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ABSTRACT 

The purpose of the study was to assess the influence of regulatory compliance on strategies 

adopted by commercial banks in Kenya. The study was guided by three research objectives 

namely: to examine the regulatory requirements that affect strategies adopted by Kenyan 

banks; to determine how regulatory compliance affects banks’ strategies; and to examine the 

strategies adopted by banks to enhance regulatory compliance.  

 

In the study, descriptive research design was adopted. The design was considered suitable for 

the study given its ability to show the relationship between variables. Target population 

constituted employees from Central Bank`s current commercial banks` categorization in 

terms of Tiers namely top and middle management as well as general support staff.  To 

identify the sample elements, from the target population, stratified random sampling 

technique was applied. Both primary and secondary data were collected with secondary data 

collected from published sources of the banks, while primary data was collected using 

questionnaire which contained both open-ended and closed-ended questions. Data collected 

was analyzed using SPSS to obtain both descriptive and inferential statistics. Descriptive 

statistics included frequency tables, charts, statistical tests and inferential namely correlation, 

analysis of variance and regression analyses.   

 

In terms of regulatory requirements that affect strategies adopted by Kenyan banks the study 

revealed that in Kenya, the capital structure of commercial banks is highly regulated, and that 

capital requirements are essential for banks performance. Further, the study revealed that 

corporate governance in the banks plays a big role in determining the future of the bank and 

that the bulk of the profits of commercial banks are not influenced by the amount of credit 

and non-performing loans in the banks. A significant relationship was established between 

regulatory requirement factors and bank strategies, capital requirements, and maintenance of 

minimum cash balances. Regarding the effects of regulatory compliance on banks’ strategies, 

the study revealed that credit risk compliance was considered essential in influencing the 

various strategies adopted by commercial banks. It was also established that operational 

strategies were influenced by how a bank moves forward in an effort to streamline its 

operational strategies and capital regulation. Correlation analysis show a significant positive 
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relationship between regulatory compliance and credit risk compliance, operational 

strategies, the performance of banks and financial stability. In terms of the bank strategies 

adopted by banks, it was found out that commercial banks continue to exploit income 

diversification strategies and that they are adopting bank policy on regulatory compliance to 

enhance bank performance.  

 

This study concludes that regulatory requirements on the banking sector have a significant 

impact on the strategies adopted by bank in Kenya and that capital requirement is essential 

for banks performance. Further, corporate governance in banks plays a significant role in 

determining the future of the bank and that credit risk compliance is essential in influencing 

the various strategies adopted by the banks. Further, corporate governance affects strategies 

adopted by commercial banks and that liquidity requirement influences the various strategies 

adopted by commercial banks. Strategies, adopted by commercial banks seem to be 

significantly influenced by the regulatory requirement. This in the process had made the 

banks to initiate financial innovations strategies that in the end bring in high returns but at 

reasonable risk levels.  

 

On the basis of the findings, it is recommended that commercial banks need to periodically 

formulate strategies that are in line with the regulatory requirement in the industry. This 

would ensure the sustainability of their business for the benefit of the stakeholders including 

the shareholders. It is also recommended that for the financial sector regulator to establish 

sound regulations in the banking sector, they need to understand that the regulation put in 

place will affect bank strategies and consequently their performance and that of the economy 

of the country as whole. The banks should establish strategies that help them conform to the 

credit risk requirements, capital regulations and liquidity requirements. Regarding strategies 

adopted, it is recommended that banks may consider adopting strategies that assure income 

diversification strategies financial innovations with high returns at a reasonable risk level, 

monetary, fiscal and prudential supervisory policies.   
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CHAPTER ONE 

1.0 INTRODUCTION 

1.1 Background of the Study 

The financial industry helps a country strengthen its financial systems, grow the economy, 

restructure and modernize institutions and respond to the savings and financing needs of all 

people especially the financial sector. This is done by providing financing, policy research 

and advice, and technical support.  The financial sector is made up of different types of 

services, namely banking, mutual funding companies, insurance and other financial service 

institutions (Macdonald, 1998). There are however threats that are constantly affecting these 

institutions making them vulnerable. The threats that organizations face can however be 

alleviated with the aid of regulations that have been initiated and implemented by 

government. Similarly, there is a greater need for regulation in the financial services industry, 

because financial services carry huge amounts of society’s cost, and consumers need to feel 

confident in the service (Falkena, Bamber, Llewellyn & Store 2005). Regulations are also 

considered a first step in addressing problems that arise when organizations disregard the 

importance of their information (Sophos, 2004).  

Worldwide regulation tools continue to be applied by governments to intervene in the various 

sectors of the economy aimed at shaping the welfare of economies and societies (OECD, 

2012). The object of these is to ensure that regulations support good governance aimed at 

stirring economic growth and development as well as the achievement of broader societal 

objectives such as social economic welfare, environmental sustainability, and the respect of 

the rule of law (OECD, 2012). These further addresses the need to ensure that regulations 

and regulatory frameworks are justified, of high quality and achieve policy objectives. The 

policies facilitate policy makers to reach informed decisions about what to regulate, whom to 

regulate, and how to regulate. As an integral part of effective public governance, the 

foundation for building integrity, regulatory policy helps to shape the relationship between 

the state, citizens and businesses including the banking sector (OECD, 2012). 

The use of regulatory policy to inform and improve policy formulation and decision-making 

has various dimensions. A range of tools must be deployed in a consistent and mutually 



2 

 

supporting manner if systemic quality improvement is to be assured. The essential tools 

include regulatory impact analysis, the consideration of regulatory alternatives, and 

administrative simplification for compliance purposes, regulatory transparency and ex-post 

evaluation of existing regulation (Deloitte, 2015). Regulatory compliance is grounded in the 

principles of governance and engages a wider domain of players including the legislature, the 

judiciary, sub-national and supra-national levels of government as well as standard setting 

activities of the private sector which in many cases, is the one regulated.   

Bank regulation spans from microeconomic anxiety over the ability of bank creditors to 

monitor the risks derived on the lending side and from micro and macroeconomic concerns 

over the steadiness and firmness of the banking system in the case of a bank crisis (June, 

2005). June avers that the dependability of financial institutions as the safeguards of 

households’ deposits and/or savings is an issue that regulators and governments endeavor to 

give assurance to the wider economy because a failure of the banking industry poses a 

systemic risk that can threaten the very stability and ability of a government to fend for its 

own people. The insolvencies and mismanagement of banks have stirred up stringent bank 

regulatory compliance. Wilkinson and Turing (1996) opine that the detail in the regulatory 

measures, statutes and guidance fro the regulatory body are intended to prevent collapse of 

the banking industry. Regulation is one of the most important factors in shaping banks today, 

costly economic negative spillovers are caused by regulatory arbitrage but on the other hand 

regulation free banking system is not an option either (Petitjean, 2013). Other measures have 

been initiated and implemented in response to the political events and financial crises 

(Spong, 2000).  

In the face of a crisis, the challenges and the delicateness of the banking system become 

extremely pronounced and enhancements of regulatory reforms to set new rules and exercise 

excessive controls to put an end to ill practices, while mitigating the negative impact on the 

economy become necessary (Svilenova, 2011).  The numerous financial crisis globally 

including the 2007-2008 was arguably the most severe since the Depression of 1930, with 

ripple effects experienced worldwide attributed to the financial interconnectedness. In this 

crisis, many homeowners lost their houses as the cost of mortgage repayment became 

unbearable and countless bank runs, forcing the Central Banks to intervene and save the 
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banks from collapse in the wake of a fierce threat of stability and inability to meet credit and 

deposit obligations. The situation was acerbated in the wake of the global economic crisis 

with a number of regulations and supervision mechanisms implemented which in the process 

affected bank strategies and business models (Deloitte, 2015). This according to Deloitte led 

to a paradigm shift within the banking industry with supervisory institutions initiating keen 

interest in strategies and models that individual banks had adopted in order to assess and 

remedy any areas that may be deemed of concern.  

The levels of equity capital and liquidity demanded by regulators continue soaring turning 

regulation to a strategic consideration for banks. In the process Boards and senior 

management have continued to be held to accountable for the consequences of their actions 

and inactions (Deloitte, 2015). Those who feel disenfranchised as a result of curtailed 

behavior may whine about their loss of profits and impending adverse effects on novelty. On 

the contrary, the same regulations are geared towards creating a more efficient banking 

system, and in the end what is of utmost importance is how banks can use the compliance to 

regulations to inform on strategy so as to secure sustainable returns (The Banker, 2014). The 

regulator however has to balance the needs of all parties involved, whilst taking into account 

the effects of non-compliance and act in utmost good faith. Justifiably, banks exist to make 

profit and bank executives are free to make varied decisions on the daily operations, 

however, banking is commonly treated as a matter of public interest. Regulations and laws on 

banking range from who can open banks, the products that can be offered and bank 

expansion.  

The regulatory response to the financial crisis has had three main objectives. Firstly, to 

reduce the likelihood that any large financial institution fails; secondly, to limit the harmful 

spillovers to the broader economy that would be triggered by the disorderly failure of a large 

institution; and finally, to reduce the risk that Taxpayers, rather than private investors, are 

asked to absorb losses in a future crisis (Greenwood, Hanson, Stein & Sunderam, 2007). 

Policy-makers continue to seek new ways to rectify the damage caused to economies due to 

the failures of financial institutions by adopting a large set of regulatory reforms. Today, 

bodies such the IOSCO and BCBS, together with Australian regulatory bodies – APRA, 

ASIC and the Reserve Bank of Australia are championing the provision of a stable and 
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predictable regulatory framework that has provided guidelines that banks have used to align 

their business models to in a bid to prevent the adverse effects of a financial catastrophe on 

an entire economic system (KPMG, 2016). 

Studies show that the banking sector is one of the most regulated industry in the whole world 

today. Barth, Caprio and Levine (2006) show that banks all over the globe have been 

subjected to one form or another of the following non exhaustive list of regulatory reforms 

that require compliance: limits on branching and new entry;  precincts on pricing; line-of-

business restrictions and regulations on ownership linkages  among financial institutions;  

restrictions on the portfolio of assets that banks can hold;  and compulsory deposit insurance 

(or informal deposit insurance, in the form of an expectation that government  will bail out 

depositors in the event of insolvency). Others according to Barth, Caprio and Levine (2006) 

include  capital-adequacy requirements;  reserve requirements (requirements to hold a certain 

quantity of the liabilities of the central bank; anti-money laundering controls that speaks to 

having the awareness of the source of funds from bank customers (banks have had to put in 

place compliance transaction monitoring systems a risk mitigation to flag any alarming 

transactions); KYC (Know Your Customer) guidelines on how to on board bank customers 

and documents to ask for in order to verify validity of an individual or business entity (Barth, 

Caprio & Levine, 2006). 

 

In Europe, Italy experienced several banking regulatory reforms between the late 1980 and 

early 1990 with the liberation of market entry in 1990, removal of the separation between 

short and long-term lending in 1993, transformation of the savings and loans legal structure 

into a normal corporation, facilitation of acquisition and mergers, while in early In 1994, all 

the major state-owned banks were privatized (Guiso, Sapienza & Zingales, 2007). In Africa, 

bank failures have been a recurring incident over the last two to three decades calling upon 

the need for regulation mechanisms (Moyo, Nandwa, Oduor & Simpasa, 2014). The failures 

have partly contributed towards bank overruns and panic contagion, which in the end has led 

to collapse of a number of banks. This has negatively impacted on the ability of banks to 

mobilize savings at both micro and macro levels and eventually promoting aggregate demand 

in terms of investments. This according to June (2005) is attributed to high rate of non-

performing loans, poor risk management, financial recklessness, poor corporate governance 
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standards as well as poor regulatory oversight and supervision (June, 2005). In Nigeria, prior 

to the banking sector reforms that were initiated in 2004, the industry witnessed series of 

systemic distress that led to bank failures and closures which impacted negatively on the 

public’s confidence in the sector. In the end, this necessitated the need to initiate and 

implement regulatory policies aimed at ensuring financial stability and restoring public 

confidence (Soile-Balogun, 2016). In Kenya, a wave of volatility and unpredictability 

affected a number of banks necessitating need for regulatory policies. Some of the reforms 

that were initiated and implemented included introduction of interest rate cap law, adoption 

of International Financial Reporting Standards (IFRS9) as well as Anti-Money Laundering 

Laws (AML), among others. Currently in Kenya, three banks have been placed under 

receivership in the last three years with only one having recovered and resumed operations.  

In consideration of the role of interconnectivity that banks play in the financial 

intermediation process in channeling resources needed for investment, growth and expansion, 

regulatory compliance need not to be emphasized. If the regulations are not properly 

considered, bank failures are inevitable, to avoid pervasive potential spillover effect on the 

overall economy. According to PWC (2015), if not checked this could contribute towards a 

systemic risk with the possibility of evolving into a sovereign debt crisis. PWC however 

opines that regulation does not however necessarily slow down financial innovation. This 

may in the process accelerate financial innovations aimed at circumventing regulation and 

not so much at creating new added-value products or markets.  

There is empirical evidence to suggest that regulatory reforms imposed on banks are justified 

for different reasons. Blinder (2009) specifies that intervention and supervision of 

government to markets is justified for the following purposes; to create and enforce rules of 

the game and keep the system honest, to guard against undue concentration, thus keeping 

markets competitive, to redistribute income, for example through the tax-and-transfer system, 

to correct externalities or other market failures like those due to asymmetric information. 

Others include protecting the interests of depositor and taxpayers especially in cases where 

public money is being spent or put at risk. Blinder further underlines that by implementing 

regulations, governments target to protect consumers and taxpayers and to ensure financial 

and economic stability both locally and internationally. 
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In 2016, the government introduced the interest cap rate which requires banks to cap interest 

rates at no more than four percent above the base rate set by the CBK (Alushula, 2017). This 

has had a ripple effect on the industry with several banks opting to cut down on operational 

costs aimed at improving efficiency and consolidation of operations. One of the measures 

taken was closure of branches with Standard Chartered Bank and Bank of Africa closing 

down 4 and 12, respectively, while Barclays Bank Kenya (BBK) merged 7 of its branches in 

2017. The other austere measure taken up was laying-off of employees with a total of 2083 

staff reported to have been laid off in 2017 by 10 Banks. Additionally, a few leading banks 

are using the regulation on forecasting of balance sheets and profit and loss (P&Ls) for their 

own internal planning not only to improve efficiency but also accelerate the overall 

generation of the baseline. One of the reactionary measures being the reclassification of 

interest accounts to limit the number of accounts qualifying to earn 7% interest (Alushula, 

2017).  

Finally, several banks are taking advantage of KYC to on board customers by leveraging and 

implementing new capabilities and processes to convert new customers into revenue quickly 

while also using KYC for ongoing transaction to uncover real time needs providing insights 

to the changing client needs (Culp, 2014). Kenyan Wall Street (2018) documents that 

Barclays Bank of Kenya resorted to increasing its sales volumes in the upper segments, 

increasing product penetration in current client base and increasing focus on transactional 

banking deposit to survive the turbulent times in the wake of regulatory reforms. Compliance 

to regulations however, has a direct impact on the strategy that banks adopt, and it is their 

onus to respond to the market changes as quickly as they can to ensure sustainable business 

models. KPMG (2016) opines that the process of adjusting to new regulatory requirements is 

not simply about completing compliance requirements, but also crafting dynamic processes 

and maximizing the use of next-generation analytics in order to track regulatory changes as 

they emerge.  

 

1.2 Statement of Problem 

Banking institutions are considered key agents in the growth and development of market 

economies and occupy a central position in the financial system of any nation (Moyo, 

Nandwa, Council, Oduor & Simpasa, 2014). This has thus contributed towards the need to 
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ensure prudent governance of the banking activities in line with best practices and high 

ethical standards aimed at ensuring safety of depositor’s funds, protecting stakeholder’s 

interests and instilling public confidence in the financial system cannot be over emphasized. 

The events in the last few decades have however revealed numerous anomalies in the way 

banking operations are conducted, leading to a rising spate of bank failures. This according to 

Soile-Balogun (2016) is attributable to poor ethical standards, unwholesome lending 

practices, poor governance structures, financial recklessness and lack of sound policy 

framework, to mention a few.  

 

KPMG (2015) for instance avers that increased capital, liquidity, and leverage requirements, 

coupled with stress testing and capital planning mandates, have added significantly to the 

industry’s operating costs, hurting revenue. New regulatory reporting requirements, 

resolution and recovery planning, and stricter supervisory oversight are also consuming vast 

amounts of the industry’s time and resources. KPMG further aver that for banks to 

successfully adapt to the new regulatory environment the four key areas must be looked into, 

these include strategic and structural change; conduct and culture; data and reporting 

aggregation; and risk governance. This thus requires that the banks adjust their operating 

model and undertake a re-examination of their overall strategy and structure to stay afloat. 

