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M-PESA is a unigue mobile banking application that has achieved enormous
success since the very first year of its introduction in Kenya. The unigueness of
M-PESA not only in the context of Kenyan market but also globally, was a
motivation for the researcher to investigate the factors that lead to fast growth of
M-PESA in Kenya as there was no similar application in existence even in the
developed countries.

The objective of the study was to explore the factors that contributed to rapid
integration and adoption of M-PESA by Kenyan users. The data was collected
through extensive review of literature on economic, technological, regulatory
and social factors characterizing Kenya at the time of implementation of M-
PESA.

The findings unveiled that rapid adoption of this new technology was enforced
with the lack of alternative solutions. Effective targeting and ease of using the
mobile application for a wide variety of purposes also contributed to the
popularity of M-PESA. The comparative analysis of M-PESA success in Kenya
and its failure in Tanzania and South Africa proved that Kenya’'s environment
was uniquely suitable for the emergence of M-PESA due to favorable
regulations, large percentage of the unbanked and increasing mobile coverage.

The recommendations on further expansion of M-PESA in Kenya include

simplification of use of M-PESA, customization to address needs and
preferences of local users, effective marketing through network of agents.

Key words M-PESA, Kenya, e-commerce, electronic money
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1 INTRODUCTION

This chapter discusses the background of the thesis. Additionally, it discusses
motivation and the thesis objectives. Lastly, this chapter describes the thesis structure.

1.1 Background

M-PESA was launched in Kenya in 2007 by Safaricom, a subsidiary of Vodafone. M-
PESA is a unique system of money transfer, where M stands for mobile and Pesa is the
Swalhili word for money. (Katz & Berry 2014, 241.) M-PESA is the SMS-based money
transfer system introduced in Kenya (Moore 2015, 102). Latusek (2010, 161) adds that
M-PESA is a mobile banking application that offers a variety of financial services via
mobile phones. Users can check their account balance, make deposits, withdraw cash,
pay bills, purchase credit and transfer their mobile phone credit to other users within the
system (Latusek 2010, 161).

The system empowers users to make electronic payments via ordinary mobile phones
without the requirement to connect to online banking using the Internet (Katz & Berry
2014, 241). Users merely need to register at M-PESA retail stores by carrying their
national identification (henceforth ID) cards. Users create electronic accounts and link
those accounts to their phone numbers and Subscriber Identity Module (henceforth
SIM) cards. (Katz & Berry 2014, 241.)

In addition, users create a private PIN for using when accessing the account. The M-
PESA users deposit cash money in the retail stores and they in-turn receive equal float
(henceforth e-float). Transactions are confirmed with a notification in the form of an
SMS for both users and the retail agent. Through the confirmation and notification,
users are able to see new account balance and the retail agent as well remains with the

transaction records of the money sent and received. (Bosire 2012, 6.)

Cash up to $500 can be converted into electronic money, which can be used to pay
bills, purchase goods and transfer funds. It is free to register and deposit the money,
whereas users pay a flat fee of $0.40 per transfer. There is no interest payment to
customers. (Katz & Berry 2014, 241.)



The PaymentView software provides solutions by diverting the payment processes
through the FrontlineSMS platform that uses M-PESA enabled SIM card, computer and
GSM Modem to aggregate payments into the software interface. Due to the use of the
PaymentView software, users can conduct transactions without access to an Internet

connection. (Richardson 2014, 1.)
1.2 Motivation

M-PESA is unique not only in the context of Kenyan market environment but also on a
global scale makes M-PESA interesting to investigate as no similar system was in
existence even in developed countries in other parts of the world. The choice of Kenya

to launch such an innovative system of money transfer raises many questions.

On one side, Kenya has a largely underdeveloped economic environment and a
significant proportion of people are poor, not to mention lack of bank accounts. There is
a shortage of electricity supply in the majority of rural areas (Katz & Berry 2014, 241).
On the other side, the innovative approach proposed by Vodafone could not be tested in
developed countries, where users already have the advantage of credit card-facilitated
payments and do not rely on cash payments. Yet, despite this assumption, the question
of why M-PESA gained so much support in Kenya and became the primary avenue for

money transfers even in the most remote parts of the country remains unanswered.

The launch of M-PESA was an enormous success because it brought instant benefits to
the users, financial institutions and mobile providers (Katz & Berry 2014, 241). Within a
short period of time, M-PESA outperformed Kenya’s bank branches, reading 17 million
users by the end of 2013. Today, two-thirds of the population actively uses M-PESA,
which handles 25% of the national gross domestic product (henceforth NGP). The
adoption of mobile phones and M-PESA in Kenya occurred at the fastest pace of any

consumer-level technology in the history. (Jack & Suri 2011, 2.)

What is more, M-PESA became the target of deep research and analysis because the
initial intention behind creation and launch of M-PESA differed greatly from its
application and use by consumers. In other words, M-PESA was started as the service
to bridge the gap between financially-underserved people in rural areas in their access

to financial services, but it was consumers who started using the system for money



transfer. This service modification by consumers is the phenomenon that deserves

particular attention.

Inspired with the success of M-PESA in Kenya, the developers of this system expanded
its reach to Tanzania, Afghanistan and South Africa. However, none of these countries
exhibited the same degree of success as did M-PESA in Kenya. This observation
triggers the interest in conducting a thorough research with the analysis of the primary
factors that contributed to the quick integration of M-PESA into financial and mobile

industries of Kenya.

The rapid integration of M-PESA in Kenya triggered the wave of studies focusing on
factors that contributed to the acceptance of new technology by combining
telecommunication services with financial and banking sectors. However, previous
studies mostly dealt with the analysis of internal characteristics of Kenyan regulatory
and economic environment, leaving the discussion on exact issues that made Kenya a

choice for testing M-PESA technology.

Furthermore, the enormous success of M-PESA in Kenya motivated expansion of this
service to nearby countries, namely Tanzania and South Africa. Yet, M-PESA was not
as quickly adopted in those two countries as it was in Kenya, which raises the question
of whether Kenya’s environment was more favorable for introduction of such

technology.

1.3Objectives

The main objectives of the study are to review the factors that brought M-PESA to
Kenya as well as to explore the issues that facilitated to the rapid integration of M-PESA
into the economy of Kenya. The primary attention is to be paid to the economic and

social environment of Kenya. The specific objectives of the study are discussed below.

One specific objective of the study is to investigate the technological aspects of M-
PESA integration into rather technologically-underdeveloped Kenya. This specific
objective deals with identifying the specific technological factors that affected the
adoption of M-PESA in Kenya that is not characterized with high support for

technological innovations. To achieve this objective, literature review focusing on



technological factors behind the introduction of M-PESA is conducted, tracing the origin
of the idea of M-PESA.

Another specific objective is to evaluate the social perception of M-PESA as a secure
and convenient tool for money transfer in the light of the customers-driven modification
of the functions offered by M-PESA platform. This objective targets the assessment of
the social factors driving perception of M-PESA by the people who are technology-
oriented. Literature review specifically focuses on the analysis of M-PESA users and

their expectations.

Among the specific objective is to understand the role played by regulators in
government and banking sectors in rapid integration of M-PESA into national system.
This specific objective is related to the in-depth discussion on the regulatory
environment in Kenya as one of the potential factors that contributed to growth of M-
PESA in Kenya.

Additionally, to compare M-PESA in Kenya with South Africa and Tanzania for the
purpose of identifying the key success factors in Kenya and the causes for system’s low
popularity in Tanzania and South Africa. This objective is embedded within the
observation that M-PESA was exceptionally successful in Kenya but failed to achieve

the same success in Tanzania and South Africa.

Furthermore, the study also outlines the major impacts of M-PESA on economy and
society in Kenya. This objective is focused on evaluating the effects of M-PESA on
households, the way people understand and use electronic money and the changes that

resulted in the business sector.

