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ABSTRACT

The purpose of this study is to examine the effects of training and compensation
on the retirement preparedness of employees in Sate Corporations in Kenya.
The study utilizes a descriptive survey research design. The population of this
study comprises all the employees in State Corporations in Kenya. A sample of
384 respondents is randomly selected from 32 Sate Corporations which are
systematically sampled from the total of 262 gazetted State Corporations in
Kenya. The study uses questionnaire to obtain quantitative and qualitative data
for analysis which is further validated by pilot study. Information gotten are
sorted, coded and inputted into the Statistical Package for Social Sciences
(SPSS 21). Tables, descriptive statistics and inferential statistics are tools for
data analysis. Amultiple odd ratio regression model isused to test the significance
of the effects of the independent variables (training and compensation) on the
dependent variable (retirement preparedness). The findings show among others
that training, employee compensation positively and statistically affect the
retirement preparedness of employees in State Corporationsin Kenya. The study
also find that leadership style moderates the relationship between training,
compensation and the retirement preparedness of employeesin State Cor porations
in Kenya. Therefore, it recommends that the management of State Corporations
should consider putting in place measures such as improved training and
compensation as probable ways of ensuring that there is improved employee
retirement preparedness.
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INTRODUCTION

Retirement istheexit from activeemployment by anemployee. Financid retirement planning
involvesmaking financia plansfor one'sretirement whereby employeesdeposit money
into their retirement account. In some cases, employees are provided with aretirement
plan by their employer, and contributionsto the plan are deducted from the employee's
pay cheque. Someemployerswill match acertain percentage of an employeg'scontributions,
adding moremoney to their account (Raichura, 2008). Inthe modern period, society has
viewed retirement asapart of thelife course, and older workersconsidered it anormal
process of the employment cycle (Kod oski, Ekerdt and DeViney, 2001). Until recently,
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society'sdominant view of retirement wasthat it isaonetime event rather than ajourney;
however, the perception and thereality of retirement are undergoing an unprecedented
transformation from thetraditiona view of voluntary disengagement fromthelabour force
at thetraditionally accepted age of 65 (Adamsand Beehr, 2003; Quinn, 2010). Instead,
workersare delaying their retirement beyond the traditional retirement age of 65. The
growingfinancia pressureson retirement systemsaround theworld areforcingindividuals,
families, employersand policy makersto changetheway they think and planfor retirement.
Retirement asaconcept israpidly being redefined. Whiletheonusisonindividuasto plan
ahead, thereremainsavital and essential rolefor thegovernment and employers(L oretto,
2010). The combination of such factorsas ageing of the population, rapidly increasing
household debt, adeclining persona savingsrate and the presence of elevated uncertainty
inthegloba economic outlook makesthefinancia preparednessfor retirement ahighly-
discussed topicwithin all level sof governmentsand the broader public policy community.

InKenya, therearegeneraly low level sof pension awareness. Languageisakey
barrier asthe pension subject is not understood by ordinary people. General lack of
financia awarenessimpacts negatively onthegeneral saving culture. Approximately 3
million Kenyansmostly informa employment (15% of workforce) arecoveredin pension
schemes. Morethan 80% of thosein theinformal sector (JuaKali) are not covered but
effortsto reach out to theinformal sector areongoing (Cheteni, 2014). Therearegenerdly
low replacement rates (20%) meaning that peoplearenot saving enoughtoincreaseincome
replacement ratiosat retirement (Rgjoro, 2010).

The Consumer International survey 2011 reportsvery low levelsof preparedness
for retirement in Kenyaand Tanzania. In Kenya, over 80% of al respondentsdid not have
asound retirement plan. Retired public servantsincluding teachersand civil servantslivein
poverty just months after their retirement despite receiving their retirement benefitsas
provided for under the Pension Act Cap 189, Lawsof Kenya(Mwangi, & Sichel, 2011).

Mgjority of Kenyanworkersarenot financially and psychologically prepared for
retirement (Lusardi and Mitchell, 2011). The statistics shows that up to 15% of new
retireesdiewithinther firs fiveyearsafter retirement whilemorethan 60%arel eft frustrated
and continuoudy look for other jobsas source of income (Gitari, 2012). Refusingtoretire
stretchesthe national resourcesand al so creates unemployment. Thisbringsaburdento
thegovernment, hence, theintroduction of old age safety nets (Njuguna, 2010). Kenyans
appear to bewoefully under-informed about bas cfinancid literacy with seriousimplications
for saving, retirement planning, mortgages, and other decisions. Dueto financid illiteracy,
theresultisthat no proper savingsplan for their retirement isdone (Habib, 2007). The
pre-retireesand workersare sorrowfully unprepared for their golden retirement years.