The Kenya’s banking sector is regulated locally by the Banks Act, Electronic 

Communication and Transaction Act (ECT Act) and the Financial Intelligence Center Act 

(FICA), and internationally if they have international operations by the Gramm-Leach-Bliley 

Financial Services Modernization Act (GLBA), the Sarbanes-Oxley Act (SOX) and the Basel 

II Accord, among others 

 

On account of the essential function of managing customer’s funds and the conversion of 

short term deposits into longer term lending, banks are exposed to the possibility of 

illiquidity. For example, the inability to meet their obligations to depositors which could arise 

from poor lending practices, mismatch of funds, penalties and fines thereby denting their 

reputational image and as such are prone to fragility. Nevertheless, the manner in which a 

bank’s operations are conducted and the regulatory framework within which they function 

has a direct impact on performance and, effectively, the strategies employed. As noted by 
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Sentero (2013) the regulatory framework in Kenya affects the performance of banks in 

Kenya.  Nasieku (2014) also notes that the regulatory framework has affected economic 

efficiency and behavior of banking sector in Kenya. In all these, what is however not clear is 

how have commercial banks adjusted in lieu of regulatory requirements. Against this, it was 

necessary to evaluate and assess the impact of regulatory compliance and reforms on 

commercial banks’ strategies and the coping strategies. 

1.3 Purpose of Study 

The purpose of this study was to evaluate the influence of regulatory compliance and reforms 

on Commercial banks’ strategies. 

1.4 Specific Objectives 

The study was guided by the following specific objectives: 

1.4.1 To examine the regulatory requirements that affect strategies adopted by commercial 

banks 

1.4.2    To determine how regulatory compliance affects banks’ strategies 

1.4.3 To examine the strategies adopted by banks to enhance regulatory compliance    

1.5 Significance of the Study 

This study will be beneficial to the following stakeholders including banks, government and 

policy makers, Sacco’s, Microfinance institutions, researchers and academicians. 

1.5.1 Banks  

The study is aimed at enriching Banks and other players within the financial sector on best 

practices towards strategy formulation within the evolving regulatory framework. 

1.5.2 Government and policy makers 

The study will help government and policy makers to understand how best to work with 

Banks to strengthen the financial sector. 

 

 



9 

 

1.5.3 Researchers and Academicians 

The study will help academicians better understand strategy formulation within the 

regulatory framework and will set a base for other research in areas that will be 

recommended for further studies. 

1.5.4 Sacco’s and Microfinance Institutions 

The study will also be beneficial to Sacco’s as they also operate in a regulated environment 

and as such, they might use the recommendations from this study to align their organization 

strategies. 

1.6 Scope of Study 

The study targeted commercial banks in Kenya as categorized by the Central Bank in terms 

of tiers. This was due to the fact that in the recent past, the Central bank has initiated and 

implemented various regulatory requirements which Commercial banks have no choice but 

to abide by. Key informants targeted in the study were employee in three tier banks namely 

senior and middle managers as well as technical staff.  

1.7 Definition of Terms 

1.7.1 Strategy 

Strategy is the organization and scope of an organization over the long term, which achieves 

advantage in a changing environment through its configuration of resources and competences 

(Johnson, Whittington & Scholes, 2009). 

1.7.2 Strategic Planning 

Deploying the mission and strategy, that is, articulating and communicating it, as well as 

developing action plans at lower levels that are supportive of those at the enterprise level 

(Nickols, 2016).  

1.7.3 Regulatory Compliance 

Rules and standards that govern people, companies or entities how to behave as set out by 

public agencies (Nielsen, 2006). 
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1.8 Chapter Summary 

This chapter provides a background of the problem followed by the statement of the problem. 

Thereafter, research objectives are provided, followed by significance of the study in that 

order. Chapter two provides literature review organized in terms of the research objectives. 

In chapter three, research design target population, sampling design and sample size, data 

collection and analysis. Chapter four provides the study findings and results in terms of 

descriptive and logic regression results based on the study objectives. Chapter five provides 

the summary as well as discussion, conclusions and recommendations in that order. 
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CHAPTER TWO 

2.0 LITERATURE REVIEW  

2.1 Introduction 

This chapter presents a review of previous research done on studies related to the impact of 

bank regulatory compliance on strategies adopted by commercial banks in Kenya. It 

specifically presents literature on the regulatory requirements that affect strategies adopted 

by Kenyan banks; macro-economic factors and financial; how regulatory compliance affect 

banks’ strategies and also the strategies adopted by banks to enhance regulatory compliance. 

The last sub-section provides the summary. 

2.2 Regulatory Requirements that Affect Strategies Adopted by Kenyan Banks 

Regulatory requirements are the condition set by law directed at organization as well as 

individuals. According to the Coglianese (2012) regulation refers to the rules established and 

supported by threats of consequences. Banking regulation are rules of conduct for banking, 

establish by state authorities, which banks are forced to comply with (Apătăchioae, 2015). 

Banks have no option other than to meet the regulatory requirement established failure to 

which they risk facing penalties that might have severe consequences on their business. 

According to Ochieng and Kwasira (2017) banks have to meet the regulatory requirements in 

order to have legitimacy and gain support. Regulatory requirements are normally established 

by the government or regulatory institution established by law. In the business world, 

different regulations requirement exists for different business industry that address the 

specifics of that industry.  

In the banking industry regulatory requirements are normally established by the national 

bank in the country (Coglianese, 2012). This is considered widely to be a very important 

aspect of the public safety net supporting the stability of the banking system and financial 

markets more generally. Indeed, central bank lending has been a prominent part of regulatory 

assistance to troubled financial institutions for a long time.  The Central Bank of Kenya 

(CBK), like most other central banks around the world, is entrusted with the responsibility of 

formulating and implementing monetary policy directed at achieving and maintaining low 

inflation as one of its two principal objectives; the other being to maintain a sound market-

based financial system. Central Bank of Kenya (CBK) was established under the Central 
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Bank Act (CAP 481), 1966. The Act assigned to the CBK the statutory objectives to assist in 

the development and maintenance of a sound monetary and credit, and banking system in 

Kenya, conducive to the orderly and balanced economic development of the country and the 

external stability of the currency among other functions (Mwega, 2009). The present study 

seeks to examine how regulatory requirements will affect strategies adopted by commercial 

banks in Kenya. 

Regulatory requirements are meant to bring improvements through changes in behaviors in 

the industry in ways, which generate positive effects in terms of providing solution to 

societal and economic problems (Coglianese, 2012). The regulatory requirements of the 

banking institution is informed by the microeconomic concerns in the capacity of bank 

creditors to observer risks emanating from the lending side as well as from the micro and 

macroeconomic worries on the sustainability of the bank system in the event of a bank 

crunch (Biggar & Heimler, 2005). The regulatory requirements in some way safeguard the 

interest of the players in the banking sector and the economy of the country. According to 

Kale, Eken and Selimler  (2015) the regulatory requirement ensure there is a sound and 

healthy banking industry in the country, which is one of the factors that ensures there is 

sustainability and growth of the economy. 

The regulatory requirements to a bank are meant to serve four main objectives, listed as, 

protection of bank depositors, ensuring monetary and financial stability, ensuring an efficient 

and competitive financial system and lastly, protecting bank customers (Spong, 2000). 

Regulation in bank are normally formulated with these four objectives in mind, for instance 

when the CBK implemented the requirement, which mandated all banks to increase their core 

capital to Kshs. 1 billion, it claimed that this was meant for the financial sector stability. 

They also argued that high capital base could results in cost reduction from economies of 

scale and this may result to lower lending rates (Gudmundsson, Ngoka-Kisinguh & Odongo, 

2013). 

Attaining regulatory requirement is not an easy task since it consumes a lot of resources that 

are directed towards each of the requirement. Banks sometimes have to struggle to meet 

these requirements, they are therefore forced to adapt different strategies that will enable 
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them cope with the challenges of attaining the set requirements. According to a report by 

Deloitte (2015) regulatory requirements represent a substantial cost of doing business as a 

bank. This report further noted that the increased regulatory requirements in the banking 

industry affect the bank strategies. Regulation in the banking industry is now considered a 

strategic consideration for banks. 

The banking sector has witnessed an increase in the regulatory requirements following the 

international financial crisis that occurred in 2007-2009 (Oduor, Ngoka & Odongo, 2017). 

NGOKAOduor et al (2017) carried out a study on one of the regulatory requirement of the 

banking sector in Africa, they sought out to study capital requirement in the banking sector in 

Africa and the competition and stability of banks in this sector. According to their findings, 

the enhanced regulatory requirement on capital enhanced competitive pricing for 

international banks in Africa while it makes local banks less competitive. This is because the 

high cost of getting and maintain extra capital is a challenge to local banks while 

international banks can source cheap capital from their parent company. In this instance, the 

local banks will have to strategize in order to attain the regulatory requirement on capital and 

cope with the competition from international banks.     

Bank continues to adopt different strategies in response to the various regulatory 

requirements that they are faced with. According to Eber and Minoiu (2016) when banks 

encounter increased regulatory requirement, they respond by deleverage. Eber and Minoiu 

(2016) carried out a study to examine how bank readjust in the event of strict regulation. 

According to their findings most of the bank adjustment comes from decreasing assets as 

opposed to raising equity. The bank securities are strongly adjusted more than the loan book. 

In relation to their liability, banks mostly minimize their dependence on wholesale funding. 

Banking regulation is thus a significant determinant on some of the strategies that are taken 

up by banking institution in order to meet this requirement and be able to remain in business.   

The Central Bank of Kenya incorporates certain features of Basel III in the Prudential 

Guidelines, particularly in relation to capital adequacy. Kenya is not a member of the Basel 

Committee on Banking Supervision, but the CBK does adopt and incorporate Basel standards 

when possible. The introductions of prudential guidelines reflect Kenya’s continued efforts 
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towards strengthening its banking environment so that she can achieve its goal under Vision 

2030 to be an international financial center.  The CBK has issued a new set of prudential 

guidelines and risk management guidelines which came into force on 1st January 2013.  

 

The Prudential Guidelines deal with a wide range of issues including; licensing requirements, 

corporate governance, capital adequacy requirements, Liquidity Management, stress testing, 

foreign exchange exposure limits, prohibited business, anti-money laundering, consumer 

protection, enforcement of banking laws and regulations, agent banking, and representative 

offices. The reasons behind these new Prudential Guidelines is best summarized by reference 

to the circular issued by the CBK (2013) which states that; “Pursuant to its mandate of 

fostering the liquidity, solvency and proper functioning of a stable market-based financial 

system, the Central Bank of Kenya conducted a comprehensive review of the prudential 

guidelines and risk management guidelines which is currently in use”. The review has been 

necessitated by developments in the national, regional and global arenas and the need to 

proactively strengthen the regulator (Munene, 2015). The following are bank regulation 

requirements that commercial banks in Kenya need to comply with when carrying out their 

operations. 

2.2.1 Capital Requirements 

Central bank of Kenya has prescribed capital requirements for commercial banks.  In Kenya, 

the capital structure of banks is highly regulated. This is essentially because capital plays a 

very important role when it comes to the reduction of bank failures as well as the likely 

losses to the stakeholders. According to Hardy and Bonaccorsi di Patti (2001) and Nwankwo 

(1991) capital adequacy is acknowledged widely as a very important factor in bank 

performance measurement and evaluation. It is the first of the five CAMEL factors 

recognized and adopted by the Basel system of bank performance assessment of the Bank for 

International Settlement (BIS). The used capital adequacy ratio was adopted in the Nigeria 

banking system in 1990 as stipulated by the bank monitoring and supervising authority which 

is the Central Bank of Nigeria (CBN).  

 

Minimum capital requirements are an ex ante mechanism to prevent bank failures and 

closure policies are an ex post mechanism to manage the cost of bank failures. He showed 
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that from bank owners’ perspective, the optimal level of bank capital decreases in the extent 

of regulatory forbearance. In contrast, from regulators’ perspective, the optimal minimum 

level of required bank capital is increasing in the extent of regulatory forbearance. 

Acharya, Almeida and Campello (2013) put forward an argument that Capital requirement 

regulations represent a mainstay of banking sector policies around the world. Many rules and 

policies determine the precise amount and nature of capital that banks must hold. In terms of 

the amount of capital, this is typically characterized in terms of the ratio of capital to total 

banks assets.  

In terms of the nature of capital, there are policies concerning the definition of capital beyond 

cash or government securities, the definition and valuation of bank assets, and whether the 

regulatory and supervisory authorities verify the sources of capital (Barth, Caprio & Levine, 

2013). Portfolios made up of all banks, and those with no subordinated debt, however, 

experienced statistically insignificant wealth effects. The results suggested that policymakers 

should indeed consider the use of subordinated debt as a way to enhance market discipline 

and thus the safety and soundness of commercial banks. 

Capital requirements are essential for banks performance. This is to mean that high capital is 

likely to result into low profits given that banks with a high capital ratio are risk-averse, they 

ignore potential investment opportunities and as a result, investors demand a lower return on 

their capital in exchange for lower risk. The regulation that exists in most countries is capital 

requirement. Capital adequacy requirements can take a variety of forms. Most countries 

know their minimum level of required capital. Therefore, many countries require the 

maintenance of some capital- or solvency- ratio; that is, a minimum ratio between capital and 

an overall balance sheet magnitude, such as total assets or liability, or some weighted 

measure of risk assets (Munene, 2015).  

The Basel Accord was modified in 2004 introducing more sophisticated ways of computing 

capital requirements and increasing the focus on risk-management policies and systems in 

banks. In particular the new regulation, which will start to be implementation from the end of 

2006, encourages banks to develop, with supervisory oversight, their own systems to 

compute minimum capital requirements (Biggar & Heimler, 2005). The present study will 
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seek to show if capital requirements as a regulatory requirement will have an effect on the 

various strategies adopted by commercial banks in Kenya. 

 

2.2.2 Liquidity Requirements 

The CBK requires institutions to maintain minimum cash balances with it as a reserve against 

their depositors and other liabilities. Currently the ratio is 10%. These requirements are 

legally binding and the central bank may impose a penalty interest charge on any institutions, 

which fails to maintain the minimum cash balances. The banking sector in Kenya looks very 

competitive judging by the number of local and foreign banks in the industry. CBK Bank 

Supervision Report (2014) as of 31 December 2014 there were 44 commercial banks, 13 of 

which are foreign-owned. However, Beck and Fuchs (2014) noted that most customers in 

Kenya below the top tier of corporate and wealthy borrowers face a non-competitive banking 

market and are often effectively tied to one bank, with very high switching costs hence the 

interest rate spread and margins in the country. 

In Kenya the statutory minimum liquidity requirement is 20%. However, according to CBK 

Bank Supervision Annual Report (2009), the average liquidity ratio for the sector was 39.8% 

in 2009, 37.0 % in 2008, and way above the minimum requirements. This has baffled many 

financial analysts as to how banks could withhold such amount of cash in a credit needy 

economy such as Kenya (Kamau, 2009). The CBK attributes this to the banking industry’s 

preference to invest in the less risky government securities, while Ndung’u and Ngugi (2000) 

as cited by Kamau (2009) attributes this liquidity problem to the restrictions placed on 

commercial banks at the discount window, coupled with thin interbank market, a high 

reserve requirement and preference of government securities. Thus given the above foregoing 

analysis, the Kenyan banking sector provides an interesting case to assess the effects of 

liquidity on profitability.  

Liquidity is simply the ease with which assets of banks can be uncashed in times of need or 

its fair value. It is that quality of an asset, which enables a bank to respond to any financial 

situation requiring urgent infusion of money. Liquidity is required to meet regular financial 

obligations of the bank especially without dipping into its reserves. Thus a high liquidity 

ratio indicates a less risky and less profitable bank (Hempel, Simonson, & Coleman, 1994). 
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Liquidity indicates the ability of the bank to meet its financial obligations in a timely and 

effective manner. There are variations among scholars with regard to the measurement ratios. 

The most common financial ratios that reflect the liquidity position of a bank according to 

Samad (2014) are customer deposit to total asset and total loan to customer deposits. Other 

scholars use different financial ratio to measure liquidity. The importance of liquidity goes 

beyond the individual bank as a liquidity shortfall at an individual bank can have systemic 

repercussions (CBK, 2014). 

2.2.3 Requirements for Corporate Governance 

Corporate governance is described as that which includes mechanisms, processes as well as 

relations by which corporations are controlled and directed. Governance structures and 

principles identify the distribution of rights and responsibilities among different participants 

in the corporation and includes the rules and procedures for making decisions in corporate 

affairs (Arcot, Bruno & Antoine, 2005). Empirical studies have shown that bank efficiency is 

best explained using the intermediation approach. This is largely because balance sheet and 

income account data are more readily available than what would be required for the 

production approach. Efficiency in intermediation of funds from savers to borrowers enables 

allocation of resources to their most productive sectors. An efficient banking system reflects 

a sound intermediation process and hence the banks’ due contribution to economic growth 

(Aikaeli, 2008).  

