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ABSTRACT
Credit card allows the users to be flexible and increases ability to spend for shoppers. In addition,
installment plan gives more times for paying back the amounts used in later periods. Customers
do not apply for cards because; they fear debt, some are risk averse, for debit cards- fear of
technology, fear of fraud for both credit and debit through lost cards, carjacking usable
worldwide. The purpose of the study was to explore factors affecting the adoption of credit cards
of Kenyan bank customers. The specific objectives are: determine the level of customers'
awareness of existence and benefits of credit cards, establish the level of adoption of credit card
use by customers in Kisumu city and to find out challenges faced by customers in using credit
cards. In this study, the focus was only on bank credit cards. The research was conducted in 13
banks in Kisumu which has a total of 9744 credit cardholders. The data collection instrument for
the credit cardholders and non-credit-cardholders was a questionnaire and the instrument for data
collection for the card issuance was an interview guide. Data was collected from 384 respondents
in Kisumu City and later presented using tables and charts. The results of the study show that on
awareness, where credit cards as a payment mechanism is more accessible, consumers attend
more to a product's benefits relative to the cost aspects of the product. Conversely, when cash as
a payment mechanism is more accessible, consumers attend more to cost aspects of the product
(broadly defined to include price, delivery time/costs, warranty costs, installation costs, etc.)
relative to product benefits. The banks agree that there is a problem of faulty facilities. However,
the banks do not perceive these as major problems. Although the respondents' levels of
involvement in their credit card were often rated at medium to high, there was no clear
connection between adoption and other constructs. Conclusions that can be drawn from the
findings are: customers are aware of credit card offered by banks, more males adopt credit card
use of54.5% as compared to women 45.50%.many people in private sector adopt credit card use
of 56.1% as compared to unemployed of 3.60% and in terms of the construct of involvement is
that younger respondents generally showed higher levels of credit card adoption than the older
customers did. Customers are of the opinion that rewards should be offered to credit card holders
by not pegging limits on their income but customer loyalty. The study recommends that some
incentives should be made to the customers that are being offered to credit card holders today to
increase the level of adoption. Second recommendation is for the bank to organize for
sensitization program, address system failure and to put in place stringent IT security policy.
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CHAPTER ONE: INTRODUCTION

1.0 Background of the Study

A feature of the banking industry across the globe has been that it is increasingly becoming

turbulent and competitive, characterized by an increasing trend towards internationalization,

mergers, takeovers and consolidation of the banking industry. Moreover a number of non-

banking companies are entering the banking industry by offering financial products and services

(e.g., Toyota's credit card, GM's auto financing, Merrill Lynch investments). This has given a

myriad of options to customers in choosing banking services. As a response and aided by

technological developments, banks have attempted to build customer satisfaction through

providing better products and services and at the same time to reduce operating costs. Thus the

banking industry has been constantly innovating and with the advent of technological

developments, particularly in the area of telecommunications and information technology, one of

the latest innovation that took birth, and quite inevitably, has been the use of plastic money and

more specifically, credit cards.

The roles and importance of credit cards nowadays are clearly significant. The credit card users

can spend future's money today. It allows the users to be flexible and increases ability to spend

for shoppers. In addition, installment plan gives more times for paying back the amounts used in

later periods. There are no barriers for the users to spend in any currency since shops and stores

only concern whether the cards are visa or master cards, usable worldwide. This section will

discuss the background of the Study, statement of the problem, objectives of the study, research

questions, and significance of the study, assumptions scope and limitations of the study.



According to Encyclopedia Britannica, "the use of credit cards originated in the United States

during the 1920s, when individual firms, such as oil companies and hotel chains, began issuing

them to customers." However, references to credit cards have been made as far back as 1890 in

Europe. Early credit cards involved sales directly between the merchant offering the credit and

credit card, and that merchant's customer. Around 1938, companies started to accept each other's

cards. Today, credit cards allow you to make purchases with countless third parties.

Credit is a method of selling goods or services without the buyer having cash in hand. A credit

card is only an automatic way of offering credit to a consumer. Today, every credit card carries

an identifying number that speeds shopping transactions. Imagine what a credit purchase would

be like without it, the sales person would have to record your identity, billing address, and terms

of repayment.

Credit cards were first promoted to traveling salesmen (more common in that era) for use on the

road. By the early 1960s, more companies offered credit cards, advertising them as a time-saving

device rather than a form of credit. American Express and MasterCard became huge successes

overnight.

By the mid-'70s, the U.S. Congress begun regulating the credit card industry by banning such

practices as the mass mailing of active credit cards to those who had not requested them.

However, not all regulations have been as consumer friendly. In 1996, the U.S. Supreme Court in

Smiley vs. Citibank lifted restrictions on the amount of late penalty fees a credit card company

could charge. Deregulation has also allowed very high interest rates to be charged.
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Today's consumers, especially those known as Millennials and Gen Y, are used to having

technology integrated into most aspects of their work and personal lives. Banking is no

exception. To respond to changing customer expectations, banks, credit unions and other

financial institutions have incorporated online and mobile technology among other innovations

into consumers' banking experiences. However, financial institutions still need to answer several

questions pertaining to banking technology such as how well are financial institutions meeting

the needs of consumers when it comes to offering high-tech products and services? Whom do

consumers view as the trusted provider of the mobile wallet? And how does adoption of banking

technology vary for different consumer groups?

In large part due to the "wait and see" attitude among older banking consumers, mobile banking

and mobile wallet services have not yet been widely adopted by U.S. consumers. However, more

established online banking technologies, such as AIMs and online banking, enjoy widespread

usage across all consumer segments.

Consumers cite convenience, fraud protection, greater control over their finances and the fact

that they are already using the Internet as the main benefits of online banking. Consumers who

are reluctant to adopt technology banking often comment, "I haven't changed the way I bank

much in the past 10 years," and "I like going to my bank branch and talking to the people I know

about my banking needs." As might be expected, the older, more conservative Conventional

Stalwarts identify most strongly with these statements, and they are most concerned with identity

theft related to online banking.
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Much of the early work on consumer debt focused on traditional loans which are unlike credit

card loans in several key respects. Whereas traditional loans involve predetermined loan amounts

and fixed payment schedules, with credit card loans, the actual borrowing decision is at the

consumer's discretion after receiving a fixed line of credit. Debt repayment on credit cards is

flexible, with the minimum monthly repayment being a fixed percentage of the total balance.

Unlike many traditional loans, credit card borrowing does not require consumers to post

collateral which may place a greater risk on the lender. The study for the tradition loan market

theoretically using the tools of asymmetric information and adverse selection,( Lucia and Kim

1999),

However, with the growth of credit card debt in the U.S. economy in the last decade, researchers

have increasingly turned their attention to various aspects of this unique credit instrument., who

was one of the first to carry out an empirical study of this market, found those abnormally high

profits and high and sticky interest rates exist in the industry in spite of its seemingly competitive

structure with over 6,000 card issuers,( Ausubel 1991),. He speculated that search/switching

costs and a type of irrational consumer behavior might be involved in these paradoxical market

outcomes. Responding to Ausubel' s argument, they introduced the aspect of the liquidity service

of credit cards which saves consumers the opportunity cost of holding money for payment,(

Lucia and Kim (1999) Therefore they argue that it is rational for consumers to hold positive

credit card balances even in the face of the high interest rates and also pointed that high and

sticky interest rates could exist without irrationality on the part of consumers because of

information problems for the credit card banks and further explains the situation by referring to

the open-ended nature of the credit card loan and the high risk involved with this for banks;
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while it was found that defaulters had higher interest elasticity and this could induce banks to

keep their interest rates high,(Stavins 1996).

After a lull in credit card defaults in the early 1990's, default and personal bankruptcy began to

increase sharply after 1995; and this phenomenon has become a serious issue for banks and

policy makers, (Domowitz and Eovaldi, 1993). The research find a strong positive correlation

between credit card debt and personal bankruptcy filings, (Ausubel (1997) and Domowitz and

Sartain (1999). The potentially serious impact of credit card default on the general state of the

economy has prompted a number of researchers to explore the default issue test the argument of

paper that irrational consumer behavior and adverse selection problems account for the failure of

competition in the credit card market. They also examine default in this market and find that

cardholders with higher balances have a higher probability test that concludes that although

cyclical factors in the economy affect charge-offs by banks, the aggressive marketing of card

issuerssince the mid-1980's has deteriorated the quality of the cardholders' pool and contributed

to the high rate of charge-offs seen in the 1990's,( Ausubel's 1991 t. Laderman (1996).Using a

permanent income/life-cycle approach, also attribute to rising default to socioeconomic and

demographic characteristics of cardholders,( Black and Morgan 1998) .

While the research to date on credit card default has provided valuable information about trends

in this market, lack of detailed data has limited the understanding of consumer behavior and

motivation in the use of cards and subsequently in a more complete understanding of default.

