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ABSTRACT

MFIs in the developing world are increasingly deploying the use of mobile banking to increase growth.

The pace of transformation in the MFI sector has speeded up with more MFIs realizing the potential of

using the mobile banking in their service delivery. However, there are only a handful of studies on the

effect of mobile banking on growth of micro finance institutions. A population of 360 management staff

was identified from three levels of management, which included top management, middle level and lower

management. The study used both primary and secondary data. The questionnaire included both

structured and unstructured questions. The questionnaire was administered through the drop and pick

method to the top, middle and lower managers in the MFIs. The study found out that regulatory

requirements influences the growth of MFI to strengthen the governance and internal control structures ;

that the profitability and growth of MFIs has led to commercialization and integration of MFIs into the

formal financial sector ; that the specialized equity funds help compensate for the lack of private sector

representation on MFI boards; that the growth of MFIs tend to have a strong interest in overseeing both

the commercial and social objectives; that the growth of MFIs provides sustained access to multiple

sources of capital. The study recommends the regulatory authorities to strengthen the governance and

internal control structures; integrate of MFIs into the formal financial sector; offer specialized equity

funds to help compensate for the lack of private sector representation on MFI boards.
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Introduction

During the last few decades the phenomenon of MFIs has gained unprecedented importance on a world

wide scale due to being regarded as a sustainable source of finance, new employment, innovation and

economic growth (Morales, Gualdron & Roig, 2005). MFIs and innovation are of fundamental

importance to our economy as they spur economic growth and wealth creation (Barringer & Ireland,

2008). The wireless industry is one of the most dynamic and growing industry in the world economy

today. There is a shift from the ‘sit and search’ internet to ‘roam and receive’ Mobile environment. In

Kenya the uptake of mobile phones has been unprecedented with 80% of Kenyan population now covered

by Mobile networks. Kenya has seen a tremendous increase in the number of telephone subscriptions,

from a Mobile subscription of: 23,000 in 1995, 1,187,100 in 2002 which is 78.7%, 11,440,199 in 2007

which amount to 97.7% of total telephone subscriptions respectively. Mobile Phone services have

enhanced the value of a product or service in such a tremendous way. In general ‘mobile’ means “fully

portable, real-time access to the same information, resources, and tools that, until recently, were available

only from the desktop” (Shanker, O’Driscoll, & Reibstein, 2003). Recent developments in mobile

technology have enabled users to convert their handsets from plain tools of communication to more

composite m-commerce gadgets.

KPMG International (2009) notes that mobile phones are being used as ideal alternative to personal

computers and the challenge is for the network operators to provide services that is trustworthy and has

added value for the consumers. The growing convergence of use for mobile services to network operators,

manufacturers of these devices, content providers, financial services providers, and demand by consumers

has applied pressure on the industry in general (Karjaluoto, 2002). It therefore means that the evolution of

mobile banking will be following the internet banking. Mobile banking services allows transacting of

financial transactions using mobile phones and other related devices, where they are able to make

transfers between bank accounts and view account balances or settle bills. The customers are able to

access online banking, while at the same time receiving full range of banking operations (Alam, 2003).

There has been rapid growth in technological developments, which as a result has brought opportunities

to institutions providing or offering financial services through use of channels that have multiple

electronic options (Laukkanen & Pasanen, 2007). Mobile phone is one such channel which financial

service providers use to serve their consumers, those providers who have adopted use of such channels

have gained mileage in this direction thereby increasing numbers of their customers and making cost



International Journal of Social Science and Entrepreneurship Vol. 1, Issue 2, 2013

http://www.ijsse.org ISSN 2307-6305 Page | 3

savings in the process. Due to increased competition, commercial banks have had to make the right choice

in the mix of what to adopt of the processes together with which new development strategies to adopt in

order to sustain growth and improve the returns to investors (Alam, 2003). Previously, literature has

tended to focus much on general financial services instead of zeroing more on specifically the banking

services.

