

Independent Variables Technology innovation
Banks Performance (Y) Pearson Correlation(r ) 696
Sig. (2-tailed) .002

*Correlation is significant at the 0.05 level (2-tailed)

There is a strong positive relationship between technology innovation and banks performance in
Meru town as indicated by correlation of 0. 696. The p-Value of 0.002 is less than the
acceptable significance level (a), hence the null hypothesis that there is no relationship between
technology innovation and banks performance in Meru town is rejected. This shows that the

sampled data can be applied to the general population at 95% confidence level.

Table 7: Regression Coefficients on Banks Performance

Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta T Sig.
1 (Constant) 0.562 0.026 21.700 0.00
Technological Innovation 0.108 0.018 0.829 5.919 0.000

a. Dependent Variable; Banks performance

The study hypothesized that there is no significant relationship between technological
innovation and banks performance. The study findings showed a positive significant relationship
between technological innovation and banks performance with a f=0.829, t=5.919 and a p-
value <0.05). This implies that an increase in banks performance in Meru town is related with
increased technological innovation.

Y=Bo+B1X1+e

Where: Y= Bank’s performance

Bo= Constant

B1 =Coefficient of independent variables

X1 = Technological innovation

Y = 0.562 + 0.829X;
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The model above shows that while holding all other factors constant, technological innovation
affects banks™ performance at 82.9%. This model shows that the variable in the study was
statistically significant.

CONCLUSION
From the study findings it can be concluded that financial performance of commercial banks
branches in Meru towns is positively influenced by innovation. Innovations adoption by
commercial banks presents a high potential of financial performance improvement therefore
yielding increased returns for the shareholders. Innovations versatility has resulted to their
increased adoption rate among the banks and their customers with the uptake further
accelerated by the fact that the adoption is from both the banks and their customers. Even with
other sectors of Kenyan economy showing a lagged performance, Kenyan banks have
continued to post good performance.

This can be justified by the fact that the banks use of innovation has seen them make
income away from the conventional sources such as loans interest and account maintenance
charges. More commission income has been made by banks from fees charged on transactions

done via innovation channels such as the internet and mobile phones.

RECOMMENDATIONS

The recommendations of the study was that banks can manage their costs better in continuing
to invest in technology innovation as opposed to continued investment in brick and motor
branches. The internet and mobile channels can process a higher volume of transactions
compared to the use of the conventional manual processes. The cost per unit in the digital
platform is minimized and this translates to better returns. Commercial banks should therefore
invest in maximization of the return benefits realised from digital channels such as mobile and

internet banking.
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