EFFECTS OF MOBILE MONEY TRANSFER SERVICES ON ECONOMIC

GROWTH IN KENYA

BY

ESTHER W. NYASIMI

A DISSERTATION SUBMITTED IN PARTIAL FULFILLMENT OF THE
REQUIREMENTS FOR THE DEGREE OF MASTER OF SCIENCE IN
COMMERCE (FINANCE AND INVESTMENT) IN THE SCHOOL OF BUSINESS
AND PUBLIC MANAGEMENT AT KCA UNIVERSITY

APRIL 2016



DECLARATION
| declare that this dissertation is my original work and has not been previously published or
submitted elsewhere for award of a degree. | also declare that this contains no material

written or published by other people except where due reference is made and author duly

acknowledged.

Student Name: ESTHER W NYASIMI Reg,No. KCA/09/04288

Sign: Date:

I do hereby confirm that I have examined the master’s dissertation of
ESTHER W NYASIMI

And have certified that all revisions that the dissertation panel and examiners recommended

have been adequately addressed.

Sign: Date:

Dr. GEOFFERY MOUNI



EFFECTS OF MOBILE MONEY TRANSFER SERVICES ON ECONOMIC
GROWTH IN KENYA
ABSTRACT

The mobile money transfer service is an aspect of a broader concept emerging in

the electronic payment and banking industry referred to as Mobile Money. Economic

growth is measured in nominal terms. This study sought to establish the effect of mobile
money transfers on economic growth in Kenya. The objective of the study was to establish
the effect of mobile money transfer service on economic growth in Kenya. This phenomenon
is keenly being achieved through Mobile Money Transfer Services initiative already taking
significant and positive direction in Kenya. This study employed explanatory research design
which focuses on why questions by developing casual explanations. An explanatory survey
design shows how variables relate to each other. It aimed at establishing a cause and effect
between variables. The dependent variable was economic growth for the year 2007 to 2015
(7 years or 28 quarters). The independent variables were mobile money transfer agents,
mobile money transfer customer enrolments, mobile money transfer transaction frequency
and mobile money transfer deposit value. The choice of the years was because of data
availability. The target population accessible was 7 years. The sample size of the study was 7
years. This implied that a census methodology was used because of the mobile money
transfer existence was short. The study used secondary data sources to gather information
relevant in reaching the research objectives. The secondary data was collected from the CBK
and the (KNBS) Kenya National Bureau of Statistics reports. The study’s data collection
source was justified by the fact that data on mobile money transfer agents, mobile money
transfer customer enrolments, mobile money transfer transaction frequency and mobile
money transfer deposit value were available in the CBK while the same works hand in hand
with KNBS in making such statistics and estimation. The scope of the study determined the
effect of mobile money transfer on economic growth. The geographical scope of the study
was Kenya. Both regression analysis and time series analysis were used to analyze the data.
There was no Co-integration between economic growth and mobile money agents, customers,
frequency of transfer as well as the value of money transferred. VAR modeling impulse
response revealed that number of agents, customers and frequency of transactions have a long
run positive shock on economic growth while both interest rate and exchange rate impacts it
negatively. There is need to intensify the need for adaption of mobile money transfer services
among those who have not adapted them. The study recommends that the policy makers take
mobile money transfer into consideration when drafting policies. This was because of the
indirect relationship of mobile money transfer to economic growth through the provision of
job opportunities, increased financial deepening and financial inclusion. Further, the study
recommends that the government set up mechanism and framework to support innovation and
offer substantive regulation in the mobile money transfer market to safeguard and offer
security to the service users.
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ACKNOWLEDGEMENT

I have a special appreciation to God for life and the good health he gave me throughout this

assignment. Through him all things are possible.

I wish to acknowledge the invaluable support of my family who endured many days of my
absence as | tried to complete this assignment. To my parents, brothers and sisters, your
words of encouragement moved mountains, and to my friends, who contributed in various

ways, love you all.

| have a special mention for my supervisor, Dr. Geoffrey Mouni for his patience and advice
throughout. | am greatly indebted to him for his guidance, support and the timely comments
to this proposal. To the teaching fraternity, your words of encouragement and pieces of

advice were very crucial.



TABLE OF CONTENTS

I3 O 0 N [ ]t I
ABSTRACT ..eiiiiiiiiiiiniiiieiiiiietiettetteesasstsssssesssssssssssassssssssssssssmsssssssssssssss i
ACKNOWLEDGEMENT .....cccciitiiiiiiiiimiiiieiiiiiieiiiiiieiiettesiisesssatsesasnsnssssmones Y%
1010101 (07N 1 L0 )\ [ %
LIST OF FIGURES AND TABLES......ciiiiiiitiiiiiiiiiiiieiiiiieiiiitesiisesasinesasnnes Vi
ACRONYMS AND ABBREVIATIONS. .. couiiiiiiuiiieiniiieiarnisesasssesasssssnsssssnns vii
CHAPTER ONE: INTRODUCTION ....cociiiiiitiieieieiese ettt 1
1.1 Section One: Background of the StUdy...........cccvveiiiiiiieiiic e 1
1.2 Section Two: Statement of the Problem ..., 9
1.3 Section Three: Research ODJECLIVES ........cccccveviiiiiiieie e, 10
1.4 Section Four: Research QUESTIONS .........ccciiiiieiieiieie e 11
1.5 Section Five: Scope 0f the STUAY ........coeiieiieiiiicceee e 11
1.6 Section Six: Justification of the STUAY .........cooeiiiiiiiii e, 12
1.7 Section Seven: Significance of the StUdY .........ccceeveiiiiie i, 12
CHAPTER TWO: LITERATURE REVIEW .....c.ocoieiie e 13
2.1 Section One: INTrOUCTION .......ccviieiiiiiiesieee e 13
2.2 Section TWO: TheoretiCal REVIEW.........cccoviieiieeiieseeie et 13
2.3 Section Three: EMPIrical REVIEW .........cccciiiiiiiiciiccece et 19
2.4 Section Four: Conceptual Framework ..........ccccoiiiiiiniiiiirieeeese e 31
2.5 Section Five: RESEArCh Gaps ........ccccveiveiiiiie ettt 34
2.6 Section Six: CONCIUSION. .....utiitt ittt e et e e e e 36
CHAPTER THREE: RESEARCH METHODOLOGY .......coootiiiieieie e 39
3.1 Section ONe: INTrOQUCTION. ......ccveiiieieieeie et sre et nee e e e 39
3.2 Section TWO: RESEArch DESIGN ........cveiuiiiiiiieiiiee ettt 39
3.3 Section Three: Data Collection ProCeaUIES ..........cccvevvereiieieeie e 40
3.4 Section Four: Data ANAIYSIS ........couiiieieieiie et 40
CHAPTER FOUR: FINDINGS AND DISCUSSIONS.........ccccoviieieiece e 47
4.1 Section ONe: INFOUUCTION. .......ccieieiiieiesie et 47
4.2 Section Two: DesCriptive ANAIYSIS.........cooiiiiiiiiiiiiiisieieee s 47
4.3 Section Three: Regression ANAIYSIS ........coviieiieie e 50
4.4 Section: Four: TImMes Series ANAlYSIS ..o 53
CHAPTER FIVE: CONCLUSION AND RECOMMENDATIONS.........ccovviiieienn 62
5.1 Section ONne: INTrOQUCTION. ........ueiiieieieeee et sre e e neeeneenee e 62
5.2 SECtion TWO: SUMMAIY.....cciiiiiieieiie it eiteseesteesre e e et e saeere e e sbeeaesraesreeseaneeaaeens 62
5.3 Section Three: CONCIUSION .......ccviii i e 63
5.4 Section Four: Policy IMPHICALIONS.......c.ccoiiiiieiiiit e 64
5.5 Section Five: Areas of Future ReSEarch...........ccocvviviiieii i, 64
REFERENGCES ...ttt sttt e b et st beebeeneanee e e 66
APPENDICES ...ttt st ettt st e re e aeeae et nens 72
Appendix I List of Mobile Money Transfer Companiesin Kenya......... ................... 72
Appendix 1 Data Collection Sheet............c.oiiiii e 73
APPENdIX T RESUILS. . ..o e e e 74
Appendix IV VAR Estimation ReSUILS. ... ... 76



DEDICATION

This work is dedicated to my family who gave me invaluable moral support throughout the
period.