Mobile banking applications are continuously being developed and have now become banks’ favourite

channels for offering banking services. According to Coelho (2003), one of the main strategies for growth

and a major focus for mobile network providers and the banking industry, is the mobile banking and the

potential it offers in providing various services. For instance, the mobile banking applications would

enable offering of real-time 2-way data transmission, banking services, among other services (Daniel,

1999).

Mobile banking services has enabled facilitation and movement of money from the banking institutions to

the poor members of the society in the rural and urban centres at transactions costs that are much cheaper

than those offered by commercial banks, which in the process has enabled the banks to reach the

unbanked resulting in tremendous growth in the banking industry (Jenkins, 2008). The easy access and

availability of the mobile phone and its convenience in size and use has brought additional value and

created opportunities to both mobile service providers and customers, among others. Commercial banks

are now able to reach many more new customers than before while at the same time providing them with

banking services at their convenience anywhere in the country, while existing and new customers are

enjoying the increased security and affordability of the services and devices (Jenkins, 2008).

Statement of the Problem

A member of the CGAP (2009) recently identified administrative costs, especially transaction costs, as

the primary cause of high MFI interest rates, particularly in rural and disconnected markets. Mobile

banking presents an opportunity to reduce transaction costs by replacing costly labor with less expensive,

automated technology and decreasing transportation costs associated with disbursing loans and collecting

payments (CGAP, 2009). A recent study by the Clinton Foundation estimates that mobile money may

reduce transaction costs for MFIs by up to 80 percent. By the end of 2010, Almost half (47.5%) of all

Kenyan adults own a mobile phone (up from 26.9% in 2006), with the rate of ownership rising to 72.8%

in 11urban areas (up from 52.3% in 2006) and 80.4% in Nairobi (up from 63% in 2006) (Kenya Financial

Survey, 2009). Further, 52% received money in 2009 compared to 16.5% in 2006.
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The most popular means of money transfer being M-PESA, is now used by 39.9% of all adults in Kenya.

26% of all M-PESA users also save money on their phones. One in six users, store value in their phone

for use while travelling; M-PESA is perceived as the least risky by 26.2% of respondents, least expensive

(31.7%), fastest (64.3%), easiest to get (47.8%) means of money transfer (Kenya Financial Survey, 2009).

The annual number of payment transactions rose to exceed that of Western Union globally and now

accounts for about 58% of the number of electronic payments in Kenya. The system allows users to send

or withdraw money at over 23,000 retail outlets compared with approximately 1,000 bank branches

(CBK, 2010). The potential for reaching providers of such services as health insurance, savings and MFIs

has increased substantially since the advent of mobile banking in Kenya (Jack & Suri, 2010). In the

introduction of mobile banking by most MFIs, Safaricom, in particular evidently increased the number of

subscribers from 9 million subscribers in 2009 to 12 million subscribers in 2011. The number of mobile

transactions of MFIs rose from 27% in 2008 to 51% in December 2011. This is because the mobile

service provider’s M-PESA is the most popular and widely networked mobile money service (Financial

Sector Deepening, 2011).

Previous studies have revealed the potential of mobile network technologies for banking purposes

(Pousttchi, 2003; Taga and Karlson, 2004; Speedfacts online Research, 2001). Most of these studies were

conducted in developed countries and thus may not reflect the impact on the success and growth of

different business environments and in particular the MFIs in a developing country like Kenya. Many

studies have been carried out locally on MFIs for example; Oriaro (2001) carried an assessment on the

suitability of a regulatory framework for operations of MFIs in Kenya. Magiri (2002) investigated

relationships between credit models used by MFIs in Kenya and the attainment of outreach. Ratemo

(2004) carried a study on USAID strategy for development of MFIs in Kenya and the expectations of

funded institutions. Ogindo (2006) carried a study on an assessment of performance of MFIs in Kenya.

Wanjohi (2008) investigated competitive strategies and positioning within a changing business

environment adopted by MFIs in Kenya. Mwindi (2002) studied the relationship between interest rates

charged by MFIs and performance of micro and small enterprises in Nairobi. However, there are no

existing studies that have been done to find out the influence of using mobile banking on the growth of

these MFIs. This study will seek to fill this gap by investigating the influence of mobile banking on the

growth of MFIs.