The Survey of Consumer Finances (SCF) has provided previous researchers the most

comprehensive view of consumer debt. However, some critical features of the consumer
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situation are not available in the SCPo The survey utilized here will be specifically designed to

capture certain complex characteristics which are unique to this market,( Jappelli, 1990; Callem

and Mester, 1995;Y00, 1997,1998; Black and Morgan, 1998).

Credit counselors report that many consumers are more likely to make debt decisions based on

the resulting minimum required payment than on the overall cost of the item purchased on credit.

The widespread availability of revolving credit has changed the nature of budget constraint for

consumers. Many consumers using revolving credit are maximizing utility subject to the

minimum required monthly payment constraint rather than an overall income constraint.

Therefore it is not surprising that the minimum required payment to income variable was more

powerful in predicting default behavior than the debt to income variable.

A second variable which is found to influence default behavior is the percentage of the total

credit line which the consumer has used. In most previous work, the data used for credit card

balances includes both convenience-use balances which will be paid off as well as carried

balanceswhich actually form true revolving credit, (Stavins, 1996; Ausubel, 1997).

A unique aspect of credit card behavior is captured by the number of cards on which a consumer

has charged to the credit limit. It reflects the way in which consumers manage their credit card

purchases. It is an indication of the consumer's willingness to take on debt beyond the bank's

assessmentof their ability to handle that level of debt. Previous researchers have pointed out that

independent behavior among many makes this situation possible. If there were only one card-

issuing bank in the economy and it was maximizing profits, then presumably the credit line
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issued to any consumer should accurately reflect that consumer's ability to manage that level of

credit (given the consumer's income, obligations, education and earning ability which should all

be known to the bank). However, "sequential banking" and has made it possible for consumers

to max-out on more than one card, and this influences their default probability," (Bizer and

DeMarzo, 1992).

1.1 Statement of the Problem

Research shows that only a million Kenyans operate bank accounts. The number has definitely

risen as a result of an aggressive advertisement campaigns of new and flexible services carried

out by various banks in response to the ever increasing competition in their operating

envirorunent. In trying to decongest their banking halls and at the same time offer their services

faster to their customers, the use of ATM cards have been popularized and adopted by nearly

90% of their customers. Of the researchers' interest is the fact that only one third of those who

operatebank accounts hold credit cards of different types,( Pocyline and Peter, 2007).

Different banks who are majority issuers of both debit and credit cards tend to segment their

market and thus joint marketing promotions are of little help. Why customers do not apply for

cards; they fear debt, some are risk averse, for debit cards- fear of technology, fear of fraud for

bothcredit and debit through lost cards, carjacking. Banks do not have well thought strategies on

plasticmoney education to existing and potential customers in Kenya. The researcher here seeks

to assess the level of adoption of credit card use by bank customers in Kisumu city and if low,

establish reasons why customers are slow in adopting the use of credit cards even in a fast

changingsociety where technology changes the way people do things.
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1.2 Objectives of the Study

The purpose of this study was to investigate the factors influencing the adoption of credit cards

by Kenyan bank customers in Kisumu City.

The specific objectives of this study were to:

i) Determine the level of customers' awareness of existence and benefits of credit cards.

ii) Establish the level of adoption of credit card use by customers in Kisumu City.

iii) Find out the challenges faced by customers in using credit cards.

1.3 Research Questions

1. What is the level of bank customers' awareness of use and benefits of credit cards?

2. What is the level of adoption of credit card use by customers in Kisumu City?

3. What are the challenges faced by customers in using credit cards?

1.4 Significance of the Study

Marketing implications from this study will be used by banks to review flexibility of their

installment plans and attractive point redemption. Banks and other financial institutions that

issueand accept the use of credit cards will have a basis on which to evaluate and redesign the

creditcard terms of use. Usage and adoption is greatly affected by informational barrier, security

risk, strict legal requirement and low domestic acceptance. In summary, credit card marketing

campaigns should particularly consider flexible interest rates, relatively less annual fees, more

places accepting credit card, simplistic information and minimal sanctuary risk. All the above

suggestionsshould match the demand and expectation of target market.
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1.5 Scope and Limitations of the Study

This study will be carried in all commercial banks in Kisumu city and will involve staff who are

chargedwith the responsibility of issuing the credit cards and selected customers who hold and

those who do not hold credit cards. A possible limitation is that the respondents may become

reluctantto answer questions asked about things they consider private, may try to help by giving

pleasantanswers which may not be accurate, or may just give answers in order to look smart and

well informed. Also the regional focus of the study, i.e. in Kisumu City which prevents

discussionand the comparison of factors under study with those of different regions; results may

bedifferent in another region.
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CHAPTER TWO: LITERATURE REVIEW

2.0 Introduction

This section reviews the literature that is related to this study and will discuss the bank credit

cardsand consumer behavior. The section has been organized as per the objectives of the study

andrelevant literature also included as well

2.1 Customers' Awareness

Awarenessis such a variable that is of utmost importance. If people do not know about anything

it is obvious they will not be using that product or service, if proper information, when required,

is delivered to the people the awareness for that product may be increased and hence the usage.

Sameis the case with credit cards. The impact of awareness on usage of credit cards was studied

foundthat Asian and Hispanic consumers didn't prefer credit card so there is a need to promote

creditcard services to encourage its use,( Delener and Katzenstein 1994). Similarly it was found

that inactive users of Hong Kong having more tendency to influence due to promotion,( Chan

1997) . In addition Chan also suggested the use of "leaflet". Leaflet is a paper providing detailed

information regarding benefits associated with the use of credit cards. Likewise for the case that

creditcard issuers must offer discount for promotion. In addition it was suggested that issuers are

required to provide all relevant information regarding credit card terms at the time of issuing

creditcard, (Devlin, Worthington and Gerrard (2007).

Itwas found that people's lack of understanding or minimal information of industry is one of the

biggestdilemmas in the credit card market. This lack of information affects adoption and usage

of credit cards big time, (Gan, Maysami, and Koh 2008). Another set of researchers identified
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that informational barriers impede the ability of credit card customers to obtain a competitive

interestrate through search. (Calem, Gordy, and Mester 2005).

2.2 Level of Adoption

A number of factors are identified based on evidence of previous literature. In this study these

factorsare examined under the approach, as a barrier in use and adoption of credit cards. This

studyincludes the factors, which influence the adoption & usage of credit card and are classified

in the five main categories. These categories are Demographic, Awareness, Cost, Function and

SociaPsycho Factors. These categories comprise of various variables, which playa significant

role in the adoption & usage of credit card, in the context of Kenya as discussed under.

Theeffect of demographic factor like income on the usage of credit cards was studied by various

researchers in different settings. Two researchers identified that income is a primary determinant

of credit card usage and families with different income categories perceived pros and cons of

creditcards differently, (Mandel (1972), and Kinsey (1981). Similarly it was concluded that high

earnersare more attracted towards credit cards and mostly pay their bills on time (Worthington

andStewart 2007). Likewise, there is positive relationship between credit card usage and income

levelwhich implies that high income people have high intensity of using credit cards,( Peterson

(1976). In addition a researcher identified in Hong Kong that income is only the demographic

factor influencing credit card usage between active and inactive cardholders ,(Chan (1997).

Again it is possible to see how it agrees with above mentioned researchers by identifying that

higherthe income level of cardholder the more he is attracted to use credit cards,( Lu 2004).

It was recognized that age is a strong determinant of credit spending that is young adults had

higher credit outstanding compared to elderly people, (Gan, Maysami, and Koh 2008). Likewise
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the middle age people are more likely to use credit cards,( Chirapanda and Yoopetch (2008);

Nevertheless, previous studies suggested that older people tended to have more credit

cards,(Shannonand Yoopetch 2002) .

Wheregender is concerned, it was found that females possesses more credit cards than males and

also females of lower or middle income group see them as status symbol,(Gan, Maysami, and

Koh2008). Various researchers found that females used their credit cards more frequently and

theywere of the view that females tend to have a higher average number of credit cards than

males.Contradicting this, others suggested that single males were more likely to use credit cards

thanfemales (Kinsey (1981), and Slocum and Matthews (1970); White (1975), and Adcock et a1.

(1977);Kinsey (1981) and Arora (1987); Hayhoe et a1. (1999); Armstrong and Craven (1993);

Chan(1997).

Inexplaining the demographic factor marital status, researcher gives the view that single persons

hold least number of credit cards than the married ones, (Gan, Maysami, and Koh, 2008).

Explaining same fact for Asian and Hispanic culture, Research found single respondents used

more credit cards in those cultures,( Delener and Katzenstein 1994). It indicated that high

income;married individuals have used more bank credit cards relative to other credit cards. The

contradiction in views is due to different cultural backgrounds, ( Martal and Fitts 1981).

