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Abstract

The financial sector plays a vital role in economic growth for instance it contributed 83.2% of GDP in 2015. Despite being
one of the largest banks with an asset base of KES 366 Billion and KES 266 Billion in customer deposits, KCB Bank barely
achieved a Net Promoter Score of 35% in 2016 and a Customer Satisfaction Index of 75% which is below the Kenyan
Industry benchmark that stands at 92% and other banks such as Diamond Trust Bank, Standard Chartered Bank, and Co-
operative Bank at 74.4%, 73.8% and 73.7% respectively. The implication is that KCB bank is not doing well on non-financial
performance measures. According to Porter, adoption of competitive strategies can give a firm a competitive advantage over
its rivals and subsequently result in superior organizational performance. Previous studies on competitive strategies and firm
performance focused on financial perspective of firm performance looking at dimensions such as profitability, growth and
sales volumes thereby leaving out non-financial performance measures such as service quality and customer satisfaction.
Consequently, the effect of competitive strategies on non-financial performance is not known. The purpose of this study
therefore, seeks to establish the effect of competitive strategies on Non-Financial performance of KCB. Specifically, this study
will seek to determine the effect of cost leadership strategy on the non-financial performance of KCB, to establish the effect of
differentiation strategy on the non-financial performance of KCB and to establish the effect of focus strategies on non-
financial performance of KCB. The study was guided by resource-based view theory in a correlational survey research design.
From a population of 53761 customers of KCB Branches in Homabay County, a sample of 381 respondents was selected
using stratified random sampling techniques. Self-administered questionnaires were used to collect data for the study as the
main research instrument. Validity of the research instrument was established through expert review while the reliability test
yielded a Cronbach’s Alpha coefficient of between 0.88 and 0.91. Regression results also showed that 39.6% (R2 = 0.396, p <
0.05) of variation in KCB Bank’s non-financial performance was explained by competitive strategies. It was further revealed
that dimensions of differentiation strategy (B = 0.646, p < 0.05), cost leadership strategy (B = 0.567, p < 0.05), and focus
strategy (B = 0.397, p < 0.05) all had significant positive effects on non-financial performance of KCB Bank, Homabay
County. The study concludes differentiation, cost leadership, and focus strategies are significant predictors of non-financial
performance for KCB Bank, Homabay County. Therefore, the study recommends that the bank should invest significant
resource in differentiation, cost leadership, and focus strategies. However, less emphasis should be laid on focus strategy
considering it is the least influential dimension of the three competitive strategies. The results of the study are useful to bank
management and policy makers such as government and add to theory in academia.

Key words: Competitive Strategies, Cost Leadership Strategy, Customer Satisfaction, Differentiation Strategy, Focus
Strategy & Firm Performance.

1. Introduction

Financial institutions are currently operating in a very dynamic business environment characterized by rapid technological
change, increased competition and zero switching cost for customers. This therefore necessitates the need for these institutions to
strive to remain competitive in the industry. Competitive strategies adopted by these institutions will therefore determine how
competitive they are and ultimately affect their performance. It is therefore vital to understand the effects of competitive strategies
on the performance of firms whilst looking at the effect of cost leadership, differentiation and focus strategies on firm’s
performance.

Focus strategy is a market strategy in which a company concentrates its resources on entering or expanding in a narrow market
or industry segment Cost leadership strategy on the other hand focuses on gaining competitive advantage by having the lowest
cost in the industry (Porter, 1987; Cross, 1999; Hyatt, 2001; and Davidson, 2001). Differentiation strategy entails developing a
product or a service that is unique and is perceived by consumers to be better than those from competitors. This ensures that the
needs of customers are satisfactorily taken care of by the service provider Non-financial performance measures can be considered
to be vital to firms since they affect the financial performance of a firm thereby key elements that determine if a firm will achieve
its objectives or not.
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2. Research Problem