1.3. Research objectives

This research project comprised a general objective as well as specific objectives.
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1.3.1 General objective

The main objective was to investigate the influence of mobile banking on growth of micro finance

institutions.

1.3.2 Specific objectives

i. To establish the influence of regulatory framework on growth of MFIs.

ii. To determine how convenience and security influences the growth of MFIs.

iii. To determine how access to financial services influences growth of MFIs.

iv. To investigate the effect of mobile banking on customer satisfaction hence growth of MFIs?

1.4 Justification of the Study

This research will be carried out on MFIs and will form a basis and provide a clearer understanding to the

providers of mobile banking services of the effects these services have had in the markets.

The main mobile phone services providers, like Safaricom, Orange, Yu and Airtel, can also make use of

this study to better understand the markets and enable them face challenges better and resolve any

bottlenecks that may affect the users, which will in the process encourage use of mobile banking in the

Kenyan market, and increase the numbers of users. The lessons learnt will assist the service providers

tailor their products, focus on the right target market in order to better serve the intended clients.

This research will also be valuable to researchers as it can be used as a basis on conceptual and empirical

research in the future, and a result help to validate future findings and refine future studies after carrying

out sufficient research from information and data collected on experiences observed and studied in this

study.

Literature Review

Regulatory Framework

Eisenmann, Parker, and Van Alstyne, (2009) carried out a study that showed that mobile users who are

young are easier to adopt mobile banking than older users since they value time and convenience better

than older users. Age is a major factor in mobile banking as younger users learn how to transact more

easily than the older age and hence more users are likely to come from younger age.

Karjaluoto, Mattila and Pento (2002), carried a study on the factors underlying attitude formation towards

online banking in Finland and found that the better educated population and the wealthier ones use mobile
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banking services than the rest of the population. The findings fit well with “early adopter” findings

(Laukkanen & Lauronen 2005). There has not been much research done in the developing world on

mobile banking since these systems are still new and evolving.

According to a recent Consultative Group to Assist the Poor (CGAP) survey which involved 152 MFIs, it

was realized that Sub-Saharan Africa, South Asia and East Asia and the Pacific have the greatest number

of MFIs using manual systems and spread sheets (roughly20%). Banks and Rural Banks reported to

mostly using manual systems (roughly 10%). The remaining systems are off-the-shelf or custom built.

This lack of branch network can potentially increase costs for MFIs (CGAP, 2009)

Convenience and Security

According to a study conducted by Njenga (2009) on Mobile phone banking usage experiences in Kenya,

availability of multiple outlets across the country implies more points of contact with customers as

opposed to the traditional banking hall set up. He also found that the flexible operating hours of the M-

Banking agents leaves them with greater opportunities to satisfy banking requirements that may arise at

any time. He also found that although the mobile phone balances may seem low, the fact that there are

balances proves that there is storage which can be perceived as acceptance of deposits. This is a

significant indication of the high value placed on the convenience associated with the use of the mobile

payment services.

Another study conducted by Omwansa (2009) in Kenya found that a lost or stolen mobile phone does not

mean catastrophe as no one can access an M-Pesa account without a correct personal identification

number (PIN). He further found that in a country where majority of people have no bank accounts, mobile

banking provides both convenience and safety. Omwansa also found that in a mobile environment,

perceived security of mobile banking transactions is necessary as one of the primary concerns for users.

He noted that safety represents no delay, no transaction incompleteness and no private information

disclosure during payment transactions. Mobile baking includes confidentiality, authentication, data

integrity and non-repudiation (Omwansa, 2009).

