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Abstract: The main objective of the study was to determine the effect of digital payment systems on the competitive
advantage of commercial banks in Nairobi, Kenya. The research recognizes that Kenya’s banking sector operates
in an increasingly digitalized and competitive environment, driven by fintech innovations, changing customer
expectations, and technological advancement. A mixed-methods research design was employed, combining
guantitative and qualitative data collected from managers and IT specialists across top-tier banks in Nairobi.
Statistical analysis using SPSS was conducted to examine the relationship between digital payment and competitive
advantage. The results reveal that digital payment explain a significant proportion of the variance in
competitiveness among banks. Digital payment systems showed a strong positive effects. The study concludes that
while digital technologies are critical enablers of competitiveness, their effectiveness depends on complementary
factors such as organizational culture, employee skills, and regulatory support. The findings provide actionable
insights for banks to refine their digital systems for better market performance and offer policymakers a
framework for promoting innovation while maintaining financial stability. Ultimately, the research contributes to
the growing body of knowledge on digital systems in emerging economies, emphasizing its role in achieving
sustainable competitive advantage in Kenya’s banking sector.
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1. INTRODUCTION

The business setting undergoes continuous evolution because of economic conditions together with regulatory
frameworks and technological changes and competitive elements. Business organizations from all industries compete to
protect their market standing by implementing advanced operational systems and better services to customers with
creative business frameworks. Business strategy depends heavily on competition that requires companies to establish
differences through competitive costs and innovative products and customer-focused methods. Financial banks face
intensified competition due to global market entry and changing regulations and the appearance of non-conventional
fintech financial service companies.

Global banking sector competition has undergone major digital transformation which now generates new opportunities for
enhanced customer experiences while simplifying operations and better brand position. The strategic adoption of digital
technologies for innovative business changes and enhanced processes and customer relationships defines digital
transformation which enables banks to become more agile operationally (Plekhanov et al., 2023). The Nairobi-based
commercial banks in Kenya need to adopt digital solutions because they face market pressures including rising customer
demands together with fintech competition and service efficiency requirements.
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The essentialness of mobile banking digital payments and customer relationship management systems proves vital as
Kenyan banks advance their digital integration strategies during the present digital period. These technological resources
make financial services available to more people and help organizations become more effective and design specialized
financial solutions that target specialized customer groups (Obeng, 2021). The industry progression demands an
assessment of how digital transformation strategies influence competitive advantage. The assessment of these tactics
provides valuable insights about how they affect customer satisfaction and operational efficiency and market reach in
Kenyan banking institutions. An analysis of the permanent digital innovation effects enables Nairobi-based banks to
develop technological strategies that preserve and strengthen their market stance (Pereira & Romero, 2021).

2. STATEMENT OF THE PROBLEM

The rapid advancement of digital technologies has reshaped Kenya’s financial sector. In 2024, 52.6% of adults in Kenya
used mobile money services daily, more than doubling from just 23.6% in 2021, underscoring how deeply digital finance
has permeated everyday life (Central Bank of Kenya, Kenya National Bureau of Statistics, & FSD Kenya, 2024). Despite
this widespread adoption, commercial banks are not always benefiting proportionately. Only 45% of commercial banks in
Kenya report a noticeable increase in market share due to their digital services (Central Bank of Kenya, 2023).

This gap raises a crucial question: Are digital transformation strategies truly enhancing competitive advantage for
Nairobi’s commercial banks, or are there barriers undermining their effectiveness? FinTech and digital-only financial
service providers, known for offering faster, more customer-centric solutions, are increasingly attracting consumers away
from traditional banks (Mugambi & Kinyua, 2020). Yet, empirical evidence on how specific digital strategies, such as
mobile banking, digital payments, automated customer service, and data analytics, improve competitiveness in Kenya’s
banking sector remains limited.

Without solid evidence, banks risk misallocating resources to digital investments that fail to deliver strategic value.
Therefore, this study aims to evaluate empirically how digital payment systems influence the competitive advantage of
commercial banks in Nairobi, offering insights on which strategies drive success and helping banks make informed, goal-
oriented digital decisions.

3. LITERATURE REVIEW

These contemporary payment platforms permit users to execute digital commercial transactions without needing cash
which operates through electronic platforms. Customers use multiple electronic payment systems including credit and
debit cards as well as digital wallets and online banking transfers to make secure transactions through internet and mobile
networks (Chiu et al., 2020). The technology-driven payment solutions ensure maximum banking effectiveness together
with top-level transaction safety and effortless customer service (Liébana-Cabanillas, Sanchez-Fernandez, & Mufioz-
Leiva, 2014).

Digital payment systems gain increased popularity because consumers favor their user-friendly nature along with their
security features. Chiu et al. (2020) analyzed how customers make decisions about digital payment systems through their
study which showed security and convenience as key adoption determinants. The study by Liébana-Cabanillas et al.
(2014) analyzed mobile payment system adoption factors with a focus on trust together with perceived usefulness as main
determinants for user acceptance.

