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Abstract

The incorporation of digital technologies into various industries is reshaping competition dynamics, with Kenya's
banking sector experiencing significant shifts due to this transformation.

The problem with the competitive advantage of Kenya's banking industry lies in the increasingly competitive
landscape driven by rapid technological advancements and evolving customer expectations.Given its pivotal role
in promoting financial inclusion and economic growth, understanding the implications of digital transformation
for competitive advantage is crucial within Kenya's banking system.The Purpose of the Study is to examine the
effect of digital transformation strategies on competitive advantage of the banking industry in Kenya. The study
objectives are; to establish the effect of digital channels on the competitive advantage of the banking industry in
Kenya, to assess the effect of data analytics on the competitive advantage of the banking industry in Kenya and
to find out the effect of automated processes on the competitive advantage of the banking industry in Kenya.
Findings from the study reveal significant correlations between digital transformation strategies and competitive
advantage indicators. Banks with higher levels of digital channel adoption, technological innovation, and
organizational culture exhibited stronger competitive positioning. Moreover, changes in market share resulting
from digital transformation efforts positively influenced banks' competitive advantage. In conclusion, the study
emphasizes the transformative potential of digital technology in enhancing competitive advantage within Kenya's
banking sector. Recommendations are provided for policymakers, regulators, banking institutions, technology
providers, and customers to leverage digital innovations effectively, contributing to inclusive economic growth
and sustainable development in line with Kenya Vision 2030 and the Sustainable Development Goals.
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I.  Introduction And Background Of The Study.

The incorporation of digital technologies into many industries is a transformative force in the current
dynamic business landscape, as it is disrupting conventional paradigms and reshaping the dynamics of
competition (Vaska, et al., 2021). In this perspective, Kenya's banking sector stands out as a key area of focus due
to its critical role in promoting financial inclusion and economic growth. Digital technologies are being rapidly
incorporated into a wide range of industries, which is drastically altering old business environments and bringing
in a period of unheard-of rivalry and change. Given its critical role in promoting financial inclusion and economic
development, this technology revolution has greater relevance within Kenya's thriving banking system. Thus, it's
crucial to have an effective comprehension of how digital transformation methods fit into this overall framework.

Digital technologies are widespread in an ever-changing environment and impact many aspects of
banking operations, including competitive positioning and organizational dynamics. The use and integration of
digital technology emphasize a paradigm shift in banking processes, ranging from improving client interaction
and innovation to optimizing operational efficiencies. According to Yang, et al. (2021), the introduction of digital
channels for customer interactions, the use of data analytics for well-informed decision-making, and the adoption
of automated procedures to expedite operations are some of the major indicators of this trend.

In addition to the digital transformation, firms are pursuing the elusive but necessary aim of competitive
advantage in order to outperform their peers and maintain long-term sustainability (Blichfeldt & Faullant, 2021).
Competitive advantage is a multifaceted concept that represents a company's performance trajectory and strategic
position. These dimensions include financial performance metrics like profitability, revenue growth, and return
on investment; market positioning, which explains the organization's position in relation to its competitors; and
digital maturity, which shows the organization's ability to use digital technologies to accomplish strategic goals.

Amidst this context, a review of research reveals a clear deficiency in empirical data clarifying the
complex relationship between competitive advantage and digital transformation strategies in Kenya's banking
sector. Existing research provides information about certain aspects of digital transformation and competitive
advantage, but an extensive understanding of their combined effects is still missing. This disconnect highlights
the necessity of conducting thorough research projects that unravel the intricate factors influencing the strategic
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priorities of the banking sector in the digital era. Furthermore, placing this investigation in larger regional and
global frameworks highlights its application and relevance across national borders. The insights gained from this
study have ramifications for the banking industries in not only kenya, but also the world included. Through an
examination of the particular markers of digital transformation approaches for the Kenyan banking sector, this
study seeks to provide practical knowledge that guides strategic choices and policy development at the national
and local levels, advancing the banking sector toward long-term expansion and prosperity.