Access to Financial Services

A recent Financial Access study (Kenya, 2009) undertaken jointly by the Central Bank of Kenya and

Financial Sector Deepening, identified that only 22.6% of the total population aged 18 years an above

have access to formal financial services i.e. from the banks, Post Bank and insurance products. The study
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further identified the fact that 32.7% are financially excluded from the formal financial sector, though it

was a decrease from 38.4% in 2006.With almost half (47.5%) of all Kenyan adults owning a mobile

phone, this presents a great opportunity for financial service providers to partner with mobile phone

service providers in the provision of financial services (Kenya, 2009).

According to a study by Karjaluoto (2002), low fees, time savings and freedom from time and place have

been found to be the most important elements of internet banking. Other factors contributing to its use

include user-friendliness of the service, speed of service delivery (Karjaluoto, 2002), convenience and

compatibility with lifestyle (Gerrard & Cunningham, 2003), while complexity of a service, perceived

financial cost of a product or service, ignorance of electronic services and security risk are found to

inhibit the use of the service (Black, et al., 2002). Karjaluoto (2002) also found that the manner in which

service is delivered is part of process quality, which depends on the fit between service style of the

contact person and the participation style However, contrary to previous studies, the findings of

Karjaluoto (2002) showed that security concerns are not among the greatest obstacles to adopting mobile

phone banking.

Lovelock (2001) conducted a study on the issue of customers’ attitude that vary in regard to their

readiness to evolving technology. The study found that the drivers of growth in online banking were a

combination of convenience provided to those with easy internet access, the availability of secure, high

standard online banking functionality, cost savings and the necessity of banking services.

From a small experiment of delivery of credit by Grameen Bank, microfinance has grown dramatically

not only in the provision of credit but also a wide range of financial services ranging from savings to

insurance for the low income people. However, it was found that despite the exponential growth

experienced in the last couple of years as well as the growing success in reaching the unbanked, many

low income households still continue to lack access to formal or semi-formal financial services (Kohen,

Hopkins, & Lee, 2008).

A recent survey that was undertaken by CGAP in conjunction with GSM Association (GSMA) - a global

trade association for the mobile communications industry and McKinsey - a global management

consulting firm—to measure the global market for financial services delivered via mobile phones (mobile

money) in 147 developing countries, notes that 1 billion people do not have a bank account but do have a

mobile phone. The survey notes that by 2012that number will grow to 1.7 billion, making mobile phones

a direct conduit to nearly half of the world’s unbanked.

http://www.emeraldinsight.com/Insight/ViewContentServlet?contentType=Article&Filename=Published/EmeraldFullTextArticle/Articles/1570130603.html#idb15
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A study in Ethiopia by Demirguc-Kunt, (2007) based on household surveys from 1994 to 2000

demonstrated that access to financial services caused a statistically significant reduction in five of

seventeen determinants of poverty. A similar multi-country study by Beck & Demirguc-Kunt, (2007)

demonstrated how access to financial services encourages social mobility across generations, thereby

leading to poverty reduction in the long run.

Customer Satisfaction

The degree of satisfaction by consumers which has been studied widely has been mostly due to motives

and attitudes of consumers (Mahajan, 1994). According to McColl-Kennedy and Schneider (2000),

consumers demographic, the way they behave towards various mobile banking technologies and

motivation towards using various banking technologies as well as their individual acceptance are some of

the factors that predetermine the satisfaction of each user of mobile banking or internet, as established

from a study carried out on how consumer adopt to mobile banking and their satisfaction.

Zift (2006) carried a study that showed that many users of mobile phones were not aware of the existence

of mobile banking services being offered by MFIs while others found online bank sites being complex as

the reasons why consumers were reluctant to take advantage of mobile banking services. Daniel (1999)

investigated a model of trust from consumers who are in India where he found the antecedents of trust

being ‘opportunistic behaviour’, ‘communication’ and ‘shared values’, with the last two being quite

significant and important as they influence consumers trust and commitment.

Black, et al., (2002), study showed that consumers’ attitude on mobile banking acceptance and the

manner in which they behave depends on whether consumers are computer literate or had prior

knowledge on technologies, where prior experience with computers had more impact on the use mobile

banking, while consumers who were satisfied with the existing delivery channels seemed to want to keep

to their current banking services. In addition, references made by those already using mobile banking

services including family members or other groups, influenced consumers’ attitudes towards acceptance,

in addition to whether they are dissatisfied with the banking services they are already using.

