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OPERATIONAL DEFINITION OF TERMS

Value Chain The set of actors (private, public, and including
service providers) and the sequence of value-
adding activities involved in bringing a product
from production to the final consumer.

Value chain members Farmers, manufacturing companies,
Warehouse owners, banks, raw material and
input traders, customers, association of
farmers.

Value Chain Analysis Assessment of the actors and factors
influencing the performance of an industry,
and relationships among participants to
identify the main constraints to increased
efficiency, productivity and competitiveness of
an industry and how these constraints can be
overcome.

Value Chain Financing Financial services and products flowing to
and/or through value chain participants to
address and alleviate driving constraints to
growth. This discussion of value chain finance
does not include conventional agricultural
financing from financial institutions, such as
banks and credit unions

Internal Value Chain Finance Internal value chain is that which takes place
within the value chain such as when an input
supplier provides credit to a farmer or when a
lead Company advances funds to a market
intermediary

External Value Chain Finance External Value Chain Finance is that which is
made possible by value chain relationships and
mechanisms: for example, a bank issues a loan

to farmers based on a contract with a trusted



Financial performance

Return on investment

Return on Equity

Financing in Working Capital

Financing in primary activities

Inbound logistics

Outbound logistics

buyer or a warehouse receipt from a
recognized storage facility.

A objective measure of how well a firm can
use assets from its primary mode of business
and generate revenue. This is firm's overall
financial health over a given period of time.
This can be used to compare similar firms
across the same industry or to compare
industries or sectors in aggregation. Financial
performance was measured by return on
investment (ROI) and return on Equity (ROE).
A profitability measure that evaluates the
performance of a business by dividing net
profit by net worth

It is the ratio of annual net income to average
total equity of a business during a financial
year. It is a profitability ratio.

Working capital is net difference between
current assets and current liabilities. Current
assets are the most liquid of your assets,
meaning they are cash or can be quickly
converted to cash. Current liabilities are any
obligations due within one year.

Primary activities such as inbound logistic,
outbound logistic, operations, Marketing and
servicing are areas where balance financing is
required for optimum utilization of capacity.
Includes all the receiving, warehousing and
inventory control of raw materials.

Are the activities needed to get the finished
product or service to the customer so a sale can

be made



Operations Cost

Xi

Cost of converting inputs to the output in the

manufacturing process

Financing in Support activities Support activities such as firm infrastructure,

Firm Size

Capital structure

Human resource management technology
development and procurement are the areas
where balanced financing is required along
with the development of primary activities.
Firm size can be measured by sales value,
fixed assets or installed capacity.

Financial leverage used by companies to
finance the funds requirements and is

expressed with debt equity ratio.
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ABSTRACT

Edible oil manufacturing companies in Kenya were making profits but not optimal
profits. There was no shortage of market demand for the commodity in Kenya and
East Africa in general. However, the industry is affected by low production of raw
materials in the country and inadequate financing by members in the value chain
besides lack of clear initiative and knowledge in developing the value chain. It was
therefore necessary to estimate the internal and external financing and investment
needs in the development of value chain for the sector. The general objective of this
research was to determine the effects of financing by members in the value chain on
the financial performance of the edible oil manufacturing companies in Kenya,
while the specific objectives were to establish the effects of financing in raw
material and operation, financing in working capital arrangement, primary activities
and supporting activities together with establishing the effects of moderating
variable, firm characteristics such as firm size and capital structure, on the financial
performance of these companies. The study used descriptive retrospective panel data
and philosophy was positivism where all manufacturing companies in the edible oil
sector in Kenya were included making it a census study. The secondary data was
extracted from financial statements of edible oil manufacturing companies for the
period 2008 to 2014 and primary data by using the interview guide administered to
the company executives. Using Principal Component Analysis, composite index of
dependent variable (financial performance) was computed representing 3
components for further analysis in the study. Descriptive analysis, correlation and
panel regression analysis were used to investigate the relationship and association of
variables in value chain financing. The results of this study have provided an
improved understanding of the value chain financing and how improved and
appropriate financing affects the financial performance of edible oil sector in Kenya.
The major findings and conclusions of this study show that, financing in primary
activities through inbound logistic, had negative statistical effect on financial
performance of companies (Beta value -4.56, P-Value 0.04). Support activities
through procurement cost had positive statistical effect on financial performance of
companies (P-Value 0.00001, Beta value 6.09). The moderating variable firm
characteristics measured through Firm Size had positive statistical effect on financial
performance of companies (P-Value 0.0001, Beta value 2.14). Financing through
raw material and working capital did not have statistical effect on the financial
performance. The study provided statistical model for determining the appropriate
finance mix in primary activities, supporting activities and working capital to utilize
the optimum capacity for edible oil manufacturing companies in Kenya. Study also
suggested that additional financing in value chain affects the financial performance
and therefore should be from long term sources of finance. Result of the study will
help in understanding and developing the value chain. The study will also help
policy makers for preparing guidelines for financial institutions for financing of
value chain. The study results form the basis for future research in the area of value
chain financing in other manufacturing sectors and can be used by the management
of the companies to develop strategies for financing mix in their companies based on
the model developed by the study for predicting the financial performance.



CHAPTER ONE: INTRODUCTION

1.1 Background to the Study

The performance of any firm increases the market value of that specific firm but
also leads towards the growth of the whole industry which ultimately leads to the
overall prosperity of the economy. Most domestic oil processing in Kenya is
undertaken by 15 edible oil manufacturing companies (KAM, 2014) accounting for
95% of the manufacturing base of the edible oil industry. Edible oil manufacturing
companies are utilizing about 53% of capacity (KAM, 2014). Capacity utilization in
the sector is therefore constrained both by the quantity and quality of oil seeds.
Capacity utilization of the edible oil sub-sector is by far the lowest among the food
manufacturing sector industries and also lower than the average of the Kenya
manufacturing industries over the past few years. The edible oil sub-sector has thus

diverse and significant constraints (James, 2013).

Value chains is very effective way of focusing on measures to improve the intencity
and impact of financing. This will include the financing made by smallholder
farmers themselves and those made by large-scale domestic or foreign investors.
The value chain describes the full range of activities required to bring a product or
service from conception, through the different phases of production, delivery to final
consumers and final disposal after use (Kaplinsky & Morris, 2001). The prime
objective of the value chain is to ensure the equal distribution of value generated
among the members of the value chain (Nedelcovych & Shiferaw, 2012). The “Value
Chain’ was used in a book "Competitive Advantage: Creating and Sustaining and
improving Performance” (Porter, 1985). The value chain analysis explains the

activities performed by the organization. This also links activities to the



organization’s competitive position. Value chain analysis and describes the activities
in the value chain in the organization. This also relates them to the analysis of the
competitive strength in the organization. Porter (1985) compiled the value chain

design as follows:-

Firm Infrastructure

Human Resource Management

Support J

activities
Technology Development

Procurement
Primary ¢ | Inbound Ope- Outbound | Marketing
activities Logistics | rations | Logistics | & Sales

Figure 1.1: Porters Value Chain

Source (Porter, 1990).

Financial performance depends upon capacity utilization and raw material
availability is important for optimum capacity utilization in agriculture-based
industry. One of the major steps in securing raw material requires the development
of value chain and improving financing through the buyer-driven value chain. It is
often in the buyer’s interest to procure a flow of products and use finance as a way
of facilitating and/or committing producers, processors and others in the chain to
sell to them under specified conditions. Most often, when financing is involved, the

conditions are binding through contracts and, therefore contract farming is the most



common buyer-driven value chain model (Vorley, Lundy & MacGregor, 2008).
Based on this study raw material was considered as one of the independent

variables.

Working capital (WC) management in the value chain also contributes to the
improvement of financial performance of edible oil manufacturing companies. It
measure the operating liquidity of the organizations and its requirement increases or
decreases with the volume of production of the company. According to Faden
(2014), the financing in working capital required by a company will depend on
company’s characteristics such as size, growth rate, the products offered, or industry
specific, corporate policy and value chain strategy and practices adopted by the

company.

Financing primary activities in the value chain such as inbounds logistic, operations,
outbound logistic, marketing, sales, and service are very important and improve the
financial performance depending upon the firm size and production requirements to
ensure the regular supply of raw material and delivery of finished goods to the
customers in time. According to Ugulumua and Inanga (2013) established that core
competencies, financing warehouses, and technology are the most pronounced
factors leading to improved productivity and quality by sunflower buyers and
consumers in the value chain and leads to improved productivity and quality in the

sector.