Vi



LIST OF TABLE

Table 1: Operationalization of Variables..............coovviiiiiiiiiii e, 34
Table 2: Descriptive ANALYSIS. ......ouitit it e e e 48
Table 3: Regression ANAIYSIS. ... .. e e e 51
Table 4: Breusch Godfrey — Serial Correlation LM Test...........cooviiiiiiiiiiiiiiiiieieee, 52
Table 5: HeterokesdastiCity White TeSt.........ouviniiii i e e, 53
Table 6: Augmented Dicker Fuller Test...........c.ouiiiiiitiiii e, 54
Table 7: Phillip Perron’s Test. ... ..o.uuintini ittt e e e 55
Table 8: The Johasen Co-Integration Test.........cvueriniiririiit e e 56
Table 9: Lag SeleCtion Criteria. ... .. ..ovieiniiie e e e e, 57
Table 10: VAR diag@nostic TeStS. ... ..untiiiie et 59
Table 11: Granger Causality TeSt......ccoeuintiniiiii e e e, 74
Table 12: VAR EStIMation RESUILS. ........oviiieiii e 76

vii



LIST OF FIGURES

Figure 1 Conceptual Framework............ooouiiiiiiiiiiii e e 33
Figure 2 NOrmMality TeSt. ... it 52
Figure 3 IMpuUlSe RESPONSE. ... .t e 60
Figure 4 Variance DeCOMPOSITION. .. ... ..o.itii i e, 61

viii



ATMs

CBK

CCK

GDP

IFPRI

KNBS

Kshs

MMT

p2P

SMS

LIST OF ABBREVIATIONS
Automatic Teller Machines
Central Bank of Kenya
Communication Commission of Kenya
Gross Domestic Product
International Food Policy Research Institute
Kenya National Bureau of Statistics
Kenya Shillings
Mobile Money Transfer
Person-to-person

Short Message Service



OPERATIONAL DEFINITION OF TERMS

Mobile Money Transfer — This is the use of a mobile phone in order to transfer funds
between banks or accounts, deposit or withdraw funds, or pay bills. This term is also used for
the broader realm of electronic commerce; it can refer to the use of a mobile device to

purchase items, whether physical or electronic (Agrawal, 2009)

Mobile Money Transfer Agents — A mobile transfer agent is one who acts for, or in the
place of money transfer providers, such as Safaricom and YU, by authority from
them(Pulver, 2009).

Customer Enrollment — this is the act of registering/subscribing people to a group. In the
context of our study, it is the act of registering mobile phone users to money transfer services

(Business English Dictionary).

Transaction Frequency — this is the rate at which transfer of cash occurs between one

person/ group/organization to another (Business English Dictionary).

Mobile Money Deposit Value - to deposit is to leave an amount of (something, such as sand,
snow, or mud) on a surface or area especially over a period of time. In the context of this
study mobile money deposit value is the amount of money one can put/save in a mobile

phone account (Klein and Mayer (2011).

Economic Growth - it is the increase in the market value of the goods and services produced
by an economy over time. It is conventionally measured as the percentage rate of increase in
real gross domestic product, or real GDP. Of more importance is the growth of the ratio of
GDP to population (GDP per capita), which is also called per capita income. An increase in
growth caused by more efficient use of inputs is referred to as intensive growth. GDP growth
caused only by increases in inputs such as capital, population or territory is called extensive

growth (Wikipedia the free encyclopedia).



CHAPTER ONE

INTRODUCTION

1.1  Background of the Study

It was in the twentieth century when mobile phones use increased dramatically as people
found these portable electronic devices to be convenient and easy to use (Orozco, Jacob and
Tescher, 2007). As a result of seeing people inclined to their phones, operations such as
banking, money transfer and paying of bills was made easier by use of phones to perform
such errands conveniently. This was also established to be of benefit to the very many people
especially those in the rural areas who lacked access to financial services such as savings
account, credit insurance and payment services. During that period, a great percentage of the
country’s households were financially excluded. Today in Kenya the adoption of mobile
money services has been very successful. Mobile financial services aided companies to

address needs of users (Njuguna & Mwangi, 2009).

Mobile money transfer operated in a very easy and simple way. The service allowed
customers to use their phone like a bank account and a debit card. The customers credited
their accounts at a local authorized agent and could then transfer the money to another
person’s phone or use for different transactions such as making loan repayment, paying bills

or redeemed it as cash (Dichter, 2007).

Mobile money transfer providers are economic organizations or business
organizations that can be family firms, partnerships or limited companies that had been
formed with the aim of fulfilling a certain objective that was set. The providers engaged in
business ventures that ranged from vendors, manufacturing, and customer service. The

providers’ juggled different types of businesses with the aim of making ends meet for



themselves while ensuring they remained enterprising and retained customer base and thus in
most cases may be specialized in a certain industry and still engaged in another for revenue

purposes (Dichter, 2007).

MMT had a clear edge over banks especially because it was fast and cost-effective.
For instance, to send KSh. 35,000 ($350) within the country using a classic money transfer
company such as Western Union would cost KSh. 1,200 ($ 12), but using MMT method,
such as M-PESA, to send the same amount would cost only Ksh. 75($ 0.75) which is 6 times
cheaper (Central Bank of Kenya, 2010).Classic money transfer methods requires that one
must visit a given post office or bank (which could be a long distance away) to receive the
remitted cash. Most banks and post offices were associated with long queues and fixed times
of operation hence the opportunity cost of time spent while waiting to obtain the cash and

other transaction costs were usually high(Mason, 2007).

Mobile Money operators (MNQO’s) are telecommunication organizations that provided
telephony services such as voice, data, short messages services (SMS) that enabled customers
to communicate with one another through provision of the service and most recently we had
money transfer service through the use of mobile phone (lvatury and Pickens,2006). In
Kenya, there are various telecommunication companies like Essar Telecom commonly
known as YU that was launched in the market in December 2008 and have their mobile
money transfer (MMT) system called YuCash, Orange Telecom with Orange Money-lko

PESA, Airtel Kenya with Zap and Safaricom with M-PESA(Pilat, 2009).

To thrive and penetrate in any country MNQO’s provided business opportunities to the
providers to act as their intermediaries with their key role acting as wholesalers or distributers

of their merchandises that is airtime vouchers, SIM cards, handsets, laptops and various



electronic devices (World Bank, 2006). It enabled the providers to take up the business
venture and embraces it as an additional revenue generation to their current business through
the improvement of access to financial services, such as savings, deposits, insurance and
remittances, as a vital to reducing poverty. Savings helped poor people to invest in productive
assets like livestock, a loan helped in expanding business activities, and insurance provided
income for a family when the breadwinner became sick. In many developing countries,
however, 9 out of 10 people do not have a bank account or access to basic financial services
(Pickens, 2009). Poor people were often not considered viable customers by the formal
financial sector as their transaction sizes were small, and many lived in remote areas beyond
the reach of bank’s branch networks. Informal banking services such as microfinance, village

savings and loan associations remained limited to their reach (EMI, 2010).

The approach to adopting mobile financial services differed throughout the world due
to a variety of factors, including the regulatory and legal environments, access to supporting
technologies, and economic constraints, as well as experience with antecedent products and
services. Consumer needs and experience represent key components of each of these

variables and were the ultimate determinants of adoption (GSMA, 2008).

The use of mobile phones for banking and payments, in particular, is taking off in
many developing countries. They are particularly valuable in rural areas where no bank
branches exist and where other traditional banking channels, such as Automatic Teller
Machines (ATMs), fixed-line telephones and the internet are unavailable. Mobile banking in
developed economies is just another channel among many others which are competing for
consumer acceptance and investor commitment. In Africa and other developing economies
they are the most cost effective means of delivering financial services and in particular the

most economical way of providing access to remittances. In Africa and other developing



economies, where ‘“necessity” is the mother of invention, mobile banking can fulfill
fundamental needs very quickly, helping to leapfrog technologies and providing major

transformational change (EMI, 2010).

The Kenyan government recognizes the role-played by the mobile phones, and
associated technologies in the economic growth and development (sessional paper, 2005).
Therefore together with other stakeholders and development partners, Kenyan government
has encouraged the development of communication infrastructure such as communication
commission of Kenya (CCK), which is regulating the mobile service providers, fixed line
service providers, and other stakeholders in provision of the service industry (Research ICT
Africa, 2004). At the same time the government has recognized with concern the growth of
micro-enterprises as the foundation blocks of development and industrialization. The ministry
of labor and human resources development has set up a department to deal with the
development of the micro-and small enterprises. Through this ministry the government has
identified that inappropriate technology as a major constraint in the country achieving the
economic benefits resulting from the SMEs (Sessional paper, 2005). The government through
ministry of Information and communication has encouraged the Kenyan population to join
the information superhighways, to make them competitive and have a global reach, penetrate
more markets, access information from different sources (customers, suppliers, banks), which
are some of the factors hindering the productivity, and profitability of the SMEs, their growth

and expansion.

1.1.1 Global perspective of Mobile Money Transfer

Developed economies have high access in using formal financing systems which are even

serving enterprises with growth opportunities. World Bank (2008) says developed countries



are less competitive have well regulated financial systems with more developed contractual
and informational infrastructures tend to have a high percentage in financial inclusion of its
households. In European countries mobile banking has replaced branch networks replacing
formal banking system. Mobile phones and other technological innovations are bringing
financial services to the mass market thus creating alliances between telecommunications and
companies. However this is not the case in United States of America, a recent article in New
York noted that 50% Americans used on-line banking and only 10% use mobile based
banking which is contrary to the Kenya where hundreds use the mobile money as an easier

way of banking (Tillman, 2010).