According to a study conducted by Daniel (1999), many consumers who were dissatisfied with the

services they were presently getting switched to electronic mobile services from the usual and normal

traditional services, due to poor service received at MFIs’ branch offices, competent staff availability

including branch opening hours which they found inconvenient and the speed at which they received
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service at the bank halls. Black, et al, (2002) notes that those consumers who adopted mobile bank

services early and who utilize the online banking heavily were found to be more satisfied than the later

adopters. In addition, literature established that there was preference by consumers for service delivery

through multi-channels than through single channel, which calls for mobile network providers to improve

all channels rather than isolating some and concentrating on only one of them (Merwe, 2001).

Satisfaction is defined as an emotional post-consumption response that may occur as the result of

comparing expected and actual performance (disconfirmation), or it can be an outcome that occurs

without comparing expectations (Oliver, 1996). While satisfaction itself is an emotional construct, its

antecedents or drivers can be either emotional or cognitive, depending on the situation. Oliver (1996)

proposed five models of satisfaction and its antecedents, three of which result from disconfirmation of

expectations and can be labelled evaluative-based satisfaction. The remaining two depict satisfaction as

an outcome of non-rational processes that can be labelled emotion-driven.

Conceptual Framework

Independent variables Dependent variable

Figure 2.1: Conceptual framework

Empirical Literature

Karjaluoto, Mattila and Pento (2002), carried a study on the factors underlying attitude formation towards

online banking in Finland and found that the better educated population and the wealthier ones use mobile

banking services than the rest of the population. However, the study was carried out in European country

thus a developing country like Kenya cannot reflect the same situation.

Njenga (2009) conducted a study on Mobile phone banking usage experiences in Kenya. He found that

the flexible operating hours of the M-Banking agents greatly enhance convenience and security. This is a

Regulatory framework

Convenience and Security

Access to financial services

Growth of MFIs

Customer satisfaction



International Journal of Social Science and Entrepreneurship Vol. 1, Issue 2, 2013

http://www.ijsse.org ISSN 2307-6305 Page | 10

significant indication of the high value placed on the convenience associated with the use of the mobile

payment services. However, the study failed to enrich the analysis, therefore future research should

attempt to further explore the influencing of mobile banking on growth of MFIs.

Demirguc-Kunt, (2007) carried a study in Ethiopia based on household surveys from 1994 to 2000

demonstrated that access to financial data caused a statistically significant reduction in five of seventeen

determinants of poverty. However, the study was a household survey thus; the results may not be

applicable to the growth of MFIs. Daniel (1999) investigated a model of trust from consumers who are in

India where he found the antecedents of trust being ‘opportunistic behaviour’, ‘communication’ and

‘shared values’, with the last two being quite significant and important as they influence consumers trust

and commitment. However, the study was carried out in India thus the results may not be applicable to a

developing country like Kenya.

2.6 Research Gap

Considerable research has been carried on mobile banking, mobile money and MFIs. However, a clear

picture of the relationship between mobile banking and growth of MFIs has not emerged from previous

studies. Limited and contradictory findings have resulted from the different units of analysis, different-

measures of growth, limited theory base and reliance on cross-sectional methods. The existing body of

knowledge is not sufficient enough to explain the influence of mobile banking on growth of micro finance

institutions.

Research Design and Methodology

This study adopted an exploratory research design to investigate the influence of Mobile banking on the

growth of MFIs. To investigate this relationship quantitative research approach was employed. Accurate,

valid and reliable conclusions will be drawn by engaging descriptive analysis (Weill, 1992). To ensure a

more complete approach to empirical research, longitudinal data will be collected in a sequence so as to

track the magnitude of change that will have taken place. The main focus of the study was the quantitative

part of the research exploring relationships between dependent (growth of MFIs) and independent

variables (branch network, convenience and security, access to finance and customer satisfaction). A

population of 360 management staff was identified from three levels of management which included top

management, middle level and lower management.