Kamau (2009) affirms that foreign banks are more efficient than local banks. The author 

attributed this to the fact that foreign banks concentrate mainly in different operational 

modalities from the local, which affects the efficiency and profitability.  Sangmi and Nazir 

(2010) evaluated management efficiency by making reference to expenditure to income ratio, 

credit to deposit ratio, Asset utilization ratio, diversification ratio, earnings per employee 

ratio and expenditure per employee ratio. Kamau (2009) investigated the intermediation 

efficiency and productivity on banks in the period after liberalization of banking sector in 

Kenya, using non-parametric measures.  

Kamau (2009) made use of non-parametric approach (DEA) to measure the efficiency and 

productivity in the intermediation process of the banking sector in Kenya. Using data from 
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40 banks over a period of thirteen years (1997-2009) the results indicate the general average 

efficiency performance of the commercial banks in Kenya under the study period has been 47 

percent, 56% and 84% for the technical efficiency under the constant returns to scale, the 

variable returns to scale and scale efficiency respectively. Finally, the findings also indicate 

that banks in Kenya have excess liquidity despite the need for credit in the economy which at 

an average of 40 percent is 20 percent higher than the minimum statutory requirement.  

Corporate governance plays a big role in determining the future of the bank. The 

management has an overview of a bank’s operations, manages the quality of loans and has to 

ensure that the bank is profitable. The performance of management capacity is usually 

qualitative and understood through the subjective evaluation of management systems, 

organization culture, control mechanisms. However, the capacity of the management of a 

bank can also be gauged with the help of certain ratios of off-site evaluation of a bank in the 

capacity of the management to deploy its resources aggressively to maximize the income, 

utilize the facilities in the bank productively and reduce costs (Sangmi and Nazir (2010). 

This study will examine if indeed corporate governance has been adopted by commercial 

banks as one of the principles guiding the strategies adopted by the commercial banks in 

Kenya. 

2.2.4 Requirements for Credit Risk Management 

The Institute of Certified Public Accountants of Kenya (ICPAK) adopted the International 

Accounting Standards (IAS) in 1998 and many companies started its implementation in 

1999. With respect to the banking institutions, the applicable accounting standards is IAS 30 

and except for a few issues in interpretation relating to provisioning for bad and doubtful 

debts, there has not been any problem in the implementation of the standards and most of the 

banking institutions have implemented. The objective of liquidity management is to ensure 

that an institution will be able to meet in full, all its obligations and commitments as they fall 

due, thus a bank is required to hold liquid assets as a tool for prudential business 

management. The central bank requires a bank to maintain a statutory minimum of 20% of its 

deposit liabilities and liquid assets (CBK, 2006). 
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In the study of the effect of credit risk management on the profitability of commercial banks 

in Kenya, Kithinji (2010) collected data on the amount of credit, level of non-performing 

loans and profits for the period 2004 to 2008.  The study revealed that the bulk of the profits 

of commercial banks are not influenced by the amount of credit and non-performing loans, 

therefore suggesting that other variables other than credit and non-performing   loans impact 

on profits. Kithinji further captures Kenya commercial banks risk management in four 

distinguishable phases as; the conservative risk management (before 1980’s), lenient credit 

risk management (1980’s), stringent credit risk management (1990’s) and customized global 

credit risk management standards. In the study of the determinants of bank net interest rate 

margins in 10 Sub-Saharan Africa (SSA) countries, Al-Haschimi (2007) found that credit 

risk and operating inefficiencies (which signal market power) explain most of the variation in 

net interest margins across the region. Macroeconomic risk has only limited effects on net 

interest margins in the study. Liu and Wilson (2010) found out that a deterioration of the 

credit quality reduces the ROA and ROE. It will be of interest to this particular study to see 

how credit risk management affects the various strategies adopted by commercial banks. As 

such, the present study will test the relationship between credit risk management and 

strategies adopted by commercial banks in Kenya. 

2.3 Effect of Regulatory Compliance on Banks’ Strategies 

Regulatory compliance refers to the state of ensuring an enterprise data, operations and 

organization are designed and function in line with the applicable regulations or rather they 

meet the regulatory requirement stipulated (El Kharbili, 2012). According to Sadiq and 

Governatori (2015) regulatory compliance is making sure that organizations’ practices, 

processes and operations remain in accordance with the prescribed and/or agreed set of 

norms. Regulatory compliance is thus a condition in the organization in which the 

organization has meet all the regulatory requirement established by applicable regulatory 

institution. According to Benedek (2012) regulatory compliance is linked to accountability, 

transparency, ethical behavior, risk management and risk management. 

Compliance is not an easy task for many organizations Sadiq and Governatori (2015) opines 

that many organizations are struggling to comply with the regulatory requirements 

(According to the theory of regulatory compliance, there is a curvilinear relationship between 
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regulatory compliance and performance in organization. This theory argued that full 

compliance with the regulatory requirements is not essentially a good strategy in organization 

(Fiene, 2016). Compliance may come as a burden to organization but still it stands to 

influence positive results in organization. According to Sadiq and Governatori (2015) there 

are a number of signs that organizations have started seeing regulations as a chance to 

enhance their processes and operations. Whether compliance has positive or negative 

influence on bank results, they have no choice but to ensure they comply with the regulatory 

requirements since its mandatory. Banks therefore need to strategies depending on the 

influence of the various regulatory requirements in order to comply and still carry out worthy 

business. 

In the wake of increased regulatory requirement banks are forced to strategies in order to 

remain compliant. For instance, Ayadi, Naceur, Casu, and Quinn (2016) contends that bank 

compliance with international regulatory requirements and its influence on performance in 

banks. They specifically focused on bank compliance with the international capital standards 

and the Basel Core Principles. According to their findings bank compliance with Basel Core 

Principles did not have any relationship with bank efficiency. They however concluded that 

despite little effect of bank compliance in banks, when compliance is increased it could 

restrain banks from efficiently allocating their resources. This definitely would affect some 

of the strategies of the banks that are directed at their resource. Benedek (2012) also argued 

that to facilitate their compliance banks will have to come up with a strategy in the form of a 

program as opined.  

In the Nigerian banking industry, Osaka et al (2004) argue that the central bank in Nigeria 

came up with some regulation so as to cleanse the exchange market and impart market 

discipline   The study aimed at examining the effects of the regulation set and point out the 

strategies adopted by the banks to ease the effect of their compliance. Twenty five banks that 

were restricted from trading in the foreign exchange bank by the regulation were studied. 

These banks had to suspend their business in the foreign exchange market in order to comply 

with the regulatory requirements. Osaka et al (2004) found out that even though these banks 

were expected to suffer in performance due to the compliance cost, they did not since they 
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utilized other investment opportunities. This strategy cushioned them from the effects of 

compliance with the regulation set. 

The banking sector has undergone significant transformation and continues to improve with 

new regulations and guidelines seeking to maintain stability. Compliance risk is the risk of 

legal or regulatory sanctions, material financial loss, or loss to reputation that a Bank may 

suffer as a result of its failure to comply with laws, regulations, rules, related self-regulatory 

standards, best business practices, internal policies and procedures and codes of conduct 

applicable to its banking activities.  

2.3.1 Credit Risk Compliance and Bank’s Strategies 

Credit risk compliance is considered to be a very essential aspect that influences the various 

strategies adopted by commercial banks. Kargi (2011) evaluated the impact of credit risk 

compliance on the strategies adopted by Nigerian banks. The findings revealed that credit 

risk management has a significant impact on the strategies of Nigerian banks. The study 

concluded that banks’ strategies is inversely influenced by the levels of loans and advances, 

non-performing loans and deposits thereby exposing them to great risk of illiquidity and 

distress.  Ogilo (2012) the impact of credit risk management on the strategies adopted by 

commercial banks. This was aimed at establishing the existence of any relationship between 

the credit risk management determinants by use of CAMEL indicators and strategic 

performance of commercial banks in Kenya. The study used a causal research design and 

multiple regression analysis. The study found out that there is a strong impact between the 

CAMEL components on the strategic performance of commercial banks. The study also 

established that capital adequacy, asset quality, management efficiency and liquidity had 

weak relationship with strategic performance. The study concludes that CAMEL model can 

be used as a proxy for credit risk management. 

Kolapo, Ayeni and Oke (2012) studied the effect of credit risk on the various strategies 

adopted by commercial banks in Nigeria. The results showed that the effect of credit risk on 

bank strategy adoption which was measured. The findings revealed that credit risk 

management has a significant impact on the various strategies of commercial banks in 

Nigeria. They recommended that banks in Nigeria should enhance their capacity in credit 
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analysis and loan administration while the regulatory authority should pay more attention to 

banks’ compliance to relevant provisions of the Bank and other Financial Institutions and 

prudential guidelines. Using panel data the study revealed that banks with lower market 

power tend to take on lower credit risk and have lower probability of default. The findings 

also revealed that capital requirements reduce credit risk, but this effect weakens for banks 

with sufficient market power. The study also investigates whether regulations have an 

independent effect on bank risk-taking or whether their effect is channeled through the 

market power possessed by banks. They used data from the Central and Eastern European 

banking sectors over the period 1998–2005. The empirical results suggest that banks with 

market power tend to take on lower credit risk and have a lower probability of default. 

Capital requirements reduces risk, however banks with strong market power significantly 

weakens or can even be reversed. Higher activity restrictions in combination with more 

market power reduce both credit risk and the risk of default, while official supervisory power 

has only a direct impact on bank risk. This study will seek to examine if there is any 

relationship between credit risk compliance and the banks strategy. 

2.3.2 Liquidity Compliance and Bank’s Strategies 

Liquidity compliance ensures a bank has the capacity to comfortably acquire or sell an asset 

in the market without affecting the asset price. Odunga, Nyangweso and Nkobe (2013) 

examine the effects of liquidity and capital adequacy on the operational strategies of 40 

commercial banks in Kenya for the period 2005-2011. They found that bank’s operational 

strategies are influenced by how a bank moves forward in an effort to streamline its 

operational strategies. They added that commercial banks with enough liquid assets tend to 

draw more confidence with customers because of the ability to address short-term financial 

obligations. It is therefore important for the central bank to ensure full compliance with the 

minimum liquidity requirement by commercial banks. 

An empirical study conducted by Loutskina (2010) examined the relationship between 

securitization and liquid assets among commercial banks. The author observed that when 

faced with a sudden interest rate hike, banks that securitize will utilize internal source of 

funding rather than borrow at a high cost in order to maintain their lending activities. 

Loutskina study also revealed that banks with more loans that are securitizable are more 
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liquid and therefore less sensitive to fund shocks that arise from changes in the monetary 

policy.  For a bank to improve its performance, it must pursue both liquidity and profitability. 

Kamau (2009) argued that when banks hold high liquidity, they do so at the opportunity cost 

of some investment, which could generate high returns. The present study will seek to 

establish whether liquidity compliance positively or negatively affects the strategies adopted 

by commercial banks in Kenya. 

 

2.3.3 Capital Requirement Compliance and Bank’s Strategies 

Every bank is required to maintain a minimum amount of capital with the central bank to 

safeguard depositors. Gudmundsson, Ngoka-Kisinguh and Odongo (2013) study sought to 

find out the role of capital requirements on bank competition and stability in Kenya for 36 

commercial banks in the period 2000-2011. Their study adopted the Lerner index and the 

Panzar and Rosse H-statistic to measure competition in Kenya’s banking industry. 

Approximations of both the Lerner index and the H-statistic showed that competition in the 

Kenyan banking sector had reduced over the study period. The study approximated the fixed 

effects of capital requirements on bank competition and stability for using a panel regression 

model. The log of core capital was positive and significant while squared log of core capital 

was negative and significant which is an implication that an increase in core capital reduces 

competition up to a point and then increases competition. Return on equity showed a positive 

relationship in support of the evidence that capital regulation improves the performance of 

banks and financial stability.  

 

Regardless of such regulatory framework, the major intention of holding capital is to build 

the internal strength of the bank to withstand losses during crisis (Dang, 2011). Elsewhere it 

is argued that capital also affects performance via creating liquidity, hence banks with strong 

capital position are able to reduce their financing costs, for example by paying low interest 

rates on their debt (Diamond & Rajan, 2011). However, holding high capital level is not 

without drawbacks: a higher CAR ratio reduces the ROE due to two mechanisms: a high 

ratio indicates a lower risk and the theory of markets to balance advocating a strong 

relationship between risk and profitability would lead us to infer a lower profitability 
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(Diamond & Rajan, 2011). Kamau (2009) asserts that adequate capital requirements help to 

lessen the chance that banks will become insolvent if sudden shocks occur. 

 

2.3.4 Corporate Governance Compliance and Bank’s Strategies 

In the evaluation of the effects of capital adequacy requirements on the strategic 

implementation process of commercial banks in Kenya, Sentero (2013) applied descriptive 

research design targeting all 43 commercial banks operating in Kenya that had been in 

existence in the last five years, licensed and registered under the Banking Act Cap. 488. To 

measure economic efficiency the study adopted the Data Envelopment Analysis (DEA) 

techniques. The value of the F statistic indicated that the overall regression model was 

significant implying that there is a significant relationship between the predictor variables of 

capital adequacy ratio and the efficiency of commercial banks in Kenya. Nasieku (2014) 

analyzed how Basel capital adequacy framework has affected economic efficiency and 

behavior of banking sector in Kenya. The study adopted non-parametric approach, Data 

envelopment Analysis (DEA) to analyze bank economic efficiency and   Malmquist index 

(MPI) to measure growth of banks in Kenya during 2001-2011 period of analysis. She found 

that the behavior of banking sector in Kenya in terms resource allocation and utilization 

(efficiency) was affected by level of capital held by bank and the counties economic 

situation. The author further found that average capital levels of commercial banks in Kenya 

remained significantly above statutory minimum. On maintaining a specific stand in credit 

market the study found that, Basel risk sensitive measure of capital does not jeopardize 

ability of banks to service the economy.  It was contended that banks choose to hold capital 

cushion for economic benefits but not because of regulatory.  

2.4 Strategies Adopted By Banks to Enhance Regulatory Compliance    

A strategy refers to a long-term direction that a business adopts to attain competitive 

advantage in vibrant business environment through the use of resources and competence to 

achieve the expectations of stakeholders (Chege, 2013). According to Ferreira, Raposo, and 

Mainardes (2014) strategy can refer to anything ranging from a well drafted way of action, 

positioning in a given environment to the rationale behind an organizational existence. A 

strategy is considered an important aspect of modern organization, in helping the 
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organization define its success path. Organizational management are currently informed by 

strategy that are formulated in line with the mission and vision of the organizations. 

Banks are also involved in strategies in their management and operations, they strategically 

involved themselves in different activities (Roengpitya, Tarashev & Tsatsaronis, (2014). 

Strategies are normally flexible and organizations adjust and readjust to different prevailing 

condition by adopting different strategies. The banking industry is made up of a set of 

institutions, instruments and markets which are set up in the context of a regulatory 

framework. Operating in this dynamic environment, banks are faced with challenges for 

attaining competitive edge in the face of fast changing technological, economic, social and 

regulatory environment (Kumar, 2014). It is therefore necessary for banks to create a clear 

and effective strategy to navigate in their dynamic environment. According to Roengpitya, 

Tarashev and Tsatsaronis, (2014) banks change over time in reaction to changes in their 

economic environment as well as to changes in fresh rules and regulations. 

The financial crisis of 2008 was widely blamed on lack of regulations in the financial sector 

that was not closely watched (Franzese, 2013). Following the 2008 financial crisis state 

bodies responded with increased regulatory meant to keep banks and financial institution safe 

from plunging to such a crisis again. Banks were thus faced with new regulations that were 

stricter and highly monitored to ensure compliance. In the back of this tight regulation banks 

have had to adopt new strategies that will enable place them at a safe place compliant with 

the regulatory requirement. According to estimation by Memminger and Huber (2015) future 

oriented banks in United States, United Kingdom and Switzerland reacted to the stricter 

regulation by adjusting their strategy and structure to enhance resilience and increase the 

level of resolvability. 

It is observed banks in Europe suffered under the new strict regulation imposed after the 

financial crisis of 2008. Their earnings were affected with the new regulations and they 

recorded low profits. Hence they were forced to significantly reduce their balance sheets in 

an effort to attain their capital targets and enhance their liquidity profiles (Memminger & 

Huber, 2015). The strategy of reducing balance sheet has been popular in the banking 

industry. Spremann, Rabensteiner and Lang (2009) noted that reducing balance sheet strategy 
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is applied to cost-efficiently stabilize incomes, this is in an effort to minimize costs of 

financial crisis, decreased taxes and improved strategic flexibility.  