Eccentrically the education level of the people has an affirmative effect on the consumption of

plastic money. It was quoted that as the education level of consumers of China increases, they

are more attracted towards credit cards,(Worthington, Stewart, and Lu 2007), Occupation or

employment is also of same importance as education. Supporting previous findings, in studying

Asian and Hispanic culture, indicated that respondent belong to high school degree are more
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likely to use credit cards., Delener ISSN: 2306-9007 Khalid, Butt, Murtaza & Khizar (2013) 107

and Katzenstein (1994)

Occupation is one of those demographic variables that may affect usage of plastic money

directly. If person is well employed, he or she might want to use easy payment procedure

whatever the cost maybe.

Study conducted found around 2/3rd of the target respondents were well occupied and they

admitted that they had used credit card more than once by, ( Chan 1997). On the other side it was

found in Asian and Hispanic cultures that 25.1 % of card holders were belonged to labor

category,( Delener and Katzenstein 1994).

2.3 Challenges

Cost is the complication and difficulty a person faces in using and adoption of credit cards. It is

as important as income level. A study conducted suggested that "rational consumer accepts only

those means of payment that reduce the cost of making transactions, (White (1975).

In this research cost is classified in two sub-categories, for the sake of convenience, to manage

all cost related factors.

1) Monetary Cost (like interest rate, annual fee, credit limit, type oftransaction):the cost in terms

of money.

2) Non- Monetary Cost (like low acceptability, long application approval time, shortly payment

period, legal requirement complications and difficulties in paying bills)

The effect of interest rates on the adoption and usage of credit cards was identified and

concluded that interest rate is an important factor in the credit card usage which influences it
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negatively, (Gan, Maysami, and Koh (2008). He also said that using credit cards involves

borrowings,paying high interest rate but it is attractive instrument in case of lowest transaction

cost,(Brito & Hartley (1995) .He said that adoption criteria of credit card depend on high credit

limit,quality customer services, fair fees and fair interest rates. ISSN: 2306-9007 Khalid, Butt,

Murtaza & Khizar (2013) 108

Twoproposals are contrasted here. National Liberal Caucus report suggested, "The government

shouldconsider an interest cap mechanism for all credit card accounts for retailers and financial

institutions."(p.146). the reason behind this proposal was the interest rates on credit cards in

Canadaare very high, in spite of competitive market environment ,(Chirapanda and Yoopetch

2008). The other MacKay Commission reported that," providing new sources of competition to

traditional suppliers through application of new technology and new ways of thinking about

these products. This commission didn't emphasize on higher interest rates but has given the

importance to new technological advancements. It was concluded by Barry Scholnick that

interestrate ceilings are not necessary for market regulation. It will discourage the Consumer

creditcard market.

Annualfee is the amount charged by the issuer for holding the card for at least a year. It is

usuallycharged at the end of every year through deduction from the bank account or direct

payment,(Chirapanda and Yoopetch (2008) . But the cardholder is duly informed about that.

foundin Hong Kong that active and inactive card holders demanded low annual fee and long

interest free payment periods indicated that bank marketers should adopt low annual fee for

domesticas well as worldwide credit cards,( Chan (1997). Found that premium cards have more
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annualfee (almost twice) as compared to regular credit cards. They found negative relationship

betweenthe annual fee and card usage,( Shannon and Yoopetch 2002).

Hequoted that generous credit limit is one of the important variables that count at the point of

sale,(Gan, Maysami, and Koh (2008) . They also cited that an increase in credit limit also

generatesa significant rise in debt. In Hong Kong it was found that inactive card holders were

notfeelingcomfortable with their credit limits,( Chirapanda and Yoopetch 2008).

He found that small size and large size of transactions enhance the cost of making payments that

discourageuse of credit card and indicated that fixed cost must paid by the card holders it may

includetime cost, energy cost and psychic cost,( White 1975 ).

He suggested that issuers of credit card are required to contact with different business that

acceptstheir credit cards for the purpose of increasing number of collection points, ( Chirapanda

andYoopetch 2008). He found in Hong Kong that credit cards of inactive users are not widely

acceptedbecause of their unlimited usage rate,( Chan (1997) .

Acceptanceof credit cards should be facilitated by merchants at their outlets. He investigated

thedeterminants which influence their participation in credit card payment schemes,( Yiing Jia

Loke.2007) . He classifies the determinants in three categories, merchant's background, business

characteristics, effects of other player's decision on merchant's perception. Merchant's

background includes his age (indicate negative relation with merchant acceptance), number of

personal credit cards held (positive relation), and computer user (to check the likelihood of

adopting new technology). In second category the business sector and value of transaction

influences on merchant decision. The usage of card by customers for bill payment and
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acceptanceof credit cards by competitors have strong impact on merchant participation in credit

cardpayment schemes It was found 72.3% of respondents give importance to acceptability of

theircard at intemationallevel,( Chirapanda and Yoopetch 2008).

It was found in Hong Kong that: some of the issuers were using short application approval time

to encourage adoption of credit cards; active and inactive card holders demanded long interest

free period,( Chan 1997) .It was suggested that there should longer payback period to bank

marketersto meet competition .In addition to that he further suggested provision of ancillary

functionsthat can enhance the usage rate. Ancillary Function means other benefits like ATM

servicesor Debit Card services that may be offered additionally. Customers prefer to use credit

card for saving instead of using them for expenditure only. He suggested that card issuing

company should affectively manage and handle complaints of their card holders once they

receivethe complaints to enhance customersatisfaction,( Chirapanda and Yoopetch 2008).

It was found that security is an important attribute in the selection criteria of credit cards.

Security is in two senses, as protection against credit cards fraud or in the case of card

lost/stolen.Bills and balances should be accurate. And these cards should be insured by credit

cardcompanies,( Arthur and Dimitris 1994).

Devlin,Worthington, and Gerrard (2007) found that credit cardholders are of two types, first one

is convenience users and second type is installment users. Whereas Worthington, Stewart, and

Lu (2007) divided the type of users into two groups, that was of transactor and revolver. They

also concluded that transactor users find it easier to pay through credit card rather than cash.
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Another set of researchers identified that people in the low socio-economic classes use their

cards for financing purposes and people belonging to high socio-economic classes use it for

convenience.(Gan, Maysami, and Koh 2008)

Mathewand Slocum (1969) exposed relationships between social class and income and usage of

creditcards. According to this research the purpose of credit card usage is convenience for upper

socialclass and installment for lower social class. Joseph T. Plummer (1971) carried out study

onthe life style patterns and usage of bank credit cards. On the basis of demographic and card

usage data, the higher income, better educated, middle aged, professional segment is more

importantfor potential segment of market. A set of life style patterns like contemporary and risk-

orientedare more likely to use credit cards for payment purpose. Whether the traditional and

conservative (for instance, financial transactions should be made in cash) approach towards

ones life style may be an important barrier in the credit card usage. Arthur Meidan & Dimitris

Davos(1994) identified that card'ts image is important for status conscious users, as it assigns

themprestige.

2.4 Bank Credit Cards and Consumer Behavior

Bank credit card is one of today's most ubiquitous financial instruments (Wolters, 2002). For

bank management perspectives, identifying the appropriate market for the credit card,

interpreting consumers' needs for the product and developing business strategies are crucial to

copewith fierce competition in the credit card market. In addition, Bernthal, Crockett, and Rose

(2005) indicated that credit cards came with important technology to help facilitate several

financial transactions for consumers, but the cards have capacity to support consumers in their
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everydaylife activities without much concerning about cash in hands. Brito and Hartley (1995)

observedthat another important service on credit card was about borrowing on credit cards.

However,such borrowing came with high interest rates which might appear irrational, but low

transactionscosts can make credit cards attractive relative to bank loans. In addition, credit cards

offerliquidity services by helping consumers to avoid some of the opportunity costs of holding

money.Goyal (2004) stated that service products, such as credit cards, being intangible and

experientialin nature are different to evaluate prior to purchase and consumption. Information

regardingsupplementary services can help consumers make pre-purchase evaluation of credit

cards.In addition to pre-purchase evaluation, the impact of supplementary services is studied

towardspost-purchase evaluation of credit card services.

Cargilland Wendel (1996) answered the question about the way credit cardholders using their

credit cards and found that consumers are rational with respect to credit card usage.

Understandingcard usage rationality assists credit card issuers to formulate strategy to cope with

competition and to provide better services for consumers. Moreover, d'Astous and Miquelon

(1991) stated that for credit card users, choosing a suitable credit card requires knowledge of

one'scredit card usage and comparison information on credit card costs. Chebat, Laroche, and

Malette(1988) conducted the credit card research on English-speaking and French-speaking

Canadians in Toronto and Montreal, focusing on their attitudes toward credit cards. Both

groupsare satisfied with benefits from using credit cards, improving their financial situations. In

addition, the English group was concerned about costs, accuracy, safety, practicality, and

facilitation, while the French group is concerned about costs, accuracy, over consuming, and

overspending. As for the impact of customer characteristics, income and education positively
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affectusage.