Financing secondary activities in the value chain also improves the financial

performance, efficiency and provides essentially organized information for



optimum utilization of installed capacity in the manufacturing companies.
Secondary activities which provide competitive advantages in business are firm
infrastructure, human resource management, technology development and
procurement of goods and services (Porter, 1985). Empirical evidence by Theuri,
Mwirigi, and Namusonge, (2014) found that strategic management of technological
competitiveness, market competition, and corporate policies adopted in the value
chain in the sea-food processing industry influenced the financial performance of
the firms. The study was very instrumental in exposing the value of strategy review

and effect on financial performance.

Firm financial performance is also affected by firm characteristics, size and capital
structure and may explain the wide variations. Every company has different
characteristics to one entity with another entity. Company size can be determined by
total sales or total assets. The size of the company affects the company's capital
structure. Continuously increase of funding requirements of the company indicates
the desire of the growth in profits by the company (Riyadi, 2006). Firms’ financial
strategies are indicated by the level of leverage and liquidity of the organization.
Debt management is also importent because the firm must decide how and when to
pay off debts according to cash flow and interest rates. The level of leverage used

in this study is measured by debt to equity ratio.

1.1.1 Value Chain Financing
Value Chain finance (VCF) is a practical approach to finance and help in improving
the financial performance. Value Chain finance offers an opportunity to reduce cost

and risk in financing, and reach out to smallholder farmers. For manufacturing



Companies value chain finance creates the impetus to look beyond the direct
recipient of finance to better understand the competitiveness and risks in the sector
as a whole and to craft products that best fits to the needs of their businesses in the
Value Chain. In fact, much of the finance available to VValue Chains is not only from
financial institutions but also from other members within the value chain. A study
by Walters (2009) showed that finance often looks different when provided within a
value chain instead of financial institutions. Many financial instruments can be used
for agricultural financing to increase finance access and lower the costs and

financing risks in business (Miller, 2007).

In our fast development atmosphere, value chain finance is used and that has taken
different meanings and connotations. The flows of funds to the value chainactivities
within a value chain comprise what is known as value chain finance. The Company
can use value chain to create value for itself and create a competitive advantage
among other competitors. Value chain specifically in agribusiness in the recent past
received less financing mainly due to the risks related with it and the disintegrated
financing (non- financing of the Value Chain). However, there are still some
institutions which have managed to keep up with the challenges. They have found
innovative ways of financing Agribusiness and they have made it their core
business. Value Chain finance therefore plays a very crucial role of addressing the

needs and constraints of actors in that value chain (Miller & Jones, 2010).

The result based view (RBV) therefore concentrates on the Value Chain practices

and effects on the firm performance. This occurs when the resources and



capabilities are directed towards sustaining Value Chain practices. Demand
management, on the main functions, assists in managing customer demand by
recording increased demand information (Baltacioglu, Ada, Kaplan, Yurt & Kaplan,
2007). Further, customer relationship management maintains and develops long-
term consumer’s relationships by taking information from analysis and

understanding the customers needs (Baltacioglu et al., 2007).

1.1.1.1 Value Chain Financing in Raw Material

Availability of raw material is the lifeline for any business. In Edible oil industry
raw material is procured through contract farming and purchase in local market and
import of raw material. Main factor is the procurement of raw material at optimum
cost and best quality at availability for production to utilize the optimum installed
capacity of manufacturing. Contract farming is increasingly used as an instrument
for integrating small producers into modern value chains (Singh 2009). Contract
farming is in fact one of the most common buyer-driven value chain model and is
mostly applied in agriculture, agro-processing involving large supermarkets and
large scale producers. Basix and Spencers use contract farming (Dhananjaya and
Rao 2009; Singh 2009). Basix works with small-scale potato farmers of Jharkand
through contract farming and linking them to Pepsico Holdings India. Spencers uses
the concept of ‘contract growing’ where a limited number of farmers grows
vegetable, based on the quality specifications of the company. Under the contract
growing arrangement, the farmers are not compelled to sell the products to the
company. Another system by, Spencer’s procurement system provides opportunities
for a big number of small vegetable farmers to participate in their supply chain. The

farmers get the assured market, lower cost of transportation and lower labour cost.



They also receive timely payment and fair weight of the produce. But there is no
price assurance to the farmers.

The bulk of the empirical research on contract farming has focused on income (as
in Bellemare, 2012), some variant thereof (e.g., farm revenue or profits), or some
proxy for income (e.g., productivity, as in Bellemare, 2010) or variant thereof.
Income and other related measures are convenient outcomes to study because they
are somewhat easy to measure and because, from a utilitarian perspective, it is easy
to make the case that as income goes, so does welfare indirect utility functions are
increasing in income. Swinnen, (2007) and Little and Watts, (1994) suggest that the
centralized, multipartite, and intermediary contract models are increasingly
prevalent. In a centralized model, an agricultural company purchases a
predetermined quantity of crops from a large number of farmers under specified
quality standards. The firm may or may not provide inputs to the farmers. Contract
farming primarily associated with commodities requiring a high degree of
processing. Contract farming reduces the cost and ensures the availability of raw
material and social welfare of the farmers. Adequate planning and financing in

contract farming ensure the availability of raw material.

1.1.1.2 Value Chain Financing in Working capital

The term working capital refers to a firm™s short-term assets or currents assets.
Managing the firm’s working capital is a day-to-day activity which ensures that the
firm has sufficient resources to continue its operations. This involves a number of
activities related to the firm™s receipt and disbursement of cash (Ross 2007). Most
firms require certain levels of working capital to deal with variable and somewhat

unpredictable financial inflows and outflows. Challenges such as disconnected



supply chains processes, excessive stocks caused by non-bridged interfaces,
inadequate trade credit terms, and suboptimal loan decisions require higher working
capital than necessary. While the latter two originate from the financial area,
connecting supply chain activities and reducing stock and inventory belong to the
operating area. Companies tend to try to have less capital tied up in non-productive
stocks, shorten the collection period for account receivables, and stretch cash
payments for accounts payable as far as possible (Hofman and Kotzap, 2010).

Theoretically, Raheman and Nasr (2006) states that there is a positive relationship
between working capital management and financial performance of the firms. There
is positive relationship between liquidity, profitability and positive relationship

between firm size and its profitability.

1.1.1.3 Value Chain Financing in Primary activities

Primary activities are those involved with a product’s physical creation, sales and
distribution, and after-sales service. In detail, this involves the product interrelations
inbound logistic and operations and the market interrelations outbound logistic,
marketing, sales and after-sales service (Ireland et al. 2009, Mowen and Hansen
2011). Primary activities are always defined as value-added activities which are
“those that customers perceive as adding utility to the goods or services they
purchase” (Lanen et al. 2008, p. 4). Adequate financing in different primary

activates improve the financial performance (Porter, 1985).

1.1.1.4 Value chain financing in support activities

Support activities provide the assistance necessary for primary activities. In detail,



this involves the infrastructure interrelations firm's infrastructure and human
resource management, technological interrelations (technology development) and
procurement interrelations (procurement) (Ireland et al. 2009, Mowen and Hansen
2011). Those activities are not part of the closer value chain they are included in
every function of the value chain (Lanen et al. 2008). Adequate financing in

different support activates improve the financial performance (Porter, 1985).

1.1.1.5 Firm Characteristics

Firm Size and capital structure can also affect the financial performance. This study
is considering firm characteristics as a moderating variable. According to a study
the following are indicators of the firm size Sales, market value, and total assets
(Chang, Lee and Lee, (2009). Furthermore, larger firms generally have better access
to capital markets, and have a lower cost of borrowing than smaller firms
(Wiwattanakantang, 1999). In addition, larger firms are more likely to have a better
credit rating thus financial institutions are more willing to lend funds to larger firms
(Eriotis, Vasilio, and Neokosmidi 2007). Therefore, this implies that larger firms

should have higher leverage ratios.

1.1.1.6 Financial Performance

Extant studies on service provision in manufacturing have used several measures for
firm performance, including sales growth (Kohtamaki, Kraus, Makela, & Ronkko,
2012), shareholder value (Fang, Worm, & Tung, 2008), and profitability (Homburg,
Giering, & Menon, 2003). While future research could formulate normative
proposals regarding the most appropriate measure to use, the choice inevitably

depends on the theoretical approach and empirical context of the study. This study
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examines the question of how firm characteristics may affect the causal chain
between services and performance. The business performance is measured from the
information provided in the accounting system of the organization. The financial
performance is measured by Price Earnings Ratio (PER), return on investment
(ROI), return on equity (ROE), earnings per share (EPS), economic value added
(EVA) and market to book ratio (MB) are computed to ascertain the performance of
the organization. Venkatraman and Ramanujam (1987) found that profit margin,

ROI; sales growth, business performance are good indicators or proxies.