Digital payment systems facilitate electronic financial transactions, reducing reliance on physical cash and enhancing
transaction efficiency. In the retail sector, digital payment solutions have revolutionized customer transactions, enabling
faster checkouts and improving customer satisfaction. A study by Kumar and Gupta (2021) on the impact of digital
payments on the retail industry found that integrating digital payment solutions significantly enhanced operational
efficiency and customer retention. The study employed a mixed-methods approach, analyzing transaction records and
surveying retail managers to determine the effect of digital payments on firm performance.

Similarly, Zhang et al. (2022) explored the role of digital payments in the hospitality industry. Their research utilized a
case study methodology, examining hotel chains that implemented contactless payment systems. Findings indicated that
adopting digital payment methods reduced service wait times and increased customer loyalty, thereby strengthening
competitive advantage. The study concluded that seamless payment solutions are crucial for enhancing customer
experience and operational effectiveness in service-based industries.
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The existing literature on digital transformation strategies in banking, particularly digital payment systems, mobile
banking applications, automated customer service platforms, and digital data analytics, presents significant contributions
to understanding their impact on competitive advantage. However, several critical gaps emerge in terms of
methodological approaches, contextual relevance, and generalizability of findings.

For instance, studies on digital payment systems emphasize their role in improving transaction efficiency and security
(Chiu et al., 2020; Liébana-Cabanillas et al., 2014). While these studies provide valuable insights, they predominantly
focus on consumer adoption factors rather than firm-level strategic implications. Furthermore, many studies explore
digital payment systems in developed economies with advanced financial infrastructure, leaving a gap in understanding
their effects in emerging markets like Kenya. Would the same level of security and efficiency apply in regions with
underdeveloped regulatory and technological frameworks?

4. RESEARCH METHODOLOGY

This study employed a mixed-methods research design, integrating quantitative and qualitative approaches to explore
digital payment system in Nairobi's commercial banks. The target population for this study consisted of managers and 1T
specialists from Nairobi’s commercial banks. The sampling frame for this study consisted of managers and IT specialists
from commercial banks in Nairobi, as they are directly involved in implementing digital payment system. The study used
both questionnaires and survey interviews to collect primary data. The questionnaire had both closed-ended questions,
which provided data that is easy to analyze quantitatively, and open-ended questions, which allow respondents to explain
their views in detail (Hertzog, 2008). Similarly, the interviews used open-ended prompts to encourage detailed
explanations and deeper discussion. The data collection actions began after the completion of the final data collection
tools and approval from every necessary authority. The study executed preliminary pilot research that gauges the research
instrument's validity and reliability, particularly within questionnaires, before delivering the central data acquisition. The
collected data was analyzed using both descriptive and inferential statistical methods. Descriptive statistics, such as mean,
percentages, and standard deviation, were used to summarize the data.

5. FINDINGS

The regression results show that digital payment systems have a significant positive relationship with competitive
advantage (B = 0.142, p = .191, p = .001). This suggests that strengthening payment systems enhances banks’ ability to
retain customers, grow transaction volumes, and create switching costs that make it less attractive for clients to change
providers. These findings are consistent with industry-level analyses, which identify digital payments as a central revenue
driver and strategic battlefield for banks in emerging markets (McKinsey & Company, 2022).

In Kenya, the case of M-Pesa illustrates how robust payments infrastructure not only promotes financial inclusion but also
strengthens the competitive position of financial service providers (Jack & Suri, 2014; Suri & Jack, 2016). Customers
often remain loyal to providers who offer secure, convenient, and interoperable payment platforms. Therefore, digital
payments represent both a functional service and a strategic asset, positioning banks that invest in reliable, customer-
friendly systems ahead of competitors

The study established that digital payment systems significantly enhance the competitive advantage of commercial banks
in Nairobi. Strengthening these systems enables banks to retain customers, grow transaction volumes, and create
switching costs that discourage client mobility. The findings align with industry evidence that positions digital payments
as a core revenue driver in emerging markets, while the case of M-Pesa illustrates how robust payment infrastructures
promote financial inclusion and bolster competitive strength. Overall, secure, convenient, and interoperable digital
payment systems serve as both functional enablers and strategic assets for banks.

6. CONCLUSION AND RECOMMENDATION

Digital payment systems are a cornerstone of competitiveness for commercial banks in Nairobi. Their ability to expand
transaction volumes, foster customer retention, and create switching costs demonstrates their dual role as both functional
enablers and strategic assets. The success of platforms such as M-Pesa highlights how payment innovations can drive
financial inclusion and strengthen market positioning, making digital payments indispensable in sustaining long-term
competitive advantage. Since the study concluded that digital payment systems significantly enhance banks’ competitive
advantage by increasing customer retention and transaction volumes, commercial banks should intensify investments in
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secure, interoperable, and customer-friendly payment platforms. Leveraging the lessons of M-Pesa, banks should expand
innovative digital payment solutions that promote financial inclusion while creating switching costs that lock in customer

loyalty.
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