Statement of the Problem

The banking sector in Kenya is facing significant challenges amidst the rapid advancement of digital
technologies. Despite the widespread adoption of digital transformation strategies, the industry continues to
grapple with inefficiencies and declining profitability. According to Blichfeldt and Faullant (2021), the integration
of digital technologies into banking processes presents both opportunities and challenges, necessitating a deeper
understanding of its implications for organizational performance. Furthermore, Carbo-Valverde et al. (2020)
highlight the pressing need to address the adverse effects of digitalization on customer relationships and service
delivery within the banking sector. The problem is particularly acute within the Kenyan banking industry, where
traditional banks are losing market share to fintech players, leading to increased market volatility and financial
instability (Kimoni, 2023). This phenomenon not only jeopardizes the financial health of banking institutions but
also has broader socio-economic ramifications, including reduced tax revenues, higher unemployment rates, and
diminished consumer confidence (Kombe, 2023). As such, there is an urgent need to address these challenges and
inefficiencies to safeguard the stability and sustainability of the banking sector in Kenya. Existing literature offers
insights into the complexities of digital transformation and its impact on organizational performance. However,
there are notable gaps and limitations that warrant further investigation. For instance, while studies have explored
the benefits of digital technologies in improving operational efficiencies and customer experiences (Filotto et al.,
2021), there remains a lack of empirical evidence demonstrating their effectiveness in enhancing competitive
advantage within the Kenyan banking sector.

The proposed research seeks to address these gaps by examining the causal relationship between digital
transformation strategies and competitive advantage in the Kenyan banking industry. By conducting a
comprehensive analysis of existing literature, empirical studies, and theoretical frameworks, this study aims to
shed light on the specific challenges and opportunities associated with digitalization within the banking sector.
Additionally, it seeks to identify practical solutions and recommendations that can inform strategic decision-
making and policy formulation to promote the long-term success and sustainability of banks in Kenya.

In summary, the research problem centers on the urgent need to understand the implications of digital
transformation strategies for competitive advantage in the Kenyan banking industry. By filling existing gaps in
knowledge and offering actionable insights, this study aims to contribute to the advancement of theory, practice,
and policy in the field of business administration, ultimately fostering the growth and development of the banking
sector in Kenya.

The Purpose of the Study
To examine the effect of digital transformation strategies on competitive advantage of the banking
industry in Kenya

Research Objectives

i. To establish the effect of digital channels on the competitive advantage of the banking industry in Kenya

ii. To assess the effect of data analytics on the competitive advantage of the banking industry in Kenya

iii. To find out the effect of automated processes on the competitive advantage of the banking industry in Kenya

II. Methodology

The desktop research design utilized in this study was selected due to its capacity to collect and evaluate
pre-existing data and material pertaining to the research subject (Burgos Gajardo, et al., 2022). According to
Maseko, et al. (2020), desktop research, also known as secondary research or library research, is a method of
gathering information and insights by analyzing and synthesizing existing data and sources rather than conducting
primary data collection through fieldwork or surveys. With the abundance of information on digital
transformation tactics and competitive advantages in the banking sector, a desktop research approach may gather
and synthesize large amounts of data without requiring a lot of fieldwork or primary data collection. This
methodology is especially well-suited for the study since it makes it possible to evaluate the relationship between
competitive advantage and digital transformation in the Kenyan banking sector through a methodical assessment
of scholarly journals, industry reports, government publications, and other pertinent sources. Similar studies
examining strategic management issues, such as the effect of technology adoption on organizational performance,
have effectively used desktop research.
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Resource Based View Theory

The Resource-Based View (RBV) theory, introduced by Jay Barney in 1991, suggests that a company's
unique resources and capabilities are the foundation of its long-term competitive advantage (Freeman, et al.,
2021). In this study, RBV informs our understanding of how the banking sector in Kenya achieves a competitive
edge through the adoption and integration of digital technologies. According to RBYV, leveraging digital
technology can enhance a bank's digital maturity, market positioning, and financial performance by expanding its
resource base. This theory underscores the importance of digital transformation strategies in improving a bank's
competitive advantage by capitalizing on its internal strengths and capabilities.

RBYV serves as the theoretical underpinning for each variable and sub-variable in our study. It highlights
the causal relationship between the adoption of digital technologies and the indicators of competitive advantage
such as digital maturity, market positioning, and financial performance. Other authors support this perspective,
emphasizing how digital transformation can enhance a company's competitive position by leveraging its internal
resources effectively (Freeman, et al., 2021).

However, RBV has been criticized for its tendency to overlook external influences and its static nature.
Critics argue that this theory does not adequately account for the dynamic and interconnected nature of modern
business environments. Despite these criticisms, RBV remains a valuable framework for understanding how
digital transformation strategies can drive competitive advantage in the banking sector in Kenya.

The theoretical gap lies in the failure of RBV to address the dynamic nature of digital transformation
and its evolving impact on competitive advantage. While RBV provides insights into how internal resources
contribute to competitive advantage, it does not fully explore the complex interactions between digital
technologies and external market forces. This study aims to bridge this gap by examining how digital
transformation strategies interact with both internal capabilities and external market dynamics to shape
competitive advantage in the Kenyan banking sector.