According to Ray, Barney and Muhanna, (2004) the overall performance of a firm
indicate the result of the organization resources and capabilities, competitive nature
of the organization. The theory expresses that these resources and capabilities
should be directed to ensuring overall firm performance since those not conditioned
into sustaining activities and business processes negatively impact on an
organizational performance. The resources and capabilities of the organization
should be utilized effectively and operated at effective capacity utilization

(Baltacioglu et al., 2007).

1.1.1.7 Edible Oil Manufacturing Sector in Kenya

Edible oil sector in Kenya is dependent on increased production in the agriculture
sector. Agriculture contributes 25 percent of the total Gross Domestic Product
(GDP) and another 27 percent indirectly (KAM, 2014). The agriculture sector
employs over 40 percent of the total population and over 70 percent of the rural
people. In June 2008, Kenya adopted the (Kenya Vision, 2030). In the Kenya

Vision 2030, agriculture is identified as a key sector in achieving the required
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annual economic growth.

No single institution was tasked with the management of edible oil sector until
2011. Several government agencies such as ministries of agriculture, industry,
finance and planning and national development are all involved. Kenya association
of manufacturers in 2011 created a sub-sector for promoting edible oil
manufacturing in Kenya. Vegetable oil is one of the key sub-sectors of agriculture,
with soybean and palm oil being the leading sources in the production of vegetable
oil in the world respectively. At present, Kenya’s domestic production of edible
oils is estimated at 577,800 tones, which is only about one-third of the annual
demand. The shortfall is imported, at a cost of $140 million, making edible oil the
country’s second most important item after petroleum. Kenya currently has about
15 edible oils refiners producing cooking oils (Kenya Association of Manufacturers,

2014).

1.2 Statement of the Problem

Edible oil manufacturing company’s financial performance is stagnant and not
improving since 2008 to 2014. Further review indicates the finance in the value
chain of edible oil industry is inadequate resulting into stagnant financial
performance. Companies must use their resources effectively and productively if
they are to compete in an increasingly competitive globalized economy. Effective
increase in financial performance and knowing how much finance is required in the
effective management of the value chain is very important for edible oil companies.
Edible oil manufacturing companies have grown in the last 5 years in Kenya and

production and demand is increasing every year. Edible oil industry in Kenya
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continues to be a critical sector since the demand for edible is experienced by
everyone in Kenya and current demand is 1,700,400 tones and increasing regularly
(KAM 2014). Production is 577,800 tones and balance is imported with Foreign
exchange loss of $140 Million P.A (KAM 2014). Currently installed capacity in
this industry is not optimally utilized as it stands at only 53% compared to the food

and allied industry average of 80% in Kenya (KAM 2014).

Underutilization of Capacity in Kenya has been linked to inadequate financing in
value chain by companies in this industry. Studies have unpacked the value chain in
Edible oil industry into raw material, working capital, primary and support activities
Porter, (1990), Walters, (2009), Millaer & jones,(2010).According to KAM( 2014),
the financial performance of edible oil manufacturing industry has contributed to
Kenya loosing substantial revenue, Loss of employment opportunity, Foreign
exchange outflow and loss of GDP. Due to underutilization of capacity the financial
performance is adversely affected in the Edible oil manufacturing companies in
Kenya. Other studies Ray, Barney and Muhanna, (2004), Baltacioglu (2007), also
postulate that inadequate knowledge of proper financing mix in value chain effect
the financial performance.

The purpose of this study is therefore to investigate the effect of Value Chain
financing on the financial performance of edible oil manufacturing Companies in
Kenya. The study also investigated the effect of firm characteristics as a moderating
variable to establish if it mediates the effects on the value chain financing and the
financial performance.

1.3 Objectives in the Study

1.3.1 The General Objective in the Study
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The purpose of the study was therefore to investigate effect of Value Chain
financing on the financial performance of edible oil manufacturing Companies in

Kenya.

1.3.2 The Specific Objectives of the Study are:

1. To determine the effect of financing raw material on the financial
performance of the edible oil manufacturing companies in Kenya.

2. To establish the effect of financing working capital on the financial
performance of the edible oil manufacturing companies in Kenya.

3. To determine the effect of financing primary activities on the financial
performance of the edible oil manufacturing companies in Kenya.

4. To establish the effect of financing support activities on the financial
performance of the edible oil manufacturing companies in Kenya.

5. To determine the moderating effect of firm characteristics on the relationship
between value chain financing and financial performance of the edible oil

manufacturing companies in Kenya.

1.3.3 Research Hypotheses

The study tested the following null hypotheses in view of the study specific

objectives:

Ho;: Financing raw material does not significantly affect the financial
performance of the edible oil manufacturing firms in Kenya.

HO,:  Financing working capital does not significantly affect the financial

performance of the edible oil manufacturing firms in Kenya.
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HO;:  Financing primary activities does not significantly affect the financial
performance of edible oil manufacturing firms in Kenya.

HO,:  Financing support activities do not significantly affect the financial
performance of edible oil manufacturing firms in Kenya.

HOs:  Firm characteristics do not significantly moderate the relationship between
the value chain financing and financial performance of edible oil

manufacturing firms in Kenya.

1.4 Significance of the Study

This study is helpful in providing guidance to the existing and new edible oil
manufacturing companies to develop and introduce Value Chain Finance (VCF) at
one or more points helps to identify the risk and cost of financing in the Value
Chain. Financing also helps to improve the cost efficiency in the Value Chain as a
whole to its members. Manufacturer’s requirements for sufficient raw material to
utilize the installed capacity of production and reducing the raw material cost and
working capital cost by introducing sufficient financing, suppliers contracts and
organizing information in the value chain to attract banks and institutions to provide
larger finance to participant in the value chain. Value Chain finance (VCF) is tested
approach to finance that improve financial performance. This will enable them to
improve their capacity utilization and understand their current status, as a basis for
taking appropriate actions to make more competitive and improve their

performances.

The study contributed to the existing literature. There are limited empirical studies

in agricultural Value Chain financing in Kenya. The study will therefore, yield a
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detailed reference material on financing in agricultural Value Chain financing
strategies in the edible oil manufacturing companies. The study constitutes a starting
point in efforts to understand and document the application and effects of value

chain financing in the edible oil sector in Kenya.

Value Chain financing is in the national interest not only because manufacturing
firms account substantially for the nation's economic output and jobs, but also
because such companies’ complement and compete with one another thus
enhancing the nation's competitiveness (Sathe, 2003). It is common practice that
when companies experience improved profitability, part of it is reinvested in the
form of new business units or expansion of existing units, thus increasing job
opportunities and economic vitality in the country. Therefore, knowledge on how
financing is flowing in Value Chain financing is of great value to policy makers.
The Government will have better information and serves as a background document
in formulating guidelines to provide comforts to financial institutions to become
part of the Value Chain financing and provide financing in the development of

agricultural sector for rapid employment creation and national development.

The communities within which the large agricultural enterprises operate constitute
the smallholder farmers who produce the crops which act as the raw materials.
Small farmers represent the large proportion of rural area in Kenya and produce
maximum of the country’s food demand. As such, they are very important target
group, offering opportunities to increase income and improve the socio-economic
welfare of farmers and improve food security. This will drive the economic

development of the country. It is very important to allow the full participation
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ofsmall farmers in agricultural Value Chains. Without affordable financial services,
reliable information on demand and supply chain or direct market linkages, many
small farmers remain in the unprofitable trap of low- financing and low-return

production cycles.

1.5 Scope of the Study

The study covers all edible oil manufacturing companies in Kenya for the period
2008 to 2014. This time period was selected in line with Kenya Government vision
2030 which was announced in 2008. Special emphasize has been given on the
development of agro-based industry involving public-private partnerships. The
companies in Kenya were selected only to limit the geographical coverage with in
one country to ensure study was carried out under same legal frame work and keep

the time limit and budget in control.