A 2007 survey on mobile wallets and mobile financial services showed that
respondents expected the number of subscribers using mobile domestic money transfers to
grow more rapidly for developed markets than for developing markets. These results implied
that consumers in developed markets are interested in electronic P2P payment options and
would be willing to conduct them via the mobile device. The survey found similarly that
cross-border remittances are expected to grow significantly over the same projected time

period (GSMA, 2008).

Mobile money is causing a significant transformation in how banked and previously
unbanked people in emerging markets are conducting their financial activities. These services
play a central role in extending the reach of formal financial services to the unbanked and
financially underserved populations in emerging economies. Furthermore, the mobile phone
is the first self-service banking channel for a substantial share of the already banked
individuals. In some countries mobile money services have already matured to the extent that

significant business opportunities are emerging for companies from adjacent industries, such



as insurance providers and merchant acquirers (Emerging Markets Mobile Money Report,

2012).

Mobile money transfer, banking and payments are starting to take off, with emerging
markets often taking the lead. "The advantage of mobile banking is that you can get to scale
quickly," says Michael J Redding, Director of Development, and Accenture Technology
Labs. "As a critical mass of phones is achieved in every market, so you can have a more rapid
uptake. However, in the developed world most of the population is already happy with using
standard retail outlets and internet banks, which means there's only a limited need in these
markets for mobile banking to cover the very small part of the day when a consumer isn't

near a computer or close to a bank in a town centre (Weill, 2012).

One aspect of mobile phones in the developing world that is being looked at with
some anticipation is the introduction of mobile financial services and transactions. Many if
not most rural users in less developed countries have no access to financial services of any
kind, and getting these “unbanked” citizens linked somehow into the formal banking sector is
a priority for many governments. However, the evidence to date of initial efforts in this
regard is mixed. While users are employing the mobile banking systems to make payments
for things such as airtime and pre-paid electricity, and many are using them for sending
remittances back to friends and relatives in their rural villages, there is little evidence to date
of an increase in the number of users registering for more formal banking services via mobile

phone, such as savings and credit services (Morawczynski, 2008).

Successes in Africa (and particularly in Kenya’s M-PESA) are being tried out
elsewhere in the world. A recent inventory by the social venture credit SMS suggests that that

there are at least 23 distinct MMT, operating or pending in 20 countries following the success



of MPESA. Some, like MTN’s Mobile Money, and Zain’s Zap operate across multiple
countries; others are country-specific. Some of these applications include: a Greenfield
deployment in Indonesia launched in 2009 and the SMART Communications’ Island
Activations Program in the Philippines. The leading Afghan mobile network operator,
Roshan, anticipate building an M-PESA-like infrastructure in Afghanistan by end of 2010

(Pulver, 2009).

1.1.2 Kenya perspective of Mobile Money Transfer

Kenya has been in the leading board on the success story of the development and adoption of
mobile money transfer. Four companies provide mobile phone services in Kenya. These
include Safaricom, Airtel (formally Zain), YU and Orange (formally Telkom Kenya).
Safaricom was the first company to provide mobile services and MMT services in Kenya. In
partnership with the Commercial Bank of Africa and a micro-finance company, Faulu Kenya,
Safaricom designed and tested a micro-payment platform called M-PESA in 2004. ‘Pesa’
means ‘money’ in Kiswahili and the prefix ‘M’ refers to the use of a mobile phone to
facilitate banking transactions. M-PESA began by using Safaricom’s airtime retailers (agents)
to issue microloans that borrowers would repay at an interest rate reduced by eliminating the
overhead conventional microloans carried. However, the skilled worker in Kenya soon began
using the facility to transfer cash from working relatives in the city to their families in the

rural areas (Hughes and Lonie, 2007).

MMT is still at an early stage of development in Kenya but ahead of the world: it is
designed to bring the economic advantages of having a savings and money transfer facility to
those with small, irregular or cyclical incomes (Pulver, 2009). Recent evidence suggests that

there is an increase in penetration and use of MMT Services in Kenya. In early 2011,



Safaricom had an M- PESA subscription base of about 16 million and about 17,000 agents
(outlets) country wide(Central Bank of Kenya, 2011). This represents substantially more
points of service than the combined number of bank branches (1063) and Automated Teller
Machines (ATMs) (1979) (Central Bank of Kenya, 2010).Statistics from the Central Bank of
Kenya indicate that Safaricom’s M-PESA users moved more than Ksh. 728 Billion
(approximately $8 Billion) in 2010 as compared to only Ksh. 50 Million by Orange- money
(Central Bank of Kenya, 2010). This amount was moved in the more than 306 Million
transactions conducted in the service. The report further puts daily movement of cash to more
than Ksh 2.3 Billion. Revenue from M-PESA in 2010 stood at Ksh 12 Billion, up from Ksh 8
Billion in 2009 (Central Bank of Kenya, 2010).M-PESA remains the most widely used
method of mobile money transfer as evidenced by the number and value of transactions

effected.

1.1.3 The effect of Mobile Money on Economic Growth

Though mobile phones make communication easier, resulting in economic growth, they can
also be useful for things other than simple communication. One such innovation is mobile
money: using mobile phones to electronically store currency and pay for goods and services

via short message service (SMS) (Waverman, Meschi and Fuss, 2005).

Several studies have established the relationship between telecommunication and
economic growth. Wilkison and Sundelelowotz (2007), for example, argue that there are
direct and indirect links between the exponential growth of mobile telephony and the rate of
economic growth in Africa. Such a link is also highlighted by the International Food Policy
Research Institute (IFPRI) which estimates that for 113 countries over a 20-year period show

a positive link between telecommunications and gross domestic product (GDP). The



estimates suggest that a 1% increase in the telecommunications penetration rate leads to a

0.03 percent increase in GDP’ (IFPRI, 2006).

In Kenya, the fast growing mobile phones industry has brought a wide range of
opportunities and threats. At the top of the pyramid, the mobile phone network providers and
hardware supplies have been making huge profits over the last 10 years. At the bottom of the
pyramid, the industry has provided a variety of opportunities for entrepreneurship and.
Mobile banking services provide time independence, convenience and promptness to
customers, along with cost savings. Mobile banking presents an opportunity for banks to

expand market penetration through mobile services (Lee & Kim, 2007).

1.2 Statement of Problem

The advent of mobile money transfer services revolutionized the way the financial services
industry conducts business, empowering organizations with new business models and new
ways to offer 24 hour accessibility to their customers. The ability offered financial
transactions over the mobile phone has also created new players in the financial services
industry, such as mobile phone service providers who offer personalized services. This was
evident with the prevalent use of M-pesa, Airtel Money, Orange Money and YU Cash. The
real time money transfer over the mobile phones enables individuals in areas with no demand

to acquire demand within seconds.

Several studies have been done on mobile phone banking and economic growth
concepts. Kigen (2011) studied the impact of mobile banking on transaction costs of
microfinance institutions using a survey of microfinance institutions in Nairobi. In his
findings, mobile banking drastically reduced the transaction costs of microfinance institutions

(MFI) thereby increasing the penetration level of the MFIs. Blauw and Franses (2011) studied



the impact of mobile telephone use on economic development of households in Uganda. They
found strong support that mobile phone use positively impacted economic development.
Erickson (2010) did study on cell phone banking in developing countries. He demonstrated
that mobile money could serve as a poverty reduction tool by increasing savings rates,
creating jobs, and increasing access to financial products offered by microfinance institutions.

From the above discussions, many studies had been undertaken in mobile banking.

This study therefore seeks to answer the following research question; is there an effect
of mobile money transfer services on the economic growth in Kenya and to what extend does
it impact the gross domestic Product. This study therefore, aimed at filling the identified gap

in knowledge concerning the effect of mobile money transfers on economic growth in Kenya.

1.3 Research Objectives

1.3.1 General Objective

The main objective of the study was to establish the effect of mobile money transfer services

on economic growth in Kenya.

1.3.2 Specific Objectives

In order to achieve the above objective the study was guided by the following specific

objectives:
)] To establish the effect of mobile money transfer agents on economic growth in
Kenya.

i) To determine the effect of mobile money transfer customer enrolment on economic

growth in Kenya.

10



ii)

14

To find out the effect of mobile money transfer transaction frequency on economic
growth in Kenya.
To establish the effect of mobile money transfer deposit value on economic growth in

Kenya.

Research Questions

The study sought to seek answer for the following questions:

1.5

What are the effects of mobile money transfer agents on economic growth (GDP) in
Kenya?

To what extent does mobile money transfer customer enrolment affects economic
growth (GDP) in Kenya?

What are the effects of mobile money transfer transaction frequency on economic
growth (GDP) in Kenya?

What are the effects of mobile money transfer deposit value on economic growth

(GDP) in Kenya?