Several studies have recommended various strategies that can be adopted to enhance 

regulatory compliance. Veron and Wolff (2015) recommended how financial regulatory 

compliance could be enhanced in Asia. One of the key measures is to diversify the financial 

sector in terms of both number of domestic competitors and types of saving and lending 

instruments available. Many central banks through their financial stability reports (FSRs) 

attempt to assess the risks to financial stability by focusing on a small number of key 

indicators. In Kenya, some banks have expanded their branch networks in the region. Such 

banks pose an increasing challenge for regulators across Africa (Beck 2013). Financial 

integration implies that the negative externality costs of bank failure go beyond national 

borders that are not taken into account by national regulators and supervisors. The following 

subsection discusses some of the strategies that can be adopted by commercial banks in order 

to enhance regulatory compliance. 

2.4.1 Income Diversification 

Income diversification results to more steady net operating as well as a higher risk-adjusted 

financial performance (Osman, Serhat & Yusuf, 2013). Banks are increasingly exploiting 

nontraditional avenues of generating income, to the extent that in recent times, almost half of 

banks’ incomes in the US are obtained from nontraditional activities and this reflects not only 

a diversification of banks into nontraditional activities, but also a shift in the way banks earn 

money.  According to Osman, Serhat and Yusuf (2013) income diversification is popular in 

banks due to the fact that service fees, net trading profits and other non-interest earning are 

not correlated or have imperfect correlation with the net interest income. As margins and fees 

tended to tighten in many domestic banking markets during the 1980s and 1990s, many 

banks responded by implementing strategies of product diversification, merger and overseas 

expansion in an attempt to defend their profitability. Diversification of banking activities also 

includes venturing into off-balance sheet activities. Such activities, though not entirely new 

from a historical perspective, have expanded considerably in range and scope in recent years 

(DeYoung & Rice, 2014). 
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According to Nachane and Ghosh (2002), the main reason for the dramatic growth of bank 

off-balance sheet activities has been that banks may have used them as a means of 

augmenting earnings to offset reduced spreads on traditional on-balance sheet lending 

business. While the basic functions of banks and other financial service companies have 

remained relatively constant over time, the specific products and services through which 

these functions are provided have changed. The theoretical case for income diversification 

seems to be supported by Markowitz portfolio theory and the conventional wisdom of 

seeking not to put all eggs in the same basket. It has also been argued that combining 

different types of income earning activities non-interest and interest earning assets results in 

rebalancing of income away from interest income and may increase return and diversify risks 

which affect regulatory compliance (Gamra & Plihon, 2011). Nonetheless, the evidence that 

benefits of revenue diversification exist is quite mixed. For example, Sanya and Wolfe 

(2015) in their study of 226 listed banks in 11 emerging economies highlighted the fact that 

revenue diversification by banks can create value. However, they warn that there are adverse 

effects in over-relying on non-interest income.  

2.4.2 Financial Innovations 

Financial innovation provides fresh products and strategies to suit various situations of time 

and market and to attain various requirements of members in the financial system. According 

to Solans (2003) innovation in the banking industry is perceived as the creation and 

promoting of new financial tools, technologies, instructions and markets that enable 

information access, trading and modes of payments. Innovation is brought about by among 

other factors, decrease in costs of bankruptcy, tax advantages, decrease in moral hazards, 

decreased regulatory expenses, transparency and customization (Gorton & Metrick, 2010). 

In another study, Beyani and Kasonde (2014) examined the financial innovation and its 

importance on modern risk management systems. The researchers concluded that it is 

imperative for firms to readily adopt modern risk management systems in order to mitigate 

against business risks hence ensure survival for the long run. It was further established that 

banks ought to have a futuristic view when formulating risk measurement systems bearing in 

mind that rapid technological changes and rapid markets growth are readily changing. This 

will ensure that they remain relatively stable despite prevailing industry situations. The study 
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also revealed that institutional, process and product innovations will always present 

heightened risk levels especially due to unfamiliarity levels at first.  Therefore, banks need to 

adopt innovations that promise high returns but at reasonable risk levels so as not to 

compromise regulatory compliance.  

In another research, Wang, Gui and Ma (2015) carried out a study on the risks of Chinese 

commercial banks as a result of independent innovation. Research findings showed that 

financial innovations essentially increase the circulation of capital which in turn leads to 

safety of assets through higher profitability and liquidity. This in turn positively improves 

banks stability as they are able to handle and counter existing negative market forces with 

ease. Despite the recognized importance of financial innovation and an extensive descriptive 

literature, there have been surprisingly few empirical studies. This situation has denied the 

banks the much-needed information regarding this important area of financial innovations 

sometimes leading to reverse causality in the innovation-financial performance relationship. 

Otoo (2013) study found that some banks in Kenya had adopted some financial innovations 

28 such as credit cards, mobile, internet and agency banking. The financial innovations had 

great impact on the financial performance of the banks which has led to increased regulatory 

compliance. This will be adopted as an independent variable in the study. 

2.4.3 Financial Reconciliation 

Financial reconciliation is a necessary activity for making sure that there is effective financial 

management. Njonde and Kimanzi (2014) opines that a comprehensive record keeping 

system makes it possible for entrepreneurs to develop accurate and timely financial reports 

that show the progress and current condition of the business. Better reports on cash 

reconciliation will enable the commercial banks to keep track of any loopholes that may arise 

for cash frauds. In a bid to identify a number of antecedents associated with fraudulent 

financial reporting, Bell and Carcello (2000) conducted a study which found out that such 

items as rapid growth, weak or ineffective internal controls, managerial preoccupation with 

meeting earnings projections, and aggressive managerial attitudes coupled with weak control 

environments increase cash mismanagement in financial institutions.  
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Cheptumo (2010) studied response strategies to fraud related challenges by Barclays Bank of 

Kenya. Among other findings, the study reported that Proactive fraud detection procedures 

such as data analysis, continuous auditing techniques, and other technology tools can be used 

effectively to detect financial instability involving cash reconciliation failures by identifying 

anomalies, trends, and risk indicators within large populations of transactions. A study by 

Abdul-Rahamon and Adejare (2014) showed that there is need for the owners and managers 

of the commercial banks to embrace proper accounting records keeping in order achieve 

regulatory compliance. More efforts need to be channeled on accounting record keeping for 

effective performance of business units because accounting record keeping strongly affects 

performance of small scale business units. This study will seek to show how financial 

reconciliation relates to the banks strategic response to the regulatory requirements. 

2.4.4 Supervisory Policy Strategy 

Monetary, fiscal, and prudential supervisory policies can be significant contributors to 

creating a systemically risky or stable financial environment (Garicano & Lastra, 2010). 

Supervisors charged with implementing policy, whether through a new macro-prudential 

supervisor or as part of an existing institution, must inform and be informed by monetary, 

fiscal, prudential, competition, and other government policies (Garicano & Lastra, 2010). In 

all cases, however, there must be due regard for the sole or primary responsibility of these 

other supervisors in their areas of authority. If the macro-prudential supervisor is not the 

central bank, for example, it should not be given the authority to set or unduly influence 

interest rates, though it may be appropriate to allow it to comment at times when excessively 

low or high interest rates over a long period of time pose a macro-prudential threat.  

The special relationship between monetary policy and macro-prudential policy implies a 

pivotal role for the central bank even if macro-prudential authority is not vested in the central 

bank. In addition, while a close relationship with governmental authorities charged with 

fiscal policy is necessary, the macro-prudential supervisor should not be so closely linked to 

the fiscal authorities that its political independence is, or appears to be, compromised 

(PadoaSchioppa, 2004). This study has adopted supervisory policy strategy as one of the 

variables which will be examined in this particular study. 
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2.4.5 Developing Bank Policy on Regulatory Compliance 

It is good practice to develop a policy that clearly stipulate how businesses respond to 

various circumstances. In almost all cases, this policy should aim at fostering market 

mechanisms in the functioning of the banking system, especially the setting of interest rates 

for saving and borrowing and competition among banks (Cihak et al., 2012). It is natural for 

governments everywhere to be tempted to distort the functioning of the financial system to 

facilitate the financing of their own operations or of specific economic activities or agents 

that they favor, a stance that the economic jargon loosely refers to as financial repression. 

But this temptation of financial repression should be resisted in most circumstances, except 

during wars or other acute and temporary national emergencies. Specifically, the 

compression of interest rates offered to savers through a combination of capital controls and 

constraints on domestic banks a common form of financial repression is typically 

destabilizing, because it encourages savers to find their way around the interest rate caps with 

harmful unintended consequences (Lardy, 2014).  

In the absence of a generally accepted framework for financial stability, policymakers in 

developing countries need to exercise judgment while determining which choices are best 

suited to their specific situation (Posen & Véron, 2015). The most important point is that 

there is no simple linear relationship between financial repression and stability postponing or 

avoiding financial liberalization not only has costs but so doing can itself undermine 

systemic stability in developing economies (François & Sud, 2006). That fact holds, even 

though it is undeniable that Anglo-American light-touch financial regulation and supervision 

were destabilizing and warn us to avoid extreme deregulation (Saal, Lindgren & 

Garcia, 1996).  

Posen and Véron (2015) offer the following guidelines for policymakers pursuing regulatory 

compliance in commercial banks in developing countries: Bank-based or bank-centric 

financial systems are not inherently safer than systems that include meaningful roles for 

securities and capital markets. Domestic financial systems should be steadily diversified in 

terms of both number of domestic competitors and types of saving and lending instruments 

available (and thus probably types of institutions).  
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Posen and Véron (2015) further argued that financial repression should be focused on 

regulating the activities of financial intermediaries and investment managers/funds, not on 

compressing interest rates and returns for domestic savers. Cross-border lending from 

regional financial centers in foreign currency should be in limited quantities only for top 

companies, but creation of multinational banks’ subsidiaries in the local economy and local 

currency lending and bond issuance should be encouraged. Macro-prudential tools can be 

useful and, if anything, are more effective in less open or less financially deep economies 

than in more advanced financial entrecotes, but they must be used aggressively when needed 

and are particularly suited for dealing with real estate booms/busts. This study will seek to 

show how the bank policy strategy relates to the regulatory compliance for commercial banks 

in Kenya. 

2.5 Chapter Summary 

This chapter presented a review of previous research done on studies related to the impact of 

bank regulatory compliance on strategies adopted by commercial banks in Kenya. It 

specifically presented literature on the regulatory requirements that affect strategies adopted 

by Kenyan banks; macro-economic factors and financial; how regulatory compliance affect 

banks’ strategies and also the strategies adopted by banks to enhance regulatory compliance. 

The next chapter presents the research methodology adopted in this study. 

 



32 

 

CHAPTER THREE 

3.0 RESEARCH METHODOLOGY 

3.1 Introduction 

This chapter presents the research design and methodology that was used in carrying out the 

study. Specifically, it focuses on the study design, target population the sampling procedures, 

sample size, research instrument, data and data collection and analysis in that order.  

3.2 Research Design 

Research design is a general framework that outlines how the researcher would go about 

answering the research questions (Cooper & Schindler, 2006). The research design adopted 

in the study was descriptive design. Descriptive research design is based on the fact that the 

researcher narrates how various events regarding a certain phenomenon occur without 

interfering with the subjects under study. Descriptive studies describe characteristics 

associated with the subject population and explain the relationship that exists between these 

variables in order to provide a picture of a particular phenomenon (Cooper, Schindler & Sun, 

2006). This approach was adopted as it allowed the collected data (results) to be presented by 

means of simple statistics, figures and tables, percentages and mean scores, and frequency 

distributions.  

3.3 Population and Sampling Design 

3.3.1 Population 

Population constitutes all the elements of interest that necessary conclusion will be based on 

(Cooper & Schindler, 2006). The target population in the study comprised of top 

management, middle management and staff involved in strategy formulation and 

implementation. This study targeted licensed commercial banks, drawn from the categories 

based on Central Bank categorization of tiers namely tier 1, 2 and 3. These included Barclays 

Bank, Equity Bank, Kenya Commercial Bank of Kenya, Stanchart, Co-operative Bank, 

Commercial Bank of Kenya, Spire Bank, Credit Bank, and K-Rep Bank all headquartered in 

Nairobi. These were targeted since in the recent past, there have been reports showing that 

they regulations have impacted on their performance negatively. Table 3.1 provides the 

summary of population distribution. 
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Table 3.1: Population Distribution 

Level of Management Target Population 

Senior Management  70 

Middle Level Management  240 

Total 310 

 

3.3.2 Sampling Design 

This is the process of selecting respondents in the selected projects who would provide 

necessary information to test the hypotheses in order to realize the research objectives. From 

these it would be possible to make generalizations of the findings to be applicable to the 

entire population. Sampling design is a survey plan arrived at prior to data collection and 

ensures that a representation is obtained from a given population (Saunders, Lewis & 

Thornhill, 2016). Stratified random sampling was used to identify the respondents in order to 

ensure that the target population is appropriately represented in the sample in order to 

increase the efficiency of the study (Kothari, 2007; Bartlett, Kotrlik & Higgins, 2001). 

Proportional allocation procedure was used to ensure that each element in each stratum have 

equal probability to be selected for the study. Computer random numbers were generated for 

each category and respondents assigned these numbers randomly.  

 

3.3.2.1 Sampling Frame 

A sampling frame is a list of the elements from which a sample is drawn (Cooper & 

Schindler, 2001). The study`s sample frame was obtained from the Central bank based on the 

banks` categorization. Thereafter, a list of respondents was obtained from the human 

resources records of the selected banks.  

3.3.2.2 Sampling Technique 

Sampling technique is a method of selecting representative elements for a study in a way that 

they represent the attributes of a larger group (Kothari 2007). The sampling technique 
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employed was stratified random sampling given the heterogeneity of the target population. In 

this case, respondents were categorized in terms of their levels ranging from top 

management, middle level and support staff.  

3.3.2.3 Sampling Size 

The size of a study sample is always critical in producing meaningful results. The sample 

size of respondents from the projects was calculated using the formula suggested by Krejcie 

& Morgan (1970). This method gives a sample size that is sufficient to provide reliable and 

valid data that can be triangulated for purposes making necessary inferences. This formula is 

specified as shown 

S =      X2 NP (1 - P) 

d2 (N – 1) + (X2P (1-P) 

 

Where: S = required sample size; X2 = the table value of chi-square for 1 degree of freedom 

at the desired confidence level (3.84); N = the population size 310 and P = the population 

proportion (assumed to be .50 since this would provide the maximum sample size); d = the 

degree of accuracy expressed as a proportion (.05). 

 

S  = 3.84 (310) (0.5) (1 – 0.5) 

    0.0025(310 -1) + (3.84)(0.5) (1 – 0.5) 

 

 

Therefore, S =   297.6/90.08/1.7325 = 171.774 is approximately 172. This sample size is 

adequate to undertake necessary statistical analyses including correlation analyses, multiple 

regressions and stepwise regression (Krejcie& Morgan, 1970; Cohen, 1988; Chuan & 

Pascual, 2006). With the sample size determined, the sample size selected among different 

categories is shown in Table 3.2. 
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Table 3.2: Sample Size 

Level of Management Target Population Sample Size 

Senior Management  70 39 

Middle Level Management  240 133 

Total 310 172 

3.3.2.4  Sampling Procedure 

Stratified random sampling was used to identify the respondents in order to ensure that the 

target population is appropriately represented in the sample in order to increase the efficiency 

of the study (Kothari, 2007; Bartlett, Kotrlik & Higgins, 2001). Proportional allocation 

procedure was used to ensure that each element in each stratum have equal probability to be 

selected for the study. Computer random numbers were generated for each category and 

respondents assigned these numbers randomly.  

3.4 Data Collection Methods 

Data collection involves the gathering of raw data, presented to the researcher from the 

study’s environment and processed into meaningful information (Mugenda & Mugenda 

2003).  In this study both primary and secondary data were collected. Primary data was 

collected through questionnaires that contained both closed and open ended questions. The 

questionnaire was divided into various sections which captured the respondents’ general 

information and specific information drawn from the research questions. Secondary data on 

the other hand was collected from secondary sources including the banks’ strategic plans, 

published quarterly, semi-annual and annual reports.  

3.5 Research Procedures 

This is a sequence of structured activities that have a start and end timeline, with the aim of 

performing accomplishing task (Kombo & Tromp, 2011). Since banks are located in security 

controlled areas, the researcher sought permission from the departmental heads to conduct 

the study within the bank’s premises. This request was accompanied by the questionnaire, a 
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brief introduction of the aim of the study and its significance to enable the respondent 

comprehensively understand the questions and respond in a timely manner.  