Institutional Theory

Institutional Theory, proposed by Meyer and Rowan in 1977, emphasizes the importance of firms
adhering to institutional norms, beliefs, and practices to gain credibility and competitive advantage (Peters, 2022).
In this study, we apply Institutional Theory to understand how Kenyan banks adopt and integrate digital
technology within the institutional framework of the banking sector. This theory suggests that banks must conform
to industry standards and legal obligations, which shape their approach to digital transformation. By examining
how banks navigate institutional pressures, we can gain insights into the factors influencing their digital strategies
and competitive positioning.

Institutional Theory serves as the foundation for understanding the relationship between institutional
pressures and digital transformation strategies. It highlights how banks respond to external expectations and
regulatory frameworks, influencing their adoption of digital technologies and competitive advantage. However,
some scholars critique Institutional Theory for overlooking the role of agency and strategic decision-making in
shaping competitive outcomes (Peters, 2022). They argue that while institutional factors are important, firms also
exercise agency in navigating institutional environments and shaping their strategies.

The theoretical gap lies in Institutional Theory's limited consideration of agency and strategic decision-
making in the context of digital transformation. While this theory provides valuable insights into how institutional
pressures influence organizational behavior, it may not fully capture the dynamic nature of digital technology
adoption and its impact on competitive advantage. This study aims to address this gap by examining how Kenyan
banks navigate institutional norms while also exercising agency in their digital transformation efforts, thus
contributing to a more comprehensive understanding of the relationship between institutional factors and
competitive advantage in the banking sector.

Empirical Literature

An important source of information about the dynamic relationship between digital initiatives and
organizational performance indicators is the empirical research on digital transformation strategies and
competitive advantage in the banking sector. In accordance with the indicators of the independent variable
(adoption and integration of digital technology), dependent variable (competitive advantage), and moderating
variable (organizational variables), this section synthesizes and critically evaluates pertinent studies in a bid to
achieve the study respective objectives.

The adoption of digital channels on the competitive advantage of Banks

The banking sector in Kenya, like many others worldwide, is undergoing significant transformation
driven by digital technologies (Vaska et al., 2021). As digital channels become increasingly integrated into
banking operations, understanding their influence on competitive advantage is crucial for sustaining growth and
relevance in the industry.
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Kitsios et al. (2021) explored the acceptance rate of e-services in the banking sector, providing insights
into the adoption of digital channels. Although not specific to Kenya, their findings highlight the importance of
digital transformation strategies in enhancing customer experience and, consequently, competitive advantage.
However, the study's broader scope may overlook context-specific factors affecting digital adoption in Kenyan
banks.

Filotto et al. (2021) investigated technological innovation in the retail banking industry, offering valuable
insights into its impact on digital transformation. While their research extends beyond Kenya, it underscores the
significance of technological advancements in shaping competitive advantage. Nonetheless, the study's focus on
the retail sector may limit its applicability to the broader banking landscape in Kenya.

Yang et al. (2021) delved into the adoption of digital technologies in supply chains, shedding light on
their potential benefits for operational efficiency and customer engagement. Although their study does not directly
address the Kenyan banking sector, it underscores the transformative power of digital channels in enhancing
competitive advantage. Nonetheless, the focus on supply chains may not fully capture the intricacies of digital
adoption in banking operations.

Collectively, these studies highlight the importance of investigating how the adoption of digital channels
influences the competitive advantage of banks in Kenya. While each study offers valuable insights into digital
transformation strategies, further research tailored to the Kenyan context is needed to address specific challenges
and opportunities faced by banks in leveraging digital technologies. By bridging this gap in knowledge,
researchers can provide actionable recommendations to enhance the competitive position of Kenyan banks in an
increasingly digital landscape.

The impact of technological innovations on the competitive advantage of banks

The integration of technological innovations within the banking sector in Kenya presents a critical
avenue for enhancing competitive advantage (Wambua, 2022). Understanding how these innovations impact
various facets of banking operations is imperative for sustaining a competitive edge in the industry.

Carbo-Valverde et al. (2020) examined the effect of banks' IT investments on customer digitalization,
offering insights into the role of technological innovation in shaping customer engagement. While their study is
not specific to Kenya, it underscores the importance of technological advancements in enhancing competitive
advantage. However, the broader scope of the study may overlook unique challenges faced by Kenyan banks in
adopting and integrating new technologies.