Finally, the study provides recommendations on how to further advance M-PESA
system in Kenya. Therefore, future researchers need to explore the opportunities of M-
PESA by adding more features and services.

To meet the above objectives, extensive literature review is presented with the primary
focus on unique characteristics of technological, economic, social, and regulatory
situation in Kenya. The understanding of the success factors behind M-PESA system in

Kenya will empower policy makers, software developers, non-profit sector, and financial
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service providers to address the issue of poverty and barriers to financial services in

other parts of Kenya.
1.4 Thesis Structure

This thesis is divided into 5 chapters. The second chapter discusses the scope,
research questions, methodology and limitations. Chapter 3 is devoted to analyzing
relevant review of literature with sections focused on most important factors that
affected integration of M-PESA in Kenya. Chapter 4 focuses on discussions of the
findings of this study. Additionally, this chapter deals with analyzing the evaluation,
ethical consideration and the usability of the study. Finally, chapter 5 concludes with the
summary of the study and recommendations for further integration and expansions of

M-PESA uses and services in Kenya and suggest for further research.



11

2 RESEARCH SCOPE, QUESTIONS, METHODOLOGY AND LIMITATIONS

This chapter discusses the scope and research questions of the study. Additionally, the
study discusses the methodology which describes research methods used for data

collection and analysis. Finally, the chapter describes the limitations of the study.

2.1 Research Scope

The scope of the study focuses on unveiling the factors that facilitated quick integration
of M-PESA by Kenyan consumers. The launch of M-PESA in Kenya came at the time
when majority of the people in the rural part of Kenya were unbanked. Therefore, the
study includes the assessment of new technology implementation in comparison with
unsuccessful launch of M-PESA in Tanzania and South Africa for the purpose of finding
the key factors that lead to fast integration of the M-PESA in Kenya.

To achieve this objective, thorough review of literature is conducted. The understanding
of differences in perception of M-PESA in three countries will result in recommendations
on how to further advance M-PESA system in the country.

2.2Research Questions

The aim of this study is to analyze the major factors that speeded the integration of M-
PESA in the Kenyan market. At the same time, the study conducted a cross country
comparison of Tanzania and South Africa to analyze the key factors that might have
enhanced Kenyan environment a suitable for the introduction of M-PESA, since the
introduction of M-PESA failed in Tanzania and South Africa. The study conducted
reviews of related literature. To achieve the objectives of the study, the study was

guided by the research questions. The main research question is as follows:

Why did M-PESA integration in Kenya succeed and why did this integration fail in other

countries? The research questions are discussed below.

1 What was the role of technological factors in M-PESA launch in Kenya?

The aim of this research question is to find the answer regarding the impact and/or

contribution of technological factors in adoption of M-PESA in Kenya. Given the fact that
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M-PESA is a technology-driven innovation, technological factors should be evaluated

based on review of the literature findings.

2 Which characteristics of the banking and financial sector contributed to the adoption of
M-PESA?

This research question deals with the issue of banking and financial sector analysis.
This is because M-PESA is a form of electronic money transfer. Therefore, the research
question tries to identify whether banking and financial sector speeded the integration of
M-PESA in Kenya or not.

3 How did regulatory environment shape the introduction of M-PESA?

This research question is closely intertwined with the second question because the
banking sector is strictly regulated. Thus, policies and rules do play a role in shaping
adoption of new technologies. Therefore, review of the literature on regulatory

environment is analyzed to answer this research question.
4 Why did M-PESA fail to achieve the same success in Tanzania and South Africa?

The aim of the research question is to identify the reasons behind the failure of M-PESA
in Tanzania and South Africa. Literature review related to factors that contributed to
failure of M-PESA in Tanzania and South Africa is conducted for the purpose of

achieving the objective of this research question.

5 What should be the next step in further expansion of M-PESA in Kenya and African

context?

Finally, the research question is addressed with the motivation to propose
recommendations for further expansion of M-PESA in Kenya and other countries. In

addition, the expansion of M-PESA services in the Kenyan market.

2.3Research Methodology

To find the answers to the research questions discussed above, a qualitative research
methodology is applied. The framework for data collection and analysis is based on

literature analysis.
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As the main question of this study aims at finding the answer to the question “why”, a
qualitative research methodology is more suitable than a quantitative framework in this
study. According to Diggs-Brown (2011, 116), a qualitative research is questions “why
of an action or behavior”. Unlike a quantitative research, a qualitative provides
descriptive information that can be better applied to understand the perceptions,

thoughts, or preferences of the target audience.

A qualitative research “does not measure the how many or to what degree or frequency
of the feelings” and “does not provide precise numbers that can be projected to a
population” (Diggs-Brown 2011, 117). Instead, a qualitative research method empowers
researchers to build strong contextual information. The main advantage of a qualitative
research is an opportunity to explore how target audience i.e. the Kenyan society,
relates to the issue of the adoption of M-PESA. (Diggs-Brown 2011, 117.) As Rubin and
Babbie (2012, 40) highlight, a qualitative research method unveil the trends in human
experiences and allow generating theoretically richer observations that are not always

achievable through a quantitative research framework.

The utilized methodology based on a qualitative research design and meta-analysis of
published studies is addressed with the premises of the grounded theory, as discussed
by Amandeep (2014, 47).The grounded theory includes data collection, systematic
analysis, and creation of new knowledge on the issue being researched. The resulting
body of the knowledge is attributable and dependable. What is more important, the
grounded theory application draws not only to find the answer to the research questions
but also to generate new questions to be the subject of subsequent studies. (Amandeep
2014, 47))

Through exploring the questions on factors that contributed to rapid integration of M-
PESA in Kenya, the research will provide answers to the role played by technology or
socio-demographic factors. In addition, provides sound evidence-based framework for
expanding the presence and acceptance of M-PESA in other countries by learning
through the experience of M-PESA launch in Kenya.

The data is analyzed using meta-analysis technique. According to Nayar and Stanley
(2014, 176), meta-analysis is a reliable method for data collection and analysis because

of the targeted selection of secondary sources. While using secondary sources of
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information, statistical treatment is not applicable; however, descriptive analysis can be
conducted (Habib, Pathik, & Maryam 2014, 57).

Nayar and Stanley (2014, 176) emphasize that the quality of meta-analysis or meta-
synthesis depends on the number of studies available on the topic. In addition, the
quality of the selected studies, detailed description of theoretical/methodological
orientation of previously published studies. Thus reporting of the findings should be
assessed to ensure reliability of the research methodology. Therefore, particular

attention is paid to the above mentioned factors in selecting studies for meta-analysis.
2.4 Limitations

The limitations of the meta-analysis methodology include heavy reliance on already
published or secondary research, which raises subjectivity concerns and authors’ bias.
Secondary literature is, by definition, old data (Daniel & Sam 2011, 110). Moreover, the

purposeful collection of data is limited to researching skills of the author.

However, when the data is collected for a specific purpose in mind, the unintentional
bias may occur. The methodology is also limited in terms of subjective interpretation of
the research findings reported by other researchers. These limitations are addressed

through cross-sectional analysis of findings and conclusions found in previous studies.
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3 REVIEW OF LITERATURE

This chapter is divided into 10 sections. The chapter is devoted to critically analysing
the current knowledge on factors that contributed to rapid adoption of M-PESA in
Kenya. In addition, this chapter includes discussion of the factors that contributed to
failure of the introduction of M-PESA in Tanzania and South Africa.