1.6 Organization of the Study

Structure of the thesis is as follows: The chapter one provides the research
background, research objectives, significance of the study and scope of the study.
Chapter two presents literature review on the value chain financing and the financial
performance of edible oil companies in Kenya and a conceptual framework. Chapter
three include methodology adopted in the study and the study findings and their
interpretation are presented in chapter four. Chapter five include conclusions of the

study and policy recommendation.
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CHAPTER TWO : LITERATURE REVIEW

2.1 Introduction

This chapter reviews both theoretical and empirical literature on Value chain
financing, firm characteristics on the edible oil industry in Kenya. A review of the
theoretical underpinning of the value chain and financial performance in the study is
captured in this section.. Overview of the existing literature and research in the
value chain is also studied and captured for identifying the research gaps. Study
developed a conceptual framework and captured with a conceptual model indicating
the relationship between variables for each objective followed by research

hypotheses. The review is organized along the major theories.

2.2 Theoretical Literature Review

This section offers the theoretical foundation of the study with an aim of
determining the existing theories that could explain Value Chain financing and
financial performance. The essence of theory is to provide an explanation to both an
observed phenomenon and a tentative reality (Kerlinger & Lee, 2000). The
researcher explored the theory of Investment, The Capital Asset Pricing Model
(CAPM), Concept of contract farming, Porter’s Theory of Competitive Advantage
and Pareto’s Law in Inventory Control. All these theories, concepts, and models

helped in developing the variables of the study.

2.2.1 Theory of Risk
It is observed that there are two separate factors affecting the rate of investment,
namely expected return and perceived risk. Confidence effectively dominates

whether investment will be contemplated or not for financial decisions. Keynes
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(1936). It is not important how attractive the expected return, investment will not be
done unless the probability of failure is acceptably low.

Keynes also observes that a purely quantitative approach is the exception rather than
the rule: “Most, probably, of our decisions to do something positive, the full
consequences of which will be drawn out over many days to come, can only be
taken as a result of animal spirits - of a spontaneous urge to action rather than
inaction, and not as the outcome of a weighted average of quantitative benefits
multiplied by quantitative probabilities. Keynes uses a geometry metaphor to
emphasise what he saw as the serious limitations of the then current axioms of
economic science. The classical theorists resemble Euclidean geometers in a non-
Euclidean world who, discovering that in experience straight lines apparently meet,
Yet, in truth, there is no remedy except to throw over the axiom of parallels and to
work out a non-Euclidean geometry. Something similar is required today in
economics.” This provides a second pointer towards a new and better theory of risk.
since the dominant scientific paradigm is the one-dimensional expected utility
approach, we should in the first instance attempt to find a two-dimensional
approach where expected utility can be regarded as a (possibly inaccurate) special

case.

In his much earlier “Treatise on Probability” Keynes (1921) suggested different
ways to achieve better understanding of how the mind perceives probability and
risk. In particular, he is strongly condemning the marginal utility in the wealth
approach that was adopted by Daniel Bernoulli (1738, 1954). He relied upon to
“solve” the famous St Petersburg Paradox, and observes that what might be called

tacit knowledge, especially regarding Peter’s ability to pay Paul and the enormous
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risk of Paul incurring a serious loss and leads to considerable “psychological
doubt” which makes a purely mathematical approach difficult to adopt in risk and
return understanding: We don’t agree with Paul, partly because we do not believe
Peter will pay us if we have good fortune in the tossing, partly because we do not
know what should be done with surplus money. We do not think it would be a
rational act to risk larger one, whose attainment is very infinitely unlikely to
happen. When we formulate hypotheses and have removed these areas of
psychological doubt, the theoretical dispersal of what remains and it must be taken

into consideration in the development of the theory of risk.

Keynes also suggests an extension of the second maxim of Jacques, which states
that we must take into account all the information we have: “But should this maxim
not be reinforced by a further maxim, that we ought to make the weight of our
arguments as great as possible by getting all the information we can. However there
clearly comes a point when it is no longer worthwhile to spend trouble before
acting, and there is no evident principle by which to determine how far we ought to
carry our maxim of strengthening the weight of our argument. Keynes discusses
instances of where the human mind appears to ignore the risk when it is below some
very small value, and cites an interesting observation by the French philosopher
Buffon (1777) : “I am thinking of such arguments as Buffon’s when he names
1/10,000 as the limit, beyond which probability is negligible, on the grounds that,
being the chance that a man of 56 taken at random will die within a day, it is
practically disregarded by a man of 56 who knows his health to be good.” Further
developing the theory of risk Many eminent economists of the day, such as

Friedman, Malinvaud, Samuelson and Savage, were highly critical of the von
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Neumann & Morgenstem utility axioms. However, mathematicians with no
practical experience of economics tended to brush these criticisms aside, as
exemplified by the highly favourable review in the Bulletin of the American
Mathematical Society: “Posterity may regard this book as one of the major scientific
achievements of the first half of the twentieth century. This will undoubtedly be the
case if the authors have succeeded in establishing a new exact science - the science

of economics.

The foundation which they have laid is extremely promising”. This provided a
highly satisfactory framework for human choice under conditions of uncertainty and
risk. However, by the early 1980s the voluminous experimental evidence. of axiom
violations that had been published over the previous decade, particularly by
Kahneman & Tversky (1979) and Grether & Plott (1979), forced economic theorists
to attempt to build more complex new theories that could give a better explanation
of real world behaviour. Anand (1993), Machina (1987) and Quiggin (1993) have
been especially prolific in first of all documenting axiom violations (particularly in
the areas of “independence” and “transitivity”) and then suggesting more and more

complex general & d axiomatic approaches.

The probability of ruin is also used as a measure of risk, but there is no obvious link
between this “nonparametric” measure and a ‘“parametric” measure such as
variance. Furthermore, the Risk Assessment and Management for Projects (RAMP)
methodology, which has been put forward jointly by the UK actuarial profession
and the Institution of Civil Engineers as a basic framework for practical risk

management, does not incorporate an explicit numerical measure of risk. Can such
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an apparently informal approach be regarded as scientific?

Any financial disadvantage resulting from the behavioral traits could be mitigated to
a considerable extent by the availability of more detailed information, presented in
as impartial a manner as possible. Myopic loss aversion, however, is a much more
deeply in gained wealth-destroying behavior trait. A classic physical risk example is
a refusal to fly for either business or pleasure purposes, despite the existence of vast
amounts of statistical evidence showing that going by car is vastly more risky, in
terms of deaths per passenger mile, than flying with a recognized airline. The
classic financial risk example is a preference on the part of many investors for long-
term investment in bonds rather than equities, despite very strong evidence that the
likelihood of equities outperforming bonds increases to near certainty as the

investment horizon increases.

2.2.2 Theory of Investment

Value investing for the first time was established by Benjamin and Dodd, (1928). It
was further explored by economic theorists such as Keynes (1936) and Hayek
(1939), who focused on the employment of capital and investment from a firm’s
point of view. Investment is the change in capital stock during a period. One of the
earliest investment theories, however, came from in his “Nature of Capital and
Income” and his later work “Theory of Interest” (Fisher, 1930). In his theory,
although simplistic and open to a number of assumptions, he developed a basic
investment frontier. This investment frontier indicates the optimum return for an
investment over certain time periods, and would form the basis of the more popular

investment frontier models today. Investment decisions as explored by the
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economists mentioned above concerns the decision to construct a new plant, replace
machinery, etc., mostly from a production point of view. Based on this theory if
edible oil companies help in developing the value chain and actively finance and
invest in the value chain it will improve the financial performance of the

manufacturing companies.

2.2.3 The Capital Asset Pricing Model

The Capital Asset Pricing Model (CAPM), which is now a centerpiece of modern
financial economics, was developed by Sharpe (1964) and later modified by Lintner
(1965); Mossin (1966). This model gives us a precise prediction of the relationship
that researcher should observe between the risk of an asset and its expected return.
This relationship serves two vital functions. Firstly, it provides a benchmark rate of
return for evaluating possible investments. Secondly, the model helps us to make an
educated guess as to the expected return on assets that have not yet been traded in
the marketplace. The CAPM is therefore, a set of predictions concerning
equilibrium between the expected returns on risky assets. It is the relationship
between expected return and the risk that is consistent with investors behavour
according to the prescriptions of portfolio theory. If this rule does not hold, then
investors will be able to outperform the market (in the sense of obtaining a higher
Sharpe Ratio) by applying the portfolio improvement rule, and if sufficiently many
investors do this, stock prices will adjust to the point where the CAPM becomes

true.