Moorthy et al (2012) study on the retirement planning behaviour of working
individualsin Malaysiafind out that they savejust one-third of what they neededtoretire
comfortably. Warshawsky and Ameriks (2000) investigate how prepared are Americans
for retirement? Their findingsindicatethat haf of theindividua saged between 25and 71
yearswill not have sufficient savingsto support themsdavesinretirement. Inmany developing
countries, theretirement hasnot been completdy indtitutiondized (Szinovacz, 2003). Many
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househol dsare unfamiliar even about the most basi ¢ economic concepts needed to make
saving and investment decisions (L usardi and Mitchell, 2007). Theyounger generation of
workingindividualstoday, think that retirement planning isaburden for them becauseit
involveslong-term planning (Brannen, & Nilsen, 2002). Thisiscompounded by highinflation
ratesand high cost of living which become moreof apriority than saving for retirement
(Moorthy et al, 2012). According to Life Insurance Association of Malaysia(LIAM)
2014 annual report, those peoplein 20's think that they are too young to think about
retirement, whilethosein 30'sand 40'stend to believe they are prepared because they
have their Employee Provident Fund (EPF) savings, at 55 years of age, most people
realizethey cannot afford to retire, sincethey prepared latefor retirement (Habib, 2007).
Previousstudiesonretirement in Kenyalook at the effect of financial literacy on
financial preparednessfor retirement among permanent and pensionable employeesin
State owned Corporations, theimpact of financid literacy on retirement planning inthe
informal sector; ageand marital statusof respondentsonfinancid preparationfor retirement;
thelevelsof financia and pension literacy on retirement preparedness and the extent to
whichretirement god clarity and planning activitiesinfluenceretirement saving tendencies
(Agunga, 2016; Githui and Ngare, 2014; Lubega, 2012; Njuguna and Otsola, 2011;
Stawski, Hershey and Jacobs-L awson, 2007). None of these studiesexaminethe effects
of training and compensation on the retirement preparedness of employeesin State
Corporations. Thegtatistical trendson employees unpreparednessand the need to proffer
workable solution to the problems of retirement unpreparedness of employeesin State
Corporationsnecessitated thisstudy. Specifically, the objectivesof thisstudy are:
I. Todeterminetheeffect of training on theretirement preparedness of employeesin
State Corporationsin Kenya.
. To examinetheeffect of empl oyee compensation on theretirement preparedness
of employeesin State Corporationsin Kenya
il To assessthe moderating effect of leadership style on therelationship between
training, compensation and the retirement preparedness of employeesin State
Corporationsin Kenya.
Three hypotheseswereformulated for the study. They are:
1. Thereisapositive significant relationship between training and theretirement
preparedness of employeesin State Corporationsin Kenya.
2. Thereisapositivesgnificant reationship between compensation and theretirement
preparedness of employeesin State Corporationsin Kenya.
3. Thereisapositivesgnificant moderating rel ationship betweenleadership styleon
training, empl oyee compensation and the retirement preparedness of employees
in State Corporationsin Kenya.

Theor etical Framework

Thisstudy adopts human capital theory and Keynesian consumption and savingstheory as
appropriate anaytical theories. Human capital theory restson the assumption that formal
education ishighly instrumental and necessary to improvethe productive capacity of a
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popul ation. Human capital theory stressesthe significance of education andtraining asthe
key to participationinthenew globa economy (Olaniyan, and Okemakinde, 2008). In
short, human capita theoristsarguethat an educated popul ation isaproductive popul ation.
Human capita theory emphasi zeshow educationincreasesthe productivity and efficiency
of workershby increasing thelevel of cognitive stock of economically productive human
capability, whichisaproduct of innateabilitiesand investment in human beings (Almendarez,
2010). Theprovision of formal education isseen asaninvestment in human capital, which
proponentsof thetheory have considered asequaly or even moreworthwhilethan that of
physical capital (Almendarez, 2010). Thetheory supportstraining variablesincetraining
impactsfinancia knowledge and individual swho undergo training and education aremore
likely to plan for retirement. Educational resources such as seminarsand workshops,
written communication and websites educate empl oyees about retirement savings. Also,
good reading cultureisaserious stimulant to having agood saving culture. Thisisso
because most information about saving areinwritten form that need to beread and absorb
asgpplied assuffices. Theseeducationd resourcescaninfluenceanindividud'sretirement
savingintentionsand behaviour.