3.1 Technological Factors: Mobile Penetration and Social Characteristics

In 5 years prior to the launch of M-PESA in Kenya, the mobile penetration in the country
increased from 3% to 48%. This implied that more people across the country started
using mobile phones. (Katz & Berry 2014, 241.) Along with increased use of mobil e
services, Kenyan environment was characterized with low access to financial services
across the country (King 2012). Despite the fact that M-PESA users are not charged the
deposit cost, a sliding tariff is levied when the users withdraw some amount of money
(Jack & Suri 2011, 5). Figure 1 shows Postapay, M-PESA and Western Union charges.

1,400
1,200
1,000
800
600
400

200 |

0 10,000 20,000 30,000 40,000

Tariff

Amount deposited and sent

Postapay s W-PESA: Reg to non-reg

M-PESA: Reg to reg Western Union

Figure 1. Net tariff charges for sending money by M-PESA, Western Union and
Postapay (Jack & Suri 2011, 5)

As can be seen in Figure 1, Western Union and Poastapay charges a higher tariff than
M-PESA. Due to M-PESA low charges among the registered and non-registered users,
the Kenyans found M-PESA reliable since those with low income can as well afford to
use M-PESA services (Jack & Suri 2011, 8). Therefore, M-PESA became successful
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because it granted M-PESA users low-income members of society. In addition, M-PESA
gave an opportunity to use financial services in a technically convenient manner and
without access to the internet that is traditionally required for online banking operations.
Moreover, as research indicates, M-PESA instantly gained support of the customers

because the service could be used at low risk and cost. (King 2012.)

To address the questions about Kenyan population, more than a third of the population
lives in urban areas (Omwansa 2009, 107). This statistics indicates that most of the
nation dwells in rural areas that lack in accessible technologies including mobile devices
and banking opportunities. Due to this disparity, many people are not accustomed to
making electronic payments, and most transactions are more likely to be executed with
cash. Moreover, focused surveys revealed that African businesses prefer to use cash
for settling agreements. Thus, more than 80% of small and medium-sized enterprises

use cash to conduct business transactions. (Omwansa 2009, 108.)

The research by Jack and Suri (2011, 5) highlight that the spread of mobile technology
was particularly rapid in Africa, where the gap compared to the global mobile coverage
was bridged in just a matter of a few of years. Kenya was the first country in Africa with
publicly owned mobile phone company that was established in the mid-1990s.Figure 2

shows the increase in the number of mobile users in Kenya. (Jack & Suri 2011, 5.)
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Figure 2. Increase in number of mobile subscription in Kenya (Jack & Suri 2011, 5)
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The popularity of mobile phones eventually resulted in the declining share of landlines
as the primary tool for communication. The mobile subscription increased from nearly 0
in 1999 to 17 million by 2008. (Jack & Suri 2011, 5.) This development could take place
due to the Kenyan Communications Act that strived to guarantee that the country
receives good telecommunication services. By the time M-PESA was introduced, nearly

83% of the population had access to mobile phone technologies. (Jack & Suri 2011, 5.)

The Kenyan Communications Act prohibited monopoly in an attempt to liberalize
telecommunication services. For this reason, mobile phone services have largely
functioned as a duopoly, because Safaricom and Centel prevailed in the market.
(Omwansa 2009, 108.) However, the Act did not attempt to regulate electronic
commerce, mobile commerce, or mobile banking, which possibly affected the way in
which M-PESA advanced across the nation and becoming a popular and convenient
choice among the majority of the population. Safaricom was established in Kenya in
1997 and currently remains the primary operator of mobile phones in the country.
Safaricom has around 6 million subscribers, 1,000 employees, and ten retails shops

nationwide. (Karugu & Mwendwa 2007, 4.)

Safaricom was established as a division of Telkom Kenya that continues to be the
monopolistic landline services provider in Kenya. It controls 80% of the marker share,
although a number of large international operators have already entered the market.
(Jack & Suri 2011, 5.) Given the rapid adoption of mobile technologies by Kenyan
people, the decision to test M-PESA in this country was strategically right. Figure 2

displays the current mobile connection coverage in areas of high population density.
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Province  Towers Population  Area per
per tower tower (sq mi)

Nairobi 584 4 872 0.5
Rift Valley 375 22 448 179.0
Coast 247 12,046 130.7
East 214 24 871 288.5
Central 206 19,048 247
Nyanza 162 30,771 38.5
Western 90 46,122 35.9
North-East 45 29,467 1,088.8
Total 1923 17,653 117.0

Figure 3. Mobile Network Coverage by Province (Jack & Suri 2011, 9)

Interestingly enough, the study reported by Morawczynski (2011, 4) shows that the
penetration of the market by landline telephones was rather slow compared to the rapid
integration of mobile phone technologies. Researcher specifically pointed out that
landline telephones did not become demanded because of the inherent inefficiencies in
telecommunication infrastructure. Rural areas were deprived of access to landline
telephone services and the quality of service was low. It took on average 97 days to
install landline telephones, where mobile phone connection did not require any waiting
time. (Morawczynski 2011, 4.)

Moreover, telephone services were too expensive for the local customers in rural
Kenya, whereas mobile phone services were much more affordable. This in turn
facilitated the integration of mobile services into the market. In addition to rapid spread
of telecommunication services across Kenya, especially in rural areas, particular
attention should be paid to social and demographic characteristics of targeted users of
M-PESA. (Morawczynski 2011, 4.)

According to the research presented by International Finance Corporation (2009, 2),
literacy rate in Kenya is over 90% for males and 80% for females. Although access to
high quality education is rather low, high literacy rate is high enough to claim that the
population is likely to adopt new technologies. Moreover, prior to the launch of M-PESA
in Kenya, the predominant majority of citizens were familiar with basic operations such

as making voice calls and texting. (International Finance Corporation 2009, 2.)
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Nevertheless, during the first months of M-PESA launch, the market analysis unveiled
that customers did not have trust in the service in general and agents in particular
(International Finance Corporation 2009, 2). The report by International Finance
Corporation (2009, 4) specifically indicates that when SMS receipts were delayed or
lost, users blamed the agents. With 4.3% of money being transferred to wrong
recipients, the scope of distrust toward the service was a high barrier for market
penetration; nevertheless, it was not high enough to prevent success of M-PESA in
Kenya. Kenyan consumers were looking for reliability and simplicity and M-PESA
system met both of these expectations, which in turn made it a popular application.

(International Finance Corporation 2009, 2.)

3.2 Partnering Organizations

In order to understand why M-PESA became such a popular choice, it is also essential
to investigate what role Vodafone played in establishing this service in Kenya.
Indisputably, M-PESA is a product of fruitful collaboration between many partners.
However, it was an original idea of Vodafone Group Plc. Since the company determined
a gap in the market, Vodafone initiated discussions and negotiations with potential
partners about extending opportunities that mobile services present. (Buku & Meredith
2013, 385-386.)

Due to social benefits that could be found in mobile services, Vodafone engaged
Saraficom among other affiliates. Consequently, Safaricom provided the local mobile
telephone network. In their turn, Vodafone and Department for International
Development took care of funding the project. Faulu Kenya was in charge of finding
clients to test the product in the framework of operating businesses. The Commercial
Bank of Africa acted as a banker for the project. Together these organizations aimed to
enhance the efficiency of microfinance establishments. The affiliates strived to make
payments fast and easy. (Buku & Meredith 2013, 386-387.)

In addition to Safaricom, there were other affiliates who were involved in the project,
thus deserve similar attention. Their history influenced company involvement in the
project. Vodafone services are diverse and abundant in the sphere of
telecommunication. (Muthuri & Gilbert 2011, 469.)
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In 2004, Vodafone founded a Social Investment Fund worth 9.8 million US Dollars. This
development was crucial for M-PESA in Kenya, because the objective of this fund is to
offer resources not only to financially attractive ventures but also to the causes that
have a socially beneficial meaning. For example, Vodafone used resources from the
fund to develop speaking phones for visually impaired people and mobile services
oriented for the deaf enabling them to have normal conversation with people that have
no such disabilities. The Kenyan government was not very cooperative and failed to
implement investment friendly to the regulations in order not to discourage domestic
investment. (Muthuri & Gilbert 2011, 469.)