Financial institutions are currently operating in a dynamic and turbulent environment characterized by rapid change in
technology, a population that is more technologically enlightened as well as cut throat competition that has seen the entry of many
player like the mobile telecom service providers into the market of savings and lending that was traditionally a banks duty. This
has therefore brought the need for the firms to come up with competitive strategies to ensure that they meet their obligations to all
the shareholders. This has seen the introduction of products and services that are well suited for all their customer groups as well
as ensuring efficiency and effectiveness in their processes. Despite the hustle to remain productive and competitive, financial
institutions have still faced challenges in regards to meeting their obligations to their customers. KCB Bank for instance only
managed to achieve a CSI of 75% against the industry benchmark of 92% with net promoter score 35% against an industry
benchmark of 63%. This depicts customer dissatisfaction with the service provider which is attributed to customer complaints in
relation to long queue times, poor customer service and delayed response to customer queries among other issues. Studies done
globally and locally in relation to the effect of competitive strategies and the performance of firms have given more attention to
the organizational perspective looking at performance indicators like profitability. There are however no studies done on non-
financial perspective like customer satisfaction and service quality. Consequently, the effects of competitive strategies on non-
financial firm performance are not known. Furthermore most studies relating competitive strategies to firm performance were
done in other sectors like the manufacturing and hospitality sectors thereby leaving out the banking sector. The purpose of this
study was therefore to examine the effect of competitive strategies on the non-financial performance of KCB bank.

3. Objective of the Study

The specific objectives of the study were:
i To establish the effect of differentiation strategy on non-financial performance of KCB Bank.
ii. To determine the effect of cost leadership strategy on non-financial performance of KCB Bank.

4. Review of Literature
4.1 Theoretical Review
4.1.1 Resource Based View

The RBV theory as proposed by Wernerfelt (1984) and advanced later by Barney (1986) suggests that the resources possessed
by a firm are the primary determinants of its performance, and these may contribute to a sustainable competitive advantage of the
firm. The premises of the resource-based view is that successful firms develop distinctive capabilities on which their future
competitiveness will be based; these capabilities are often unique to each firm, and include both tangible and intangible assets.
Competitive advantage is seen to be founded on a complex of competences, capabilities, skills and strategic assets possessed by an
organization.

4.2 Review of Study Variables
4.2.1 Cost Leadership Strategy

According to Porter (1985) in cost leadership strategy, a firm sets out to be the low cost producer in the industry. The sources
of cost advantage are varied and depend on the structure of the industry in which the firm operates. According to Peteraf and
Bergen (2003), these may include the pursuit for economies of scale, preferential access to raw materials and advanced technology
among other factors. Porter (1985) points out that if a firm can achieve and sustain overall cost leadership then it will be an above
average performer in its industry as long as it can command prices at or near the industry average.

Cost leadership strategy is however not short of challenges. For instance, low customer loyalty may occurs price sensitive
customers will switch the moment that any low priced substitutes will be available Low cost may also lead to a reputation of low
quality which may make it difficult for a firm to rebrand itself or its products if it chooses to shift to a different strategy in future.

4.2.2 Differentiation Strategy

Differentiation strategy involves developing a product or service that offers unique attributes that are valued by customers and
the customer views them to be better than those offered by competitors. To achieve differentiation, a firm must accurately define
the needs and demands of the customer. According to Pearce and Robinson (2005), differentiation refers to the art of marketing a
particular product or service in a way that makes it stand out against other products or services. Porter (1980) points out that the
perceived superior value as compared to industry competitors is the key for the firm to differentiate itself against competitors. This
is because, through differentiation, firms charge premium prices on the superior value thus enjoying more profit. The provision of
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the superior value can be achieved through unique product features, higher quality and all round complementary services in every
way that the firm relates to its customers (Grant 2010).