The data collection instrument was broken down into specific attributes that were measured 

using the Likert scale. According to Mugenda and Mugenda, (2003) investigators attempt to 

maximize the reliability and validity of the data they collect by using properly constructed 

tools, appropriate data collection procedures and sampling techniques that not only target the 

right population but also yield accurate data. Validity establishes whether the test measures 

what it purports to measure. Validity was done by test-retest method of the questionnaires on 

some selected staff from the target population considered to have the same characteristic with 

the ones in the target population. 

 

A Reliability test, evaluates whether the items used in measuring a variable are internally 

consistent. This study used the Cronbach's Alpha value, which has a standard and 

recommended level of alpha at 0.70. According to the findings, the variable ‘regulatory 

requirements that affect strategies adopted by Kenyan banks’ had an alpha = 0.806, also the 

variable ‘how regulatory compliance affect banks’ strategies’ had an alpha = 0.858 and lastly 

the variable ‘strategies adopted by banks in Kenya’ had an alpha = 0.797. This shows that all 

the variables attained the recommended threshold of 0.7. The results are illustrated in table 

3.3.  

 

Table 3.3: Reliability Test 

Variable  

Cronbach's 

Alpha 

Number of 

Items 

Regulatory requirements that affect strategies adopted by 

Banks 0.806 7 

Effect of Regulatory Compliance on Banks’ strategies 0.858 6 

Strategies adopted by Banks  0.797 6 

 

It is assumed that while collecting data from a sample population the data tends to follow a 

normal distribution. It is important to have a normal distribution data in order to get the 
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correct results in statistical test, however large sample size of more than 30 samples often 

have a normal distribution in spite of the shape of the data distribution. In a normal sample 

distribution, the data distribution is also considered normal (Field, 2009; Elliott & 

Woodward, 2007). For test of compliance to normal, linear and homogeneity by the data 

collected, histogram, plot of residuals could be used as well as scatter diagram. In the study, a 

scatter diagram was used as shown in Figure 3.1. 

 

Figure 3.1: Scatter Diagram 

 

Further, the residual values demonstrated a distribution pattern which formed a cluster 

around a straight line in a probability plot. This affirms normality of the data which allows 

for necessary data analysis. The results also show normality assumption for all the points on 

the normal P-P plot having an average spread in a linear diagonal trend from top right to 

bottom left. This is equally summarized in Figure 3.2. 

 

Figure 3.2: Scatter Plot 
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The figure reveals that data collected had complied to normality test for the residual values of 

the study variables, which had been standardized and concentrated around the centre along 

the zero (0) point as reported by Hair et al (2006). According to Hair et al. (2006) the random 

and even distribution of residual values throughout the scatter-plot meant that the linearity 

assumptions had been met. By extension, this implied that there was no violation of the 

assumptions of normality, linearity and homoscedasticity. 

3.6 Data Analysis Methods 

The data collected was cleaned, validated, edited and coded then summarized using SPSS to 

obtain both descriptive and inferential statistics. Descriptive statistics include but not limited 

to frequency tables, pie charts, line graphs, means and other measures of central tendency. 

On the other hand, inferential statistics will include regression analysis as well as statistical 

tests.  

3.7 Chapter Summary 

The chapter describes the research design and methodology that used in carrying out the 

study. Specifically, the chapter describes the research design, target population, sampling 

frame and sampling design. Others include the sample size, data collection and analysis, 

research procedures as well as data reliability and validity. The next chapter provides results 

and findings followed by the summary, discussion, conclusion and recommendations in 

chapter five. 
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CHAPTER FOUR 

4.0 RESULTS AND FINDINGS  

4.1 Introduction 

This chapter provides the study results in relation to the objectives of the study. The chapter 

first presents the response rate according to the questionnaire received back from the 

respondents. It follows with the demographic information of the respondents. The ensuing 

part has been categorized into descriptive and inferential sub-section entailing the study 

objectives. Findings are presented in figures and tables.  

 

4.2 Response Rate and Background Information 

In this sub-section, results are reported in terms of response rate and respondents’ 

background information.  

4.2.1 Response Rate  

A total of 172 questionnaires were distributed to the respondents. Out of these, 150 

questionnaires were duly filled and returned. This translated to 87% response rate. This 

response rate was considered satisfactory to conduct the analysis. The results are summarized 

in table 4.1. 

 

Table 4.1: Response Rate 

Category Frequency Percentage 

Responded 150 87 

Did not Respond 22 13 

Total 172 100 

 

4.2.2 Background Information 

Respondents’ background information is provided in the sub-section starting with gender 

followed by age. Others include level of education, position in the organization, and type of 

the institution among others. 
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4.2.2.1 Gender of the Respondents 

This study sought to examine the gender of the respondents, according to the results 67.74% 

of the respondents were male, while the remaining 32.26% were female. This shows that 

both gender were represented in the study. The representation of the male gender was 

however higher, at 35.48% more than the female gender. The results are summarized in 

Figure 4.1. 

 

  

 

 

 

 

  

 

Figure 4.1: Gender of the Respondents 

 

4.2.2.2 Age of the Respondents 

In terms of age of the respondents, the results are summarized in Figure 4.2. As shown in the 

figure, 38.71% of the respondents were aged between 25 to 34 years old, while 38.71% of the 

respondents were aged between 35 to 44 years old. On the other hand, 12.90% of the 

respondents were aged 45 to 54 years old with 9.68% aged below 25 years old. These 

findings show that majority of the respondents were aged between 25 to 44 years.  

Figure 4.2: Age of the Respondent 
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4.2.2.3 Education Level of Respondents 

This study further examined the education qualification of the respondents and the results 

summarized in figure 4.3. As shown in the figure, majority of the respondents (58.06%) had 

bachelor’s degree followed by 32.26% with master’s degree, while only 6.45% and 3.23% 

had a doctorate and diploma, respectively. This shows that all the respondents were literate 

and majority of them had bachelor’s degree. 

 

 

  

 

 

 

 

 

 

Figure 4.3: Education Level of Respondents 

 

4.2.2.4 Current Position  

In terms of designation, the results are summarized in Figure 4.4. The results show that 

70.97% of the respondents’ jobs were in the middle level management, with 19.35% of the 

respondents in senior management position and 9.68% being general staff. This shows that 

majority of the respondents were in the middle level management.  

 

 

 

 

 

 

Figure 4.4: Job Position of the Respondents 
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4.2.2.5 Type of Institution  

This study also looked at the type of institution that participated in the study. As shown in the 

Figure, more than half (58.06%) of the institutions were publicly owned, while the remaining 

41.94% of the institution were privately owned. This demonstrates that both the public and 

privately-owned bank institutions are affected by the regulations. 

 

 

 

 

 

 

 

Figure 4.5: Type of Institution 

 

4.2.2.6 Three-Tire Organizational Structure 

This study sought to establish the position of the participating organization in the three-tire 

bank organizational structure. The results as shown in Figure 4.6, show that 61.29% of the 

banks participating in the study were in tier I, 25.81% in tier II with the remaining 12.90% of 

the banks respondents in tier III.  

 

Figure 4.6: Three-Tire Organizational Structure 
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The results show that banks across the three-tier organizational structure were represented in 

the study respondents, although tier I had the majority representation, while tier III had the 

least representation in the study respondents. 

4.2.2.7 Years of Operations 

This study also looked at the number of years the participant organization have been 

operational. As shown in Figure 4.7, 80.65% organization had been in operational for 11 

years and beyond, while 16.13% of the organization had been in operation for between 6 to 

10 years. The remaining 3.23% of the organization had been operational for 1 to 5 years.  

 

 

 

Figure 4.7: Years of Operations 

The results show that most of the organization had been operational for 11 years and above, 

which is a long time enough for these banks to be having the right information for this study 

as based on the study objectives. 

4.2.2.8 Period Worked in the Organization  

This study further sought to find out the period that respondents had worked in their 

respective organizations. As shown in Figure 4.8, 32.26% respondents who had worked in 

their organization for less than 2 years with 32.26% of the respondents reporting 9 years and 

above. Similarly, 22.58% of the respondents had worked in the organization for 6 to 8 years 

with 1.90% had worked in their organization for 3 to 5 years. This shows that most of the 

respondents had either worked in the organization for 9 years and above or for less than 2 

years. 
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Figure 4.8: Period Worked in the Organization 

4.2.2.9 Cross Tabulation of Education Level and Job Position 

The researcher sought to find out the relationship of employees’ job position and their 

academic qualifications using cross tabulation. The results are summarized in table 4.2. The 

results show that employees with diploma qualification were all placed in the middle level 

management. The results also showed that 66.7% of the respondents with a bachelor’s degree 

were placed in the middle level management, 16.7% were placed in general staff and also 

another 16.7% with bachelor’s degree were placed in senior management.  

 

The results show that 80% of the respondents with master’s degree were in middle level 

management, while the remaining 20% were in senior management. Similarly, 50% of the 

respondents with doctorate degree were in middle level management and the other 50% were 

in senior management. This finding show that holders of diploma education only worked in 

the middle level management, while holders of bachelors’ education were spread across all 

the management levels, those with master’s degree were placed in the middle and senior 

management position. Employees with doctorate degree were also placed in the senior and 

middle level management. 

  

The middle level management staff comprised of 4.5% employees with diploma education, 

54.5% employees with bachelor’s degree education, 36.4% employees with master’s degree 
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and 4.5% employees with doctorate degree. The general staff was made up of only 

employees with bachelor’s degree, there were no employee with doctorate and master’s 

degree as well as diploma under the general staff category. The senior management staff had 

50% employees with bachelor’s degree, 33.3% employees with master’s degree and 16.7% 

employees with doctorate degree. There were no employees with a diploma education in the 

senior management position.  

 

This finding showed that only employees with bachelors’ education were in the general staff. 

The middle level management comprised of employees with either diploma, bachelors’, 

masters’ or doctorate education, however majority of employees here had bachelors’ 

education. The senior management had only employees with either bachelors’, masters’ or 

doctorate education, with majority also being those with bachelors’ education.  
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Table 4.2: Cross Tabulation of Education Level and Job Position 

 

Job position 

Total 

Middle level 

management 

General 

staff 

Senior 

management 

Education 

level 

Diploma % within Education 

level 100.0%   100.0% 

% within Job 

position 
4.5%   3.2% 

Bachelor % within Education 

level 
66.7% 16.7% 16.7% 100.0% 

% within Job 

position 
54.5% 100.0% 50.0% 58.1% 

Masters % within Education 

level 
80.0%  20.0% 100.0% 

% within Job 

position 
36.4%  33.3% 32.3% 

Doctorate % within Education 

level 
50.0%  50.0% 100.0% 

% within Job 

position 
4.5%  16.7% 6.5% 

Total % within Education 

level 
71.0% 9.7% 19.4% 100.0% 

% within Job 

position 
100.0% 100.0% 100.0% 100.0% 

 

4.2.2.10 Cross Tabulation of Type of Institution and Tier Structure 

Across tabulation, was also conducted to establish the relationship between the types of 

institution in the study and the three-tier structure. The results are shown in table 4.3. As 

shown 72.2% of the public owned banks were in tier I, 11.1% were in tier II and 16.7% of 

the public owned banks were in tier III. This shows majority of public owned bank are in tier 

I. Further, results showed that 46.2% of the privately-owned banks are in tier I, 15.4% are in 

tier II and 38.5% of the privately owned banks are in tier III. This reveals that privately-

owned banks are mostly in tier I and tier III.   
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The results also showed that 68.4% of the banks in tier I are publicly owned while 31.6% are 

privately owned. This show majority of tier I banks are publicly owned. Again 50% of tier II 

banks are publicly owned and the remaining 50% are privately owned. This indicates that 

both privately and publicly owned banks are equally represented in tier II. Lastly, 37.5% of 

the banks in tier III are publicly owned while 63.5% banks in tier III are privately owned. 

This shows that majority of the banks in tier III are publicly owned. 

Table 4.3: Cross Tabulation of Institution Type and Three Tier Structure 

 

Tier 

Total Tier I Tier II Tier III 

Type of 

institution 

 Publicly 

owned 

% within Type of 

institution 72.2% 11.1% 16.7% 100.0% 

% within Tier 
68.4% 50.0% 37.5% 58.1% 

Privately 

owned 

% within Type of 

institution 46.2% 15.4% 38.5% 100.0% 

% within Tier 
31.6% 50.0% 62.5% 41.9% 

Total % within Type of 

institution 61.3% 12.9% 25.8% 100.0% 

% within Tier 
100.0% 100.0% 100.0% 100.0% 

 

4.3 Regulatory Requirements that Affect Strategies Adopted by Kenyan Banks 

The first objective of study was to establish the regulatory requirements that affected 

strategies adopted by Kenyan banks. These were considered on a 5-point Likert scale, where 

1 = strongly agreed, 2 = agreed, 3 = neutral, 4 = disagreed and 5 = strongly disagreed. The 

results were computed in terms of frequencies in order draw necessary inferences.  
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These results are presented in table 4.4. As shown, 74% of the respondents strongly agreed 

that in Kenya, capital structure of banks is highly regulated, while 23% of the respondents 

agreed, with only 3% of the respondents strongly disagreeing and none of the respondents 

disagreed nor remained neutral. This is a clear indication that in Kenya the capital structure 

of banks is highly regulated. 

 

Further, 78% of the respondents strongly agreed that capital requirements were essential for 

banks performance, 19% also agreed and 3% disagreed while none of the respondents 

strongly disagreed or remained neutral. This is a revelation that capital requirements are 

essential for banks performance, as agreed by 97% of the respondents. In addition, 83% of 

the respondents strongly agreed that central bank of Kenya requires institutions to maintain 

minimum cash balances with it as a reserve against depositors and other liabilities, 13% also 

agreed, 3% strongly disagreed and 1% remained neutral while no one disagreed to this. This 

equally shows that the central bank of Kenya requires institutions to maintain minimum cash 

balances with it as a reserve against depositors and other liabilities, as agreed by 96% of the 

respondents. 

 

Similarly, 77% of the respondents strongly agreed that liquidity is required to meet regular 

financial obligations of the bank especially without dipping into its reserves, 19% also agreed 

and another 3% strongly disagreed and there was no one who disagreed or remained neutral 

on this. This reveals that banks in Kenya require liquidity to meet regular financial 

obligations of the bank without dipping into its reserves as reported by 97% of the 

respondents. As shown in the table, 61% of the respondents strongly agreed that corporate 

governance plays a big role in determining the future of the bank, this was also agreed among 

36% of the respondents, and however 3% of the respondents strongly disagreed while no one 

disagreed or remained neutral on this. This indicates that corporate governance in Kenyan 

Banks plays a big role in determining the future of the bank, as agreed by 97% of the 

respondents. 

 

In the Table, 10% of the respondents strongly agreed and 29% agreed that the bulk of the 

profits of commercial banks are not influenced by the amount of credit and non-performing 
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loans. On the other hand, 29% of the respondents disagreed and 23% strongly disagreed that 

the bulk of the profits of commercial banks are not influenced by the amount of credit and 

non-performing loans while 10% remained neutral on this. This shows that the bulk of the 

profits of commercial banks are not influenced by the amount of credit and non-performing 

loans in the banks, this was as disagreed by 52% of the respondents. Lastly, 19% of the 

respondents strongly agreed and 52% agreed that in Kenya credit risk management is highly 

regulated. Even though 3% strongly disagreed and 7% disagreed that In Kenya credit risk 

management is highly regulated while 19% remained neutral. This reveals that credit risk 

management is highly regulated in Kenya, as agreed among 71% of the respondents. 
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Table 4.4: Regulatory Requirements Affecting Kenyan Banks Strategies 

  

Strongly 

agree 
Agree Neutral Disagree 

Strongly 

disagree Total 

In Kenya the capital structure 

of banks is highly regulated 74% 23% 0% 0% 3% 100% 

Capital requirements are 

essential for banks 

performance 78% 19% 0% 3% 0% 100% 

Central bank of Kenya requires 

institutions to maintain 

minimum cash balances with it 

as a reserve against depositors 

and other liabilities 83% 13% 1% 0% 3% 100% 

Liquidity is required to meet 

regular financial obligations of 

the bank especially without 

dipping into its reserves 78% 19% 0% 0% 3% 100% 

Corporate governance plays a 

big role in determining the 

future of the bank 61% 36% 0% 0% 3% 100% 

The bulk of the profits of 

commercial banks are not 

influenced by the amount of 

credit and non-performing 

loans 10% 29% 10% 29% 23% 100% 

In Kenya credit risk 

management is highly 

regulated 19% 52% 19% 7% 3% 100% 
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4.3.1 Correlation of Regulatory Requirement Factors and Bank Strategies 

A correlation analysis was carried out to examine the relationship between factors under the 

regulatory requirement and the bank strategies variable as the dependent variable. The results 

show that there was a significant positive correlation between the variable, in Kenya the 

capital structure of banks is highly regulated and bank strategies, r=.733, p<.01. There was 

also a significant positive correlation between the variable, an indication that capital 

requirements are essential for banks performance, and bank strategies, r=.523, p<.01. 