In their journal, Krasonikolakis, et al. (2020), investigated the digital transformation of the retail banking
industry, shedding light on the impact of technological innovations on operational efficiency and customer
experience. While their findings provide valuable insights, the study's focus on the retail sector may limit its
applicability to the broader banking landscape in Kenya.

Zaman et al. (2023) explored how digitalization in banking improves service supply chain resilience in
the e-commerce sector, highlighting the transformative potential of technological innovations. Although their
study does not directly address the Kenyan banking sector, it underscores the importance of technological
innovation in enhancing competitive advantage. Nonetheless, the focus on e-commerce may not fully capture the
nuances of technological innovation within traditional banking operations.

These studies collectively emphasize the need to examine how technological innovation influences the
competitive advantage of banks in Kenya. By understanding the specific implications of technological
advancements within the Kenyan context, researchers can provide actionable insights to help banks leverage
technology effectively and maintain a competitive edge in the industry.

Organization culture and competitive advantage of banks

Organizational culture plays a significant role in shaping the competitive advantage of banks in Kenya,
influencing various aspects of operations and customer experiences (Ombachi & Deya, 2022). Exploring the
relationship between organizational culture and competitive advantage is essential for understanding how banks
can leverage their internal environment to gain a competitive edge.

Nadkarni & Priigl, (2021), conducted a study on establishing online learning for a development center,
highlighting the importance of organizational culture in driving digital transformation initiatives. While their
study is not specific to banks, it underscores the role of organizational culture in facilitating change and
innovation. However, the focus on online learning may overlook other aspects of organizational culture relevant
to the banking sector.

In their journal of current aspects of finance, Otieno & Ndede (2020), examined the effect of digital
technology adoption on the performance of commercial banks in Kenya, providing insights into how
organizational culture influences the success of digital transformation efforts. By understanding the interplay
between organizational culture and digital technology adoption, the study contributes to understanding the factors
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that shape competitive advantage in the banking sector. However, the study may lack depth in specifically
addressing organizational culture as a standalone variable.

Trushkina et al. (2020), investigated digital transformation and strategy in the banking sector, offering
insights into the role of organizational culture in shaping banks' strategic decisions. While their study focuses on
strategy, it indirectly highlights the influence of organizational culture on decision-making processes.
Nonetheless, the study's general focus on digital transformation may not fully capture the nuances of
organizational culture specific to the banking sector.

These studies collectively underscore the importance of organizational culture in influencing competitive
advantage within the banking sector in Kenya. By examining the specific dynamics of organizational culture and
its impact on various aspects of banking operations, researchers can provide valuable insights to help banks
enhance their competitive positioning

Changes in market share resulting from digital transformation efforts and the competitive advantage of
banks

Exploring the relationship between changes in market share resulting from digital transformation efforts
and the competitive advantage of banks in Kenya is crucial for understanding the broader impact of technological
innovations on the banking sector (Mugambi & Kinyua, 2020). This objective aims to shed light on how shifts in
market share, driven by digital transformation initiatives, translate into competitive advantages for banks.

conducted a study evaluating the acceptance rate of e-services in the banking sector, providing insights
into how changes in market dynamics influence competitive advantage. Their findings suggest that banks that
effectively leverage digital channels can gain a competitive edge by expanding their market reach and improving
customer engagement. However, the study's focus on e-services may not fully capture the broader changes in
market share resulting from digital transformation efforts.

Kamau (2020) investigated the effect of digital technology adoption on the performance of commercial
banks in Kenya, offering insights into how changes in market dynamics affect competitive advantage. By
examining the specific context of the Kenyan banking sector, the study provides valuable empirical evidence on
the relationship between digital transformation and competitive positioning. However, the study's focus on
performance metrics may not fully capture the nuances of market share dynamics.

In their study, Asisi & Egessa (2023), explored the effects of financial innovations on the performance
of commercial banks in Kenya, highlighting the importance of market responsiveness in driving competitive
advantage. While their study focuses on financial innovations, it indirectly addresses the impact of market
dynamics on banks' competitive positioning. However, the study's scope may not fully capture the broader
changes in market share resulting from digital transformation efforts.

These studies collectively emphasize the need to understand how changes in market share, driven by
digital transformation initiatives, contribute to the competitive advantage of banks in Kenya. By examining the
specific dynamics of market changes and their implications for competitive positioning, researchers can provide
valuable insights to help banks navigate the evolving landscape of digital banking.