Scope of the Study

The scope of the study was to determine the effect of mobile money transfer on economic

growth. The geographical scope of this study was Kenya. The study used secondary data. The

data was based on quarterly basis and was run for 7 years from June 2007- June 2015. This

implied that the number of lags will be 28 quarters. The choice of the years was because of

data availability.

11



1.6 Justification of the Study

The study established that mobile money transfer caused economic and social impact to the
society. The results of the study used the regulatory bodies, government and financial
institutions to come up with education programmes and policies aimed at improving access to

positively affect the households economically and socially.

1.7  Significance of the Study

The study would be of value to different stakeholders:

The general public was informed about the benefits of mobile money transfer on
economic growth. This follows the maxim that ‘information is power’ and hence empowers

the users as well as providers of the service gearing towards improved services.

For the policy makers and agencies like the Central bank of Kenya (CBK), the
findings of the study was important in informing the policy formulation especially with
regard to regulating the mobile money transfer services. The research findings add dimension
that may help improve policy direction with regard to regulation of MMT as well as factors

that spur economic growth.

As for scholars and academicians, the study was important in providing information
on mobile money transfer and economic growth. Nevertheless, the research also suggested
areas of further studies where future scholars and researchers can seek more knowledge or

better still corroborate emerging theories.

12



CHAPTER TWO

LITERATURE REVIEW

21 Introduction

This chapter contains a review of theories which inform the foundations of the study. It also

contains general and empirical literature that informs the study.

2.2 Theoretical Review

The section contained review of theories relevant and which inform the theoretical
background of the research subject matter. The theories reviewed are: financial

intermediation theory and the modern development theory.

2.2.1 Financial Intermediation Theory

Financial intermediation was a process which involved surplus units depositing funds with
financial institutions who then lend to deficit units. Bisignano (1998) and Leland and Pyle
(1977) identify that financial intermediaries could be distinguished by four criteria. First,
their main categories of liabilities (deposits) are specified for a fixed sum which was not
related to the performance of a portfolio. Second, the deposits were typically short-term and
of a much shorter term than their assets. Third, a high proportion of their liabilities were
chequeable (can be withdrawn on demand) and fourthly, their liabilities and assets were
largely not transferable. The most important contribution of intermediaries was a steady flow

of funds from surplus to deficit units.

According to Scholtens and van Wensveen (2003), the role of the financial

intermediary was essentially seen as that of creating specialized financial commodities. These

13



were created whenever an intermediary finds that it could sell them for prices which were
expected to cover all costs of their production, both direct costs and opportunity costs.
Financial intermediaries exist due to market imperfections. As such, in a ‘perfect’ market
situation, with no transaction or information costs, financial intermediaries would not exist.
Numerous markets are characterized by informational differences between buyers and sellers.
In financial markets, information asymmetries are particularly pronounced. Borrowers
typically know their collateral, industriousness, and moral integrity better than do lenders. On
the other hand, entrepreneurs possess inside information about their own projects for which
they seek financing (Leland and Pyle, 1977). Moral hazard hampers the transfer of
information between market participants, which is an important factor for projects of good

quality to be financed.

2.2.2  Modern Development Theory

The theory studied the evolution of growth, relative income inequalities and their persistence
was unified in models (Galor & Zeira, 1993). In many of these models, financial market
imperfections played a central role in influencing key decisions regarding human and
physical capital accumulation and occupational choices. Market imperfections determined the
extent to which the poor could borrow to invest in schooling or physical capital. In theories
stressing entrepreneurship, financial market imperfections determined the extent to which
talented but poor individuals could raise external funds to initiate projects. Thus, the
evolution of financial development, growth and intergenerational income dynamics are

closely intertwined.

Finance influences not only the efficiency of resource allocation throughout the

economy but also the comparative economic opportunities of individuals from relatively rich
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or poor households. Financial market imperfections are often at the core of this line of
thought because inequalities persist because of these imperfections. For example, in the
model of Galor and Zeira (1993), it is because of financial market frictions that poor people

cannot invest in their education despite their high marginal productivity of investment.

Haber (2004), Pagano and Volpin (2001), Rajan and Zingales (2003) focus on how
political economy forces shape national policies toward financial development and influence
and change the political power of entrenched incumbents. According to this view, closed
political systems are more likely to impede the development of financial systems that
promote competition and threaten entrenched powers than open political systems. This is
because centralized and powerful states are more responsive to and efficient at implementing
policies that protect the interests of the elite than decentralized and competitive political

systems with an assortment of checks and balances.

One implication of these modern development theories is that redistribution of wealth
can foster growth. Economic growth needs to be sufficiently inclusive if its benefits have to
be shared among all or else the growth process itself shall be jeopardized and derailed
(Mehrotra, Puhazhendhi, Nair & Sahoo, 2009). Modern development theory studies the
evolution of growth, relative income inequalities, and their persistence in unified models.
Finance influences not only the efficiency of resource allocation throughout the economy but
also the comparative economic opportunities of individuals from relatively rich or poor
households. This crucial focus on the financial sector in economic modeling has been
strengthened with historical development of views on the links between economic growth and

income inequality.
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2.2.3 Agency Theory

Agency theory was a concept that explained why behavior or decisions vary when exhibited
by members of a group. Specifically, it describes the relationship between one party called
the principal, that delegates work to another called the agent. It explained their differences in
behavior or decisions by noting that the two parties often have different goals and,
independent of their respective goals, may have different attitudes toward risk. The concept
originated from the work of Adolf Augustus Berle and Gardiner Coit Means, who were
discussing the issues of the agent and principle as early as 1932. Berle and Means explored
the concepts of agency and their applications toward the development of large corporations.
They saw how the interests of the directors and managers of a given firm differ from those of
the owner of the firm, and used the concepts of agency and principal to explain the origins of

those conflicts (Murtishaw and Sathaye, 2006).

Jensen and Meckling shaped the work of Berle and Means in the context of the risk-
sharing research popular in the 1960s and '70s to develop agency theory as a formal concept.
Jensen and Meckling formed a school of thought arguing that corporations are structured to
minimize the costs of getting agents to follow the direction and interests of the principals.
The theory essentially acknowledged that different parties involved in a given situation with
the same given goal had been different motivations, and that these different motivations could
manifest in divergent ways. It stated that there would always be partial goal conflict among
parties, efficiency is inseparable from effectiveness, and information will always be
somewhat asymmetric between principal and agent. The theory was successfully applied to
myriad disciplines including accounting, economics, politics, finance, marketing, and

sociology (Nikkinen and Sahlstrém, 2004).
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2.2.4 Transaction Cost Theory

Transaction cost theory explains why companies exist, and why companies expand or source
out activities to the external environment. The theory supposes that companies try to
minimize the costs of exchanging resources with the environment and minimize the
bureaucratic costs of exchanges within the company. This implies that companies weigh the
costs of exchanging resources with the environment, against the bureaucratic costs of

performing activities in-house (Coase, 1937).

The theory sees institutions and market as different possible forms of organizing and
coordinating economic transactions. When external transaction costs are higher than the
company's internal bureaucratic costs, the company will grow, because the company is able
to perform its activities more cheaply, than if the activities were performed in the market.
However, if the bureaucratic costs for coordinating the activity are higher than the external

transaction costs, the company will be downsized (Coase, 1937).

According to Ronald Coase (1937), every company expanded as long as the
company's activities performed cheaper within the company, than by e.g. outsourcing the
activities to external providers in the market. According to Williamson (1981), a transaction
cost occurs "when a good or a service is transferred across a technologically separable
interface”. Therefore, transaction costs arise every time a product or service is being
transferred from one stage to another, where new sets of technological capabilities are needed

to make the product or service.

2.2.5 Savings Theory

Savings could be in many forms of assets such as intangible goods, human capital and giving
out loans. Economic theory predicts that the absolute amount of savings increased income.
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This was because people with more income had more resources available to save. Theory
also predicts that savings relative to income, the savings rate, would increase with income
(Deaton, 1992b). This occurs because people with more income also tend to consume more.
As they consume more, the marginal benefit from additional consumption decreases. The
current cost of saving, in terms of foregone benefits from consumption, is lower for people

who consume more, and this increases savings.

Empirical evidence clearly indicates that higher-income households save a larger
portion of their incomes, and accumulate greater wealth, than lower-income households. In
fact, most low-income households or organizations have very low or negative saving rates
and very limited or negative asset accumulation (Carney & Gale, 2001; Hubbard, Skinner, &

Zeldes, 1994, Wolff, 1998).

However, this theory ignores some important issues. For example, the level and rate
of savings also depend on expected variation in income and subsistence requirements. The
poor face greater risks, and this tends to increase their saving, both absolutely and relative to
their income. Of course, the poor likely saved less in the past; if not, then they would not be
poor. However, they may have saved at higher rates relative to resources available. Also, the

poor may save at higher rates when they save, but dissave at higher rates when they dissave.