Itwasinvestigated that finance agencies, including banks, have started to develop new products

aimingnot only to increase their portfolio but also to maintain good relationships with existing

customersand to prevent undesired behaviors of high-default risk customers, (Stanghellini

(2003).This suggests that understanding the behaviors of the customers is significant for

financialoperations, because the customers can be either profitable or unprofitable and the

resultssuggest that credit card providers should always keep in mind about whether the discounts

theyoffer, the promotions they arrange and their loyalty schemes are superior to those offered by

competitors. Being responsive to competition is also an important key to succeed,( Devlin

Worthington,and Gerrard (2007).

Severalresearchers conducted consumer behaviors and the role of credit cards. It stated that it is

importantfor banks offering credit card services to study what makes consumers who have 5 or 6

credit cards use one rather than another when making a purchase to determine marketing

teclmiques,(Lunt (1992) . Among many factors affecting card adoption include high credit limit,

qualitycustomer service, fair fees, and a fair interest rate are the factors that count at the point of

sale. In addition, lower interest rates, cash advance checks with low rates, and sweepstakes are

someof the marketing promotions used by banks. Some other promotions were cashback

bonusesand no annual fee. Moreover the study investigated the role of credit card on consumer

behaviorand found that credit card usage by consumers across the oil-rich Arab countries (such

asQatar, Bahrain, and Kuwait) is changing in their consumption behavior, because having credit

card motivates Arab consumers to buy more often, and encourage promoting impulse buying
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,(Sulaiti,Ahmed, and Beldona (2006). It was further found that convenience and rebates are the

mainreasons for using a bank credit card,( Carow and Staten (2002) .

Furthermore,it was found that affective credit attitude (feeling about using credit cards) and

gender influenced college students' credit purchasing ,(Hayhoe, Leach, Turner, Bruin, and

Lawrence (2000). Affective credit attitude predicted the purchase of clothing, electronics,

entertainment,travel, gasoline, and food away from home. Their results also indicated that

genderdifferences in the relationship between financial practices, financial stress, affective

creditattitude and the number of credit cards with a balance. It was also found that consumers'

usageof store credit cards is related to a number of variables, including the use of bank cards,

credithistory, attitude toward credit, income, education, and ethnicity. It is important for banks

to develop marketing strategies to attract and win competition in the industry and to examine

creditcardholders carrying many credit cards at the same time. , ( Lee and Kwon(2002) Devlin,

Worthington,and Gerrard (2007). In this case, there were main credit cards (most often used

cards)and subsidiary cards (rarely used cards) and the respondents stated that their subsidiary

cardswere held for "stand-by purposes". It was further suggested that development of loyalty

programsand e-cornmerce programs that all add to a high quality customer experience for credit

cardbusiness. Moreover, those programs can attract and retain credit card users,( Bielski 2001).
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2.5 Customer credit card selection criteria

Theuse factor analysis to examine credit card selection criteria among Singaporeans and found

thatconvenience of use and protections is the main driver in their selection,( Lydia and Ramin

(2006). They also focused on Greek cardholders' selection criteria of credit and charge cards .•

andreveal that the most important factor is the offering of convenience to cardholders,( Meidan

andDavos (1994). Another study investigated bank choice and selection criteria in a range of

culturaland country economic scenarios and concluded that the most crystallized factor in bank

selectionis convenience,( Blankson et al. (2007). In the USA, a survey of households was taken

to evaluate the relative importance attached to selection criteria used to choose a financial

institution,evidence that much less importance to criteria is attached to modem facility,( Boyd

andWhite (1994) . Further study conducted in Saudi Arabia aimed to examine the extent and

nature of credit card ownership and usage in the country and how these are impacted by

consumerdemographics and attitudes toward debt reveal that the international acceptability and

usage convenience are the most positively evaluated credit card attributes,( Alhassan and

Yakubu(2007).

With respect to flexibility it was found that flexibility is the mam driver in selection for

Singaporeposited that the most important factor is the acceptance by a large number of different

types of establishment,(Singapore. Meidan and Davos (1994). Another study found that the

availability of ATM in several locations have the highest means in determining bank selection

for young customers however Friday banking is the least important item in the study,

(Mohammed. (2001) .Further, revealed that inactive cardholders are significantly less satisfied

with large credit limit than active cardholder and that inactive cardholder rated long interest free
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repaymentperiod as highly important criteria,( Yee (1997). Likewise it was note that availability

of the 24 h ATM and modern banking as very vital,( Cicic et al. (2004) Arbore and Busacca

(2009). With regards to economic factors conducted in Singapore the study show that economics

is the main driver in selection for Singapore,( Lydia and Ramin (2006). Further, show that

cardholders are concerned with the economy aspects of credit card usage and hence joining or

annualfee might influence their final decision and provision of credit cards with no annual fees

isthemost important determinant item in young customers' bank selection process. According to

theresult revealed that credit limit is the least differentiating factor,( Ali et al. (1994), Alhassan

and Yakubu (2007). In support of this, a study in Hong Kong examined the demographic and

attitudinal differences between inactive and active bank credit cardholders and found that low

annual free of credit cards are highly important for both inactive and active cardholders,( Yee

(1997).

Withregard to promotion, Mosad (1996) posited that advertising appears to be less important in

the selection of a bank. Likewise, Edris and Almahmeed (1997) revealed that effective

advertising is lowly ranked as a determining, factor of bank selection in Kuwait. Another study?

Gerrard and Cunningham (2001) investigate using a sample of Singapore undergraduates and

found that non people influential factor (which involves the offering of free gift) is not highly

rankedby undergraduates.

Itwas found that collegiate's stress the need for branch and ATM facilities close to the campus,

thereby favoring those banks with an extensive campus network,( Thwaites and Vere 1995).

Further argued that group's-for-free gifts and cash incentives will be alienated by any reduction

or removal of th e incentives package, ( Lewis and Bingham (1991). In addition it revealed that
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the"non-people influential factor" (part of which involves the offering of free gifts) is not highly

rankedby undergraduates, (Gerrard 1991).

In respect to reputation, it was argued that the reputation of card was the least important in

determining credit card selection in Singapore,( Lydia and Ramin 2006). Likewise it was

focusedon the selection criteria of credit and charge cards found that credit card usage is also

perceivedas assigning status to the users,(( Meidan and Davos (1994); Mosad (1996); Boyd and

White(1994)). Further, a study on consumer selection criteria for banks in Poland, indicate that

reputationmanagement will be key for banks if they are to overcome Polish consumers concerns.

,(Kennington et al. (1996). Other similar studies conducted are concluded that reputation is

ranked high as a determinant of a bank selection criteria, (( Edris and Almahmeed (1997)

,Mohammed (2001), Anderson et al. (1976)). In contrast, it showed that the determinants of the

bankselection related to the reputation are not highly rank as a determination of bank selection

criteria,(Cicic and Agic 2004).

With regards to Demographic, it shows that on the importance related to gender, the males

appearto be more interested in having their needs met quickly and conveniently, while females

are apparently more interested in longer-term aspects relating to organizing their finances and

becoming more financially secure,( Boyd and White 1994). It revealed that the gender

Subramaniam and Marimuthu 3465 variation demonstrated in the study was such that, while

females viewed the promotion factor as more important than males, the males put more weight

oneconomic factors and flexibility, (Lydia and Ramin 2006). Another study found that there is a

significant difference in selection of credit card between males and females and that deferred
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paymenttype is considered more important for males than for females, ( Kara et al. (1994). In

contrast,it was posited that new generation of customers tend to put more emphasis on the

factorswhich gave them quick and convenient access to the bank services, that is, 'Location of

themain branch', 'convenient branch location and several branches' scored low for both male

andfemale alike ,(Mohammed 2001). However it was argued that the older group valued the

convenienceand protection factors more than the younger groups, but considered promotion as

lessimportant factor than their younger counterparts, (Lydia and Ramin 2006). Further indicates

thatthose with children in the 13 - 19 age groups opt for low interest loans, but to a lesser extent

thanthose with younger children but attach greater importance to location in the city. However

olderhouseholds with adult children are searching more for convenience and greater returns on

theirsavings, (Boyd and White 1994)

Onthe another aspect of occupation, the study reveal that white-collar households show greater

importance for reputation, modern facilities and location in city while blue collar households

place greater emphasis on availability of CUD"entaccounts and drive-in service. In support,

rankingof criteria varies with income level and that wealthier customers are not concerned with

price but want reputation, service and convenience. However in terms of the lower income

brackets,price is clearly the main concern, (Kennington et al. 1996) . Another study reveals that

lowerdivision students are much more likely to use their credit cards as a convenience, while

upperdivision students, and particularly graduate students, employ a revolving debt payment

stylemore frequently,( Munro 1997) . On the area of satisfaction it was posited that the word of

mouthfrom a disappointed and unsatisfied customer may cause the bank's image to deteriorate,(

Mosad 1996) .Likewise hotels are very demanding in terms of the selection criteria which they

considerwhen choosing a bank.( Gerrard and Cunningham 2000).
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Higherlevels of satisfaction in relation to convenience of location and easy access to a loan

officer,while lower levels of satisfaction were seen in relation to banks being a reliable source of

creditand banks being institutions which offer a wide range of services, (Dunkel berg et al 1984).