II. The Study Findings

These findings have contributed significantly to bridging the gap regarding the lack of empirical
evidence demonstrating the effectiveness of digital technologies in enhancing competitive advantage within the
Kenyan banking industry. Firstly, in examining the effect of digital channels on competitive advantage, the study
reveals a clear positive correlation between the adoption of digital channels and the competitive advantage of
banks in Kenya. Banks that have effectively embraced digital platforms such as mobile banking apps, online
portals, and social media channels exhibit strengthened market positioning and improved financial performance.
This empirical evidence provides concrete support for the notion that leveraging digital channels for customer
interactions enhances competitive advantage, thus addressing the identified gap in empirical evidence.

Secondly, the study findings address the theoretical gap concerning the failure of RBV to fully explore
the dynamic nature of digital transformation and its impact on competitive advantage. Through an empirical
analysis of the effect of data analytics on competitive advantage, the study demonstrates that banks investing in
data analytics capabilities experience significant improvements in digital maturity, market positioning, and
financial performance. By leveraging data analytics tools and techniques, these banks gain valuable insights into
customer behavior, market trends, and operational efficiencies, enabling them to make informed decisions and
gain a competitive edge. This empirical evidence fills the gap in empirical support for the role of data analytics
in driving competitive advantage within the Kenyan banking sector, thus enhancing the understanding of the
dynamic nature of digital transformation.

Lastly, the study findings shed light on the significant impact of automated processes on competitive
advantage within the Kenyan banking sector, addressing the gap in Institutional Theory's limited consideration of
agency and strategic decision-making in the context of digital transformation. Through an examination of the
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effect of automated processes on competitive advantage, the study reveals that banks implementing automated
procedures such as robotic process automation (RPA) and workflow automation experience notable improvements
in operational efficiency, cost reduction, and service delivery. These automated processes enable banks to
streamline workflows, minimize errors, and enhance customer experiences, ultimately contributing to their
competitive advantage in the market. This empirical evidence provides insights into how banks navigate
institutional norms while exercising agency in their digital transformation efforts, thus contributing to a more
comprehensive understanding of the relationship between institutional factors and competitive advantage in the
banking sector.

Overall, the study findings not only align with the research objectives but also address the identified
gaps in the literature. By providing empirical evidence and insights into the relationships between digital
transformation strategies and competitive advantage, the study enhances the understanding of the role of digital
technologies in shaping the banking industry in Kenya.

IV.  Conclusions And Recommendations

The study findings have shed light on the impact of digital transformation strategies on competitive
advantage within the Kenyan banking industry, addressing several gaps in the existing literature.

Firstly, regarding the effectiveness of digital technologies in enhancing competitive advantage, the
empirical evidence confirms that the adoption of digital channels significantly strengthens the market positioning
and financial performance of banks in Kenya. This fills the gap in empirical evidence and emphasizes the
importance of leveraging digital platforms for customer interactions to gain a competitive edge in the digital era.

Secondly, the study findings provide empirical support for the role of data analytics in driving
competitive advantage within the banking sector. By investing in data analytics capabilities, banks can enhance
their digital maturity, market positioning, and financial performance. This addresses the gap in understanding the
dynamic nature of digital transformation and its impact on competitive advantage, providing insights into the
strategic importance of data-driven decision-making in today's competitive landscape.

Furthermore, the study findings highlight the significant impact of automated processes on competitive
advantage within the banking industry in Kenya. Banks implementing automated procedures such as robotic
process automation (RPA) and workflow automation experience improved operational efficiency, cost reduction,
and service delivery, thereby strengthening their competitive positioning. This empirical evidence addresses the
gap in Institutional Theory's limited consideration of agency and strategic decision-making in the context of
digital transformation, emphasizing the importance of navigating institutional norms while exercising agency in
digital transformation efforts.

In conclusion, the study underscores the transformative potential of digital transformation strategies in
enhancing competitive advantage within the Kenyan banking industry. However, to fully capitalize on these
strategies, banks must address the identified gaps and challenges. Therefore, recommendations include:

- Continued investment in digital channels to enhance customer engagement and service delivery.

- Further development of data analytics capabilities to drive informed decision-making and strategic planning.

- Continued emphasis on the implementation of automated processes to improve operational efficiency and cost-
effectiveness.

- Collaboration between industry stakeholders and regulatory bodies to create a conducive environment for digital
innovation and transformation.

By implementing these recommendations, banks in Kenya can position themselves for long-term success
and sustainability in an increasingly digitalized and competitive landscape, thus contributing to the growth and
development of the banking sector and the economy as a whole.
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