This theory is relevant to this study in that it elaborates how individuals or
organizations save dependent on their level of income. This implied that an individual with a
high level of income was likely to use mobile money transfer services as opposed to an

individual with low level of income.
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2.3 Empirical Review

This section brings out previous studies done which are relevant to the objectives of the

study.

2.3.1 Effect of Mobile Money Transfer Agents on Economic Growth (GDP)

Mwai (2013) sought to evaluate the extent to which the agency model has on financial
element of the commercial banks in Kenya. The study used secondary data, collected from
Central bank, and its website. The data was analyzed using SPSS providing various
parameters to show the strength of the relationship between the various variables i.e. no of
agency banking quarterly and then yearly, agency banking income and net assets for the
period. Results showed that financial innovation such as agency banking continued to be
instrumental tools on growth of the banking sector. With several advents of technology, the
banks needed to take advantage and utilize these platforms to enhance their returns. The
study revealed that out of the 43 banks, currently licensed to carry out banking, 12 banks

were fully throttle into agency banking, which gave a good representation.

Erickson (2010) did study mobile money: cell phone banking in developing countries.
He established that transfer either local currency or mobile minutes. Mobile money can
increase access to financial services. Microfinance institutions in particular can benefit from
the use of mobile money. Unfortunately, regulatory and initial investment barriers can
prevent widespread adoption of mobile money. He demonstrates that mobile money can serve
as a poverty reduction tool by increasing savings rates, creating jobs, and increasing access to
financial products offered by microfinance institutions. Based on the potential benefits of

mobile money, he recommended that governments subsidize the development of local mobile
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money infrastructure and adopt policies that enable the formation of a decentralized network

of trusted mobile money agents.

Kamau (2012) sought to establish the relationship between agency banking and
financial performance of the banks in Kenya. Through review of secondary data, the study
found that agency banking outlets had increased to 9,748 active agents in 2011 from 8,809 in
2010. These specific agents facilitated a total volume of 8.7 million transactions valued at
KSh 43.6 billion in 2011. Most of these transactions were mainly made up of cash
withdrawals and cash deposits carried out at the various banking agency outlets. The study
used regression analysis to find the relationship between agency banking (in terms of number
of agents and number of deposit and withdrawals transactions undertaken through agents) and
the financial performance of banks as measured by return on equity. From the regression
model, all the independent variables were found to have either negative or weak correlation
to the dependent variable. Therefore the study concluded that agency banking does not solely
contribute to increased profitability in Kenyan banks as per the secondary data reviewed for

2010 and 2011.

Kithuka (2012) sought to investigate the factors that affect the growth of agency
banking in Kenya with specific focus on Kwale County. The study also sought to address the
distinctiveness features of agency banking, the customers as well as the characteristics of
banks offering the agency banking services. The study used descriptive survey research
design. The study concentrated on a sample of 100 agencies doing bank focused, bank led
and non-bank led transactions engaged in the 3 categories. The samples were taken for the
study using stratified and simple random sampling. Data was collected using a questionnaire
Analyses of the data revealed that convenience of the money transfer technology plus its

accessibility, cost, support and security factors were related to behavioral intention to use and
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actual usage of the payment services by the agency banking micro businesses to enhance their
success and growth. The findings revealed that security influenced the growth of agency
banking in Kenya, distance did not influence the frequency of customer transactions,
perceived usefulness influenced the growth of agency banking, financial education enhanced
knowledge, attitude and practice in agency banking and lack of coordination between
banking agencies influenced the growth of agency banking in Kenya and especially Kwale

County.

Ndirangu (2013) sought to determine the effect of agency banking on financial
performance of commercial banks in Kenya. The research design took the form of a census
that covered 100% of the banks that are licensed to operate agency banking as at December
31st 2012 .The Population of the study was 44 banks licensed to operate in Kenya while the
sample contained 10 banks operating agency banking as at the time of the research time
frame. Results showed that the number of agents operated by a commercial banks and the
resultant volume of transactions (Deposits and withdrawals) were not directly correlated with

the banks financial performance as measured by the return on equity.

Aker and Mbiti (2010) conducted a study to examine the evolution of mobile phone
coverage and adoption in sub -Saharan Africa over the past decade. The findings revealed
that, the first people to adopt the mobile phones were primarily male, educated, young,
wealthy and urban populations. This was due to the relatively high costs of handsets and
services. By the year 2009, mobile phone was owned by even the poor, the elderly and rural
populations, in part facilitated by the introduction of low-priced handsets and lower
denomination mobile top-up cards. The study revealed that, on average, M-pesa users are
wealthier, better educated, urban populations and are “already banked”. The findings also

show that most of the M-pesa transfers are occurring within urban areas.
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Ndiem (2013) sought to establish how agency banking has improved the financial
performance of commercial banks in Kenya. The study used a descriptive research design
survey study to find out the effect of agency banking top financial performance of
commercial banks. The results of the study indicated that to a large extent agency banking
had been implemented by commercial banks practicing agency banking. That agency banking
has improved the financial performance of commercial banks in Kenya in terms of

profitability, reduced employment cost and establishing branches.

According to Communication Commission of Kenya (CCK) (2012) Quarterly sector
statistics reported that the success of this infrastructure is mainly through a very tight agency

distribution in the country of 74,216 agents as at March 2013.

2.3.2 Effect of Mobile Money Transfer Customer Enrolment on Economic Growth

(GDP)

Murega (2012) investigated the relationship between mobile money transfer services and
financial inclusion in Kenya. The study employed a descriptive survey research method due
to the wide range of data source identified in the research area. The research used secondary
data on mobile phone users in Kenya and commercial banks accounts in Kenya between 2007
and 2012 and used content analysis and descriptive analysis. The findings of the study
revealed that mobile money transfer services are continuously improving and growing and as
it grows, the level of financial inclusion is simultaneously and proportionately growing. The
study further showed that increasing the number of the customers with access to mobile
phone services and enrolls them to mobile money transfer service and mobile money
agencies within the country impacted increasingly the reach of the financial services to the

people thus raising the levels of financial inclusion.
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Kandie (2013) sought to find out the effects of agency banking on financial inclusion in
Kenya. The study adopted a cross sectional survey approach in research design. The
population consisted of six commercial banks with agency banking services in Kenya.
Secondary data was used since it was readily available. Inferential statistical techniques were
used to make a prediction about the dependent variable based on the covariance with the
concerned independent variable. From the findings it was evident that there is a strong
positive relationship between financial inclusion and agency banking. The tests conducted
revealed that the correlation coefficient between agency banking aspects and financial
inclusion was 0.727, which indicated that there exists a strong relationship between the
independent variables and the dependent variable. The R-square is 0.529 which meant that
52.9% of the variance in the financial inclusion variable could be explained and predicted by

the agency banking aspects variables.

Mari (2003) conducted a study on adoption of M-banking in Finland.
Methodologically, the dissertation takes a descriptive approach to the phenomenon under
study. The data in the empirical study were collected by means of a questionnaire mailed to
banking customers (1253 responses received). The results from the study indicated that
certain attributes of M-banking innovation drive its usage. The attributes include; relative
advantage, compatibility and communication. The investigation of complexity and risk of
using M-banking yielded no support as being barriers to adoption. The findings also revealed
that, technology perceptions and certain demographical variables of the customers have a
significant impact on adoption. Ina different study titled, “An empirical investigation of
mobile banking adoption”, the results indicate that perceived relative advantage, ease of use,
compatibility, competence and integrity significantly influence attitude. The attitude then

leads to behavioral intention to adopt M-banking (Lin, 2011).
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Kigagah (2012 analyzed the factors influencing access to agency banking by the local
community in Kitui central district. These included literacy levels; demographic factors; the
type of economic activity engaged in; availability of financial services and the risks involved
in agency banking. The study used descriptive survey and the data collection instruments that
were used were questionnaires that had both open and closed ended questions. The sample
study location was carried out in Kitui Central district. The target population was bank
account holders with various banks in Kitui town plus the agency banks in this area. The
sample size was 70 bank account holders who transacted at the agency banks plus 30 bank
agents. The study revealed that gender and age are major factors that influence access to
agency banking. Majority of the bank account holders and bank agents were male as
compared to the females. More people opened bank accounts at a much older age, and most
of the bank account holders and bank agents had attained at least secondary level of
education. Majority of the bank customers were engaged in the personal services sector while
majority of the bank agents were in the retail sector. Most of the agency banks were located
in town while fewer were located in the village. Equity bank had most of the bank account
holders plus bank agencies while the least number was at Family bank which is just rolling

out agency banking services in the country.

King’o0 (2013) critically examined financial inclusion and economic development in
Kenya. The objective of the study was to review existing sources of detailed data on financial
inclusion and economic development and establish the relationship between financial
inclusion and economic development in Kenya and make recommendation. The study used a
meta-analysis research design. Secondary data was collected from United Nations
Development Programme (UNDP), International Monetary Fund (IMF) and Financial Access

Surveys (FAS). This data was analyzed using descriptive statistical approach, regression and
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correlation analysis. The period covered by the study was 7 years from the year 2005 to
2011.The study found out that there is a positive relationship between financial inclusion and
economic development and an increase in financial inclusion leads to an increase in

economic development.