The good cause of the fund expanded and reached Kenya, as Vodafone used some
resources to invest into the development of M-PESA. Since Kenyan people lacked in
quality mobile banking services, the decision to spend funds on integrating M-PESA into
the life of the nation enabled many people to enjoy the benefits of contemporary
technologies. The Fund contributed into financing about 52% of the M-PESA trials.
(Karugu & Mwendwa 2007, 4.)

Another affiliate that had an impact on the process of developing and integrating M-
PESA into society was the Department for International Development established by the
British government for the purposes of assisting developing countries to enjoy benefits
of the contemporary world that are prevalent in developed countries. Thus, the
Department invested remaining 48% into the trials. Both Vodafone and the Department
for International Development collected necessary resources to make the project a
reality. (Buku & Meredith 2013, 385.)

Another mentioned affiliate is Faulu Kenya. This microfinance organization functions in
the most parts of the country. The client of Faulu Kenya constitutes around 100,000
low-income individuals who borrowed money within limits from 300 US Dollars to 20,000
US Dollars. Most of the customers borrowed little sums of money. This model entails
peer pressure, because a group of clients can receive future loans only if all members
of the group repay previous debts. Overall, forming such partnerships makes it possible
to enhance intangible assets for persons, businesses, and society. (Busse et al. 2014,
7)
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Faulu Kenya has been a highly successful enterprise. Within its framework, it was
reported that the loan repayment rate amounted 96% which is more than 20% higher
than the loan repayment rate at the commercial bank. (Karugu & Mwendwa 2007, 4.)
Since Faulu has a nationwide coverage, it was selected to participate in the project.
Through Faulu, it became possible to access great numbers of low-income people to
evaluate M-PESA potential in the market concerning repayment of loans. Four hundred
and fifty customers of Faulu took part in the pilot trials. These customers were divided
into 21 groups, with a Faulu field officer monitoring the progress of the trial. Importantly,
the groups represented urban and rural clients separately to test how M-PESA would
function in different settings and study preferences of individuals coming from different
backgrounds. (Karugu & Mwendwa 2007, 4.)

Finally, the Central Bank of Africa and Microsave lent their support in leading the trials.
While the role of the former will be examined later in the paper, it is sufficient to say that
it is the largest privately owned Kenyan bank that specializes in corporate and
institutional banking. In its turn, Microsave is a non-governmental organization that
offered micro-finance industry experience and expertise to the project. Microsave is
funded by the mentioned Department for International Development. (Chopra et al.
2012, 9.) Overall, these organizations that have undergone scrutiny were decisive
components in influencing M-PESA development and integration into Kenyan society
(Buku & Meredith 2013, 386).

3.3 Economic Factors and Banking

Along with increased mobile network coverage and a rapid expansion of mobile
services across Kenya, one of the important factors that contributed to the success of
M-PESA in Kenya was lack of reliable financial services, especially in remote rural parts
of the country (Katz & Berry 2014, 241). The objective was to make financial services to
those users who did not have access to banks and online payment options. Moreover,
what made M-PESA unique is the targeting strategy that aimed at making technology to
the unbaked, poor segment of the population, whose needs were traditionally neglected
by traditional banking and financial service providers. In essence, the launch of M-PESA
system eliminated the discrimination inherent in provision of financial services targeting

customers who have money. (Katz & Berry 2014, 241.)
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Evidence suggests that the targeting of the unbanked poor was a highly effective
strategy to pursue in the launch of M-PESA. In particular, research indicates that
prevalence of bank accounts among the people living outside Nairobi was very low,
representing only 25% of total bank accounts. (Korngold 2014, 32.) With the
introduction of M-PESA this number increased to 75% by year 2011. The use of
banking accounts among the poor people radically increased as well. Specifically, only
20% of households with income of less than $1.25 per day had bank accounts. With the
launch of M-PESA, the share of users increased to 72%. (Korngold 2014, 32.)

Another unique financial factor that should be discussed in the context of M-PESA
expansion in Kenya is the reliance on information money transfers as a means to
support livelihood. The research by Morawczynski (2011, 43) concluded that transfers
made by family and friends represent one of the primary sources of income for people in
remote rural areas. Morawczynski (2011, 43) attributed this economic activity to the
wide gap between the rich and the poor. In other words, while the predominant majority
of people live in rural areas, income and profits are earned in urban centres which in

turn create the need for money transfers.

Traditional banking system with cards and checks could not be possibly integration
because of lack of access to financial institutions in rural areas, whereas M-PESA
solved this problem. (Morawczynski 2011, 43.) Furthermore, Kenyan financial
institutions and banks had no rationale to expand their services in rural areas because
the demand for financial services was low and operational costs were high.
(Morawczynski 2011, 48.)

3.4 Regulatory Factors

In addition to the shortage of financial services, the launch of M-PESA did not encounter
any regulatory barriers. Researchers clearly implied that regulators were willing to
support the business model offered by Safaricom. Moreover, M-PESA was initially
designed with the objective not to advance profit-driven interests of Safaricom or
Vodafone but rather with the motivation to deepen the financial access of the unbanked
poor. (Korngold 2014, 32.) With this purpose at the core of the development and
implantation of M-PESA, the national government of Kenya supported the initiative and

did not prevent Safaricom from testing its application. The idea of designing M-PESA
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was suggested by the UK Department for International Development, which is the

leader in fighting against world poverty through long-term projects. (Korngold 2014, 32.)

However, the launch of M-PESA system would be impossible without collaboration with
telecom’s regulators and the Central Bank of Kenya. Both of these regulators supported
the idea and the project was launched on national scale. The idea was specifically
proposed by Nick Hughes, an employee at Vodafone headquarters in UK, who
suggested using cell phones for disbursement and repayment of microfinance loans.
(Korngold 2014, 32.)

The idea was approved and 1 million British pounds sterling were allocated to build the
software and hardware platform. The partnership with Safaricom, a local bank, and a
microfinance provider was also established. As the first test launch was done, the
project leader noticed that people connected to M-PESA used the system not for the
purpose of obtaining microloans but rather to transfer the money from one person to
another, which was not the initial purpose of the project. The platform was enhanced
and modified to address this particular need of users. (Korngold 2014, 33.) As the initial
intention was to make financial services accessible to the underserved members of
Kenyan society, the project was not profit-driven in its core and it became the primary

factor for approval by regulators (Korngold 2014, 33).

The research by Morawczynski (2011, 46) brought to the light the discussion on the
enormous role played by the government in facilitating expansion of mobile network
coverage and integration of M-PESA into the financial system. It is important to mention
that M-PESA is not a financial instrument, although it serves as such. Therefore, the
national government faced the dilemma of how to regulate the process of implementing
M-PESA. The economic reforms initiated by the Kenyan government were supported by
the World Bank and International Monetary Fund that supported the programs aimed at

economic growth. (Morawczynski 2011, 46.)

Collaborating with these international bodies, the national government took the course
on economic reforms, market liberalization and privatization of critical infrastructure
(Morawczynski 2011, 46). The change in political discourse on market regulation

empowered Safaricom and other private companies to make technological advances to
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Kenya, which in turn set the favourable environment for introduction of M-PESA.
(Morawczynski 2011, 46).

The study by Jack and Suri (2011, 7) focused on the role played by the Central Bank of
Kenya in making it possible for M-PESA to enter the market. Although the Central Bank
of Kenya was initially resistant to the idea of introducing M-PESA, because it is not a
bank and not a financial service. The rapid growth of its users and lack of regular
banking services in rural areas led the financial leaders of the country to admit the
viable contribution of M-PESA to economic growth of the country (Jack & Suri 2011, 7).