On Islamic banking, it was found that Islamic credit card holders' satisfaction factors are

shopping,bulk purchases and understand concept and the three main factors that contribute to

thesatisfaction of the Islamic credit card holders positively and significantly are more towards

shoppingand bulk purchases respectively, while the third factor, understand concept contributes

negativelyto the satisfaction of the Islamic credit card holders, ( Ridzwan et al. (2008). This

vacuumin the literature is somewhat surprising as by measuring relative satisfaction in relation

to bank selection criteria, this would give a bank the first opportunity to gauge how relatively

wellor otherwise it is performing.

2.6Conceptual Framework

Inorder to accomplish the goals of this study, a contextual framework will be utilized for the

investigationas indicated in Figure 1 below that is based on the Tri-Component Attitude Theory

.TheTri-Component Attitude Theory posits that an attitude is the way one thinks, feels, and acts

towardsome aspect of his/her environment. In the model (aka ABC Model): "A" stands for

affector emotions, e.g., how a person feels about credit cards; "B" pertains to behavior related to

creditcards, e.g., usage or repayment issues; and "C" refers to cognition or a person's beliefs

aboutcredit cards, e.g. credit card knowledge. The ABC model is considered the core of this

consumerframework and is surrounded by demographic and consumer socialization issues as

theyrelate to credit cards,(Lutz, 1991; Petty, Wegener, & Fabriger, 1997).
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Theadoption of the use of credit cards heavily depends on the three main factors as indicated in

the conceptual framework. The three factors include the awareness of the existence and

availabilityof the cards. Also information regarding the possible benefits and fears attached to

theiruse among others are not available to many of the prospective users. Awareness can be

improved by carrying out marketing campaigns and also provision of information at the

customercare service points. The level of adoption of the credit cards in terms of numbers is

anotherfactor that has a direct influence on the adoption as popularity of their use would enable

spreadof information regarding their advantages. The challenges that users complain about and

thoseadvertised in the media all scares away the potential users in case of fraud and other poor

usage practices. High interest rates and higher limits that are pegged on the user's regular

incomesmay all inconvenience the users and thereby reduce their use among the bank customers
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Fig.!: Conceptual Framework model

Source; Khalid, Butt, Murtaza & Khizar (2013)
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2.7 Research Gaps

Althoughthere is substantial literature on credit card usage and adoption internationally but in

Kenyanresearch work on plastic money is limited and don't provide insight of consumer

attitude.There is a need to explore the reason of consumer attitude about "Why they are not

attractedtoward plastic money, especially credit card?

Basedon prior studies, the focus was more on overall products and services offered by the banks.

However,in this study, the area has been narrowed to a specific product that is, credit card.

Further,prior studies were more on developed countries and not much in the Kenyan context.
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CHAPTER THREE: METHODOLOGY
3.0 Introduction

Thissection details the methodology that was used for the study. It starts by discussing the

proposedresearch design, the study area, population of study, sample size and sampling

procedures,data sources, data analysis and presentation, data presentation and the research ethics

tobeobserved.

3.1Research Design

Thisstudy dealt with the primary data that was to be collected based on the survey method. In

relationto this, there were a total of 384 self-administered questionnaires collected in the survey

usingthe mall intercept technique involving the credit card holders. This study adopted a

descriptiveapproach whose intention was to present facts concerning the nature and status of a

situation,as it exists at the time of the study, (Creswell, 1994; Saunders et al, 2003). The survey

methodwas used for this study as it is most suited for gathering descriptive information. Both

directand indirect approaches were used with the structured surveys where a formal list of

questionswas asked to all respondents in the same way.

3.3 Population of study

Kisumucity has an estimated population of 409,928 according to 2009 Kenya Population and

HousingCensus published 2010 and the title of the book is KNBS and a total of 13 credit card

issuingbanks. The general population for this study was composed of bank staff and their

customersmost of whom were drawn at the exit doors of the banking halls and those who had

accounts in the various banks in Kisumu. Gender and age factors were considered when

evaluatingthe customers to participate as respondents in the study.
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3.4Samplesize and sampling procedures

Probabilitysamples randomly selected from determined strata and non-probability samples

especiallypurposive sampling will be used in the study. Respondents were grouped into bank

staffand customers. There are a total of 9744 credit card holders or users forming part of the

populationtogether with customers who do not hold the cards. Purposive sampling was used to

pickpotential respondents in the categories. To get the sample size for the study the formula

belowis used to calculate the sample size. The study assumes a margin error of 5% and a

confidencelevel of 95%. The sample size calculation is based on a standardized mathematical

formulagiven the population is less than 10,000 persons.

0.96)2(0.5)0-0.5) = 384.16 (rounded off to 384 respondents)

0.052

Source; Cochran, 1963

Thesample size was therefore 384 respondents

Where;

n = Sample size

p = estimated proportion of an attribute that is present in the population

q = 1-p

e = 0_05 (5% desired level of precision)

z = 1.96 (as per table under normal curve for 95% Confidence Level)
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Randomsampling was used to select the 240 customers from different bank to participate in the

study.A total of 144 credit card sales staffs from each of the banks or their branches were

purposively chosen as respondents to this study due to their direct relationship with the

customersand that it is their responsibility to introduce customers to the use of credit cards.

3.5Data sources

Thestudy used both primary and secondary sources of data. These were drawn from the field,

librariesand relevant institutions.

3.5.1 Primary data collection

Primarydata was collected using two instruments;

Questionnaires: Written questionnaires in English language were used to ask whether the

customersare aware of the existence of credit cards and if they have used any. Open ended and

structured standard questionnaire were administered to the sample group after pretesting for

validityand reliability. Before data collection began, a pilot test was conducted at one of the

banks in the city where the surveys were administered. Ten subjects were recruited and each

subjectwas asked to fill the questionnaire. This flushed out any problems encountered with the

subjects'understanding or completion of the survey. Each respondent was timed to complete the

survey.Questionnaires were administered to the customers and staff responsible for issuing of

creditcards to establish how many of the customers hold credit cards. Likert scale, ranging from

notaware to aware was be used where a higher score indicates a greater level of awareness

Interviews schedules: This was administered to key informants in charge of the issuance of credit

cardsto customers. These included specifically the bank staff in the credit department.
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3.5.2 Secondary Sources

Thisinvolved review of related literature. Documents including project proposals, published and

unpublishedmaterials and internet resources were used.

3.6 Data analysis and presentation

3.6.1 Data analysis

Whenall the survey questionnaires had been collected, the researcher used statistics to analyse

allthe data assisted by the SPSS in coming up with the statistical analysis for this study after

codingand clustering of the data collected. Both qualitative and quantitative techniques were

utilized in the processing, analyzing and presentation of data. This is because qualitative

methods,tends to be strong in reliability but weak in validity. Qualitative techniques here mainly

involveddescribing the customers' attitudes and feelings towards use of credit cards while

quantitative involved numbers of those who held credit cards and who responded to research

questionson specific areas.

By combining the use of both, it was believed that it will possibly balance the strengths and

weaknessesof the two and achieve a higher degree of reliability and validity compared with the

useof only one method (Medina, 1998). Objective one that sought to explore the level of bank

customer's awareness was presented by use of tables and charts. The numerical data results of

thestudy analyzed by determining their corresponding frequency and percentages.
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3.6.2 Data presentation

The findings of this study are presented in tables, charts and graphs using percentage distribution

and frequencies. They are further ordered according to the expected responses from the research

questionsfor easy following.

3.7 Research Ethics

The researcher sought informed consent verbally and sometimes III written form from the

respondentsand explained the need and purpose of the data sought so as to convince them to

cooperate and provide required information without holding back anything relevant.

Confidentialityand anonymity was ensured to the respondents concerning their financial details.
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CHAPTER FOUR: ADOPTION OF CREDITS CARDS BY KENYAN BANK
CUSTOMERS

4.1 Introduction

Thischapter presents the results and findings of the study organized into two distinct parts:

resultsand discussion of the results. The first part deals with results of the study. The research

studyis based on primary data collected through a survey with the help of a questionnaire. The

questionnairewas administered by meeting the respondents on a one-to-one basis primarily in

bankinghalls, malls and shopping complexes which are places of usage of credit card. The

findingsare arranged here based on the study objectives from customers' awareness to adoption

levelsand challenges. The main bodies of the results are divided into two main sections. The

firstsection deals with the descriptive aspects of the data and the second deals with qualitative

aspectsof the results. The discussion part discusses the findings in line with each objective.