Keynesian Consumption and Savings Theory

Aggregate expenditure (in the opinion of Keynes) isthekey to economic activity. That is,
what househol ds, busi nesses and government plan to buy will bethe determinant of what
firmswill eventualy produce (Davidson, 2011). Inthefirst Sep of theanalys's,asmplified
model excludesgovernment, assumesthat no foreign sector ispresent, andthelevel of redl
income (not prices) is the major determinant of aggregate expenditure. Aggregate
expenditure (AE) isthe sum of what household's plan to buy (or consumption C), and
what bus nessesplanto buy intermsof capital (or investment 1) (Hudson, and Jorgenson,
1974). Consumption iswhat individual s (or househol ds) want to (or plan to) buy. Their
ability to consumeisentirely dependent on their income. What isnot consumed or surplus
fund (inincome) isset asidefor future consumption; thisissavings(Dholakia, and Firat,
2003). What isof interest isnot the physical consumption, such astheuse of acar, but the
time pattern of purchases. If membersof afamily need to drivetowork, they will havea
car, either they buy anew or old car. The purchase of the car can be postponed. What
prompts afamily to buy acar now isagreat interest to economists. such purchaseis
consumption (Lee, 2000). The Keynesian Consumption theory links retirement
preparednesswith empl oyee compensation, consumption and saving patternsof individuas.
Theempl oyee compensation determinesthe consumption and the savingstowardsretirement
preparedness. The objective of the average consumer isto satisfy anormal consumption
over alifetimeinwhich employeeincome compensation fluctuatessubstantially depending
on age (Kakarot-Handtke, 2013).

Mboga (2014) analyzestheimpact of socia and cultural changesbrought about
by retirement onthe quality of life of the averageretireesfrom public servicein Kenya,
with focuson theretireesfrom Kenyatta National Hospital. Thefindings of the study
indicatethat therewereinsufficient training programmeson preretirement planning asmore
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than 50% of therespondentsindicatethat they had never attended any. Bayer, Bernheim,
and Scholz (2009) examinethe effects of education onfinancia decison-making skillsby
identifying an interesting source of variationin pertinent training. During the 1990s, an
increasing number of individual swere exposed to programmes of financial education
provided by their employers. If, assome have argued, low savingsfrequently result froma
failureto appreciate economic vulnerabilities, then education of thisform could proveto
have a powerful effect on behaviour. The study found that both participation in and
contributionsto voluntary savings plansare significantly higher when employersoffer
retirement seminars. Theeffect istypically much stronger for non-highly compensated
employeesthan for highly compensated employees. Thefrequency of seminarsemerges
asaparticularly important correl ate of behaviour.

Elsa(2015) studiesthe rel ationship between trustee compensation and financial
performance of retirement benefit schemesin Kenyabetween 2011 and 2014. The study
observesapositiverel ationship between trustee compensation and financia performance
of retirement benefit schemesin Kenyainthat astheva ueof trustee compensationincreases,
financia performanceincreasesaswell. Muchai (2012) studiesthe performance based
compensation practicesamong commercial banksin Kenya. Their findingsarethat the
managersdisagreethat on stock ownership, employeesarerewarded with company stock
asan outright grant. They a so agreethat the piecerate system did not pay ahigher piece
ratewageif employees produced more than the standard. Theworking individualswho
received workplacefinancia education and adviceearlier hdpthemto havemoreconfidence
toward retirement planning (Power and Hira, 2004).

I ndependent Variable M oderating Dependent Variable
Training
* Financia Literacy Training Retirement Preparedness
* Business management —> » Psychologica
*  Assets management workshops Preparedness
* Retirement occupation
- Charity Work,
> Family business
Employee Compensation » Adequate retirement
» Sdlaries, Allowance benefits -Staft
* Reward Management Benefits > PenS' on, perspnaJ
«  Staff Pension schemes insurance savings

L eadership Style
* Investment motivation
* Saving attitude and
perception
» Financia Strategic Policy

Figurel1: Conceptual Framework
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METHOD

The study utilized adescriptive survey research design. The population for this study
constituted the 86,000 empl oyeesin State Corporations. A sample of 384 respondents
was randomly selected from 32 State Corporations. The 32 State Corporationswere
systematically selected from thetotal of 262 gazetted State Corporationsin Kenya. The
study used questionnaireto obtain quantitative and quaitative datafor analysiswhich was
further vaidated by pilot study. I nformation gotten are sorted, coded and inputted into the
Statistical Packagefor Social Sciences (SPSS21). Graphs, tables, descriptive statistics
and inferential statisticswerethedataanalytical tools. A multipleodd ratio regression
model wasused to test the hypothesesformulated for the study asregardsthe effects of
theindependent variables on the dependent variable.