Since this early work, a vast body of research has looked for additional risk factors

that affect expected returns. Most notably Fama and French (1993) find that adding
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a “value” factor and a “size” factor (in addition to the overall market) greatly
improves the explanatory power of the CAPM. The Capital Asset Pricing Model is a
fundamental contribution to our understanding of the determinants of asset prices.
The CAPM tells us that ownership of assets by diversified investors lowers their
expected returns and raises their prices. Moreover, investors who hold undiversified
portfolios are likely to be taking risks for which they are not being rewarded. As a
result of the model and despite its mixed empirical performance the study now
thinks differently about the relationship between expected returns and risk. How
investors should allocate their investment portfolios and think differently about
questions such as performance measurement and capital budgeting. CAPM helps in
the decision of alternative investment and financing options to the companies and
help in selecting which area of value chain needs how much finance by comparing
the financing risk and return from that financing. The formula for calculating the

expected return of an asset given its risk is as follows:

E= s + Pal Fm-rf]'

Beta of the security

YWhere:
't = Risk free rate
Ba =

I'm

Expected market return

The general idea behind CAPM is that investors need to be compensated in two
ways: time value of money and risk. The time value of money is represented by the
risk-free (rf) rate in the formula and compensates the investors for placing money in
any investment over a period of time. Contract farming needs long term investment
and risk is the expected results and evaluation using CAPM model is very important

to understand the effects.
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2.2.4 Concept of Contract Farming

Since the early 70s, contract theory has largely evolved into a theoretical field
within mainstream economics. Contract theorists typically impose simplifying
assumptions to develop tractable stylized models and/or make rather idealized
assumptions about what types of contracts are possible and how performance is
governed. Many of the assumptions are sufficiently controversial such that there has
been a methodological divide between those who advocate the “complete contracts”
methodology and those who advocate the “incomplete contracts” approach (Tirole,

1999).

The complete contracts approach has largely dominated the literature and is
considered the textbook model on contracts. Classic applications include structuring
incentives in order to overcome asymmetric information problems such as moral
hazard and adverse selection. The key assumption of complete contract theory is
that, in a contractual relationship between two parties, a contract governs all aspects
of performance under all contingencies and therefore the key is to design an optimal
3 state-contingent plan. Because the contracting parties are able to foresee all
relevant contingencies, there should be no “surprise” contingencies that will arise.
Therefore, all performance obligations across all contingencies of both parties can

be specified in the initial contract.

Moreover, performance obligations under this contract can be third-party verified

and enforced and sufficient legal penalties exist to deter each party from deviating
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from the contract taken together, this set of assumptions implies that no party to a
complete contract has ex post discretion to deviate from the upfront agreement.
Indeed, the presence of discretionary latitude to deviate from the upfront agreement
is synonymous with incomplete contracting because there are unspecified or
unenforceable contingencies in a contract. Some authors trace the principles of
contract farming back to the 19th century, when the mechanism was used in the
United States for processing crops such as sugar beets and peaches, and in Taiwan,
for sugar production under the Japanese colonial rule (Runsten & Key, 1996;
Rehber, 1998; Warning & Hoo, 2000). Its use later expanded into many food and
fiber sectors, particularly in the US and in some Latin American countries supplying
the US markets (Kirsten & Sartorius, 2002). Recently, contract farming became

even more widespread.

The United States Department of Agriculture revealed in a recent report that
contracts now govern 36% of the value of US agriculture production, up from 12%
in 1969 and are the primary means of vertical coordination in sectors such as hogs,
broilers, pork, sugar beets, fruits and processing tomatoes (MacDonald et al., 2004).
In developing countries, contracts are also being increasingly used. In Brazil, 75%
of poultry production is coordinated via contracts (UBA, 2005). Whereas in
Vietnam there are indications that 90% of cotton and fresh milk, 50% of tea and
40% of rice are being purchased by enterprises through contracts (Ahn, 2004).
Evidence on the recent emergence of contracting is also available from India (Singh
& Asokan, 2005), China (Guo, Jolly, & Shu, 2005), Latin America (Santacoloma &
Riveros, 2005) and in several African countries (Woodend, 2003; Rottger, 2005).

Contract farming can take different formats and some typologies for it have been
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proposed. In empirical study by Minot, Mighel and Jones, (1963) as originators, of
the widely used classification of contracts into three kinds, namely “market
specification”, “resource providing” and “production management”. In the first
modality, the transaction between growers and buyers is agreed on terms of what to
be produced (product and quality attributes) and what are the commitments for
future sale (timing, location and price). The second modality adds the provision of
farming inputs to the former contract type. Beyond specifying what to produce and
what the conditions for marketing are, in-kind credit is offered via the provision of
key inputs, often with cost recovery upon farm product delivery. Finally, under
production management contracts growers agree to follow precise technological
guidance on how to produce. But regardless of the typology, the general term
“contract farming” refers to a particular form of supply chain governance adopted
by firms to secure access to agricultural products, raw materials and supplies
meeting desired quality, quantity, and location and timing specifications. In this
context, contract farming is seen as one of the alternative forms of vertical
coordination in which firms can engage. In Edible oil sector shortage of raw
material which is the main cause of underutilization of capacity can be overcome by

adopting the concept of contract farming as an integral part of the value chain

financing.

2.2.5 Porter’s Theory of Competitive Advantage

Porter (1985) analyzed the Value Chain an effort to understand the behavior of costs
and the existing/potential sources of differentiation, arriving at the Porter’s Value
Chain analysis (VCA). The Value Chain analysis rotates around; design, produce

and market, delivering products, and support firms product. Thereafter Porter’s
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Theory of Competitive Advantage, which focuses upon individual industries,

emerged to extend VCA and related it to performance (Porter, 1990).

The Porter’s theory of Competitive Advantage encourages individual industries to
build up to the economy as a whole, since the firms are the ones competing in the
markets Kohler (2006). These firms should have an understanding the way firms
create and sustain competitive advantage. Porter’s theory of Competitive Advantage
distinguishes between; primary activities Grant (1991) and support activities Porter
(1985) The primary activities include; inbound logistics, operations, outbound
logistics, marketing and sales, service in the core Value Chain creating directly
value. The support activities are procurement, technology development, human
resource management, the firm infrastructure supporting the value creation in the
core Value Chain. The theory formulates the general strategies for the Value Chain
of cost leadership and differentiation to reach competitive advantage Porter (1985).
These cross Value Chain strategies established a principle that competitive
advantage can be reached only by managing the entire Value Chain as a whole
including all involved functions Salvatore (2002). Competitive advantage is
necessary to satisfy customers by fulfilling customers’ request (Wang, Lin, & Chu,
2011). Michael Porter considers the competitiveness as a function of four major
determinants: factor conditions; demand conditions; related and supporting
industries, firm strategy, structure, and rivalry. Financing in the value chain
provides the competitive advantage to the business is established in different
studies. The study adopted independent variables from the porter value chain.

2.2.6 Pareto's Law in Inventory Control

Pareto analysis (also referred to as the 80%/20% rule and as ABC inventory
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classification analysis) is a method of classifying items, events, or activities
according to their relative importance. Pareto's law has applications throughout the
business, including inventory control, where it forms the basis for the ABC analysis.
In evaluating inventory management Value Chain and how it leads to improvement
in financial performance, the study reviewed the Pareto’s Law in Inventory Control
Techniques, also known as the Pareto Analysis Theory (ABC inventory
classification) of Inventory management (Tanwari, Qayoom, & Shaikh, 2000;

Okello & Were, 2014).

Pareto Analysis theory, when used in Value Chain management provides the
material management processes foundation, which define the inventory
management through classification of the inventory items into the appropriate
classes (A, B, and C) in the annual cost of the entire inventory system (Tanwari,
Qayoom & Shaikh, 2000). The theory uses the classical economic order quantity
(EOQ) model in an effort to ensure obtaining the most economic quantity to procure
inventory items by the distributor (Onawumi, Oluleye & Adebiyi, 2011), In
choosing the quantity, EOQ model considers the tradeoff between ordering cost and
storage cost (Schwarz, 2008; Gonzalez & Jose, 2010) when replenishing item
inventories. The Pareto Analysis theory positions inventory management at the
center of ensuring financial performance of the firm, through the consideration of
the value for each inventory item. The theory helps to establish the financial
contribution of each inventory item and would assist the firm to maintain the
optimum quantity leading to the highest value (Tanwari, Qayoom, & Shaikh 2000).
The study adopted the working capital management as an important function to

understand its contribution to value chain financing through inventory, Debtors,
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Creditors and prepared and accruals by different members in the value chain.