4.2 Level of bank customers' awareness of use and benefits of credit cards

Thiswas the first objective of study and the researcher sought to find out whether the bank

customers in Kisumu were aware of the existence of the credit cards and their uses. The main

parameters guiding the study were the knowledge of credit card existence, credit card charges,

billpayments using credit cards and safety.
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Fig2: Table showing Level of bank customers' awareness of use and benefits of credit cards

Source: Survey data (2013)

All the respondents who participated in the study accepted that they had knowledge of the

existence of credit cards even though some of them did not know how the work. Other aspects

related to awareness are included in the table below which summarizes the responses to the

survey questions.

Table 4.1

PERCEPTIONS YES NO

Acknowledge the awareness of credit card services 100% 0%

Customers' bank provide credit cards at a fee 95.9% 4.1%

Credit card payment is more convenient and suitable as compare to traditional 27.1 % 72.9%

payment methods

Customer feel shy and hesitated to use e-banking through credit cards 52% 48%

Customers' bank provide credit card services 95.5% 4.5%
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ards ensure satisfaction with ATM machines

ard charges are meant for capital purchases

Survey data (2013)

.1 reveals that all the respondents have acknowledged their awareness of the electronic

concepts (i.e. 100%). But the response to the question whether their banks are providing

ards, we observed that 95.9% respondents have given positive response and 4.1 % have

he negative response. This is similar to the results of a study by Guyal, 2004 who also

big percentage (86.4%) of the respondent's awareness of the existence and benefits of

ards.

dy further found out that 92.1 % of the respondents agree that the electronic services are

onvenient and suitable in present life. On the other hand 7.9% respondents disagreed. It is

served that 52% of respondents do agree to the fact that customer feels shy, hesitative and

way from using credit transactions and 48% of the respondents disagreed with this

nt and they think that customers are much comfortable in accessing the e-banking. Chan,

arried out a similar study to find out how customers responded to the introduction of e-
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bankingsystems and his results were also similar to these as most respondents (63.7%) hesitated

the adoption of such technologies even though about 35% disagreed by stating they were

comfortablewith the adoption of the same.

It was also found that 95.5% respondents' banks are providing credit card services, 4.5%

respondentsdisagreed that their bank provides this services. It is revealed that 90.7% of the

respondentsthink that using credit card is easier, authenticated and safe for conducting banking

transactionand 9.3% of the respondents deny this statement. It is also found that 73.2% of the

respondents are satisfied with the banking charges of credit card services and 26.8% feel that

credit card charges are high and they are not satisfied. A further analysis shows that 45%

respondentsused their credit cards for bills payments and 55% respondents are not using it for

billpayment purpose. It is analyzed that maximum number of respondents i.e. 58.6% prefer to

usetheir cash for purchasing in supermarket malls although 91.4% compare cards as safer as

comparedto carry the cash at the time of shopping and traveling and 10.6% respondents think

otherwise.It is found that 81.9% of the respondents are satisfied with credit cards and its services

but 18.1% of respondents accessing credit cards are not satisfied. As per the observation 86.8%

respondent's banks are providing credit cards out of which 38.9% respondents are use it from the

point.

Onthe other hand, 13.2% of respondent stated that their banks are not providing credit cards and

61.1% respondents are those who are not using it. As per respondents' feedback, it is found that

76.3% respondent think that use of credit card is better than cash payment and 23.7% negated

this statement. It is also found that 81.8% think that card transaction is expensive compared to
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18.2% respondents. It was also found that 68.3% feel that credit card charges are meant for

capitalpurchases and 31.7% deny this. Lee and Kwon, 2002 carried out a study to find out about

the accessibility of credit cards and also found out that one of the reasons accounting for low

adoptionis the fact that not all banks issue credit cards and therefore customers whose banks do

notissue them did not bother to seek for more information about the benefits of their usage.

4.3 Adoption of credit card use by customers in Kisumu City

The parameters used in this section in measuring the adoption levels of credit cards by customers

inKisumu city include gender, age, employment distribution, occupations and number of credit

cardholders.

The responses obtained from the respondents to the research questions based on

sociodemographic factors shows the average rates of adoption of payment instruments by the

demographic COh0l1as indicated in the charts below. Cash is held uniformly by all consumers,

but adoption of noncash payment methods varies by demographic characteristic. Credit card

holdingalso increases with age, and even more dramatically with education and income. Credit

cardadoption is highest for the high class consumers, but the rate does not decrease with age.

Adoptiondoes, however, increase with education and with income, although not as markedly as

expected.The credit card payment methods adoption increase with education and income levels.

In contrast to cash, credit card use drops with age, and to some extent with education as well

(beyond some college level education). The middle age, trendier age groups prefer credit cards

for their trendier and convenient use. Older consumers were less likely to adopt a credit card.

Consumers with a college degree were more likely to adopt a credit card than consumers without

such a degree. Convenience is a significant determinant of card adoption, relative to the cost of

creditcards and relative to all other payment methods.
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Accordingto the findings of the interview, consumers' adoption of credit card use by customers,

perceptionand evaluation of the card products under consideration differ across payment

mechanisms,more specifically, credit card and cash. That is, consumers who vary in terms of the

salienceof various payment mechanisms at the time of product evaluation and choice to evaluate

thesame product in fundamentally different ways. The attention they allocate to different

productfeatures varies significantly. When credit cards as a payment mechanism are more

accessible,consumers attend more to a product's benefits relative to the cost aspects of the

product.Conversely, when cash as a payment mechanism is more accessible, consumers attend

moreto cost aspects of the product (broadly defined to include price, delivery time/costs,

warrantycosts, installation costs, etc.) relative to product benefits. This is similar to findings by a

numberof researchers that the use of a credit card as a payment mechanism increases the

propensityto spend as compared to cash in otherwise identical purchase situations, (Soman and

Cheema,2002).

Socio-Demographic Characteristics of Respondents affecting adoption levels

As demographic factors are taken as independent variables, their impact can be felt on the

dependent variable in order to find their association with previous findings. It was proposed that

females tend to use more credit cards, but our research found completely opposite results, as the

mostof the cardholder respondents were males, (Gan, Maysami and Koh 2008).

Income is a big barrier in adoption of credit cards. Most of the respondents were from a lower

income group and they simply don't have enough resources to have such plastic payment card,

(Worthington, Stewart, and Lu 2007).
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Thedemographic analysis of the 384 respondents is presented in Table 1, which revealed the

followingfindings:

Responserate

Out of the 384 distributed questionnaires, 358 respondents successfully completed the

questionnaire thus yielding a response rate of 93.3%, which is considerably a satisfactory

responserate which enables better representation thereby making our findings more accurate.

Gender

Asthe findings below demonstrate, males comprised 54.5% of the total sample, which is 10%

higher than females with 45.5%. This result represents the reality of the working force in

Kisumu,where men and women are economically active in contributing to the livelihood of the

family. Men were found to form the majority of the credit card holders when looking at the

adoption levels.

56.00%

54.00%

52.00%

50.00%

48.00%

46.00%

44.00%

42.00%

40.00%
Males

N=384

45.50%

females

Fig 3: Socio- Demographic Characteristics of Respondents

Source: Survey data (2013)
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Age

About42% of the respondents are in the age group of 21-50, while the lowest age group is those

below18 with only 0.4%. The latter is expected as 18 years old is the minimwn age requirement

for getting a credit card. However, it is also important to state that having a majority of the

respondents coming from the 21-40 age groups is also an indication that this is the working part

of the labour force. Further examinations on the age group categories show that the highest

percentage is coming from the group of 21-30 years with 48.8% of respondents. This implies that

thecredit cards are highly possessed among individuals who can be classified as new and young

workers.

Employment Sector

Thefindings indicate that most of respondents work in the private sector (56.1%), which is about

20% higher than those working in the government/public sector (34.9%), while 5.4% of the

respondents are in self-employment and 3.6%, are unemployed. Hence, a larger number of

respondents are employed in the private sector as opposed to the government sector reflecting

their income levels since the private sector rewards better.
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Fig 4: Employment distribution

Source: Survey data (2013)

Occupation

According to the occupational backgrounds of the participants, the largest number of respondents

work as Managers/Executives with 33.7%, while the second largest occupational group is Clerks

(24.4%), followed by other professionals (15%), academicians (10.4%), technicians (6.6%),

shopkeepers (3.4%), students (2.8%), others (2.6%), retired (0.6%), and factory workers (0.4%).

Hence, the results fairly support the employment sector, which found that many respondents

work in the private sector. For example those who are in the early stages of their career might

have more favorable attitudes toward borrowing on credit card because they expect to have more

future resources to payoff debts. Furthermore, according to this trend, high income consumers

might have more favorable attitudes toward credit card use because they are less likely to be

credit constrained and have more ability to payoff their debts. Therefore, consumers with

different demographic and economic factors mainly employment and income levels might
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developdifferent attitudes towards credit card use. Similarly as in these findings considered that

consumerattitudes mediated the effects of those demographic and economic factors on credit

carduse. They found that household size, marital status and education were positively related to

creditcard debt while income was negatively related, (Ching and Hayashi 2010).