RESULTSAND DISCUSSIONS

A regression model wasfirst run before moderation. Theresultsin Table 1 present the
fitnessof mode used inexplaining therelationship between empl oyeetraining, compensation
and retirement preparedness. The independent variables (employee training and
compensation) were found to be satisfactory variables in determining retirement
preparedness. Thiswas supported by the coefficient of determination also known asthe
R-sguare of 0.551. Thismeansthat employeetraining and compensation explain 55.1%
of the variationsin the dependent variablewhichistheretirement preparedness. These
resultsfurther mean that the model applied to link therelationship of the variableswas
satisfactory.

Table2 providestheresultson theanalysisof thevariance (ANOVA). Theresults
imply that the model was statistically significant and with goodness of fit of the model.
Further, the results imply that the independent variables (employee training and
compensation) were good predictorsof retirement preparedness. Thiswasal so supported
by thereported p=0.00 whichwaslessthan the conventiona probability of 0.05 significant
level. Multiplelinear regression analysiswas used to test the hypothesisthat thereisa
positive significant rel ationship between training and the retirement preparedness of
employeesin State Corporationsin Kenya. Training wasjointly regressed on retirement
preparedness of employeesin State Corporationsin K enyabefore moderating using firm
characterigtics. Theresultsof coefficientsto themodel estimatesweresignificant at the
0.05levd of sgnificance. Thiswasbecausethesignificant level was0.019, whichwasless
than 0.05. Thisindicatesthat the hypothes swasaccepted hencethereisapositivesgnificant
relationship between training and the retirement preparedness of employeesin State
Corporationsin Kenya.

Regression of coefficientsresultsintable 3 showsthat training significantly affects
retirement preparedness positively. Thetablea soindicatesthat compensation significantly
affectsretirement preparednesspositively. Thetablefurther showsthat p=0.032whichis
lessthan 0.05. Thedternative hypothes swastherefore accepted hencethereisapostive
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sgnificant relationship between training and theretirement preparedness of employeesin
State Corporationsin Kenya. Thisfinding isconsistent to that of Bayer, Bernheim, and
Scholz (2009), who examinethe effects of education onfinancia decision-making skills
by identifying aninteresting sourceof variationin pertinent training. Their findingsindicate
that both participation in and contributionsto voluntary savingsplansaresignificantly higher
when employersoffer retirement seminars.

Clark and Urwin (2008) show that trustee education and professiond qudifications
wererelated to the degree of trustee decision-making consistency. Training wasrel evant
but lessimportant. It a so showsthat trusteeswere more consistent than undergraduates
when asked to solve aproblem that drew upon specific knowledge derived from the
context of their rolesand responsibilities. However, when asked to solve problemsthat
depended upon specific knowledge of demography and pay asyou go (PAY G) State
pension funding, both groups of respondentsrecorded awide range of responses.

Table 3 also shows that the p= 0.012 which is less than 0.05, the alternative
hypothesi swastherefore adopted hencethereisapositive sgnificant rel ationship between
employee compensation and the retirement preparedness of employees in State
Corporationsin Kenya. Thisfinding also conformswith Bayer, Bernheim, and Scholz,
(2009) and Elsa (2015), who find relationship between compensation and financial
performance of retirement benefit schemesin Kenya. Their sudy aso establishapostive
rel ationship between compensation andfinancid performanceof retirement benefit schemes
inKenyainthat asthevalue of compensation increases, financial performanceincreases
aswell. Kim, Kwon and Anderson (2005) assert that individual s retirement confidence
tendsto be higher than othersasthey cal culated their retirement fund needsand had more
savings. Thelevd of confidencewill increase asthe higher household income provided
that they arewith better health. Multiple regression analysiswas performed to determine
regression after moderation. Theresultsas presented in Table4 show thefitness of model
used in explaining the study phenomena. The composite variables were found to be
satisfactory variablesin explaining retirement preparednessin State Corporationsin Kenya.
Thisissupported by coefficient of determination (R2) of 0.733. Thismeansthat composite
variablesexplain 73.3% of the variationsin the dependent variablewhich isretirement
preparednessin State Corporations. Thisimpliesfurther that themodel appliedtolink the
relationship of thevariableswas satisfactory.

Table5 providestheresultson theanaysisof thevariance (ANOVA). Theresults
indicate that the model was statistically significant. Further, theresultsimply that the
independent variablesaregood predictorsof retirement preparednessin State Corporations.
Thiswas supported by an F calculated statistic of 121.386 and the reported p=0.00
whichwaslessthan the conventiona probability of 0.05 significant level.