Further, the central bank of Kenya requirement that institutions maintain minimum cash 

balances with it as a reserve against depositors and other liabilities, had a significant positive 

correlation with bank strategies, r=.669, p<.01. In terms of liquidity requirement to meet 

regular financial obligations of the bank especially without dipping into its reserves had a 

positive significant correlation with bank strategies as shown with, r=.582, p<0.01. In 

addition, corporate governance seem to play a big role in determining the future of the bank 

since this had a significant correlation with bank strategies, as shown with r=.433, p<0.05. 

The bulk of the profits of commercial banks are seem not to be influenced by the amount of 

credit and non-performing loans had an insignificant positive correlation with bank strategy, 

as shown with r=.021, p>0.05. Lastly, credit risk management was highly regulated, and had 

a significant relationship with bank strategies as shown with, r=.765, p<.01. These findings 

are illustrated in table 4.5. 
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Table 4.5: Correlation of Regulatory Requirement Factors and Bank Strategies 

Regulatory Requirement 

Bank 

Strategies 

In Kenya the capital structure of banks is highly regulated Pearson 

Correlation 
.733** 

Sig. (2-tailed) .000 

Capital requirements are essential for banks performance Pearson 

Correlation 
.523** 

Sig. (2-tailed) .003 

Central bank of Kenya requires institutions to maintain 

minimum cash balances with it as a reserve against depositors 

and other liabilities 

Pearson 

Correlation 
.669** 

Sig. (2-tailed) .000 

Liquidity is required to meet regular financial obligations of 

the bank especially without dipping into its reserves 

Pearson 

Correlation 
.582** 

Sig. (2-tailed) .001 

Corporate governance plays a big role in determining the 

future of the bank 

Pearson 

Correlation 
.433* 

Sig. (2-tailed) .015 

The bulk of the profits of commercial banks are not 

influenced by the amount of credit and non-performing loans 

Pearson 

Correlation 
.021 

Sig. (2-tailed) .910 

In Kenya credit risk management is highly regulated Pearson 

Correlation 
.765** 

Sig. (2-tailed) .000 

**. Correlation is significant at the 0.01 level (2-tailed). 

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

 

4.3.2 Regression Analysis 

In the study, a regression analysis was conducted to examine the impact of regulatory 

requirements on Kenyan banks’ strategies. A linearity test was first done to examine if there 

was linear relationship between regulatory requirement and bank strategies. The linearity 

between the dependent variable and independent variable was assessed through Pearson’s 

correlation coefficient. The results show that there was a significant positive linear 

correlation (r = 0.694, p-value<0.01) between regulatory requirements and bank strategies. 

The findings are shown are summarized in table 4.6. 
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Table 4.6: Correlations between Bank Strategies and Regulatory Requirements 

 Bank Strategies 

Regulatory 

Requirements 

Bank Strategies Pearson Correlation 1 .571** 

Sig. (2-tailed) 
 .001 

N 
31 31 

Regulatory Requirements Pearson Correlation .571** 1 

Sig. (2-tailed) 
.001  

N 
31 31 

**. Correlation is significant at the 0.01 level (2-tailed).  

4.3.2.1 Regression Model 

The regression performed included bank strategies in Kenya as the dependent variable and 

regulatory requirements as the independent variable. The results of the analysis are 

summarized in table 4.7. The relationship between bank strategies and regulatory 

requirements had a strength value of r=.571 and coefficient of determination, R-square (r2) 

=.327. This shows that in this model the independent variable, regulatory requirement 

accounts for 32.7% of the bank strategies among the banks. The remaining percentage is 

accounted for by factors outside this model. 

 

Table 4.7: Model Results of Bank Strategies and Regulatory Requirements  

Model R R Square Adjusted R Square 

Std. Error of the 

Estimate 

1 .571a .327 .303 .53298 

a. Predictors: (Constant), Regulatory Requirements  

Also conducted was the ANOVA to explain whether the regression model is statistically 

significant in predicting the dependent variable. The ANOVA results show that, p<.05, 

implying that the model is statistically significant in predicting the dependent variable. These 

findings are displayed in table 4.8. 
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Table 4.8: ANOVA Results of Bank Strategies and Regulatory Requirements 

Model Sum of Squares Df Mean Square F Sig. 

1 Regression 3.995 1 3.995 14.064 .001b 

Residual 8.238 29 .284   

Total 12.233 30    

a. Dependent Variable: Bank Strategies  

b. Predictors: (Constant), Regulatory Requirements  

The beta coefficient measures the significance of the independent variable in predicting the 

dependent variable. The results as shown in table 4.9, reveal that regulatory requirement has 

Beta of .571and p<.05 indicating that a 1-unit increase in regulatory requirement, bank 

strategies among banks increases by 0.520 units. The results are provided in table 4.11. The 

equation resulting from the coefficients is shown as Y = a +bX + e; where:  

Y= Bank strategies 

a = constant  

b = the slope of the line 

x= regulatory requirements 

e= error term 

y = .826 + 0.520X + 0.139 

 

Table 4.9: Regression Results  

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) .826 .273  3.025 .005 

Regulatory Requirements 
.520 .139 .571 3.750 .001 

a. Dependent Variable: Bank Strategies 
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4.4 Effects of Regulatory Compliance on Banks’ Strategies in Kenya 

The second objective of the study was to examine how the regulatory compliance affected 

strategies adopted by Kenyan banks. Factors concerning regulatory requirements were 

examined on a 5-point Likert scale, where 1 = strongly agreed, 2 = agreed, 3 = neutral, 4 = 

disagreed and 5 = strongly disagreed. These results are presented in table 4.10 show that 52% 

of the respondents strongly agreed that credit risk compliance is considered to be a very 

essential aspect that influence the various strategies adopted by commercial banks, 39% also 

agreed, 3% were neutral while 3% strongly disagreed with another 3% also disagreeing. This 

shows that credit risk compliance is considered to be a very essential aspect that influence the 

various strategies adopted by commercial banks, as agreed by 91% of the respondents.  

 

Further, 39% of the respondents strongly agreed, 52% agreed, 7% were neutral and 3% 

strongly disagreed that operational strategies were influenced by how a bank moves forward 

in an effort to streamline its operational strategies. This shows that operational strategies are 

influenced by how a bank moves forward in an effort to streamline its operational strategies, 

as agreed by the majority, 91% of respondents. In addition, 42% of the respondents strongly 

agreed that capital regulation improves the performance of banks and financial stability, this 

was also agreed by 42% and strongly disagreed by 3% of the respondents while 13% 

remained neutral. This shows that capital regulation improves the performance of banks and 

financial stability, as agreed by 84% of the respondents. In the table, 36% of the respondents 

strongly agreed, while 55% agreed that corporate governance affects strategies adopted by 

commercial banks. This notwithstanding, 3% of the respondents strongly disagreed by 3%, 

with 7% remaining neutral. This reveals that corporate governance affects strategies adopted 

by commercial since 91% of the respondents were in support. In the Table, 26% of the 

respondents strongly agreed, 39% of the respondents agreed that banks hold high liquidity. 

Nevertheless 10% disagreed and 3% strongly disagreed while 23% remained neutral.  This is 

an indication that banks hold high liquidity as an opportunity cost of some investment, which 

could generate high returns. Finally, 45% strongly agreed that liquidity requirements 

influence the various strategies adopted by commercial banks, 45% agreed, while 10% of the 

respondents disagreed. The results showed that liquidity requirements influence the various 

strategies adopted by commercial banks, as agreed by 90% of the respondents.   
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Table 4.10: Effects of Regulatory Compliance on Banks’ Strategies  

  
Strongly 

agree 
Agree Neutral Disagree 

Strongly 

disagree Total 

Credit risk compliance is 

considered to be a very 

essential aspect that influence 

the various strategies adopted 

by commercial banks 52% 39% 3% 3% 3% 100% 

Operational strategies are 

influenced by how a bank 

moves forward in an effort to 

streamline its operational 

strategies 39% 52% 7% 0% 3% 100% 

Capital regulation improves 

the performance of banks and 

financial stability 42% 42% 13% 0% 3% 100% 

Corporate governance affects 

strategies adopted by 

commercial banks in Kenya 36% 55% 7% 0% 3% 100% 

Banks hold high liquidity, they 

do so at the opportunity cost of 

some investment, which could 

generate high returns 26% 39% 23% 10% 3% 100% 

Liquidity requirements 

influences the various 

strategies adopted by 

commercial banks 45% 45% 0% 10% 0% 100% 

 

4.4.1 Correlation between Regulatory Compliance Factors and Bank Strategies 

A correlation analysis was carried out to examine the relationship between variable under the 

composite factor of regulatory compliance variable and the bank strategies variable as the 

dependent variable. The results show that credit risk compliance was considered to be a very 

essential aspect that influence the various strategies adopted by commercial banks and had a 

significant positive correlation with bank strategies (r=.682, p<.01). The study also show that 

operational strategies are influenced by how a bank moves forward in an effort to streamline 

its operational strategies, given that it had a significant positive correlation with bank 

strategies as shown with, r=.463, p<.01. The results also show that capital regulation 

improves the performance of banks and financial stability with a significant correlation with 

bank strategies, as shown with r=.414, p<.05. The Table also show that corporate governance 

affects strategies adopted by commercial banks positive given the positive significant 
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correlation with bank strategies (r=.598, p<.01). The table however show that the variable, 

banks hold high liquidity at the opportunity cost of some investment, which could generate 

high returns, had positive insignificant relationship with bank strategies, r=.248, p>.05. It 

also found out that the variable, liquidity requirements influences the various strategies 

adopted by commercial banks, had an insignificant positive correlation with bank strategies, 

r=.260, p>.05. These findings are illustrated in table 4.11. 

 

Table 4.11: Correlation between Regulatory Compliance Factors and Bank Strategies 

Effects of Regulatory Compliance Bank Strategies 

Credit risk compliance is considered 

to be a very essential aspect that 

influence the various strategies 

adopted by commercial banks 

Pearson Correlation .682** 

Sig. (2-tailed) 
.000 

Operational strategies are influenced 

by how a bank moves forward in an 

effort to streamline its operational 

strategies 

Pearson Correlation .463** 

Sig. (2-tailed) 
.009 

Capital regulation improves the 

performance of banks and financial 

stability 

Pearson Correlation .414* 

Sig. (2-tailed) .021 

Corporate governance affects 

strategies adopted by commercial 

banks in Kenya 

Pearson Correlation .598** 

Sig. (2-tailed) .000 

Banks hold high liquidity, they do so 

at the opportunity cost of some 

investment, which could generate 

high returns 

Pearson Correlation .248 

Sig. (2-tailed) 
.178 

Liquidity requirements influences 

the various strategies adopted by 

commercial banks 

Pearson Correlation 
.260 

Sig. (2-tailed) 
.158 

**. Correlation is significant at the 0.01 level (2-tailed). 

*. Correlation is significant at the 0.05 level (2-tailed).  
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4.4.2 Regression Analysis 

In the study regression analysis was conducted to examine the impact of regulatory 

compliance on the bank’s strategies. A linearity test was first done to examine if there was 

linear relationship between regulatory compliance and bank strategies. The linearity between 

the dependent variable and independent variable was assessed through Pearson’s correlation 

coefficient. There was a significant positive linear correlation (r = 0.694, p-value<0.01) 

between adopted bank strategies in Kenya and the regulatory compliance in Kenya. The 

findings are shown in table 4.12. 

 

Table 4.12: Correlations 

 

Regulatory 

Compliance Bank Strategies 

Regulatory Compliance Pearson Correlation 1 .694** 

Sig. (2-tailed)  .000 

Bank Strategies Pearson Correlation .694** 1 

Sig. (2-tailed) .000  

**. Correlation is significant at the 0.01 level (2-tailed). 

 

4.4.2.1 Regression Model 

The regression performed included bank strategies as the dependent variable and regulatory 

compliance as the independent variable. From the model statistics as shown in table 4.13, the 

relationship strength between bank strategies and regulatory compliance is r=.694 and the 

coefficient of determination, R-square (r2) =.482. This shows that in this model the 

independent variable, regulatory compliance accounts for 48.2% of the bank strategies 

among the Kenyan banks. The remaining 51.8% is accounted for by other factors outside this 

model consideration. 
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 Table 4.13: Model Summary 

Model R R Square Adjusted R Square 

Std. Error of the 

Estimate 

1 .694a .482 .464 .46756 

a. Predictors: (Constant), Regulatory Compliance  

Accompanying the regression model is the ANOVA table that is used to illustrate whether 

the regression model is statistically significant in predicting the dependent variable. 

According to findings as shown in the ANOVA table, p<.05, this shows that the model is 

statistically significant in predicting the dependent variable. These findings are displayed in 

table 4.14. 

 

Table 4.14: ANOVA 

Model 

Sum of 

Squares Df Mean Square F Sig. 

1 Regression 5.893 1 5.893 26.957 .000b 

Residual 6.340 29 .219   

Total 12.233 30    

a. Dependent Variable: Bank Strategies  

b. Predictors: (Constant), Regulatory Compliance  

The beta coefficient measures the significance of the independent variable in predicting the 

dependent variable. According to the results as shown in table 4.15, regulatory compliance 

has Beta of .694 and p<.05. This indicates that with 1-unit increase in regulatory compliance, 

bank strategies among Kenyan banks increases by 0.724 units. The results are illustrated in 

table 4.15. The equation resulting from the coefficients is shown as Y = a +bX + e where:  

Y= Bank strategies; a = constant; b = the slope of the line; X= regulatory compliance 

e= error term 

y = .521 + 0.724x + 0.139 
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Table 4.15: Regression Coefficients 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. B Std. Error Beta 

1 (Constant) .521 .258  2.023 .052 

Regulatory Compliance .724 .139 .694 5.192 .000 

a. Dependent Variable: Bank Strategies 

 

 

4.5 Strategies Adopted by Banks in lieu of the Regulations 

The third and final objective was to analyze the bank strategies adopted by Kenyan banks. 

The results were calculated to draw the percentages that helped to draw inferences. These 

results are presented in table 4.16. The results show that 80% of the respondents strongly 

agreed and 10% agreed that commercial banks are increasingly exploiting income 

diversification strategies to enhance bank performance, still 10% of the respondents were 

neutral while there was no disagreement with this. This shows that commercial banks are 

increasingly diversifying income generating strategies in order to sustain their performance. 

Similarly, 64% of the respondents strongly agreed with 23% disagreeing that commercial 

banks are adopting financial innovations that promise high returns but at reasonable risk 

levels. This was however disagreed by 10% of the respondents with 3% opting to remain 

neutral. This reveals that commercial banks continue to adopt financial innovations strategies 

aimed at higher returns but at reasonable risk levels, as agreed among 87% of the 

respondents.  

 

Additionally, 26% of the respondents strongly agreed while 39% agreed that commercial 

banks are adopting financial reconciliations that promise high returns but at reasonable risk 

levels. This shows that commercial banks in Kenya are adopting financial reconciliations that 

promise high returns but at reasonable risk levels, as agreed among 65% of the respondents. 

The table also show that 49% of the respondents strongly agreed with 48% agreeing that 

monetary, fiscal and prudential supervisory policies can be significant contributors to 

creating a systematically risky or stable financial environment. This was however strongly 

objected by 3% of the respondents. This clearly reveals that monetary, fiscal and prudential 
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supervisory policies can be significant contributors to creating a systematically risky or stable 

financial environment, as agreed among 97% of the respondents.  