5. Research Design
The present study employed use of a correlation survey research design. The research design is suitable for this study since it
can be used to assess the relationship that exists between two or more variables. According to Mugenda and Mugenda (2009), the

correlational approach helped in determining whether and to what degree a relationship exited between the quantifiable variables

This study was conducted in Homabay County, Kenya. The study specifically targeted KCB branches within Homabay County
that include Mbita, Homabay and Oyugis Branches.

Table 1 Target Population

Population Sample
Homabay branch 21740 155
Mbita branch 20731 145
Oyugis branch 11290 81
Total 53761 381

The study employed the use of regression model to establish the relationship between competitive strategies and the
performance of KC Bank Kenya limited. The regression model is important since it is able to test the nature of influence of the
independent variability on the dependent variable
6. Research Findings and Discussions
6.1 Descriptive Statistics

6.1.1 Cost Leadership Strategy

Table 2 Cost Leadership Strategy

N Mean SD
KCB products and services are cheaper compared to competitors 290 1.69 532
The pricing of Products and services within KCB is reasonable 290 1.53 .676
The interest rates charged by KCB on their loan products are reasonable 290 1.68 .969
I chose to bank with KCB because of its pricing 290 1.79 .810
I am aware of all the costs that I incur while dealing with KCB bank 290 1.69 .805
| feel that the pricing policy within KCB are clearly spelt out 290 1.87 136
Cost Leadership Strategy 290 1.70 .608

Taking into considerations the specific aspects of cost leadership strategy, responses obtained from the participants indicated
that on average, they (respondents) agreed with the fact that KCB products and services are cheaper compared to competitors (M
= 1.69, SD = .532), the pricing of Products and services within KCB is reasonable (M = 1.53, SD = .676), the interest rates
charged by KCB on their loan products are reasonable (M = 1.68, SD = .969), they chose to bank with KCB because of its pricing
(M =1.79, SD = .810), they are aware of all the costs that they incur while dealing with KCB bank (M = 1.69, SD = .805), and
they feel that the pricing policy within KCB are clearly spelt out (M = 1.87, SD = .736). The overall score for cost leadership
strategy implies that on average, respondents agreed with the aspects of cost leadership (M =1.71, SD = .608).

6.1.2 Differentiation Strategy

Table 3 Differentiation Strategy

N Mean SD
KCB has done adequate branding that enables its visibility 290 1.50 .305
I can easily access KCB branches without having to spend so much on 290 1.77 .789
transportation
The services provided by KCB are more competent compared to other 290 1.87 .565
competitors
KCB has better products and services as compared to its competitors 290 1.99 .663
KCB Agents and ATMs are easily accessible and are conveniently located 290 1.55 .955
Differentiation Strategy 290 1.77 .789
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Findings of this study are consistent to Pearce and Robinson (2005) indicating that differentiation as a strategy is very
important for achieving competitive advantage. In other words, the findings by Porter (1980) noted that with differentiated
products or services, firms are able to achieve the desired levels of competitive advantage. Similarly, the present study findings
are consistent with Grant (2010) indicating that for purposes of differentiation, firms need to engage in extensive branding and
accessibility. When there is enhanced branding and accessibility, Moine and Lloyd (2002) noted the possibility of enjoying some
levels of competitiveness. In other findings, Ellis and Kelly (1992) agreed with Eckman and Yan (2009) on the fact that
differentiation strategy, which entails taking the products or services to customers at the right place and time, enhances the
competitive nature of the firm. In this respect, the present findings have established that KCB Bank in Homabay County has
enhanced its differentiation strategy by improving on the branding, accessibility, competencies, and the distribution channels
through ATMs and Agents.