2.3 Empirical Literature Review

The study reviewed various global, regional and past studies in Kenya which were
found beneficial and related to it. The studies reviewed were categorized as effect of
Value Chain financing strategies on the financial performance, the effect of Value
Chain financing practices on the financial performance, effects Inventory
management Value Chain on financial performance, and Value Chain and financial

performance.

The competitive advantage leads to explaining the role played by the vale chain on
the economic environment and thereby promoting firms’ ability to compete in a
particular industry. The Porter’s theory of Competitive Advantage when applied in
Value Chain, simply advocate for the use of appropriate Value Chain strategy and
having prudent practices to enhance the financial performance Porter (1990). The
production of goods and services should be for those that can be produced at a
lower opportunity cost Salvatore (2002). The Competitive advantage theory
suggests that firm should go for policies that create high-quality products to be sold

at high prices (Wang, Lin, & Chu, 2011).

There are four major goals pursued by retailers through the use of supply change
management resulting into lowered operating costs, decreased procurement costs,
reducing marketing costs, and lower distribution cost. All of these will help to
improve financial performance and link smallholders to markets and therefore,

move upward from local to provincial, national and in the extreme to international
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markets (Kaufman, 2000).

According to MacGregor (2011) understanding Value Chain finance can improve
the overall effectiveness of those providing and requiring agricultural financing in
the value chain. It can improve the quality and efficiency of financing agricultural
chains by identifying internal financing needs for strengthening the chain, tailoring
financial products to fit the needs of the participants in the chain, reducing financial
transaction costs through direct discount repayments and delivery of financial
services and using Value Chain linkages and knowledge of the chain to mitigate
risks of the chain and its partners As agribusiness modernizes with increased
integration and interdependent relationships, the opportunity and the need for Value
Chain finance becomes increasingly relevant. The study provided knowledge or
information of value chain as a very useful independent variable which affect the
availability of finance in the value chain to investigate if this is true in agricultural

value chain financing in edible oil manufacturing companies in Kenya.

Insufficient finance in value chain continues to be a fundamental problem for
sustainable development and poverty reduction. There are many financial
constraints in the value chain and access & cost is different for different members in
the value chain and thus affects their ability to compete and take advantage of Value
chain. The question is how the right amount of financing can be acquired in the
value Chain, particularly where financial uncertainty causes a reduction in available
resources along with increased fear and scrutiny of risk. The environment for Value
Chain finance is further influenced by the growing concentration of control in the

agricultural sector (World Bank, 2008).
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2.3.1 Financial Performance Measurements

A study by Ainapur, Singh, and Vittal (2011) established that Increased financing in
Value Chain is expected to maximize revenue and minimize cost by optimizing
Value Chain financing activities like increased throughput (increase the output in
the process), decreased inventory levels and increased revenues, thereby improving
the organization’s financial performance. The study conducted by Brau, Fawcett,
and Morgan (2007) established those financing in Value Chain primary and support
activities in different manufacturing companies’ and their positive impact on the
financial performance of these companies. The study also established that not
following one or more of the primary and support strategies affect the financial

performance of the manufacturing companies negatively.

According to Berentsen (2012), the financial Value Chain management influences
the profitability measured by return on invested capital (ROIC) and return on equity
(ROE). The supply chain finance is a financial solution that provides win-win
outcomes for all the participants in the supply-side Value Chain. Particularly in the
economic recession, the positive impact of SCF on corporate performance can
increase corporate economic power in the marketplace and remain competitive. An
empirical study by Rostami, Jalali, and Nazem (2013) showed that Value Chain
management helps the firm to achieve the true return on investment. The study
further established that the supply chain finance is a financial solution that provides
win-win outcomes for all the participants in the supply-side Value Chain. All these

studies increase in financial Performance of the firm.
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2.3.2 Value Chain Finance and Financial Performance

Value chain finance can be internal or external. Financing in internal Value Chain
finance takes place within the VValue Chain when an input supplier provides credit to
a farmer as working capital, or when a lead Company advances funds to a market
intermediary. External Value Chain finance at the other hand is made possible by
Value Chain relationships and mechanisms: for example, when a bank issues loan to
farmers based on a contract with a trusted buyer or a warehouse receipt from a
recognized storage facility. Marangu (2007) indicates that financing in agricultural
Value Chain finance must be seen in the light of the larger context, not only of the
Value Chain proper but also the business environment as this impacts value chains
and the financial systems. A typical case of external Value Chain finance is
exemplified in Kenya where small fruit and vegetable growers are able to access
bank finance for agrochemicals. The exporter pays the farmers through the bank,
which deducts the scheduled loan payments before releasing the net proceeds to the

farmer group.

Agribusiness has been changing rapidly from one of fragmented production and
marketing relationships toward integrated market systems, or chains. Driven by
gains from economies of scale and globalization of the food chain, multinational
agri-enterprises increasingly dominate the sector with more and more vertical and
horizontal linkages or integration. The changes are also being driven by the
marketplace and responsiveness to consumer interests, including stricter
compliance, timeliness and quality standards (Miller & Jones, 2010).

Internal VValue Chain lenders consider all financing, including the cost of providing

finance, in the context of their overall productivity and profitability. They may
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accept higher levels of risk and losses in their lending operation, if the profits from
the resulting production provide an acceptable overall rate of return. Internal Value
Chain lenders can also more easily bear the transaction costs of thorough client
screening, monitoring, and contract enforcement because these activities can be
incorporated into production activities, and thus, simultaneously support production
and repayment goals. They differ from finance provided by a financial institution
because it creates a “two-way street” for lenders and borrowers. Value Chain actors
are dependent on each other for producing and marketing products as well as for
lending and repayment. Lenders offer credit as a means to achieve their product
markets objectives, such as ensuring a supply of commodities for trading and
processing activities. Borrowers are often reliant on Value Chain lenders as input
suppliers or marketing channels as well as providers of credit. On this “two way
street”, lenders must decide who to lend to, how to monitor the performance of their
clients, and how to successfully collect their loans. But borrowers must also
evaluate whether lenders will fulfill their part of the contract, such as supplying
promised inputs on time, buying the product at harvest, and paying on time and at a
competitive price. Value Chain analysis helps us to evaluate how these financial and
product market relationships impact the availability of Value Chain finance

(Catherine, Meyer, & Dai, 2007).

Miller and da Silva (2007) empirically found that Value Chain is the set of actors
(private, public, and including service providers) and the sequence of value-adding
activities involved in bringing a product from production to the final consumer. In
agribusiness, they can be thought of as a ‘farm to fork’ set of processes and flows.

Fries (2009) empirically found that Value Chain analysis is the assessment of the
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actors and factors influencing the performance of an industry, and relationships
among participants to identify the driving constraints to increased efficiency,
productivity and competitiveness of an industry and how these constraints can be
overcome. Fries further found that the Value Chain finance — financial services and
products flowing to and/or through Value Chain participants to address and alleviate
driving constraints to growth. Value Chain finance is to address the constraints and
opportunities, both through the Value Chain, and to and/or because of the Value

Chain.

Ngugi, Gitau and Nyoro (2007) empirically found that in Africa ‘Value Chain
actors are driven more by the desire to expand markets than by the profitability of
the finance. The nature and motive of traders for the Value Chain finance is often
different. Traders, for example, commonly use finance as a procurement facility
while input suppliers often employ it as part of a sales incentive strategy. For
financial institutions, it offers an approach to lower risk and cost in providing
financial services. For the recipients of Value Chain finance, such as smallholder
farmers or those purchasing their products, in Value Chain finance offers a
mechanism to obtain financing that will not be available otherwise to members due
to the lack of collateral or transaction costs of securing a loan, and it can be a way to

guarantee a market for products.

2.3.3 Financing in Raw Material and Financial Performance

The basic source of raw material is a purchase through supplier’s contract and
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traders or import of raw material. Bogetoft and Olesen (2002) outline how contracts
play a tripartite role in contract farming: they ensure coordination of actions (that
the right agricultural products are produced at the right time), they ensure
motivation (in other words, that the farm and firm have incentives to make co-
ordinated decisions and they ensure that both of these roles are enacted at the lowest
possible cost (by reducing transaction costs). For example, co-ordination allows
actors to ensure that their actions are aligned with those of the other partner: farms
know the quantity and quality of product to be delivered; and firms know how much
processing capacity is required. Coordination is achieved through the specific
details provided in the contract, outlining the requirements for both farm and firm,
as well as the price points Bijman (2008) Efficiency in contracts is attained by
trying to ensure that the relationship between farm and firm is as smooth as possible
(avoiding hold-ups and moral hazard) without either party (but especially the firm)

enjoying excessive rents (Saes, 2005).