I•• ". Student ,5.80%

1•• "'ishoPkeep rs,
5.00%

I;; ••• it Technicians,
•• 6.60%
,.-.-_ .....••.._- ..••Academicians.

10.20%
-....,.,..--------- ...•Professionats,

15

N=384

Fig5: Occupation distributions

Source: Survey data (2013)

The Number of Credit Cards held by customers

The majorities of cardholders have one card with 47.9%; followed by 2 cards with 30.9%, and 3

cards with 12.7%. A lower percentage is found for those with 4 cards and above. Hence, there is

slightly less people with single card ownership (47.9%) than the multiple owners (52.1%)

demonstrating the growing interest in credit card use and adoption.
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Fig6: Number of credit card holders

Source: Survey data (2013)

The fact that a number of customers (over 12%) own four cards, a percentage higher than those

with three cards (10%) is an indication that though still low, credit card adoption levels has

begun to rise with those owning credit cards seeing the need to have more than one for increased

convenience. This can only be attributed to the experience of the customers with the first credit

theyhold.

Although the respondents' levels of involvement in their credit card were often rated at medium

to high, there was no clear connection between involvement and other constructs. However, one

conclusion that can be drawn from the findings in terms of the construct of involvement is that

younger respondents generally showed higher levels of involvement in credit cards than the older

customers did. Another finding is that men in the survey sample generally had a slightly higher

level of involvement in their credit card than women in the sample did.
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Customerattitudes have been found to be related to demographic characteristics. This research

foundthat the manner in which spending decisions are made are related to increases in the credit

cardlimit, and cardholders' perceptions of a suitable credit limit on a credit card. Further, higher

creditlimits equate to higher spending, higher credit limits are associated with higher incomes,

andthat despite not wanting an increase in their limit cardholders will accept one.

Anothercause is believed to be a lack of knowledge as to the real cost of using credit since more

than65% of credit cardholders did not know the current interest rate on their credit card, while

morethan 55% did not know how much they were paying on an annual basis for their credit card

accountfee. Park's (1997) research confirmed that the interest rate charged on credit cards are

relatively inelastic, explaining why relatively high interest rates on credit card facilities can be

maintained. Payment convenience, smoothing of cash flow, paying regular bills, emergencies

andspontaneous spending as the main reason for those who only transact on credit cards and do

notcarry balances beyond the limited interest free period, Lucas (2001).

Uptill now, the researcher addresses some perception errors by the general public with respect to

usingor not using credit cards. But there are certain monetary and non-monetary costs are also

present which are to be borne by the person in using or adopting a new thing. If these costs

match the benefits it provides than people move toward it otherwise rejects it. Adversely

mentioned is the fact that the first of the monetary costs is interest rates. When the respondents

were asked to tell whether the interest rates charged on credit cards comply with the benefits it

provides the responses were ambiguous. The respondents, who haven't applied for credit cards
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wereindifferent in replying to it as they had no information regarding interest rates being

chargedtoday. But the respondents who had applied for it but didn't proceed disagreed with the

statement.They claimed current interest rates are very high and benefits that can be accrued from

theuse of it are not equivalent. So, this acts as a barrier in their adoption of credit cards. On the

otherside, cardholders, either revolvers or convenient users responses resulted in almost equal

. meanbut relatively less variance. It means the current users are also limiting their use because of

inequalityamong the interest rate charged and benefits received.

Thereare numerous studies identifying the impact of interest rates on the adoption and using of

either credit or debit cards, Gan, Maysami, & Koh, 2008, Brito & Hartley 1995. It was also

found out that increasing rate of interest affects the adoption of credit cards negatively in

countries like China, Thailand, Greece and Egypt which comply with our results generated

througha research conducted in Kenya, Chirapanda and Yoopetch (2008) and Lunt (1992).

Inorder to find whether the people are satisfied with the current credit limits offered by issuers, a

research question was quoted to find its significance among the population. The survey" found

that cardholders are generally satisfied with the current prevailing limits, but non-cardholders

perceive it as a barrier as they consider it low. This difference in the mean values is statistically

proven fact as p-valueof data is below than the prescribed level of 0.05 which ultimately shows

that the means of the two groups is significantly different. So we can conclude that this credit

limitenhancement can act as a motivator for the non-users and it has no or less significance for

cardholders. Similar results were found by various researchers like, (Chirapanda and Yoopetch

(2008), and Gan, et al 2008).
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Theacceptability is one of the key issues in determining the increased rate of adoption and usage

ofcredit cards. It may act as a barrier depending on the geographical location of the concerned

person. If we talk from the point of view of Kenya, people living in Nairobi, Kisumu or

Mombasamay have greater opportunities for using credit cards as they have more outlets. But

peopleof smaller cities like Eldoret, Kisii have less of those. This research finds that non users

generally agrees that there are less outlets accepting credit cards both domestically and

internationally and this low acceptability results in perceived barrier in their adoption of credit

cards. The other segment of respondents that consists of cardholders sees the outlets as

satisfactory.This change may be due to change in geographical surroundings, as data is collected

onconvenience basis and a larger proportion of cardholders is from the bigger cities of Kenya,

thathave more opportunities for using it especially at petrol pumps and retail stores.

In order to find whether shorten repayment period acts as an obstruction in adoption and usage of

creditcards, the results depicted that both users and non-users perceive it as barrier. But the

percentageof barricade is stronger in existing cardholders. Chan also simplified this sort of result

andexplains it as the more the interest free repayment period, the more the rate of adoption and

usageof credit cards in countries like Hong Kong and China.

Normally application approval time is 6 to 8 weeks for allowing the applicant to properly use

creditcard. Although this period is not very much high but a passable proportion of respondents

considersit as long enough that eventually stops them from obtaining the credit cards. This result
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issupportedby findings of previous researchers that include, ( Chan, (1997) and Brito & Hartley

(2001).

4.4 Challenges faced by customers in using credit cards

Thiswas the third objective of study and was measured based on such parameters as fear caused

by system factors, transaction and legal factors. Most challenges cited by the respondents were

majorlyrisks that they fear would cause them losses during transactions. Credit card payments

originatefrom offline credit card mechanisms. Credit cards are the most frequently used form of

e-payment. Two important issues associated with the credit card method are security and

privacy,since consumers' transaction records can be tracked through their credit cards. The

creditcard method involves an irreducibly complex transaction-structure. Compared to other

electronicpayment systems, it is not appropriate for small-value transactions involving fewer

amounts.Also, the credit card are susceptible to security breaches, and that the vulnerability of

shouldbe carefully considered. The security of electronic payment transactions depends on a

numberof factors, such as systems factors, technical infrastructure and implementation which

areoutside cardholders' control. The transaction factors like secure payment in accordance with

specificand well defined rules and legal factors like a legal framework for electronic transactions

areinadequate.

Transactionprocedures in EPS have also been discussed at length in prior literature (Kousaridas

et al. 2008). The procedures in e-payment solutions differ from the ones in the traditional

paymentsolutions because the transaction infrastructures are fundamentally different from each

other;this may engender a range of new security issues, including concerns over unauthorized
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use and transaction status (Lim, 2008). Although credit card system has the advantage of

overcoming time and space constraints when compared to the traditional offline transactions,

consumers' perceptions of security and the trust they place in systems are of paramount

importancefor increasing the use of these systems (Kousaridas et al. 2008 (2001 ).It was further

arguedthat sophisticated procedures and process interactions should be developed in EPS to deal

withsecurity requirements,( Laudon and Traver 2001). It was also suggested that refined process

interactions in payment systems can eliminate consumers' fears over security issues associated

withsuch use,( Lawrence et al 2002).

Reviewing existing security technologies for EPS, including encryption and authentication

techniques,a secure e-payment system should provide security against fraudulent activities and

mustprotect the privacy of consumers, (Slyke and Belanger 2003). Finally the importance of

securityevaluation for electronic payment systems e-payment system must exhibit the following

twocomponents: (1) integrity, which encompasses authentication, fraud prevention, and privacy;

and (2) divisibility, transferability, duplicate spending prevention, payment confidentiality,

paymentanonymity, and payer traceability, (Romdhane 2005).

Asthe focus of the research is also on the current users and finding the problems they are facing

whicheventually turns out to be barrier in their usage or encumbers them to evade using credit

cards.A set of three questions was asked by the existing users to know the obstruction factor.

Thefirst one is to check whether the users had missed their payment of outstanding balances

whichcaused their less frequent use of this payment mechanism. The result compiled through it

concludes that majority of the respondents admitted that they had cleared their balance in full
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alwaysand they pay it completely not partially. The second question was to measure difference,

ifany, in the sizes of transactions. Normally it has been seen like that merchants feel hesitate to

acceptpayment through credit card when payment is above than the certain level (lOORMB in

China).But the situation in Pakistan is different. A larger number of respondents have admitted

thattheir merchant accepts payment through credit card irrespective of the size of trans-action.