6.2 Inferential Statistics
6.2.1 Model Summary

Table 4 Model Summary

Model R R Adjusted Std. Change Statistics Durbin-
Square R Square Error of the Watson
Estimate R F dfl df2 Sig. F
Square Change
Change
1 629° .396 .356 1.807 154 1.9684 3 296 .009 1.51598

a. Predictors: (Constant), Differentiation Strategy, Cost Leadership Strategy,
b. Dependent Variable: Non-Financial Performance

With R2 of .396, it means that 39.6% of the variations seen in non-financial performances of KCB Bank in Hombay County
are caused by competitive strategies of differentiation, cost leadership, and focus. Despite the fact that there is a slightly low
goodness of fit, it can be justified that indeed the identified independent variables can be used in order to enhance approximately
40% of non-financial performance of KCB Bank in Homabay County and also in other banks or firms across the country. The
implication further is that there are other factors that account for the remaining 60% of non-financial performances for KCB Bank
in Homabay, which should form the basis of further research.

6.2.2 ANOVA
Table 5 ANOVA Results
Model Sum of Squares Df Mean F Sig.
Square
1 Regression 19.275 3 6.425 1.9684 .009°
Residual 966.121 296 3.264
Total 985.397 299

a. Dependent Variable: Non-financial Performance
b. Predictors: (Constant), Differentiation Strategy, Cost Leadership Strategy

According to Table 4.10, the present study has established that differentiation strategy and cost leadership strategy are good
predictors of non-financial performance of KCB Bank in Homabay County (F3, 296 = 1.968, p < 0.05). In order to establish how
each of the independent variables affected the dependent variable, the study established the various coefficients.

Findings show that with differentiation strategies, KCB Bank in Homabay County has been able to define its niche given the
higher competitive strength; hence, achieving both customer satisfaction and enhanced service quality, which were the main
metrics for non-financial performance in the study. The findings were also consistent with those of Tripes et al. (2014) indicating
that since differentiation is about branding and competencies, a firm is likely to enjoy higher competitive edges than their
competitors; hence, influencing their performance both financially and non-financially.
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Table 6 Coefficient Results

Model Un-standardized Standardized t Sig.
Coefficients Coefficients
B Std. Beta
Error

(Constant) 4.812 2.278 4.307 .000

Differentiation .646 344 510 1.877 .001
Strategy

Cost Leadership .567 455 401 1.787 .000
Strategy

Findings of the present study show that with adequate and effective cost leadership strategy, a firm is likely to experience
positive improvement in its non-financial performance. The findings are in agreement with Birjandi et al (2010), which support
the positive correlation cost leadership strategy and non-financial performance of firms. The findings by Mutiso (2014) noted that
with cost leadership strategies, a firm is likely to be perceived as being the cheapest in the market. With such perception,
customers are likely to feel satisfied on one hand and on the other hand there will be perception of service qualities being met. In
such a scenario, a firm that adopts cost leadership is likely to experience positive effects on non-financial performances.

7. Conclusions and Recommendations
7.1 Conclusions

In addition, the second was to determine the effect of cost leadership strategy on non-financial performance of KCB Bank,
Homabay County. The study concludes that there is a statistically significant strong positive relationship between cost leadership
strategy and non-financial performance of KCB Bank, Homabay. This conclusion could be extended to other firms in the banking
industry. The other conclusion is that cost leadership has the second greatest influence on non-financial performance of KCB
Bank, Homabay County after differentiation strategy. The study concludes that a strong significant relationship exists between
differentiation and non-financial performance in the KCB Bank, Homabay County. Differentiation strategy can then be adopted
by the bank in order to positively influence its non-financial performance. According to the findings, differentiation strategy had
the greatest influence on non-financial performance of banks.

7.3 Recommendations

In addition, emphasis should also be put on cost leadership strategy, which was found to be having the second greatest
influence on non-performance of KCB Bank, Homabay County. There is a need for the bank to invest significant resources in
coming up with cost leadership strategy in a bid to influence non-financial performance. Based on the foregoing findings and
conclusions the study therefore recommends the following. Given that differentiation strategy had the greatest influence on non-
financial performance, a lot of emphasis should be placed on developing this strategy. The study recommends that management to
always identify and implement differentiation strategies that are aimed at assisting firms to achieve non-financial performance.
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