According to Jack and Suri (2011, 7), the Central Bank of Kenya expected that M-PESA
accounts could eventually serve as substitutes for traditional bank accounts. However,
M-PESA was readily accepted not only by those members of society who lacked access
to banking services but also by those who were banked. For this reason, the Central
Bank of Kenya was largely uninvolved into the process of implementing M-PESA and

shifted this activity to private players on the market. (Fung, Molico & Stuber 2014, 30.)
3.5. E-commerce Factors

The introduction of M-PESA was accompanied with extensive testing of the market prior
to its launch. In particular, Safaricom had the objective of motivating at least 1 million
customers to start using the system with the first year. Several pilot tests were
conducted across the country, which confirmed the capacity of all 750 stores to handle
the transactions via M-PESA system. (Katz & Berry 2014, 241.)

The e-commerce emphasis was made on exceptional customer service and brand
recognition among users of Safaricom mobile services. In other words, customers had
trust in its operator. The test launch of the system was a success as more than 1
million customers joined the system just in a matter of several months. (Katz & Berry
2014, 241))

3.6 M-PESA Technology

As partners developed the concept into a usable mobile service for the trial period, a
testing project began in Kenya to examine the M-PESA potential to facilitate the

operation of microfinance organizations. Trials started in November of 2005. As
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mentioned above, 450 people participated from different areas, both urban and non-

urban ones. The participants were Faulu Kenya clients. (Karugu & Mwendwa 2007, 5.)

The developed system enabled the use of mobile phones to transfer funds between
virtual accounts. Thus, customers could use mobile devices in lieu of debit cards, while
transactions came into effect through text messaging. From the inception of trials, the
service was used for four types of basic money transferral. Money could be transferred

between individuals as well as individuals and businesses. (Luo et al. 2010, 225.)

Furthermore, M-PESA allowed withdrawing and depositing cash at registered outlets.
Another type of money transfer was loan repayment and disbursement, but after the
testing period, it became less popular, making other types of transfer to lead transaction
rates. Additionally, even during the trials people were able to access information on
account balance payment history that facilitated the use of the service. Simultaneously,
this feature became convenient to persuade customers that the mobile service is a safe
tool to make transactions on a regular basis. People's trust highly depends on their

perception of technologies. (Luo et al. 2010, 225.)

At the start of the trials, participants received cellular phones containing special
subscriber identity module (SIM) cards. These special SIM cards allowed users testing
virtual transactions. Faulu customers engaged in the pilot applied for loans as they used
to do it. However, the subsequent process was totally different from the process prior to
the M-PESA introduction. Hence, applying for a loan, clients did not receive a cheque or
cash. Instead, funds were transferred from Faulu’'s M-PESA account to M-PESA
accounts of appointed field officers. The latter concluded the transaction process by
distributing loans via text messages to the clients at group meetings. Afterwards, clients

could enjoy several options to make use of received funds. (Yu 2012, 119.)

Moreover, clients could withdraw cash from authorized outlets, transfer money to other
individuals, or utilize funds to pay for a variety of goods. Since users sometimes
preferred to receive cash in authorized outlets, shop owners received commission for
every transaction of this type. Since convenient financial cost and perceived credibility
are the essential factors making individuals adopt mobile banking, this process was
accepted well. (Yu 2012, 119.) Figure 4 illustrates how loans were distributed from the

Faulu M-PESA account and how they later travelled for different purposes.
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Figure 4. Client Money Movement in the M-PESA Process (Karugu & Mwendwa 2007,
6)

Customers intending to withdraw cash needed to visit agents to confirm that they have
necessary funds in the account. Provided that cash was available, users were directed
to the M-PESA menu service that led them through simple guidelines to withdraw cash.
Pre-programmed instructions required users to enter the phone number from which they
planned to withdraw cash i.e. the agent's M-PESA number, amount they wanted to
withdraw and their personal identification number unknown to foreign parties. To
confirm the entered details, users were required to text certain details to M-PESA. In
response, a text message from M-PESA confirmed that they were able to withdraw
funds. As a result, the mobile service sent a text message to the agent who upon its
receipt could issue cash to the customer. This mechanism is part of the success of M-
PESA in Kenya. (Dermish et al. 2011, 93.)

The process of topping up an M-PESA account is similar, because customers had to
visit agents with the cash that they intended to place into an M-PESA account. As the
agent sent an SMS to M-PESA informing the system that the client needs a certain
amount to be transferred to his or her account, the agent later received a confirmation
that the agent should accept cash from the client because the transaction was

completed. (Karugu & Mwendwa 2007, 8.)
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Interestingly, MPESA requires a special generation of SIM card. For this reason, SIM
card manufacturers had to adjust their capacities to produce SIM cards that supported
the mobile service. The specially developed software demands these measures to be
taken. Additionally, users with old SIM cards could easily replace them with new
generation SIM cards at local mobile dealerships for a humble fee. The M-PESA
Operations Account receives a small fee for every transaction. (Karugu & Mwendwa
2007, 8.)

3.7 M-PESA Trial Results and Feedback

Upon evaluation of the trial period, it became apparent that M-PESA holds certain
benefits for users. Primarily, M-PESA transactions promise security, because the mobile
service is a safe service to send funds to other individuals and businesses. In addition,
customers have no need to carry cash, especially large amounts of money, when they
would like to spend money belonging to them on purchases from merchants. (Karugu &
Mwendwa 2007, 8.)

Another advantage of having an M-PESA account is convenience, because the mobile
service negated the need to travel to bank establishments and wait in long queues.
Moreover, efficiency characterizes the M-PESA experience. Customers are not required
to leave homes when they simply need to bank money and pay loans. This aspect is
particularly useful to business owners who can continue working in the premises of their
offices without wasting time. Ultimately, M-PESA’s simplicity was found as a remarkable
quality of the service. The guidelines are clear and easy to follow making the training in

M-PESA usage fast rendering excellent results. (Karugu & Mwendwa 2007, 8.)

However, the feedback from both field officers and customers indicated that there were
certain issues that needed to be addressed (Karugu & Mwendwa 2007, 8). Most
importantly, the following problematic areas should be taken into account even now,
when M-PESA has successfully established its presence in the Kenyan market. One of
the major issues confronted by the trial participants was the lack of knowledge of some
people on usage of mobile devices. Since in 2005, a relatively small number of people
resorted to mobile phones, lack of knowledge was an important issue that prevented
people from engaging in the M-PESA experience. However, currently more Kenyans

favour mobile phone services, so this problem can be considered mostly resolved.
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Some people require additional training to establish how M-PESA processes work.
(Chopra et al. 2012, 33.)

Furthermore, the pilot findings unveiled that people with scarce knowledge of banking
are in need of additional training. For these two reasons, it is important to employ
competent agents with good communication skills in order to clarify matters that some
people find complex in the entire process. Wireless access is another issue to consider.
Some areas of rural Kenya are too remote to be covered by mobile networks and
population of such territories cannot enjoy the benefits of M-PESA. (Chopra et al. 2012,
33.)

3.8 M-PESA in Tanzania

However, M-PESA achieved enormous success in Kenya, as evident from review of
literature in previous sections; the integration of mobile banking in Tanzania was not as
welcomed as it was in Kenya. According to research, the primary cause for failure of M-
PESA in Tanzania is related to the financial market characteristics. At the time M-PESA
entered Kenya, the majority of people had no access to financial and banking services.
However, the network of ATMs and bank branches was rather well-developed. In
Tanzania, financial penetration was less developed. Formally, only 9 percent of people
were banked and nearly 53 percent of citizens were excluded from financial services.
(Bosire 2012, 26.)