Rehber (2007) empirically found that A contractual arrangement between farmers
and other firms, whether oral or written, specifying one or more conditions of
production, and one or more conditions of marketing, for an agricultural product,
which is non-transferable agreement is a suppliers contract. Brau, Fawcett, and
Morgan, (2007) empirically found that when a firm invests in the appropriate Value
Chain strategies such as; dedicated oversight of firm-wide supply chain goal-setting,
superior technology, and customer and supplier development, such firm
significantly enhanced their financial performance. The findings assisted the present
study to consider the development of supplier chain as one of the independent

variables but considered more independent variables affecting the financial
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performance which was missing in the study.

Gachora, Kibet, and Musiega (2014) empirically found that there was significant;
increase in revenue generated by farmers, and the difference in effectiveness in cost
reduction by on the performance of small-scale agricultural enterprise after using
new Value Chain strategies. The study found that the use of the appropriate and
improved Value Chain strategies was a recipe for the high financial performance of
the firm. The study did not fully explain how the entire financial performance was
exactly influenced. The current study took the independent variable of supporting
farmers as the supplier of raw material through suppliers' agreement as a strategy
and will investigate how this has affected the financial performance in value chain

financing in edible oil companies in Kenya.

2.3.4 Financing in Working Capital and Financial Performance

Working capital management is considered from an operational view Hill, Kelly,
and Highfield, (2010) consisting inventories, accounts receivable and accounts
payable. Furthermore, the supply chain is understood as a subset of the value chain
similar to the one in the study of (Al-Mudimigh, Zairi, & Ahmed, 2004).
Performance rate is an indicator to measure the production speed. Performance
problems occur from speed losses, small stops, idling or empty positions (Eti, Ogaji,
& Probert, 2004). These losses, stoppages and idling may have different reasons
related to inventory management. As an example, the line may be not running,
because of lack of raw material. Lack of raw material is a problem in material flow,
which causes delays and stoppages. These delays and stoppages are reasons for high

production equipment idle time. These losses lead to low operating efficiency (Eti et
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al., 2004).

Any problem, delay or stoppage in the material flow of raw material can cause
higher idle time and stoppages of the production equipment, which results as lower
operating efficiency. Material flow in a production system starts with inventory.
There are several inventory types such as; raw material, work in process and spare
part inventories. Each inventory has different impacts of system effectiveness. As
an example, spare part management effects the time of maintenance activities,
which also affect the availability of the equipment. Furthermore, raw material
inventory management is a two-sided coin, which connects the supply chain to
production, which is the first step of material flow in the production. A successful
raw material inventory management has several benefits in both sides but as a
common, it provides optimization for the flow of material and traces the raw
material requirement continuously (Rai & Singh, 2011). Customers may have their
own needs for having payment time as well. (Burkart & Ellingsen, 2004) note that

companies simultaneously give and take trade credit.

According to Alvarado and Kotzab (2001), the inventory management Value Chain
financings affected the financial performance but the findings did not provide in-
depth fishing of the inventory management on the financial performance. The
studies did not give detailed information on these effects, which what the present

study has achieved.

Mulure (2013) found that the inventory turnover was influenced by planning,

sourcing, making and deliverance of goods and affects the financial performance.
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The study indicated that Value Chain financing leads to positive results in sales
growth, cash flow, gross margin, operating margin, net margin, return on assets and
return on investments. Another study by Okello and Were (2014) found that
physical movement of inventory, product development process, inventory
management, lead time, technology and innovation have a significant influence on
the performance of food manufacturing companies in Kenya. The study identifies;
product development for the food companies, Inventory Management, and Lead
Time ensured financial performance through; eradication of unnecessary costs like;
demurrage, lost time, and the cost of meeting customers’ demands in a timely

manner.

2.3.5 Financing in Primary Activities and Financial Performance

Value Chain Finance strategies and models must be flexible. VCF is a
comprehensive and holistic approach; that involves systemic analysis of an
entire Value Chain and the relationship amongst its actors. The actual tools and
applications are dependent upon the particular Value Chain and business model
and are preliminarily identified during the Value Chain assessment. These
change when conditions change and must be able to be revised according to the
interests and capacity of the partners selected and during the course of

implementation of the Programme (Miller, 2011).

Wagner, Grosse, Ruyken, and Erhun, (2012) empirically established the relationship
between the value chain strategies and their financial impact which was continuing
shaping up in the firm. The study investigated this relationship between strategic

consistencies of Value Chain taking into account the products’ supply, demand
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uncertainty, chain design, and the financial performance of the firm. The study
found that when the most appropriate Value Chain strategy was adopted, the firm
experience higher financial performance in term of higher Return on Investment
(ROI) of the firm and vice versa. The current study took (ROI) as the dependent
variable and product supply-demand as an independent variable to investigate the
effect of supporting the producer driven value chain to manage product supply and
demand among the participants affect the financial performance in value chain

financing in edible oil companies in Kenya.

Ellram, Tate, and Billington, (2007) used independent variables like information
flow, capacity and skills management, demand management, customer relationship
management, supplier relationship management, service delivery management and
cash flow. The study also found that effective Value Chain financing practices
improved firm’s market performance and financial performance. These findings
were also established using the same indicators in the studies by (Chong, Chan, Ooi,

& Sim, 2010).

2.3.6 Financing in Support Activities and Financial Performance

Managers should concentrate on the Value Chain practices which have a stable
effect on the performance of the firm. This occurs when the resources and
capabilities are directed towards sustaining Value Chain practices (Baltacioglu et
al., 2007). Customer demand management assists in managing and balancing
customer demand by keeping updated demand information. Customer relationship
management helps in maintaining and developing long-term customer relationships

by developing continuously quality information and understanding what customers



40

want (Ellram, Tate & Billington, 2007).

The factors of VCF significantly ensuring financial performance include
leadership, IT adoption, training, and customer orientation (Khang, Arumugam,
Chong, & Chan, 2010). The Value Chain financing can either be debt financing
from external financial institutions or financing from internal accruals within
the Value Chain. (Baltacioglu et al., 2007) also breaks down Debt financing into
long-term borrowing, short-term borrowing, where debt financing opportunities
of a company are mainly influenced by the company’s credit rating, the
securities, and the willingness of the lender. Studies have also revealed that
Value Chain financing practices significantly affects the financial performance
of the companies and improves the firm’s market performance (Li, Ragunathan,

& Rao, (2006); Baltacioglu et al., (2007).

Li et al., (2005) evaluated the effects of Value Chain financing practices on financial
performance where it used the indicators; internal operation practices; information
flow, information quality, postponement strategy, customer relationship
management, and strategic supplier partnership. The study established that Value
Chain financing practices significantly affects financial performance. The findings

were echoed by (Baltacioglu et al., 2007).

According to Cho, Lee, Ahn, and Hwang, (2012) innovation and efficiency of Value
Chain financing practices significantly affected organizational performance. The
same was established in the (Kerlinger & Lee, 2000). The study by Kumar et al.,

(2011) indicated that successful Value Chain analysis for different agricultural
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commodities affected the firm performance, socially, economically and
environmentally. The empirical study by Yap and Tan, (2012) determined that the
Value Chain practices significantly influence organizational financial performance.
The study by Mensah, Diyuoh, and Oppong, (2014) also concluded that Value
Chain practices significantly influence business performance and sales performance.
According to Mensah et al., (2014) Value Chain financing practices have effects on
financial performance but failed to include other very useful indicators such as ABC
analysis and optimum level of Inventory management. The current study took
independent variables from the above study and investigate the effect of support
activities such Firm infrastructure, Procurement of goods and service, Information
flow, Technology development, Competition watch on the financial performance of

edible oil manufacturing companies in Kenya.