Thethird question was related with the security concerns of the users. The responses to the

questionreveal an awareness of some of the security issues which still bedevil the credit card

product.The responses were ambiguous which can be interpreted as the cardholders are not so

muchsatisfied with the security features provided by the issuers. According to them the issuers

must include some superfluous security features that might help them to overcome their

perceivedsecurity concern and hence increase their usage. On the basis of research findings the

researchercan conclude that security is one of those factors which are affecting the cardholders

thecircumstances which result in low usage among the Kenyan customers. (Amin, 2008, Devlin,

Worthington,and Gerrard 2007).
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CHAPTER FIVE: SUMMARY, CONCLUSION AND RECOMMENDATIONS

S.1 Summary of findings

Itappears banks perception of the customer is that customers have proper information about the

usageof credit cards both in the local and international market. The perception the banks hold is

thatthey use credit cards for their purchases both in the local and international markets. The

resultsof this study indicate that customers do not use credit cards in both local purchases mostly

becauseof lack of proper information of what the credit cards can do for them. This suggests that

amongstthe literature reviewed none of the researchers reported this as a major issue of concern.

The results suggest that the underlying problems of credit card money in different banks

especially from the developed countries cannot be superimposed to be generalizable to all

purchaseconditions. This is because each customer's perceived value of a product or service is

believedto influence their loyalty to a brand as per studies, (Dowling & Uncles, 1997) The issue

of credit cards fraud does not seem to carry much weight in the bank's perception. This is

demonstrated by their advertisements, which usually display cards being safer than using cash.

Customers, on the other hand, perceive card security as the main limitation to their using the

creditcards in the local and international market. The same is perceived within the international

market, and is rated highly. The results with respect to credit cards usage in the local market

support the findings that lack of security and privacy to be the main drawback in card

transactions and purchases. The dissimilarities of perceptions between banks and customers in

thisstudy clearly show that service quality perception gaps exist amongst the credit card holders

indifferent banks ( Machlis 1997, Tweney 1998 and Merrick 1998).
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Thebanks agree that there is a problem of faulty facilities. However, they do not perceive the

lackof facilities as a problem whilst the customers do. This therefore reveals differences in

perceptionin service levels. Time in the local market plays a major role in the underutilization of

usage of smart cards whilst inconvenience in customs surfaces as one of the reasons in the

international market. However, the banks do not perceive these as major problems.

Therapid growth of credit cards has stimulated several studies on consumer payment choice.

Further,any commercial transaction involves sharing of information between the transacting parties

andhence the total trust exhibited by the consumer. Conducting a transaction can be considered to be

acombination of trust in the trustee or the vendor and trust that the environment will guarantee the

integrityof the transaction. Consumers who provide personal information during transactions assume

therisk of having this information endangered. In any consumer transaction online or offline, there

aretwo interacting elements, namely the entity with whom the consumer is transacting with, i.e.

thecustomer/merchant and the medium or the infrastructure that supports the transaction.

Previous studies highlighted several important demand-side factors that influence consumer.

payment choice, such as consumer characteristics, transaction characteristics, payment method

attributes, and price or reward of payment methods. Most of these studies did not include factors

thatwould limit available payment methods to consumers, because very few datasets contain

information necessary to examine the effects of such factors, ((Rysman (2007), Ching and

Hayashi (2010)). There are a few exceptions that took into account of merchant acceptance of

payment methods when analyzing consumer payment choice. It was found that the closer the

credit limit and the balance on credit cards, the more likely consumers are to use a debit card

ratherthan a credit card. Credit cards have been transformed from a preferred payment method
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fortravellers to an everyday means of payment. Previous studies have found that credit cards are

used by consumers to reallocate their lifetime income, in particular advancing their future

income,(Zinman (2009).

Implicationsfor Financial Institutions

Financial institutions must continue to respond to consumers' needs by staying on top of

technologychanges and by offering products and services that consumers want. Based on the

studyfindings, financial institutions should:

I. Recognize that all consumers won't be interested in new technology: Some

consumers will never be interested in high-tech banking channels and services. If

financial institutions want to maintain this customer base, they must continue to offer

more traditional ways of doing business. It's also important to understand that many

consumers will begin to accept new technology once they feel it's been proven.

ll. Fill the gap between product familiarity and usage: Study results indicate that

consumers want to actively manage their funds and reduce fees, and would highly value

tools to help them accomplish these goals. Online banking, for example, is recognized by

most consumers as an easy and useful way to monitor their accounts and control their

funds. Consumers' underutilization of account alerts and mobile banking represent

opportunities for financial institutions to add value by demonstrating the direct consumer

benefits of those technologies.

lll. Realize that technology doesn't stand on its own: Contrary to popular wisdom, even

younger, more tech-savvy customers say they appreciate the opportunity to talk with

someone to learn how to use new technology. Accordingly, financial institutions can
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build stronger relationships by making personnel available to discuss new technology

with customers.

IV. Capitalize on existing trust to promote the mobile wallet: Financial institutions are in

a favorable position when it comes to the emerging mobile wallet. As the most

trusted potential provider of this service, they have a unique opportunity to use the

goodwill they've established over time to capture market share.

5.2 Conclusion

Present study has compared credit card holders and non-cardholder in Kenya, using survey

method.This analysis is attempted to identify almost all the factors influencing the adoption and

usageof credit cards. In this study, the demographic profiles and usage patterns of credit cards

are.reinforcing the previous findings by Mathew and Slocum (1969), Delener and Katzenstein

(1994) Worthington and Stewart (2007). From the viewpoint of potential market segments, the

higher income, better educated, middle aged and professional segments are more likely to be

attracted toward credit card. Both the groups (cardholders & non-cardholders) placed a heavy

emphasis on monetary cost including high interest rates, heavy additional charges, and

insufficient credit limit, imposed by issuers. Non-monetary cost is also a major barrier but its

influence on consumer's perception is rather lesser than monetary cost. Usage and adoption is

greatly affected by informational barrier, security risk, strict legal requirement and low domestic

acceptance. In summary, credit card marketing campaigns shouldparticularly consider flexible

interest rates, relatively less annual fees, more places accepting credit card, simplistic

information and minimal sanctuary risk. All the above suggestions should match the demand and

expectation of target market.
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Despite the importance of the contribution of this study to literature and its valuable practical

implication, it has some limitations first of all time and cost constraints are the biggest

limitations of this study as the researcher have worked within limited resources and time so there

isa possibility that some of the factors may be ignored or provided with lesser amount of details.

Secondly the sampling technique of this study can be a limitation of this study due to the

hindrance of resources and the objective of the study which is basically exploratory in nature we

usethis technique but in future this limitation can be easily overcome by some other researchers

for the better presentation of results. In the Kenyan culture just like in many developing

countries, it is considered that old age people are reluctant to adopt new technologies or payment

mechanism. In future, a study can be directed just to identify the perception of old age

individuals regarding modern payment mechanism.

Banks are trying to cope with the competition by offering innovative and attractive packaged

technology-based services to their customers. On the basis of the analysis, it can be concluded

thatusage of banking services is still not wide open. In Kisumu, where majority of population is

lesseducated on electronic commerce, the utility of banking services is not properly realized. It

is found that only educated, well to do persons, and male forms the majority of the users.

Housewives, small businessmen and persons from unorganized sector still feel shy and keep

themselves away from the banking services.

Eventhough a majority of local banks have introduced the advance e-banking facilities, but it is

observed that a large numbers of bank users do not proper to use these services. This may be due

tothe ignorance of the card system of banking or because of the distrust in the banking systems.
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From the above, this can be concluded that there is an urgent need of spreading the awareness

among the common people. The small business men, the farmers, the the person's working in

unorganized sector be convinced to use card money services. They should feel that their money

is more safe and secure with the banks. Higher limits appear to lead to increased levels of

spending and greater levels of outstanding balances.

However, there was limited evidence in this study that cardholders use their credit card to

advance their future income. Despite the evidence that higher limits equate to higher debt, there

was a clearly negative attitude towards credit card borrowing. Cardholders do not generally want

increases in their allocated limit, but at the same time do not actively reject such increases,

possibly because it is too much hassle. However the present study also points towards the lack of

faith in credit card on the part of a sizable population.

5.3 Recommendations

The findings in this study imply that in order for banks to reach customer loyalty and thus firm

profitability, some incentives should be made to the rewards that are being offered to credit card

holders today. Since it was evident that most of the customers are already aware of the existence

of credit cards much of what remains is to make them attracted to their use. The finding that is

perhaps the most important one of all in the present study is that customers' highest perception of

value lies in receiving services that provide them with financial gain: more than anything, credit

card holders want to know that they are saving money by using their credit card.

The credit card industry is highly affected by fierce competition between credit card suppliers.

Credit card firms not only have to entice new customers through marketing but have to assure
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that their current customers are brand loyal in order to contain profitability. One credit car

rarely differs from another in its most basic functions and thus one of the few ways in whit

credit card suppliers can differentiate themselves is to offer credit card rewards that are of higl

value to their customers and offer low interest rates and extending repayment periods.
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