This fact alone would suggest that people in Tanzania should welcome the introduction
of M-PESA that would provide instant, cost-efficient access to financial services;
however, this strategy did not work (Bosire 2012, 26). According to Bosire (2012, 27),
one of the key reasons for slow growth of M-PESA in Tanzania was wide availability of
alternative methods for sending money, which in turn implied that the demand for a new
money transfer system was low. Unlike M-PESA with its strict rules, local money
transfer systems in Tanzania did not require registration or identification card. Even
though M-PESA was cheaper than local systems, Tanzanians found it more convenient
to use because of fewer steps that had to be taken to use the system. (Bosire 2012,
27.)

At the regulatory level, Tanzania’s laws and regulations were stricter than those of

Kenyan’s. Thus, the process of implementing agent-based money transfer system
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proved cumbersome for ordinary users. Moreover, Kenya had a stronger economy at
the time M-PESA was introduced, whereas economic situation in Tanzania was less
favourable for the entry of a new service. (Bosire 2012, 35.) Overall, the financial
industry development was poor and it was difficult to expand agent network needed for
full-scale launch of M-PESA.

Furthermore, the International Telecommunications Union Report (2009, 2) highlighted
that only 15% of the adult people in Tanzania were familiar with the basic operations of
a mobile. The launch of M-PESA required use of USSD protocol and very few of the
mobile phone users had sufficient knowledge to install it. The report also emphasizes
that the marketing message stating “send money home”, which worked well in Kenya,
did not appeal to users in Tanzania as the service itself was perceived as a premium
product. (International Telecommunications Union Report 2009, 2.) According to
International Telecommunications Union Report (2009, 9), M-PESA failed in Tanzania
because no market analysis was done before the launch, whereas the assumption that
Tanzania consumers will be interested in the service to the same degree as Kenyans

proved to be false.

At the technological level, the report by InterMedia: The Financial Inclusion Tracker
Surveys Project (2013, 7) concluded that Tanzania had 4 mobile network operators and
the telecommunications market was rather competitive. In recent years, the voice over
internet protocol telephony was introduced along with 3G mobile service. Yet, M-PESA
IS just one out of four available mobile-based money transfers in Tanzania. While in
Kenya it was an innovation with a broad group of customers, M-PESA was met in
Tanzania as one of the new services no different to those that were already in place.

Figure 5 shows the mobile money transfer volumes in Tanzania and Kenya.
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Figure 5. Mobile Money in Tanzania and Kenya: Annual Transaction Value (Di Castri &
Gidvani 2014, 3)

As Figure 5 shows, the volume of transactions through M-PESA system in Kenya
remains much higher as compared to Tanzania. Although, the volume of transaction
difference between Kenya and Tanzania is slowly decreasing. (Di Castri & Gidvani
2014, 3.)

3.9 M-PESA in South Africa

In addition to Tanzania, M-PESA was also launched in South Africa, where the mobile
banking service failed even more than in Tanzania. By the end of March 2015, M-PESA
had one million subscribers in South Africa. For comparison, M-PESA in Kenya has 20
million users and 7 million in Tanzania. (Tshabalala 2015.) Figure 6 shows that current
number of M-PESA subscribers in South Africa, Tanzania, and Kenya (Tshabalala
2015).
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Figure 6. M-PESA Subscribers in South Africa, Tanzania and Kenya (Tshabalala 2015)

However, the causes for failure are radically different from those in Tanzania. South
Africa has the most developed economy on the African continent. The banking system
is well-developed and all types of customers, including those with the lowest level of
income, have access to reliable and easy to use financial services in all parts of the
country. Banking kiosks can be found even in the most remote areas. Moreover, the
national financial system already provides several options for mobile banking such as
sending and receiving money via cell phone without having a bank account. The
transaction fee is just $1. (Tshabalala 2015.) In other words, M-PESA had no customers
to serve in South Africa because the population had no challenge in accessing banking

services.

At the regulatory level, South African imposed strict regulations that made it difficult for
foreign companies to enter mobile money transfer market. Poor marketing efforts and
slow distribution of service agents across the country contributed to failure of M-PESA
in South Africa. (Tshabalala 2015.) As of today, M-PESA has only 8 000 agents in
South Africa compared to 60 000 agents in Kenya. Vodafone did attempt to re-market
M-PESA in South Africa by first entering the market as mobile money solution, later as
mobile money wallet and most recently as a tool to store money. All three strategies did
not work. (Tshabalala 2015.)

Moreover, South Africa’s consumers did not perceive M-PESA as a solution to any of
their problems. The number of subscribers did not grow for the last 4 years. (Budree &
Williams 2013, 6.) In comparison to Kenya where an average user of M-PESA makes 6
transactions per day, the rate for M-PESA use in South Africa remains as low as 0.3

transactions per day (Budree & Williams 2013, 6). Similar to case of Tanzania, people in
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South Africa find M-PESA excessively complicated to use. A typical profile of M-PESA
user in South African includes two categories; youth group and migrant labour group
aged 18-30 years, unemployed or studying. Most of them use M-PESA to receive
money for transportation fees, clothing, and other purchases. All other groups of
customers rely on bank account. (Budree & Williams 2013, 6.) Figure 7 illustrate the
difference between South Africa, Tanzania and Kenya in terms of preference for mobile

account vs. account with a bank.
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Figure 7. Bank Account vs. Mobile Account (Tshabalala 2015)

As Figure 7 suggests, people in South Africa have a strong preference for bank
account. The rate of mobile account is low as compared to that of Tanzania and Kenya.
(Tshabalala 2015.) According to conclusions made by Chopra, Sharma & Sherry (2013,
21), users of M-PESA in South Africa do believe that this system is secure and
convenient to use. However, a large proportion of population still has difficulty using
mobile technology and prefers face-to-face interaction in conducting financial operations
(Chopra et al. 2013, 21).
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3.10 Impact of M-PESA on Society, Banking Sector, and E-commerce

M-PESA had and continues having a significant impact on Kenya’s society, banking
sector and e-commerce. As M-PESA did not work either in Tanzania or in South Africa,
the Kenyan case remains unique in terms of rapid integration of new technology and its
unprecedented effects on overall economy and transformation of financial service
sector. The introduction of M-PESA did not only make financial services accessible to
unbanked members of society, but the service transformed the perception of financial
service and money transfers in the country, affecting not only individuals, households

and business units but also the entire economy of Kenya. (Jack, Ray, & Suri 2013, 360.)

In particular, the study by Jack et al. (2013, 360) showed that M-PESA users in Kenya
are engaged more in remittance activity compared to those who do not use this mobile
system. M-PESA users are more likely to receive and send remittances within their
personal networks i.e. family members and friends. Moreover, users of M-PESA more
frequently send and receive payments as opposed to those who do not use M-PESA.
M-PESA users engage in twice more transactions (Jack et al. 2013, 360). This finding

implies that M-PESA facilitated flow of money within the country.

M-PESA is used mostly for three types of transactions: the extension or repayment of
credit, emergency support and regular support (Jack et al. 2013, 361). In other words,
M-PESA has confidently replaced the face-to-face interaction for the purpose of
financial support. Serving as a tool for insurance and regular support, M-PESA also
takes the role of a microcredit for Kenyans who are in need of finances. Even though M-
PESA is mostly used as a tool of sending and receiving the money for personal

reasons, small businesses benefit from microcredit options. (Jack et al. 2013, 361.)

Furthermore, research also points out that M-PESA is eventually expanding its reach
across Kenya. While during the first years of its launch M-PESA was predominantly
used by urban, highly educated users, in recent years more users from rural areas find
it convenient to send and receive money with the help of M-PESA. The rapid growth of
M-PESA also led to the transformation of the entire perception of banking industry.
(Mbiti & Weil 2013, 372.)
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According to Donovan (2012, 2655), M-PESA is currently prioritized by users above
traditional banking services. In other words, M-PESA has already become more
demanded than banks and ATMs. Donovan (2012, 2655) also discovered that many
Kenyans feel pressured to start using M-PESA by peers who are already using the

system.