 

In the table, 36% of the respondents strongly agreed while 45% agreed that Commercial 

banks were adopting bank policy on regulatory compliance to enhance bank performance, 

even though 3% of the respondents strongly disagreed as well as another 3% and 13% 

disagreed and remained neutral, respectively. This was an indication that commercial banks 

in Kenya are adopting bank policy on regulatory compliance to enhance bank performance, 

as agreed by 81% of the respondents. Lastly, 32% of the respondents and 42% strongly 

agreed and agreed, respectively that Commercial banks have embraced proper accounting 

records keeping in order to achieve regulatory compliance. This showed that Commercial 

banks in Kenya have embraced proper accounting records keeping in order to achieve 

regulatory compliance, as agreed among 74% of the respondents. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



62 

 

Table 4.16: Strategies Adopted by Banks in Compliance   

  

Strongly 

agreed Agreed Neutral Disagree 

Strongly 

disagree Total 

Commercial banks in 

Kenya are increasingly 

exploiting income 

diversification strategies 

to enhance bank 

performance 

80% 10% 10% 0% 0% 100% 

Commercial banks in 

Kenya are adopting 

financial innovations 

that promise high returns 

but at reasonable risk 

levels 

64% 23% 3% 10% 0% 100% 

Commercial banks in 

Kenya are adopting 

financial reconciliations 

that promise high returns 

but at reasonable risk 

levels 

26% 39% 19% 16% 0% 100% 

Monetary, fiscal and 

prudential supervisory 

policies can be 

significant contributors 

to creating a 

systematically risky or 

stable financial 

environment 

49% 48% 0% 0% 3% 100% 

Commercial banks in 

Kenya are adopting bank 

policy on regulatory 

compliance to enhance 

bank performance 

36% 45% 13% 3% 3% 100% 

Commercial banks in 

Kenya have embraced 

proper accounting 

records keeping in order 

to achieve regulatory 

compliance 

32% 42% 20% 3% 3% 100% 
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4.5.1 Regression Analysis 

As noted earlier, the study sought to establish the joint influence of regulatory requirement 

and regulatory compliance on bank strategies adopted in Kenyan banks. A multiple linear 

regression was carried out with two independent variable that included, regulatory 

compliance and regulatory requirement, the dependent variable was bank strategies. The 

model summary statistics are summarized in table 4.17, the relationship strength between the 

dependent variable (bank strategies) and the independent variables (regulatory compliance 

and regulatory requirement), r=.699 and the coefficient of determination, R-square (r2) =.488. 

This shows that in this model the independent variables, regulatory compliance and 

regulatory requirement jointly account for 48.8% of the bank strategies among the Kenyan 

banks. The remaining percentage is accounted for by other factors outside this model. 

 

Table 4.17: Model Summary Statistics 

Model R R Square Adjusted R Square 

Std. Error of the 

Estimate 

1 .699a .488 .452 .47279 

a. Predictors: (Constant), Regulatory Compliance, Regulatory Requirements  

The regression model was followed by ANOVA whose results are summarized in table 4.18. 

This was done to examine whether the regression model is statistically significant in 

predicting the dependent variable. The results show that the model is statistically significant 

in predicting the dependent variable as summarized in table 4.18. 

Table 4.18: ANOVA Results of Bank Strategies 

Model Sum of Squares Df Mean Square F Sig. 

1 Regression 5.974 2 2.987 13.364 .000b 

Residual 6.259 28 .224   

Total 12.233 30    

a. Dependent Variable: Bank Strategies  

b. Predictors: (Constant), Regulatory Compliance, Regulatory Requirements  
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The beta coefficient measures the significance of the independent variables in predicting the 

dependent variable. According to the results as shown in table 4.19, regulatory requirement 

has Beta of .122 and p>.05. Regulatory requirement had a beta of .603, p<.05. This shows 

that regulatory compliance was much better in predicting bank strategies than regulatory 

requirements. The regression coefficient for regulatory requirement was, 0.111, this shows 

that with 1 unit increase in regulatory requirement, bank strategies increases by 0.111. This 

was however insignificant as shown with p>.05. The regression coefficient for regulatory 

compliance was, 0.629, this shows that with 1 unit increase in regulatory compliance, bank 

strategies increases with 0.629 units. This was significant as shown with a p<.05. These 

results are illustrated in table 4.19. The equation resulting from the coefficients is shown as: 

Y = a +b1X1+ b2X2+ e 

Y= Bank strategies 

a = constant  

b = the slope of the line 

X1= regulatory requirements 

X2= regulatory compliance  

e= error term 

Y = .482 + 0.111X1 + 0.629X2 + 0.211 

 

Table 4.19: Regression Results of Bank Strategies   

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. B Std. Error Beta 

1 (Constant) 
.482 .268  1.795 .083 

Regulatory Requirements 

.111 .184 .122 .602 .552 

Regulatory Compliance .629 .211 .603 2.976 .006 

 

a. Dependent Variable: Bank Strategies 
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4.6 Chapter Summary 

This chapter has presented the research findings drawn from the data collected through 

questionnaire based on the study objectives. The results are presented in terms of descriptive 

and inferential statistics itemized in on the basis of the objectives. The next chapter provides 

the summary, discussion, conclusion and recommendations based on the findings.  
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CHAPTER FIVE 

5.0 DISCUSSION, CONCLUSIONS AND RECOMMENDATIONS 

5.1 Introduction 

This chapter provides a discussion to the study findings as reported in chapter four. It also 

provides the conclusion drawn from the findings and the recommendation proposed. The 

discussion here is presented according to the study objectives. Before the discussion, 

conclusion and recommendations, the first part of this chapter presents the study summary 

that highlights the key areas of the study.  

5.2 Summary 

The purpose of the study was to evaluate the impact of regulatory compliance and reforms on 

Kenyan bank’s strategies. This was guided by three specific objectives namely to: examine 

the regulatory requirements that affect strategies adopted by Kenyan banks; determine how 

regulatory compliance affects banks’ strategies; and examine the strategies adopted by banks 

to enhance regulatory compliance.  

This study took the approach of descriptive study design in order to evaluate the impact of 

regulatory compliance and reforms on Kenyan bank’s strategies. The target population of the 

study included the licensed commercial banks in Kenya categorized as tier 1, 2 and 3 by the 

Central Bank of Kenya. Stratified random sampling technique was used to select 172 the 

respondents to participate in the study. The sample elements comprised on senior 

management team, the middle level management and the general staff in the bank. Data was 

collected through structure questionnaire, which contained both open ended and closed ended 

questions. Data was analyzed using both descriptive and inferential statistics based on the 

study objectives. 

Regarding the regulatory requirements that affected strategies adopted by Kenyan banks the 

study, 97% of the respondents agreed that the capital structure of banks is highly regulated, 

while 3% of the respondents disagreed. It was also found out that capital requirements were 

essential for banks performance with 97% of the respondents agreeing, while the remaining 

3% disagreed. It was also established that the central bank of Kenya requires institutions to 
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maintain minimum cash balances with it as a reserve against depositors and other liabilities 

with 96% agreeing while 3% disagreed with the remaining 1% preferring to remain neutral. 

In addition, it was found out that banks in Kenya require liquidity to meet regular financial 

obligations of the bank without dipping into its reserves, this was almost all the respondents 

agreeing.  

The study also showed that corporate governance in Kenyan Banks plays a big role in 

determining the future of the bank, with a large majority (97%) of the respondents agreeing 

while a paltry 3% dissenting. The study also established that the bulk of the profits of 

commercial banks are not influenced by the amount of credit and non-performing loans in the 

banks. Lastly it was found out that credit risk management is highly regulated in Kenya with 

a significant percent estimated at 71% of the respondent agreeing while the remaining were 

of the contrary opinion. In terms of the correlation analysis between regulatory requirement 

factors and bank strategies, there was a significant positive correlation between this and the 

capital structure of banks; capital requirements; maintenance of minimum cash balances as a 

reserve against depositors and other liabilities.  

There was a positive and significant correlation between regulatory requirement and liquidity 

earmarked towards meeting regular financial obligations of the bank; corporate governance; 

credit risk management. The linear relationship between regulatory requirement and bank 

strategies was found to be positive and significant (r = 0.694, p-value<0.01). In the 

regression analysis regulatory requirement accounted for 32.7% of bank strategies among the 

Kenyan banks (r2 =.327, p<.05). The coefficient model shows that a 1- unit increase in 

regulatory requirement, bank strategies among Kenyan banks increases by 0.520 units (B = 

.520, p<.05). 

The results on the effects of regulatory compliance on banks’ strategies in Kenya, showed 

that credit risk compliance is considered to be a very essential aspect that influence the 

various strategies adopted by commercial banks with 91% of the respondents agreeing, 6% 

disagreed, while 3% were neutral. It was also established that operational strategies were 

influenced by how a bank moves forward in an effort to streamline its operational strategies 

with 91% supporting this, 3% disagreed while 7% were neutral. Results also indicated that 
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capital regulation improves the performance of banks and financial stability with 84% of the 

respondents supporting, 3% disagreed, while 13% remained neutral. Further, findings 

showed that corporate governance affects strategies adopted by commercial banks in Kenya, 

this was agreed by 90% of the respondents and 3% disagreed while 7% were neutral. It was 

also shown that banks hold high liquidity, they do so at the opportunity cost of some 

investment, which could generate high returns with 65% of the respondents agreeing, 13% 

disagreed, while 23% were neutral. Lastly, 90% of the respondents were in support of the 

fact that liquidity requirements influence the various strategies adopted by commercial banks, 

while the remaining 10% were of the contrary opinion.  

Correlation analysis between factors under the regulatory compliance variable and the bank 

strategies variable, showed that there was a significant positive correlation this and the credit 

risk compliance; operational strategies in an effort to streamline its operations; capital 

regulation meant to improve the performance of banks and financial stability and bank 

strategies. There was also a significant positive correlation between regulatory compliance 

and corporate governance strategies adopted by commercial banks. Notwithstanding this, 

there was however no significant positive correlation between the variable and liquidity; and 

liquidity requirements that influences the various strategies adopted by commercial banks. 

The linear relationship between regulatory compliance and bank strategies was found to be 

positive and significant (r = 0.694, p-value<0.01). The regression analysis showed that 

regulatory compliance accounted for 48.2% of the bank strategies among the Kenyan banks 

(r2 =.482. p<.05). The regression model shows that a 1-unit increase in regulatory 

compliance, bank strategies among Kenyan banks increases by 0.724 units (B = .724, p<.05). 

The results on the bank strategies adopted by Kenyan banks, it was found out that 

commercial banks in Kenya are increasingly exploiting income diversification strategies to 

enhance bank performance, with majority of the respondents (90%) supporting this, while the 

remaining 10% were neutral. It was established that commercial banks in Kenya are adopting 

financial innovations that promise high returns but at reasonable risk levels supported by 

87% of the respondents, 10% disagreed by 10% and 3% remained neutral. The study also 

reveals that commercial banks in Kenya are adopting financial reconciliations that promise 

high returns but at reasonable risk levels. It was also established that monetary, fiscal and 
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prudential supervisory policies can be significant contributors to creating a systematically 

risky or stable financial environment, this was agreed by 97% of the respondents and 

disagreed by 3%. The study also reveals that commercial banks in Kenya are adopting bank 

policy on regulatory compliance to enhance bank performance with 81% of the respondents 

agreeing, 6% disagreeing, while 13% were neutral. Lastly, it was found out that commercial 

banks in Kenya have embraced proper accounting standards in an attempt to achieve 

regulatory compliance with 74% of the respondents agreeing, 6% disagreed, while 20% were 

neutral. The multiple regression analysis showed that regulatory compliance and regulatory 

requirement jointly account for 48.8% of the bank strategies among the Kenyan banks (r2 

=.488, p<.05). In terms of beta value, the model results show that regulatory compliance 

significant in predicting bank strategies than regulatory requirements.  

5.3 Discussion 

5.3.1 Regulatory Requirements that Affect Strategies Adopted by Kenyan Banks 

The finding on the regulatory requirements that affected strategies adopted by commercial 

banks showed that in Kenya the capital structure of banks is highly regulated as supported by 

majority of the respondents. This finding resonates with Mwega, (2009) who noted that the 

CBK was established to assist in developing and maintaining sound financial and credit and 

the banking structure in Kenya where the capital structure of banks is regulated under the 

CBK. As argued by Acharya, Almeida and Campello (2013) capital requirement regulations 

represent a mainstay of banking sector policies around the world, which determine the 

precise amount and nature of banks’ capital.  

According to the findings capital requirements were essential for banks performance, this 

finding correlate to Chinoda, Chingombe and Chawuruka, (2015) who observed that, the 

minimum capital requirements in banks enable them to make profits, this is because attaining 

minimum capital minimizes the risks of distress in banks since banks will not be distressed 

by short-term borrowing that is normally costly. 

The study reveals that the central bank of Kenya requires institutions to maintain minimum 

cash balances with it as a reserve against depositors and other liabilities. As observed the 

Central Bank of Kenya requires a bank to maintain a statutory minimum of 20% of its 
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deposit liabilities and liquid assets (CBK, 2006). This finding supports Gray (2011) who 

noted that more than 90% of central bank across the world require banks to have a minimum 

reserve against their liabilities. It was also found out that banks in Kenya require liquidity to 

meet regular financial obligations of the bank without dipping into its reserves, this 

corresponds to Echekoba, Egbunike and Ezu (2015) who were of the opinion that banks must 

ensure that they keep a sound liquidity position always to ensure they can meet their financial 

obligations. 

It was also found out that corporate governance in Kenyan Banks plays a big role in 

determining the future of the bank. Contrary to the finding, Ermina and Maria (2010) found 

no evidence that corporate governance affected bank performance. The findings could be 

linked to the recent spate of a number of commercial banks either collapsing or being put 

under Central Bank receivership. Nyamongo and Temesgen (2013) could also not establish 

any effect of corporate governance factors on the performance of commercial banks in 

Kenya. The study has also established that the bulk of the profits of commercial banks are 

not influenced by the amount of credit and non-performing loans in the banks. This is in line 

with the findings by Kithinji (2010) who established that majority of commercial banks’ 

profits are not influenced by the amount of credit and non-performing loans.  

This finding relates also to Nasieku (2014) who adopted non-parametric approach, Data 

envelopment Analysis (DEA) to analyze bank economic efficiency and   Malmquist index 

(MPI) to measure growth of banks in Kenya during 2001-2011 period of analysis. She found 

that the behavior of banking sector in Kenya in terms resource allocation and utilization 

(efficiency) was affected by level of capital held by bank and the country’s economic 

situation. The average capital level of commercial banks was found to have remained 

significantly above statutory minimum. On maintaining a specific stand in credit market the 

study found that, Basic risk sensitive measure of capital does not jeopardize ability of banks 

to service the economy.  It was contended that banks choose to hold capital cushion for 

economic benefits but not because of regulatory.  

 Lastly, the results reveal that credit risk management is highly regulated in Kenya. 

According the Central Bank of Kenya (2006) banks needs risk management to cover four 



71 

 

crucial aspects of oversight of management, internal control, measurements and policies. 

This finding corresponds to Raad (2015) which established that credit risk management is 

significant since profit is made through credit disbursement and therefore it is critical for 

proper management of credit risk. Kargi (2011) also reports that credit risk management has 

a significant impact on the strategies of Nigerian banks. The study concluded that banks’ 

strategies is inversely influenced by the levels of loans and advances, non-performing loans 

and deposits thereby exposing them to great risk of illiquidity and distress. 

5.3.2 Effects of Regulatory Compliance on Banks’ Strategies in Kenya 

The study findings on the effects of regulatory compliance on banks’ strategies by 

commercial banks showed that credit risk compliance is considered to be a very essential 

aspect that influences the various strategies adopted by commercial banks. This finding is in 

agreement with the observation made by Kargi (2011) which opined that credit risk 

management has a significant impact on the strategies of Nigerian banks. According to Kargi 

(2011) banks’ strategies is negatively affected by the levels of loans and advances, non-

performing loans and deposits thereby exposing them to great risk of illiquidity and distress. 

Kolapo, Ayeni and Oke (2012) made a similar observation noting that credit risk 

management has a significant impact on the various strategies of commercial banks. 

It was also established that operational strategies were influenced by how a bank moves 

forward in an effort to streamline its operational strategies. This result corresponds with the 

findings of Odunga et al., (2013) who revealed that bank’s operational strategies in Kenya 

are influenced by how a bank moves forward in an effort to streamline its operational 

strategies. Results also established that capital regulation improves the performance of banks 

and financial stability. This result supports the findings of Gudmundsson, Ngoka-Kisinguh 

and Odongo (2013) who found out that capital regulation enhances the performance of 

commercial banks in Kenya and their financial stability. 

Further, the findings showed that corporate governance affects strategies adopted by 

commercial banks. It was revealed that commercial banks hold high liquidity, which has an 

opportunity cost of some investment, which could generate high returns. This observation 

correlates to the argument of Kamau (2009) who observed that when banks hold high 
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liquidity, they do so at the opportunity cost of some investment that could generate high 

returns.  

Lastly, it was established that liquidity requirements influence the various strategies adopted 

by commercial banks. According to Ndung’u and Ngugi (2000) a high liquidity requirement 

has made commercial banks in Kenya to change their strategy from lending out money and 

maintaining a high liquidity that is higher than the minimum required by the central bank. 

Banerjee and Mio (2017) also found out that bank adjusted their assets and liabilities, 

increasing the share of high quality liquid assets and non-financial deposits while minimizing 

intra-financial credit and short-term wholesale funding. 