Morawczynski, (2009) examined the adoption, usage and outcomes of mobile money
services using the case of M-PESA in Kenya. From his findings, he noted that since being
launched in 2007, the service has seen phenomenal growth in Kenya. Over 7.5 million users,
or 34% of the adult population, have registered with M-PESA. The analysis was presented
from two perspectives. First, the socio-technical systems framework was used to present M-
PESA as a complex system rather than an isolated application. This perspective made it clear
that M-PESA grew rapidly because it had a dedicated team of system builders. These
individuals took numerous strategies to enroll the elements and maintain the stability of the
entire system. They further worked to engineer the social, economic, legal and political
environments of the technology. The analysis showed that a whole industry for mobile money

developed as a result of M-PESA’s success.

Bangens and Soderberg (2011) conducted an empirical study that aimed at exploring
the use of mobile money transfer (MMT) among micro- and small-sized enterprises (MSES)
in Tanzania. The study specifically focused on business usage such as paying suppliers or
receiving payments from customers and paid less attention to person-to-person money
transfer. The results were based on a non-randomized sample of 110 MSEs mainly located in
Dar es Salaam but partly in Morogoro, Singida, and Mwanza. The key findings were: MMT
use was high (24% for business use and additional 15% for personal use), actually double
compared to the national average. The impact was mainly seen in time saved and improved

logistics though there were indirect effects on liquidity.
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2.3.3 Effect of Mobile Money Transaction Frequency on Economic Growth (GDP)

Adana (2012) sought to establish the relationship between mobile money transfers and
economic growth in Kenya. The study applied descriptive research design. The target
population included six mobile phone service providers who provide mobile money transfer
services. The total amounts transferred via the mobile for the past five years was collected
and then correlated with the economic growth proxy Gross Domestic Product measured by
change in GDP. The study used secondary data from the Central bank of Kenya, Mobile
phone Companies and Kenya National Bureau of Statistics. The researcher conducted a
correlation analysis in order to establish the relationship between mobile money transfer and
economic growth. During the study period, the amount of money transacted through the
mobile money transfers increased steadily from 0.06 billion in 2007 on its launch to 118.08
billion by the last month of the analysis. The growth was motivated by the convenience
offered by the service as the service does not require an individual to have a bank account in
order to transact. Customers also transacted business on mobile money transfer platform from
anywhere thus offering convenience. The correlation analysis conducted established that
there was a weak positive insignificant correlation between economic growth and mobile
money transfer in Kenya as explained by the Pearson correlation coefficient of +0.027 which
was very low with the significance two tailed test figure being 0.966 which was greater than

0.05.

Blauw and Franses (2011) studied the impact of mobile telephone use on economic
development of households in Uganda. They examined the impact of mobile telephone use on
economic development of individual households. Unique cross-sectional data 18 were

collected in personal interviews with heads of households (N=196) in Uganda. Economic
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development was measured at the household level by the Progress out of Poverty Index. They

found strong support that mobile phone use positively impacts economic development.

Kiptoo (2011) examined the awareness, use and impact of mobile phone-based money
transfer services among rural farmers in Kenya. The study used descriptive analysis to assess
the awareness and regression techniques to examine conditioners of use of mobile phone-
based money transfer services. The study used data collected via personal interviews using
pre-tested questionnaires in Kirinyaga, Bungoma and Migori districts. These areas were
purposively selected to represent diverse social, cultural and economic backgrounds and
capture differences in agricultural potential. It used probability proportionate to size sampling
technique to collect information from 379 respondents stratified by participation in let-based
projects (162 participants and 216 non participants). The study found that there was high
awareness (96 percent) of mobile phone-based money transfer services among the
smallholder farmers. However, this has not translated into high usage. Only 52 percent of the
respondents had used mobile phone-based money transfer services. Results indicated higher
usage in the higher potential areas of Kirinyaga district than the rest of the study areas.
Results of the regression analysis indicated that education, distance to a commercial bank,
membership to farmer organizations, and distance to the mobile phone-based money transfer
agent and endowment with physical and financial assets affect the use of mobile phone-based

money transfer services.

Jensen (2007) and Aker (2010) find that the introduction of mobile phones reduced
price dispersion in fish markets in India and grain markets in Niger respectively. In these
instances the mobile phone technology has increased information flows, which has resulted in
price reductions. In contrast, the development and introduction of M-pesa in Kenya can be

viewed as a "disruptive technology” (Bower and Christensen, 1995) or an example of
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"creative destruction” (Aghion and Howitt, 1992), where M-Pesa revolutionized the money
transfer industry. M-Pesa became the dominant money transfer mechanism within 2 years of

its inception.

Kimingi (2010) investigated the effects of technological innovation on the
performance of commercial banks in Kenya. The study used a descriptive survey. The
population of interest in this study comprised commercial banks in Kenya. The study
conducted a census survey owing to the small number of commercial banks in Kenya.
Primary data was collected using a questionnaire with close ended and open ended questions
administered to the management staff of the commercial banks. Secondary data on financial
data were obtained from annual reports of commercial banks which were obtained from the
central bank and from individual commercial banks. Results showed that the banks had
employed various technological innovations. These included ATM services, mobile phone
transactions and internet based banking services. The study further concluded that
technological innovations had led to improved financial performance of commercial banks in

Kenya. This was through increased bank sales, profits increment and return on equity.

Momanyi (2011) sought to identify the challenges facing Safaricom in managing
transactions capacity and how the capacity of the money transfer service can be effectively
managed. Primary data for this study was collected through questionnaires administered to
persons offering M-pesa services. Secondary data was obtained from the company intranet
and other company reports. The collected data was sorted and organized for analysis. Data
collected was analyzed using descriptive statistics. The study found that effective capacity in
the money transfer service has not been optimally managed in a way that would ensure
effective capacity in the money transfer industry. The study also found that the current M-

pesa capacity is constrained thereby negatively affecting the quality of services. Capacity has
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been affected by variables among them the following: cash flow and liquidity management,
technology, quality of service, government regulation, cash in transit and capacity

management.

Masinge (2010) studied the factors influencing the adoption of mobile banking
services at the bottom of the Pyramid in South Africa. Data from this study was collected
through a physical hardcopy survey in townships around Gauteng. Masinge finds that with
the convergence of banking services and mobile technologies, users are able to conduct
banking services at any place and at any time through mobile banking. This Study examined
the factors influencing the adoption of mobile banking by the Bottom of the Pyramid (BOP)
in South Africa, with a special focus on trust, perceived cost and perceived risk including the
facets of perceived risks: performance risk, security/privacy risk, time risk, social risk and
financial risk. The research model includes the original variables of extended technology

acceptance model (TAM).

Karu (2011) sought to establish the response of commercial banks in Kenya to the
introduction of mobile money transfer and also to establish the factors influencing the
response of the banks in Kenya to the introduction of the mobile money transfer. The study
used a case survey research design. The study used primary data which was collected by use
of questionnaires. The study found that banks adopted mobile money services to satisfy their
customer demands, acquire an extensive network coverage and maintain their market share

and profitability and as a response to the market and their competitors.

2.3.4 Effect of Mobile Money Transfer Deposit Value on Economic Growth (GDP)

Omankhanlen (2012) investigated the role of banks in capital formation and economic

growth: The case of Nigeria for the period 1980-2009. This study employed the Ordinary
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Least square method in carrying out the research. The explanatory variables employed
included Commercial Banks Deposit Liability, Maximum Lending Rate, Commercial Banks’
Credit and Investment by banks in Nigeria. The dependent variables are Gross Fixed Capital
Formation and Gross Domestic Product (GDP), which was a measure of a nation’s economic
performance, economic growth in this instance. From the various test carried out, results
showed that Commercial Banks Deposit Liabilities was elastic to Gross Fixed Capital
Formation in Nigeria. This positivity of the coefficient of Commercial Banks Deposit
Liabilities was in conformity to the economic a priori expectation of a positive impact of

Commercial Banks Deposit Liabilities on Gross Fixed Capital Formation.

Lomuto (2008) analyzed ownership and importance of bank deposit in commercial
banks in Kenya. The study sought to analyze the factors that influenced Commercial banks
deposit growth in Kenya. Time series data covering 1968 - 2006 was analyzed. Analyzed
results showed that lagged Commercial bank deposits and all the other variables including
Structural Adjustment Programmes significantly affected Commercial banks deposit growth
in Kenya. Based on these results, several policy implications were drawn that aimed at
encouraging deposits growth by Commercial banks for the benefit of the domestic deposit

mobilization.