The research by Rutten and Mwangi (2012, 84) further discovered that M-PESA
facilitates business development in the country. In particular, the study showed that
many retailers provide more M-PESA related services than purchasing other
merchandize available in shops. The number of M-PESA agents exceeds the number of
bank branches and ATMs. As of today, 99% of users have trust in M-PESA. (Rutten &
Mwangi 2012, 90.)

Moreover, M-PESA has a potential to be a remarkable product in Kenya. Many people
living below the one dollar a day line cannot afford formal bank accounts (Karugu &
Mwendwa 2007, 8). For this reason, M-PESA has a strong positive impact on
impoverished tiers of population providing them with opportunities to apply for loans and
use received money in most convenient ways. With the introduction of the mobile
service, people were unable to acquire debit or credit cards have opportunities to use
M-PESA account money in shops and similar establishments, where debit cards ceased

to be the only means of cashless payment. (Karugu & Mwendwa 2007, 8.)

Besides, the new system introduces new levels of efficiency into operation of
microfinance establishments. The influence of the latter on the overall economy is
apparent (Buera et al. 2012, 43). M-PESA saves time for both customers and banking
service providers. Users are able to enjoy the benefits of the mobile service without
visiting banks and teller machines. Overall, this surge in efficiency level has a power to
minimize the expenditure of time resources by many parties connected to the process.
Thus, microfinance companies provide related services with a significant decrease in

time spending. (Buera et al. 2012, 43.)

The M-PESA system has had a substantial effect on the way small transactions are
performed by individuals. With the help of this mobile service, it became possible to
conduct even the smallest transactions involving insignificant sums of money. Although

clients are subject to fee payment, such transactions are more expensive when
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rendered through commercial banking establishments. For this reason, low-income

clients benefit from this opportunity. (Buera et al. 2012, 43.)

Similarly, employers became able to transfer wages in small amounts to employees’
accounts. Consequently, the social side of M-PESA influence is tremendous, because
the system facilitates lives of many impoverished individuals. People with low incomes
are able to receive remuneration, no matter how meagre, on time. The microfinance of
wages has a potential to influence the economy. (Buera et al. 2012, 43.) Since more
payments are made through M-PESA, service payments have become less complex
leading to a decrease in transportation costs. Additionally, microfinance establishments
experience a diminishment in costs concerning loan repayment and disbursement.
Thus, M-PESA has had a considerable effect on the economy of Kenya saving many

funds on now redundant services. (Buera et al. 2012, 43.)

However, since M-PESA was integrated into the functioning of microfinance institution,
entrepreneurial activities experienced an extensive rise at the low end of the market
(Karugu & Mwendwa 2007, 9). It has become apparent that small and medium-sized
businesses began to grow upon the introduction of the system into the society.
Additionally, people whose business activities are executed by just one entrepreneur
who does not receive more than one dollar per day now have access to an alternative to
bank establishments. Such entrepreneurs include shoe shiners, grocers, barbers, and

other similar professions. (Mwobobia 2012, 112.)

Due to poverty, many of such entrepreneurs were unable to execute transactions in
regular banks, but M-PESA became an option to consider. Female entrepreneurs in
Kenya face even more challenges. (Mwobobia 2012, 112.) Vodafone reports reveal that
Kenyan economy and Gross Domestic Product have grown upon the introduction of the
system. This development has become obvious especially in comparison with similar
nations where mobile penetration remains poor and where, consequently, there are no
services similar to M-PESA. (Karugu & Mwendwa 2007, 9.)

Additionally, M-PESA has exerted a great influence on the monetary system in Kenya.
Since people deal with cash less often, there are fewer chances to mishandle money.
As for virtual transactions, M-PESA employs a secure system requiring users to enter

secret identification numbers. Besides, M-PESA allows blocking accounts on suspicion
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of fraudulent activities. Therefore, the mobile service has contributed into safeguarding

financial well-being of the nation. (Karugu & Mwendwa 2007, 9.)

Furthermore, despite women being able to access M-PESA service equally with men,
there are certain effects that the introduction of the system has had on the female
population of Kenya. Due to Kenyan women’s tendency to have a more challenging
workload, yet lower remuneration rates than men, women are likely to enjoy the M-
PESA advantages more in terms of efficiency and cost effectiveness. Besides, in Kenya
only 1% of women own property which makes it impossible for most of women to deal
with banks. (Mwobobia 2012, 114.)

Overall, the M-PESA system contributed to numerous innovations in the framework of
the Kenyan economic environment and social life. The mobile service has exerted
considerable influence on both urban and rural population. The mobile service targets
males and females as well as highly educated people and their illiterate counterparts.
Hence, M-PESA replaced cash with e-currency among people with poor incomes. The
system has reduced dramatically transaction costs for impoverished people unable to
resort to regular banking services. (Karugu & Mwendwa 2007, 10.)
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4 DISCUSSIONS

This chapter focuses on the analysis of the major findings identified through secondary
data collected from a variety of sources. In addition, the chapter analyses evaluation,

ethical consideration and the usability of the thesis.

4.1 Analysis of M-PESA Factors in Kenya

The critical analysis of the factors behind rapid integration M-PESA in Kenya unveiled
that the success of this mobile financial instrument was shaped by a unique
combination of societal, regulatory, technological, economic, and political factors.
Simply speaking, M-PESA did not succeed in other countries only because the inherent
market characteristics and socio-economic environments were slightly different. If
Kenya had a wider network of traditional banking services or mobile penetration was not

as efficient. The opportunities for rapid integrations of M-PESA may have been scarce.

The introduction of M-PESA is a perfect example of timely entry of a new product to a
new market. Safaricom identified the unmet need i.e. large number of people being
unbanked and offered the solution of mobile application that made money transfers and
other transactions instant and secure. As a large percentage of people in Kenya had
mobile phones and had the need to transfer the money to their extended families, M-
PESA became an instant success. In South Africa and Tanzania, M-PESA failed

because the need for this application was not as critical as in Tanzania.

Nevertheless, the uniqueness of Kenya in adopting M-PESA does not imply that this
system should not be promoted in other countries or regions. Literature review led to the
conclusion that M-PESA can succeed in other markets if use of the system is further

simplified and application is customized to address local needs of users.

Effective marketing through network applications may also be helpful in facilitating
adoption of M-PESA. To achieve the same success as M-PESA achieved in Kenya, it is
necessary to make the system of money transfers and mobile banking more local in
targeting specific preferences of local users. In other words, M-PESA should become

less Kenyan in the perception of other users.
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4.2 Evaluation of Thesis Project

The objective of the conducted research study was to critically dissect the available
literature on M-PESA with the goal to identify the factors that led to rapid integration and
enormous growth of this mobile application across rural Kenya. The study extended
beyond the previously published research as other studies focused mostly on either
multifactor analysis attempting to cover all possible issues shaping adoption of M-PESA
in Kenya and did not pay sufficient attention to comparison between adoption of M-
PESA by South Africa and Tanzania.

Although the conducted extensive literature review was based only on secondary data
collection, the findings offer a new perspective on M-PESA’s success in Kenya because
of the narrow focus and cross-study analysis of previously published data. The study
enriched the understanding not only on the factors that led to success of M-PESA in
Kenya but also broadened the knowledge on factors that led to failure of M-PESA in
other countries. Learning from Kenya’'s success and mistakes on other markets, M-
PESA can be further enhanced to meet the specific needs of users in other parts of the

world, which in turn opens opportunities for global expansion of M-PESA.
4.3 Ethical Considerations

As the study did not include collection of any primary data and there were no study
participants, the ethical considerations were not raised within the theoretical framework

of this investigation. Data was obtained through secondary literature review.