The findings are linked to the findings by Ayadi, et al., (2016) where it was reported that 

bank compliance with international regulatory requirements and its influence on performance 

in banks. They specifically focused on bank compliance with the international capital 

standards and the Basel Core Principles. This is because compliance with Basic Core 

Principles did not have any relationship with bank efficiency. Ayadi et al inferred that 

despite little effect of bank compliance in banks, when compliance is increased it could 

restrain banks from efficiently allocating their resources. This definitely would affect some 

of the strategies of the banks that are directed at their resource. Benedek, (2012) also argued 

that to facilitate their compliance banks will have to come up with a strategy in the form of a 

program as opined.  

Similarly in the Nigeria, Osaka, et al., (2004) revealed that the central bank in Nigeria came 

up with some regulation so as to cleanse the exchange market and impart market discipline   

The study aimed at examining the effects of the regulation set and point out the strategies 

adopted by the banks to ease the effect of their compliance. Twenty five banks that were 

restricted from trading in the foreign exchange bank by the regulation were studied. These 

banks had to suspend their business in the foreign exchange market in order to comply with 

the regulatory requirements. Osaka, et al further noted that even though these banks were 

expected to suffer in performance due to the compliance cost, they did not since they utilized 

other investment opportunities. This according to Osaka et al cushioned them from the 

effects of compliance with the regulation set. 
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5.3.3 Strategies Adopted By Banks  

This study found out that commercial banks in Kenya are increasingly exploiting income 

diversification strategies to enhance bank performance, this finding correlate with the 

observation of DeYoung and Rice (2014) who noted that diversification of banking activities 

in areas such as product diversification, merger and overseas expansions have increased 

considerably in the recent past. Nachane and Ghosh (2014) also observed that there is 

dramatic growth of bank off-balance sheet activities, as banks try to augment earnings to 

offset reduced spreads on traditional on-balance sheet lending business.  

The study results also showed that commercial banks are adopting financial innovations that 

promise high returns but at reasonable risk levels. This is in line with Beyani and Kasonde 

(2014) who argued that institutional, process and product innovations present heightened risk 

levels especially due to unfamiliarity levels at first and thus banks have to adopt innovations, 

which promise high returns at a reasonable risk level in order not to compromise regulatory 

compliance. This is because financial innovation provides fresh products and strategies to 

suit various situations of time and market and to attain various requirements of members in 

the financial system. This finding supports Solans (2003) whereby it was revealed that 

innovation in the banking industry is perceived as the creation and promoting of new 

financial tools, technologies, instructions and markets that enable information access, trading 

and modes of payments. Innovation is brought about by among other factors, decrease in 

costs of bankruptcy, tax advantages, decrease in moral hazards, decreased regulatory 

expenses, transparency and customization (Gorton & Metrick, 2010). 

Results also showed that commercial banks continue to adopt financial reconciliations that 

promise high returns but at reasonable risk levels. This finding resonates with who observed 

that the audit control environment in banks carries a significant positive correlation with 

financial performance. The study findings also showed that monetary, fiscal and prudential 

supervisory policies can be significant contributors to creating a systematically risky or stable 

financial environment. These findings are correlates to the findings of Garicano and Lastra, 

(2010) who similarly found out that monetary, fiscal, and prudential supervisory policies 

could be important contributors to establishing a systemically risky or stable financial 

environment.  
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It could be argued that financial reconciliation is necessary in making sure that there is 

effective financial management. As reported by Njonde and Kimanzi (2014) comprehensive 

record keeping system makes it possible for entrepreneurs to develop accurate and timely 

financial reports that show the progress and current condition of the business. Better reports 

on cash reconciliation will enable the commercial banks to keep track of any loopholes that 

may arise for cash frauds. In a bid to identify a number of antecedents associated with 

fraudulent financial reporting, Bell and Carcello (2000) conducted a study which found out 

that such items as rapid growth, weak or ineffective internal controls, managerial 

preoccupation with meeting earnings projections, and aggressive managerial attitudes 

coupled with weak control environments increase cash mismanagement in financial 

institutions. 

The results also revealed that commercial banks in Kenya are adopting bank policy on 

regulatory compliance to enhance bank performance. It was also found out that commercial 

banks in Kenya have embraced proper accounting records keeping in order to achieve 

regulatory compliance. This corresponds to the argument by Abdul-Rahamon and Adejare 

(2014) that there is need for commercial banks to take up proper accounting records keeping 

in order achieve regulatory compliance. Generally, it is a good practice to develop policies 

that clearly stipulate how businesses respond to various circumstances. This, Cihak et al 

(2012) noted that in almost all cases, this policy should aim at fostering market mechanisms 

in the functioning of the banking system, especially the setting of interest rates for saving and 

borrowing and competition among banks. It is natural for governments everywhere to be 

tempted to distort the functioning of the financial system to facilitate the financing of their 

own operations or of specific economic activities or agents that they favor, a stance that the 

economic jargon loosely refers to as financial repression 

5.4 Conclusion 

5.4.1 Regulatory Requirements that Affect Strategies Adopted by Kenyan Banks 

This study concludes that regulatory requirements on the banking sector have a significant 

impact on the strategies adopted by commercial bank. The finding conclusively showed that 

the capital structure of banks is highly regulated. Further, the capital requirement stipulated 

by the regulator is essential for banks performance. It is evident that the central bank of 
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Kenya requires institutions to maintain minimum cash balances with it as a reserve against 

depositors and other liabilities. The results equally revealed that commercial banks in Kenya 

require liquidity to meet regular financial obligations of the bank without dipping into its 

reserves. Further, corporate governance in Kenyan Banks plays a big role in determining the 

future of the bank. Finally, the bulk of the profits of commercial banks are not influenced by 

the amount of credit and non-performing loans in the banks and that that credit risk 

management is highly regulated in Kenya. 

5.4.2 Effects of Regulatory Compliance on Banks’ Strategies in Kenya 

It was established from the results that regulatory compliance has a significant positive effect 

on the bank strategies in Kenya. The results further show that credit risk compliance is 

considered to be a very essential aspect that influence the various strategies adopted by 

commercial banks. According to the findings operational strategies were influenced by how a 

bank moves forward in an effort to streamline its operational strategies. Similarly, the results 

show that capital regulation improves the performance of banks and financial stability and 

that corporate governance affects strategies adopted by commercial banks. Banks were also 

found to be holding high liquidity which is however an opportunity cost of some investment 

in the generation of high returns. Results also established that liquidity requirements 

influence the various strategies adopted by commercial banks.  

5.4.3 Strategies Adopted By Banks  

The findings revealed that strategies adopted by commercial banks in Kenya were 

significantly influenced by the regulatory requirement and the compliance with those 

requirements. Further, commercial banks in Kenya are increasingly exploiting income 

diversification strategies to enhance bank performance and are also adopting financial 

innovations that promise high returns but at reasonable risk levels. They are also adopting 

financial reconciliations that promise high returns but at reasonable risk levels. It is evident 

in the study that monetary, fiscal and prudential supervisory policies can be significant 

contributors to creating a systematically risky or stable financial environment. Findings also 

confirmed that commercial banks are adopting bank policy on regulatory compliance to 

enhance bank performance. The findings also revealed that commercial banks have embraced 

proper accounting records keeping for purpose of realizing regulatory compliance.  
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5.5 Recommendations 

5.5.1 Recommendations for Improvements 

5.5.1.1 Regulatory Requirements that Affect Strategies Adopted by Kenyan Banks 

Results showed that regulatory requirements significantly affect the strategies adopted by 

Kenyan banks. This study thus recommends that commercial banks formulate strategies that 

will place them at a better position to comply with the regulatory requirements. This would 

ensure the sustainability of their business for the benefit of the stakeholders including the 

shareholders. It is also recommended that the regulator in this case Central bank should 

establish sound regulations in the banking sector, having in mind that the regulation put in 

place will affect bank strategies and consequently their performance and that of the economy 

of the country as whole.   

5.5.1.2 Effects of Regulatory Compliance on Banks’ Strategies in Kenya 

The effect of regulatory compliance was found to be a significant factor in bank strategies 

and therefore they have to conform to them. In this regard, banks should establish strategies 

that will enable them to confirm to the various regulations and requirements including credit 

risk requirements, capital regulations and liquidity requirements. This would help in 

improving the performance of the banks and their financial stability.  

5.5.1.3 Strategies Adopted By Banks  

The strategies adopted by banks are influenced by the regulatory requirements and 

compliance to the regulations. It is therefore recommended that banks adopt strategies that 

are aligned to the regulatory requirements. Some of the strategies that the banks may 

consider include but not limited to; income diversification strategies that enhance bank 

performance, adopting financial innovations with high returns at a reasonable risk level, 

monetary. Other may include fiscal and prudential supervisory policies, adopting bank policy 

on regulatory compliance to enhance bank performance and proper accounting records 

keeping. 
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5.5.2 Recommendation for Further Research 

This study examined the impact of bank regulatory compliance on strategies adopted by 

Commercial Banks in Kenya. This study recommends for future research to be conducted to 

examine how bank regulatory compliance affect bank performance. The effect of bank 

regulatory compliance can also be examined on the consequences it has on the country’s 

economy and the financial markets. Effects of the bank regulatory compliance may also be 

pursued to identify how this affects banks categorized in terms of the tiers. 
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APPENDICES 

Appendix I: Cover Letter 

 

United States International University 

P.O. BOX 14634 

Nairobi, Kenya 

April, 1, 2018 

 

Dear Respondent, 

I am a graduate student at United States International University. In partial fulfillment of the 

requirement for the degree of Masters of Business Administration (MBA), I am carrying out 

a research on “INFLUENCE OF REGULATORY COMPLIANCE ON STRATEGIES 

ADOPTED BY COMMERCIAL BANKS IN KENYA”. To help me conduct this study 

successfully, I would be very grateful if you kindly complete the enclosed questionnaire 

which will be used on aggregate basis You have been randomly selected among many to 

participate in this study and information provided will be treated with utmost confidence. It is 

estimated that it will take less than twenty (20) minutes of your time to complete the 

questionnaire. Please respond as honestly and objectively as possible.  

 

Your participation is very essential for the accomplishment of this study and it will be highly 

appreciated. I guarantee that the information that you will provide will be treated with the 

utmost confidentiality and will be used only for academic purposes. In case of any questions 

or concerns about completing the enclosed questionnaire, please do not hesitate to contact me 

at any time through my contact provided at the top of this letter. Your support in responding 

to the questions is highly appreciated. I look forward to receiving filled up questionnaires.  

Thank you in advance,  
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Appendix II: Questionnaire 

 

PART ONE: DEMOGRAPHIC INFORMATION  

Please tick [ ] appropriately within the box provided. 

1. Indicate your gender 

a.    Female   [ ] 

b. Male       [ ] 

2. What is your age in years 

a. Below 25 years  [ ]  

b. 25 to 34 years           [ ]  

c. 35 to 44 years  [ ]  

d. 45 to 54 years  [ ]  

e. Above 55 years  [ ] 

3. Please indicate your level of education 

a. Diploma  [  ] 

b. Bachelor  [  ]  

c. Masters  [  ]  

d. Doctorate  [ ] 

e. Other (Please specify).....................      

4. What is your position in the bank? 

a. Middle level Management  [  ] 

b. General Staff   [  ] 

c. Senior Management   [  ] 

d. Other (Please specify) ………………………………………. 
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5.  Name of the Bank (Optional) ………………………………… 

 

6.  Please specify the type of institution by ticking in the box 

a. Publicly Owned Bank    [ ] 

b.  Privately owned bank   [ ] 

c. Other (Please specify)………………….  

 

7. What tier is your bank?  

a. Tier I      [ ]  

b. Tier II     [ ]  

c. Tier III     [ ] 

 

8. Years of Operation of the Bank 

    a. Less than a year    [  ] 

    b.1 – 5     [  ] 

    c.6 – 10     [  ] 

   d.11 – and above    [  ] 

 

9. How long have you been working in the bank? 

a. Less than 2 year   [  ] 

b. 3 – 5 years    [  ] 

c. 6 – 8 years    [  ] 

d. 9 years and above   [  ] 
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PART TWO: REGULATORY REQUIREMENTS THAT AFFECT STRATEGIES 

ADOPTED BY KENYAN COMMERCIAL BANKS 

This section assesses how regulatory requirements affect strategies adopted by Kenyan 

Commercial Banks 

Using: (5) Strongly Disagree, (4) Disagree (3) Neutral, (2) Agree and (1) Strongly Agree; 

indicate by ticking (√) level at which you agree or disagree to the statement: 

To what extent do you agree with the following statements? Please circle the numeric 

value corresponding to your personal opinion 

 

STATEMENT 

S
tr

o
n

g
ly

 

A
g
re

e 

a
g
re

e
 

A
g
re

e
 

N
eu

tr
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D
is
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g
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e
 

S
tr

o
n

g
ly

 

D
is

a
g
re

e
 

In Kenya, the capital structure of banks is highly regulated. 1 2 3 4 5 

Capital requirements are essential for banks performance 1 2 3 4 5 

CBK requires institutions to maintain minimum cash 

balances with it as a reserve against their depositors and other 

liabilities 

 

     1 

 

2 

 

3 

 

4 

 

5 

Liquidity is required to meet regular financial obligations of 

the bank especially without dipping into its reserves 

1 2 3 4 5 

Corporate governance plays a big role in determining the 

future of the bank 

1 2 3 4 5 

The bulk of the profits of commercial banks are not 

influenced by the amount of credit and non-performing loans 

1 2 3 4 5 

In Kenya, credit risk management is highly regulated. 1 2 3 4 5 
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Please state any other regulatory requirements that affect strategies adopted by Kenyan 

commercial banks. 

___________________________________________________________________________

___________________________________________________________________________

___________________________________________________________________________

___________________________________________________________________________

______________________________________________ 
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PART THREE: EFFECT OF REGULATORY COMPLIANCE ON KENYAN 

COMMERCIAL BANKS’ STRATEGIES 

This section assesses the effect of regulatory compliance on Kenyan Commercial Banks` 

strategies 

Using: (5) Strongly Disagree, (4) Disagree (3) Neutral, (2) Agree and (1) Strongly Agree; 

indicate, by ticking (√), level at which you agree or disagree to the following statements: 

To what extent do you agree with the following statements? Please circle the numeric 

value corresponding to your personal opinion. 
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Credit risk compliance is considered to be a very essential 

aspect that influences the various strategies adopted by 

commercial banks 

 

1 

 

2 

 

3 

 

4 

 

5 

Operational strategies are influenced by how a bank moves 

forward in an effort to streamline its operational strategies. 

 

1 

 

2 

 

3 

 

4 

 

5 

Capital regulation improves the performance of banks and 

financial stability.  

 

1 

 

2 

 

3 

 

4 

 

5 

 

Corporate governance affects strategies adopted by 

commercial banks in Kenya 

1 2 3 4 5 

Banks hold high liquidity, they do so at the opportunity cost 

of some investment, which could generate high returns 

1 2 3 4 5 

Liquidity requirements influences the various strategies 

adopted by commercial banks 

1 2 3 4 5 
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Please state any other effect of regulatory compliance on Kenyan commercial banks’ 

strategies 

___________________________________________________________________________

___________________________________________________________________________

___________________________________________________________________________

___________________________________________________________________________

_______________________________________________ 
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PART FOUR: STRATEGIES ADOPTED BY COMMERCIAL BANKS IN KENYA 

TO ENHANCE REGULATORY COMPLIANCE    

Using: (5) Strongly Disagree, (4) Disagree (3) Neutral, (2) Agree and (1) Strongly Agree; 

indicate by ticking (√) level at which you agree or disagree to the statement: 

To what extent do you agree with the following statements? Please circle the numeric 

value corresponding to your personal opinion 

 

STATEMENT 
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n

g
ly
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d
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a
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e 

Commercial banks in Kenya are increasingly exploiting 

income diversification strategies to enhance bank performance 

 

1 

 

2 

 

3 

 

4 

 

5 

Commercial banks in Kenya are adopting financial innovations 

that promise high returns but at reasonable risk levels  

 

1 

 

2 

 

3 

 

4 

 

5 

Commercial banks in Kenya are adopting financial 

reconciliations that promise high returns but at reasonable risk 

levels 

 

1 

 

2 

 

3 

 

4 

 

5 

 

Monetary, fiscal, and prudential supervisory policies can be 

significant contributors to creating a systemically risky or 

stable financial environment 

1 2 3 4 5 

Commercial banks in Kenya are adopting bank policy on 

regulatory compliance to enhance bank performance 

1 2 3 4 5 

Commercial banks in Kenya have embraced proper accounting 

records keeping in order achieve regulatory compliance. 

1 2 3 4 5 
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Please state any other strategies that can be adopted by commercial banks in Kenya to 

enhance regulatory compliance. 

___________________________________________________________________________

___________________________________________________________________________

___________________________________________________________________________

___________________________________________________________________________

____________________________________________ 

 

 

 

 

 

 

 

 

 