International Journal of Social Science and Entrepreneurship Vol. 1, Issue 2, 2013

http://www.ijsse.org ISSN 2307-6305 Page | 11

Results of the findings and discussion

The study found that regulatory requirements influences the growth of MFI to strengthen the governance

and internal control structures; that the profitability and growth of MFIs has led to commercialization and

integration of MFIs into the formal financial sector; that the specialized equity funds help compensate for

the lack of private sector representation on MFI boards; that the growth of MFIs tend to have a strong

interest in overseeing both the commercial and social objectives; that the growth of MFIs provides

sustained access to multiple sources of capital; that growth gives MFIs necessary comfort to plan and go

for network expansion as well as increase outreach and scope of microfinance services; that the growth

leads to increased access to capital markets, but also the transfer of ownership to private investors with

strong vested interests.

The study also found that that convenience and security of mobile banking affects the growth of MFIs;

that convenience and security of mobile banking affects the growth of MFIs to a very great extent, and

that the institutions have written guidelines on convenience and security of mobile banking.

The study further found that access to financial services affects the growth of MFIs; that access to

financial services through mobile banking affects the growth of MFIs to a great extent; that capital

requirements affects access to financial services to a very great extent; that sources of capital/loans affects

access to financial services to a great extent; that regulation of the sector affects access to finance to a

great extent; that deposit mobilization affects access to finance to a great extent; that market rates affects

access to finance to a great extent. the study also found that MFIs are able to have adequate collaterals to

obtain credit lines/wholesale funds from commercial banks; that the growth of MFIs enables them to raise

finances through deposit mobilization; that the asset growth enables ability to source finance more rapidly

and increased leverage; that the growth of MFIs enables it them to access capital markets as needed for

loan portfolio expansion at a reasonable cost; and that the branches growth have made the MFIs eligible

to mobilize public savings to finance their operations.

Conclusions

The study concludes that regulatory requirements influences the growth of MFI to strengthen the

governance and internal control structures; that the profitability and growth of MFIs has led to

commercialization and integration of MFIs into the formal financial sector; that the specialized equity

funds help compensate for the lack of private sector representation on MFI boards.
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The study also concludes that that convenience and security of mobile banking affects the growth of

MFIs; that convenience and security of mobile banking affects the growth of MFIs largely, and that the

institutions have written guidelines on convenience and security of mobile banking.

The study further concludes that access to financial services affects the growth of MFIs; that access to

financial services through mobile banking affects the growth of MFIs to a great extent; that capital

requirements affects access to financial services to a very great extent; that sources of capital/loans affects

access to financial services to a great extent; that regulation of the sector affects access to finance to a

great extent; that deposit mobilization affects access to finance to a great extent; that market rates affects

access to finance to a great extent. the study also concludes that MFIs are able to have adequate

collaterals to obtain credit lines/wholesale funds from commercial banks; that the growth of MFIs enables

them to raise finances through deposit mobilization; that the asset growth enables ability to source finance

more rapidly and increased leverage; that the growth of MFIs enables it them to access capital markets as

needed for loan portfolio expansion at a reasonable cost; and that the branches growth have made the

MFIs eligible to mobilize public savings to finance their operations.

Recommendations

The study recommends the regulatory authorities to strengthen the governance and internal control

structures; integrate of MFIs into the formal financial sector; offer specialized equity funds to help

compensate for the lack of private sector representation on MFI boards.

The study also recommends MFIs to ensure convenience and security of mobile banking through written

guidelines on convenience and security of mobile banking.

The study further recommends that financial inclusion policy capital/loans be made available to MFIs.

The study also recommends that MFIs acquire adequate collaterals to enable them obtain credit

lines/wholesale funds from commercial banks; MFIs could also raise finances through deposit

mobilization;

The study further recommends that efficient customer satisfaction for growth of MFIs; that mobile

banking should also reduce duration of service delivery and increase convenience.
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