Maende (2010) evaluated various ways and means of enhancing the mobilization and
growth of commercial bank deposits in Kenya. In particular, the determinants of the demand
for commercial bank deposits in Kenya were identified and appraised, using a myriad of
descriptive, analytical and mostly empirical methodology. Time series data covering 1999-
2009 was analyzed using the ordinary least squares, Two stage least squares methods of
estimation and Granger tests of causality. Results showed that commercial banks' branch

network expansion, increased national income levels and stability within the banking industry
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were the major factors which govern the demand for commercial bank deposits in Kenya. It
was established that there is a one way or unidirectional relationship between the volume of

bank deposits and bank branch network expansion.

Okun (2012) sought to find out the effect of the level of deposits on financial
performance of commercial banks in Kenya. The study adopted a causal research design. The
population of the study was all 44 commercial banks. The study used secondary data
(spanning 8 years from 2004 to 2011) from the banking supervision department of central
bank. A cross sectional regression model was adapted. The regressions were conducted using
statistical package for social sciences (SPSS) version 17. Regression results indicated that
there is a positive and significant relationship between Deposits Ratio and ROE. The results
also indicated that there is a positive and significant relationship between Deposits Ratio and

ROA.

Masrek, Omar, Uzir and Khairuddin (2012) carried out a study on mobile banking
utilizations, satisfaction and loyalty: a case study of Malaysian consumers. The study adopted
a survey research methodology involving 312 respondents, the findings of this study showed
that that mobile banking utilization is positively related to satisfaction but not loyalty. Also it

is found that satisfaction significantly predicts loyalty.

2.4 Conceptual Framework

The conceptual framework illustrates the dependent and independent variables. The
dependent variable in this study is economic growth. The independent variables include
mobile money transfer agents, mobile money transfer customer enrolments, mobile money

transfer transaction frequency and mobile money transfer deposit value.
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To establish the effect of mobile money transfer services on economic growth in the
Kenya, regression and correlation analysis will be used to estimate the effect of mobiles
money transfer services changes on economic growth. Regression analysis will involves
identifying the relationship between a dependent variable and one or more independent
variables. A model of the relationship is hypothesized, and estimates of the parameter values
are used to develop an estimated regression equation. Various tests are then employed to
determine if the model is satisfactory. If the model is deemed satisfactory, the estimated
regression equation can be used to predict the value of the dependent variable given values
for the independent variables. Correlation and regression analysis are related in the sense that
both deal with relationships among variables. The correlation coefficient is a measure of
linear association between two variables. Values of the correlation coefficient are always
between -1 and +1. A correlation coefficient of +1 indicates that two variables are perfectly
related in a positive linear sense; a correlation coefficient of -1 indicates that two variables
are perfectly related in a negative linear sense, and a correlation coefficient of O indicates that
there is no linear relationship between the two variables. For simple linear regression, the
sample correlation coefficient is the square root of the coefficient of determination, with the
sign of the correlation coefficient being the same as the sign of b1, the coefficient of x1 in the

estimated regression equation.

Neither regression nor correlation analyses can be interpreted as establishing cause-
and-effect relationships. They can indicate only how or to what extent variables are
associated with each other. The correlation coefficient measures only the degree of linear
association between two variables. Any conclusions about a cause-and-effect relationship

must be based on the judgment of the analyst.
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FIGURE 1

CONCEPTUAL FRAMEWORK

Independent variable Dependent Variable
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-Number of annual
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Source: Author (2014)
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TABLE 1

OPERATIONALIZATION OF VARIABLES

Types of Variables Measurements Level of
Variables Measurements
Independent | Mobile Money Transfer Number of Mobile transfer Ordinary/
Variable Agents Agents registered annually Nominal
Independent | Mobile Money Transfer Number of Mobile transfer Ordinary/
Variable Customer Enrolment Customers registered annually | Nominal
Independent | Mobile Money Transaction | Number of annual transactions | Ordinary/
Variable frequency Nominal
Independent | Mobile Money Deposit Amount of annual Deposits Ordinary/
Variable Value Nominal
Moderating Interest Rates Central Bank Rates Ordinary/
Variable Nominal
Moderating Exchange Rates Monthly Exchange Rates Ordinary/
Variable Nominal
Dependent Economic Growth Gross Domestic Product(GDP) | Ordinary/
Variable Nominal

2.5 Research Gaps

This section provides a review of the research gaps identified from the literature above;

2.5.1 Gaps on the Objectives and Expected Findings

The study identified some research gaps from the literature which are discussed herein.
Kithuka (2012) sought to investigate the factors that affect the growth of agency banking in
Kenya with specific focus on Kwale County. The findings revealed that security influenced
the growth of agency banking in Kenya, distance did not influence the frequency of customer
transactions, perceived usefulness influenced the growth of agency banking, financial
education enhanced knowledge, attitude and practice in agency banking and lack of
coordination between banking agencies influenced the growth of agency banking in Kenya

and especially Kwale County. This reveals a gap with regard to the first objective since the
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first objective of this study is to establish the effect of mobile money transfer agents on

economic growth,

Murega (2012) investigated the relationship between mobile money transfer services
and financial inclusion in Kenya. The findings of the study revealed that mobile money
transfer services are continuously improving and growing and as it grows, the level of
financial inclusion is simultaneously and proportionately growing. This reveals a gap with
regard to the second objective since the second objective of this study is to establish the effect

of mobile money customer enrolment on economic growth.

Adana (2012) sought to establish the relationship between mobile money transfers
and economic growth in Kenya. Results showed that growth was motivated by the
convenience offered by the service as the service does not require an individual to have a
bank account in order to transact. This reveals a gap with regard to the third objective since
the third objective of the study was established the effect of mobile money transaction

frequency on economic growth.

Omankhanlen (2012) investigated the role of banks in capital formation and economic
growth in Nigeria. From the various test carried out, results showed that Commercial Banks
Deposit Liabilities was elastic to Gross Fixed Capital Formation in Nigeria. This reveals a
gap with regard to the forth objective since the forth objective of current study is to establish

the effect of mobile money transfer deposit value on economic growth.

2.5.2 Methodology Gaps

Karu (2011) sought to establish the response of commercial banks in Kenya to the
introduction of mobile money transfer and also to establish the factors influencing the
response of the banks in Kenya to the introduction of the mobile money transfer. The study
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used a case survey research design. The study used primary data which was collected by use
of questionnaires. The study found out that banks adopted mobile money services to satisfy
their customer demands, acquire an extensive network coverage and maintain their market
share and profitability and as a response to the market and their competitors. This reveals a
methodological gap since this study used an explanatory research design. In addition, to the

study secondary data was used.

2.5.3 Gaps on the Scope and Geographical Context

Omankhanlen (2012) investigated the role of banks in capital formation and economic growth
in Nigeria. From the various test carried out, results showed that Commercial Banks Deposit
Liabilities were elastic to Gross Fixed Capital Formation in Nigeria. This reveals a gap with

regard to the geographical context since this study was done in Kenya.

Kithuka (2012) sought to investigate the factors that affect the growth of agency
banking in Kenya with specific focus on Kwale County. The findings revealed that security
influenced the growth of agency banking in Kenya, financial education enhanced knowledge,
attitude and practice in agency banking and lack of coordination between banking agencies
influenced the growth of agency banking in Kenya and especially Kwale County. This

reveals a gap with regard to the geographical context since this study was done in Kenya.

2.6 Conclusion.

This chapter reviewed the literature on mobile money transfer and economic growth. It
started by looking at the theoretical framework where it discussed the theories on which
the study is found: financial intermediation theory, modern economics theory agency theory,

transaction cost theory and savings theory. Financial intermediation theory brings out the role
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played by mobile money transfer systems in the wide financial system by enabling the
transfer of funds from one individual to another, While the modern economics theory puts
into perspective the changing times and adaption to the environment. Agency theory explains
different behavior or decisions by noting that the two parties have different goals, while
transaction cost theory explains why companies exist and why they source out activities to
external environment. Savings theory elaborates how individuals or organisations save
depends on their income.

The chapter further looked at the measures of economic growth including Gross
Domestic Product which is designed to measure the value of production of those activities
that fall within the boundary of the national accounts system. Waverman et al. (2005) found a
positive significant effect of mobile telecommunications on economic growth and emphasize
that this impact” may be twice as large in developing countries compared to developed
countries.” Masinge (2010) studied the factors influencing the adoption of mobile banking
services at the bottom of the Pyramid in South Africa. Masinge finds that with the
convergence of banking services and mobile technologies, users are able to conduct banking
services at any place and at any time through mobile banking. Erickson (2010) did study
mobile money: cell phone banking in developing countries and established that transfer either
local currency or mobile minutes. Mobile money can increase access to financial services.
Blauw and Franses (2011) studied the impact of mobile telephone use on economic
development of households in Uganda. Jensen (2007) and Aker (2010) find that the
introduction of mobile phones reduced price dispersion in fish markets in India and grain
markets in Niger respectively. Jack and Suri's (2010) empirical study shows that M-Pesa
improves the ability of households to smooth risks. They contribute to the literature by
providing guantitative estimates of the impact of M-Pesa in Kenya on a variety of economic

and social outcomes including financial access and usage. From the above discussion, it is
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clear that the effect of mobile money transfer services on economic growth in Kenya has not
been explored. This study therefore seeks to fill this research gap by establishing the effect of

mobile money transfer services on the economic growth.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

The chapter presented the research methodology that was used for the study. It discussed the
research design, its characteristics and why it was preferred over other research designs. It
also provided information on the population of the study, some background and key
characteristics of the organization, which was studied. The chapter examines the sample
frame and sample selection. It also provided information on the data collection method and
the data collection instrument to be used in the survey. Finally, the chapter presented the data

analysis method to be used and how the statistics was generated from the study.