However, as any secondary data collection technique, meta-review is accompanied with
researcher’s bias, which implies that findings obtained through previously published
studies are further subject to perception and understanding of the researcher based on
personal and professional knowledge on the issue being researchers (Nayar &Stanley
2014, 176). Researcher’s bias ethical concern was addressed with integrating multiple
research studies and published articles to ensure transparency, accuracy, and

objectivity of the generated results.
4.4 Usability of the thesis

Even though this thesis did not incorporate primary findings, it did produce findings that
have strong practical value. In particular, the study provided new information on the

factors that contributed to the rapid adoption of M-PESA in Kenya and conducted
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comparative analysis with the factors that led to failure of the same system in other

countries.

The results and conclusions were drawn from this research study. The results can be
applied in practice either by M-PESA marketing managers or by other companies that
consider introducing similar technologies and mobile applications in underdeveloped or

developing markets.
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5 CONCLUSIONS

The main objectives of this study were to analyse the factors that contributed to quick
adoption of M-PESA in Kenya as opposed to failure in Tanzania and South Africa. The
study particularly emphasized on economic environment in the country at the time of M-
PESA introduction. Review of literature showed that the major use of M-PESA is for
transfers. In other words, M-PESA appeared at the time when people had the need to
transfer the money and there were not enough bank branches throughout the country to
satisfy the need. With a significant proportion of people being unbanked in Kenya, M-
PESA became the alternative method for cost-effective, instant, and secure transfer of
funds.

Furthermore, the research also unveiled that M-PESA serves another important
economic function in Kenya. M-PESA replaced the traditional financial services
rendered through banking system. Mobile money transfer proved to be easier to use by
people and an increasingly number of users rely on M-PESA for saving purposes. Thus,
instead of opening a savings account in a nearby bank, Kenyans prefer using M-PESA
to keep their funds safe. This finding had two important implications.

Firstly, it shows that M-PESA as a mobile banking system can be used to replace
traditional banking services. Secondly, this finding implies that the speed and security
are the key factors in adoption of new financial technologies in poor parts of the world,
as evidenced with the adoption of M-PESA by poor people living in remote rural areas
without access to traditional banking services. In addition, M-PESA offered another

important economic advantage to Kenyans related to the understanding of money use.

In particular, if people of Kenya were offered to use credit cards instead of M-PESA, the
adoption would be very slow because credit cards require access to bank branches,
identification documents, and many other procedures that are difficult to understand or
accept by ordinary users. M-PESA addressed the shortages of banking sector and
became a reliable solution to the existing problem. With introduction of M-PESA, users
realized that they do not need to keep money at home in cash and instead can secure

the finances as mobile money.

M-PESA decreased instances of mugging across the country. M-PESA also empowered

women to be more financially independent because they have the way to manage their
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private funds in way that is inaccessible to other family members. Review of literature
showed that the above benefits of M-PESA would not be as evident in Kenya if
economic environment did not welcome emergence of a new mobile technology.
Without quick penetration of mobile communications across the country, M-PESA would
not be adopted. Thus, prior to launch of M-PESA in other countries, it is recommended
to analyse the development of mobile networks and to identify the needs of the

unbanked populations.

Along with economic factors that have definitely contributed to the rapid acceptance of
M-PESA in Kenya, literature review unveiled that the country did not pose any legal or
regulatory barriers to the integration of mobile banking. The key aspect inherent in
regulatory environment of Kenya relates to the fact that M-PESA’s launch in Kenya was
driven with the intention to test the viability of such application among unbanked
segments of the population. The government saw the gap in delivery of traditional
financial services to the underserved rural populations and supported the initiative

offered by Safaricom.

Literature review also resulted in the finding that banking system of Kenya did not
oppose the idea of M-PESA launch as well. As the Central Bank realized the existence
of the problem in the country with lack of access to convenient banking and it was not a
profitable decision to expand network of bank branches, the Central Bank supported M-
PESA’s launch .M-PESA did evolve into a financial instrument; however, it was not such
in the beginning. For this reason, when M-PESA entered market of Tanzania and South
Africa, the governments of those two countries had a clear vision of M-PESA as a
financial instrument and, therefore, regulated it accordingly. M-PESA succeed in Kenya
because of governmental support, but failed in Tanzania and South Africa because of

regulatory barriers.

Learning from the success of M-PESA in Kenya and its failure in Tanzania and South
Africa, the recommendation for further expansion of mobile banking across African
region and in other parts of the world is to ensure proper governmental support. If
government does not impose barriers for implementation of mobile banking applications
that generate numerous benefits for society and economy, the success of M-PESA in

Kenya can be replicated in other countries.

The conducted literature review produced a number of interesting findings that provide

the answer to the research question on social factors behind rapid integration of M-
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PESA in Kenya. Specifically, research findings indicate that M-PESA was so quickly
adopted in Kenya because people perceived it as type of leisure; consumers in Kenya
liked M-PESA because it gave them an opportunity to perform serious financial tasks in
a worry-free manner. M-PESA specifically targeted low-income consumers who were
previously ignored by banking sector and this group of consumers rapidly adopted the

new technology because there was no other alternative offered to them.

Nevertheless, the presence of large segment of unbanked population was not sufficient
in itself to facilitate adoption of M-PESA in Kenya. Research indicated that trust and
simplicity were two of the factors that added to popularity of M-PESA. Specifically, for
many users of M-PESA, the ease of transferring the money to each other and high level
of trust in security of such instant transactions were the most important. M-PESA
changed the way Kenyans understand leisure because the system of money transfers
via mobile phones allowed them to “imagine, dream, and think about how their lives can

be better and happier due to the access they gain to the global by using M-PESA”.

Furthermore, families and social networks in Kenya live on large distances from each
other and, therefore, the process of financial supporting and money sending had to be
simplified to the level when money could be send without visiting any financial
institution, which are scarce in Kenya, especially in rural parts. Rapid integration of M-
PESA in Kenya was largely based on the ability of this mobile banking application to

meet the demand for a money transfer service.

In addition, transaction costs had to be low enough in order not to scare off the potential
users who belong to poor unbanked segment. M-PESA addressed this concern too by
offering a flat fee that is understandable for all users and does not require any analysis
or calculation. In such a way, an ordinary person, even if illiterate, knows for sure how
much the service costs. The safety and security of the money transfers with the help of
M-PESA made this system exceptionally popular in Kenya. Therefore, the same factors
should be embedded in promotion of M-PESA in other countries.

The recommendation for future research is to explore the opportunities for M-PESA to
add more features and services, including access to health information, as suggested
by Haas and Nagarajan (2011, 1). As M-PESA was initially introduced for the purposes
other than money transfers, it became a financial tool for a broad range of applications,
as evidenced with the case study on Kenya. Consequently, there is a strong rationale to

further explore how M-PESA can diversify the breadth and scope of its services.
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In addition, future research could specifically focus on marketing element of promoting
M-PESA on other markets. Literature review unveiled that one of the factors that could
potentially lead to the failure of M-PESA in South Africa and Tanzania was inadequate
marketing campaign with the message that was misunderstood by the target audience.
Therefore, future study may identify the needs of local users of M-PESA as part of the
recommendation on how to increase acceptance of this mobile application on other
markets.

Finally, future research may redirect the focus of the study toward expansion of M-
PESA on markets that are radically different from those of Kenya and Tanzania in terms
of appealing to the customers who are looking for convenient money transfer system
and yet access to traditional financial and banking services is not as limited as in Kenya.
In other words, future research should explore growth potential of M-PESA on

developed markets.
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