Regression of coefficients results after moderation in table 6 shows that the
interaction between theindependent variablesand moderating variable (leadership style)
positively and Sgnificantly influenced theretirement preparedness. Therefore, itison point
toinfer that |eadership style moderatesthe rel ationshi p between training, compensation
and retirement preparedness. M oderation issupported. Sincethe calculated p val ue of the
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interaction is0.005<0.05, thedternative hypothesisisaccepted and thusthereisapostive
sgnificant moderating relationship of leadership styleon training, employee compensation
and theretirement preparedness of employeesin State Corporationsin K enyaisaccepted.
A regression analys swasa so doneto determinetheeffect that |eadership stylehad onthe
relationship between training and retirement preparedness of employees in State
Corporationsin Kenya. Theresults of coefficients show that the coefficient of training
intersection with leadership stylewassignificant sinceit had ap-vaueof 0.012whichwas
lessthan 0.05. Sincethe coefficient of intersection wassignificant, itimpliesthat leadership
style has a moderating effect on the relationship between training and retirement
preparedness of employeesin State Corporationsin Kenya.

Table 1: Model Fitness

R R Square Adjusted R Square Sd. Error of theEgtimate
0.742 0551 0544 0515368

Source: Descriptivesurvey, 2017

Table2: Analysisof Variance

Sum of Squares of Mean Square F Sig.
Regression 68.860 2 34430 61121 0.000
Residua 89.566 320 0.282
Total 158.425 322
Source: Descriptivesurvey, 2017

Table 3: Beta Coefficient
a Sd.Error Beta t Sig.

(Constant) 0.791 0.176 4506 0.019
Training 0.159 0.033 0.225 4860 0.032
Compensation 0.145 0031 0215 4714 0012
Retirement Preparedness=0.791+ 0.159X, +0.145X,
Where;

X,=EmployeeTraining

X,=Employee Compensation
Source: Descriptivesurvey, 2017

Table 4: Model Fitness

Indicator Coefficient
R 0.856

R Square 0.733
Adjusted R Square 0.729

Std. Error of the Estimate 0.4815618
Source: Descriptivesurvey, 2017

Table5: Analysisof Variance

Modd Sum of Squares of Mean Square F Sig.
Regression 84449 2 42224 121.386 .000
Residua 73977 320 0232

Total 158425 32

Source: Descriptivesurvey, 2017
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Table 6: Regression model after moderation

Unstandar dized Coefficients Sandardized Coefficients t Sig.

B Sd.Error Beta
(Constant) 2203 0.108 20371 0000
X X, 0.019 0.009 0.139 2118 0035
X X, 0.024 0.010 0.166 2206 002

Dependent Variable: Retirement Preparedness

Where,
Y = Retirement Preparedness;
X,=EmployeeTraining
X,= Employee Compensation;
X,= Leadership Style

Source: Descriptive survey, 2017

CONCLUSIONAND RECOMMENDATIONS

Thefoca point of thisstudy wasto investigate the effects of training and compensationon
retirement preparedness of employeesin State Corporationsin Kenya. The study found
that thereexist arelationship between training and theretirement preparedness of employees
in State Corporationsin Kenya. Theresultsshowed that training management had apositive
and statistically significant effect on retirement preparedness of employeesin the study
area. Theresultsof coefficients show that |eadership style had amoderating effect on the
relationship between training and retirement preparedness of employees in State
Corporationsin Kenya. Fromtheforgoing, it can be concluded that animprovement in
training leadsto apositiveimprovement in retirement preparedness of employeesin State
Corporationsin Kenya. It wasa so found that therewas are ationship between employee
compensation and retirement preparednessof employeesin State Corporationsin Kenya.
Theresultsa so provided sufficient Satisticaly significant evidenceto signify amoderation
of leadership styleon the rel ationshi p between compensation and retirement preparedness
of employeesin State Corporationsin Kenya.

Based onthefindings, itis, therefore, recommended that the management of State
Corporations should consider putting in place measures such asimproved trainings and
compensation as probableways of ensuring that thereisimproved employeeretirement
preparedness. They should enhancetheir training model sto includefinancial knowledge
onsavingsculture, borrowingsand different waysof investing, improvethe compensation
structureto reflect and improve motivation to save sinceimproved income encourages
moresavingsand hence better retirement. Furthermore, the State Corporationsshould be
encouraged to come up with internal ways of encouraging more savingstowardsthe
retirement of itsempl oyees. Thiscouldinclude pens on schemes, employee saving Saccos
and employeewelfaregroups.
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