3.2  Research Design

The research design employed in this study was explanatory research design. Explanatory
research attempts to clarify why and how there is a relationship between two or more aspects
of a situation or phenomenon. Explanatory research design connects ideas to understand
cause and effect, meaning researchers want to explain what is going on. Explanatory research
focuses on why questions. Answering the "why' questions involved developing causal
explanations (De Vaus, 2001). It aimed at establishing a cause and effect between variables

(Mugenda and Mugenda, 2003).

The dependent variable was economic growth for the year 2007 to 2015 (7 years or 28
quarters). The independent variables were mobile money transfer agents, mobile money
transfer customer enrolments, mobile money transfer transaction frequency and mobile

money transfer deposit value. The choice of the years was because of data availability.
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3.3 Data Collection Procedures

The study used secondary data sources to gather information relevant in reaching at the
research objectives. The secondary data was collected from the CBK and the (KNBS) Kenya
National Bureau of Statistics reports. The study’s data collection source was justified by the
fact that data on mobile money transfer agents, mobile money transfer customer enrolments,
mobile money transfer transaction frequency and mobile money transfer deposit value were
available in the CBK while the same works hand in hand with KNBS in making such

statistics and estimation.

3.4  Data Analysis

The data was modeled in time series. The analysis was conducted through a procedure of
various steps. After successful data collection exercise, the obtained data was verified and
edited for completeness and consistency. A content analysis and descriptive analysis will be
employed. Tables and other geographical presentations as appropriate will be used to present
the data collected for ease of understanding and analysis. Various assumptions were carried
out to find out the causal and effect of the variables between the independent variables and

dependent variables.

3.4.1 Descriptive and Trend Analysis

First step was to analysis the data using descriptive and trend analysis that provides simple
summaries about the sample and the observations that have been made. These summaries
may either form the basis of the initial description of the data as part of a more extensive
statistical analysis, or they may be sufficient in and of themselves for a particular

investigation. Descriptive analysis provided results on measures of central tendency of the
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variables were presented. Trend analysis also provided graphical representation of the

movement and changes of the variables under study over the years was presented.

3.4.2 Normality Tests in Time Series

The normality of the data was tested in time series. The reason why normality test was tested
because of checking whether the data set was well modeled to suit the normal distribution
and to compute how likely it would be for a random variable underlying the data set to be
normally distributed. Razali, Nornadiah; Wah, Yap Bee (2011). Therefore checking for
outliers in data would reveal if the data exhibited outlier thus significant skewness and
kurtosis coefficient. Hence, skewness and kurtosis coefficient was used to test normality. The
Jacque Bera test combines both the skewness and kurtosis coefficient into a concrete measure
of normality was also used. Brani Vidakovic (2011).The null hypothesis under Jacque bera
test was that the distribution of the data was not significantly different from that of a normal
distribution. In case the variables were not normally distributed under the Jacque bera test the

most conclusive was the normality of error term resulting from the regression.

3.4.3 Multicollinearity tests

The multicollinearity of the data was tested using Pearson correlation coefficients.
Multicollinearity (also collinearity) is a phenomenon in which two or more predictor
variables in a multiple regression model are highly correlated, meaning that one can be
linearly predicted from the others with a substantial degree of accuracy. Therefore the
research was carried out to find out whether the variables were highly correlated or not. A
multiple regression model with correlated predictors can indicate how well the entire bundle
of predictors predicts the outcome variable, but does not give valid results about any

individual predictor, or about which predictors are redundant with respect to others. The rule
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of the thumb is that a correlation coefficient of more than 0.8 indicates serious

multicollinearity. O’Brien, R. M. (2007).

3.4.4 Heteroscedasticity and Autocorrelation in Time Series

Heteroscedasticity checks whether the error term was constant across the observations.
Guijarati, D. N.; Porter, Dawn C. (2009).The test was carried out using the white tests. The
condition was corrected by applying corrected standard errors. Autocorrelation test was
conducted to check whether the error terms were correlated across time. Verbeek, Marno
(2012). The LM test was conducted to test for the first order autocorrelation. To correct for
autocorrelation additional lags was employed. This resulted in a Durbin Watsons statistic of

close to two which was an indicator that autocorrelation no longer exists.

3.4.5 The Long run Time Series

A multiple linear regression model using OLS was used to test the significance of the

influence of the independent variables on the dependent variable.

Inferential statistics regression was applied to establish the effect of Mobile Money
Transfer services on the economic growth in Kenya. Economic growth was taken as
dependent variable where as a various measures of Mobile Money Transfer such as number
of agency distribution, number of customer enrolments, number of frequency of transactions

and the deposit value. The regression model that was used in this study is;

Y=o+ [ 1Xut faXotf 3Xart aXat F05XstF PoXetFC e vee et ittt et et et e e e e (I)

Where;

Y= Real Economic Growth rate (dependent variable)
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X1~ Mobile money transfer agents

Xo— Mobile money transfer customer enrolments

X3t — Mobile money transfer transaction frequency

Xa4:— Mobile money transfer deposit value

Xse— Interest Rates

Xe— Exchange Rates

B1, B2, B3, p4, PS5, p6 = Beta coefficients indicating various levels of importance (weight of
each factor) Statistical tools will be used to analyze the data in order to provide for
meaningful distribution of scores. For this purpose, E-views and R-statistics will be used in
analysis. The package will be able to execute such high level of analysis of variance, the chi-
square tests, comparisons of several means and many other statistical operations will be

applied.

3.4.6 Unit roots

Unit root tests were conducted on each variable. If variables had mixture of stationary and
non-stationary series, then the first step was to conduct first differences for the non-stationary
series until the state of stationary was achieved. The Augmented Dickey-Fuller (ADF) test
was employed in the study to test the time-series properties of the data series. The ADF tests
the null hypothesis of non-stationary against the alternative hypothesis of stationary. The p-

perron tests were also useful in testing or unit roots.

The ADF and p-perron test assume the following null hypothesis;
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Ho: The variable is non- stationary (i.e. it has a unit root)

Ha: The variable is stationary (i.e. it has no unit root)

It was at this stage that first and second differences were conducted if necessary.

3.4.7 Co-integration Analysis

This involved the testing of the existence of co-integrating equations. The long run
relationship was established by conducting co integration tests for the mixture of stationary
and non-stationary series. Two methods were available for it. The first method was the two
step Engel granger method. Co-integration using the two step Engel granger method involved
generating residuals from the long run equation of the non-stationary variables. To establish
whether variables were co integrated, the stationary of the residuals was established by
applying the ADF and PP tests. If the residuals were stationary at levels, then it concluded

that there was both a short run and a long run relationship among the variables.

The second method was the Johansen co integration test. However, the Johansen co
integration had been cited as more robust and more accurate in identifying the presence of co
integration. The Johansen test required that the appropriate lag length to be known. The lag
length (p) was determined by the Schwarz criterion to ensure that the residual was white

noise.

3.4.8 Vector Autoregressive Modeling

This helped to establish the short run relationship between the variables. However, the short
run relationship was only established a) after converting all non-stationary series into

stationary series (either by differencing or by de trending) b) after successfully testing for co
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integration and after using the residuals from the co-integration model to generate an error

correction term(ect), c) which is inserted into the short run model.

The study employed the VAR procedure of Hendry (1995). The approach minimized
the possibility of estimating spurious relationships while retaining long-run information
without arbitrarily restricting the lag structure (Hendry, 1995). VAR also provided estimates
with valid t-statistics even in the presence of endogenous explanatory variables (Inder,

1993).The error correction model used as laid below.

DY = fo + f1DXyit S 2DXoi+f 3D Xait f4DXgt +f5D X5+ fsD Xt lag residual +e...... ... (i)

Where;

Y= Real Economic Growth rate (dependent variable)

X1t— Mobile money transfer agents

Xor— Mobile money transfer customer enrolments

X3t — Mobile money transfer transaction frequency

Xa:— Mobile money transfer deposit value

Xs— Interest Rates

Xet— Exchange Rates

So - is the constant term

p= This represents the Beta values of the independent variables

S1= The coefficient representing mobile money transfer agents
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p 2= The coefficient representing mobile money transfer customer enrolments
S 3 = The coefficient representing mobile money tr