Another study by Khang et al., (2010) found that Value Chain financing practices
factors such as; leadership, IT adoption, training, and customer orientation
significantly impacted the firms’ performance. Accordingly, an empirical review by
Sundram, lbrahim, and Govindaraju, (2011) found that Value Chain development
using independent variables of information flow, postponement strategy, customer
relationship management, strategic supplier partnership, information quality, agreed
vision and goal, and risk and award sharing affected the firm performance. An
empirical study by Ainapur, Singh, and Vittal, (2011) found that that optimizing
Value Chain financing activities; increases throughput, decreases inventory levels
and increases revenues, thereby improving the organization’s financial performance.
The study showed that the Value Chain financing maximize revenue and minimize

cost.
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2.3.7 Moderating Effect of Firm Characteristics and Financial Performance

Empirical literature examines how financial characteristics, such as leverage and
size have an influence on the firms’ financial performance and growth. These
characteristics can be easily measured by using available data on edible oil
manufacturing companies. Firm size is one of the most influential characteristics in
organizational studies. Firm size has also been shown to be related to industry- sunk
costs, concentration, vertical integration and overall industry profitability (Dean,
Brandes, and Dharwadkar, (1998). Firm leverage is the degree to which a company
uses fixed-income securities, such as debt and preferred equity. With a high degree
of financial leverage come high-interest payments. Dasgupta, Titman, and Sheridan,
(1998), suggest that leverage opens up opportunities for rivalry predation in
concentrated product markets, thus conditioning the performance effect of leverage
on the degree of competition in the industry. Kamau (2010) in his study on the
relationship between capital structure and financial performance of insurance
companies in Kenya found out that there was a positive but weak relationship
between capital structure and financial performance. Octavia and Brown (2008).
has shown empirically that company size is positively related to the financial

performance of the USA life insurance companies.

2.4 Overview of Literature and Research Gaps

The findings in the reviewed literature show that the companies which are investing
in the contract farming, core working capital, primary and support activities in value
chain strategies provide the competitive advantage and contribute to the financial

performance of the companies in the edible oil manufacturing companies in Kenya.
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Table 2.1: Summary of Literature Review:-

Research Context and | Key Findings Research Gaps Focus of this study
study Focus
James C. | US Managers | large firms use SCM | The study | Current study
Braun, of small firm’s | initiatives explained the | considered working
2007 significantly ~ more | effect of SCM on | capital, primary and
An empirical | than small firms and | small and large | support strategies as
analysis of the | SCM leads to | organization independent
financial significant structure and | variables
impact of | improvements in | ignored other
supply chain | asset utilization, | strategies.
management | revenue generation
on small firms
Tanwari, Stores in UK | Establish the | Inventory But not considered
2000 ABC analysis | financial contribution | management at the | the other strategies
as an | of each inventory | center of ensuring | effecting the
inventory item and would assist | financial financial
control the firm to maintain | performance of the | performance which
technique the optimum quantity | firm this  study  has
leading to the highest considered
value
Wagpner, Manufacturing | Although the positive | SCM  was the | The study
2012 firms in the | relationship between | focus of the study | considered other
USA, the UK, | SCM and a | but did not | independent
Germany, company’s provide sufficient | variables which
Austria, performance seems to | information on | affects the financial
Switzerland, be logical and | what else would | performance of
and France. straightforward be useful to | edible oil companies
explain value | in Kenya.
The Link chain financing as
between a determinants of
Supply Chain firm financial
Fit and performance.
Financial
Performance
of the Firm
Kaufman US.A SCM  consolidating | This study | Study  determined
2000 Grocery firms to reap cost | considered SCM | the adoption of SCM
Stores saving in  store | and consolidation | suppliers contracts
operations of inbound and | in edible oil industry
Food Retailing | procurement of retail | outbound logistic | in Kenya and
Consolidation: | goods, marketing | improves the | include other
implications activities, and | financial variables like
for Supply | product distribution performance. working capital
Chain primary  activities,
Management support  activities
Practices and inventory
management as
other  independent

variables
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Research Context and | Key Findings Research Gaps Focus of this study
study Focus
Ugulumua | Tanzania’s Offers a step-by-step | It was not clear to | Study therefore
and Inanga, | Sunflower practical guide to | what level this | exposed the effects
2013 Farmers intervention  design | occurred, in fact | of support activities
for achieving | the effects of | on financial
Small-Scale competitiveness that | financial performance of
Sunflower benefits the poor First | performance was | edible oil companies
Farmers: industries are selected | hidden in | in Kenya.
Upgrading the | with  potential ~for | productivity.
Value Chain competitiveness and
achieve an equitable
distribution of
benefits, and an
action plan is devised
to  achieve this
strategy.
Gachora, Kenya on | Using new value | The study did not | Study  determined
2014 SCM for cost | chain strategies | fully explain how | the adoption of SCM
reduction Significantly increase | the entire financial | suppliers contracts
in revenue generated | performance was | in edible oil industry
Supply Chain | by  farmers, and | exactly influenced. | in Kenya and
Cost difference in include other
Reduction effectiveness in cost variables like
Impact on | reduction by on the working capital
Performance performance of primary  activities,
of Small Scale | small-scale support  activities
Agricultural agricultural enterprise and inventory
Enterprise after management as
other  independent
variables

Source: Researcher, 2015

2.5

Conceptual Framework

The conceptual framework for this study provides a brief overview of inter-linkages

between research variables identified from the literature reviewed in the area of

value chain financing by manufacturing companies.

The study identified six

variables which are captured in the conceptual model on Figure 2 below. The

Financial performance is key dependent variable for the study and Value Chain

financing a concept formed by combining 4 independent variables. Conceptual

frame work also includes moderating variable and its linkage with dependent and
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independent variables is shown in the diagram.

Adequate financing in the value chain by its members at different stages of the
value chain can help in improving the capacity utilization by edible oil
manufacturing companies. In the first stage availability of raw material by
extending the value chain to farmers for production of required raw material by
providing inputs and technical support and ensuring the supply of raw material
required for capacity utilization. Value Chain financial decision in working capital
requirement, primary activities such as inbound logistic, outbound logistic,
operations, Marketing and servicing together with financing in support activities
such as firm infrastructure cost, Human resource management cost, Technology
development cost and procurement cost. Sufficient financing creates competitive
advantage in the manufacturing industry and improve the financial performance of
companies. The conceptual model is developed to reflect the concept of value chain
financing with different dimensions and indicators as the independent variables
regressed with financial performance as a dependent variable in the edible oil
companies in Kenya. Conceptual frame work also indicates the firm characteristics

as moderating the relationship of the independent variables and dependent variable.



Independent Variable

Value Chain Financing

Financing in Raw Material

e Purchase of material through
Supplier Contracts
e Import of raw material

Financing in working capital

e Inventory management
e Creditors management
e Debtors management

e Prepayments

Financing in primary
activities

e Inbound logistics
Outbound logistics
Operations cost
Marketing & Sales
Service

Financing in support

activities

e Firm infrastructure cost

e Human resource
management cost

e Technology Development
cost

e Procurement cost

v

Ho,

Ho,
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e TobinQ

Dependent Variable

Financial Performance
e Return on Investment
e Return on Equity

\ 4

Hos

Ho,

Figure 2.1 : Conceptual Framework

Source: Researcher, 2015

H05

Moderating Variable

Firm Characteristics

e Firm Size Annual
Sale

e Firm Capital
structure
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Conceptual framework explains the link between the variables of the study and how
they affect each other in the study. Value chain financing is a concept explaining
the various dimensions in which finance is required in the value chain. Financing is
required at 4 stages in the value chain (1) Raw Material measured by raw material
purchased to cost of goods sold (2) Working Capital measured by Current ratio (3)
Primary activities measured by the ratio of financing in inbound logistic, outbound
logistic, operations , Marketing and sales and servicing to Total Investment (4)
Support activities measured by ratio of financing in Firm infrastructure, financing in
human resources, Technology development and procurement cost to Cost of goods
sold (CGS). Each stage is considered as one independent variable. In each stage
finance is required by one or the other member in the value chain. In order to
understand each stage, can be divided into variables which can be measured through
the data available in the manufacturing industry. The study also has a dependent
variable as financial performance measured by the ratio of return on investment,
Return on equity and Tobin Q. Conceptual framework indicates the functional
relationship between the value chain financing independent variable and the
financial performance as dependent variable. Conceptual framework also indicates
how the firm characteristics moderate the relationship between the value chain
financing an independent variable and the financial performance as the dependent

variable.

Conceptual framework also indicates the linking of the independent variables with
the null hypotheses Ho; to Ho4for each independent variable. The Hypotheses were
tested at 5% level of significance and for independent variables do not significantly

affect the financial performance of edible oil manufacturing companies. Ho5
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Moderating variable, Firm Characteristics does not significantly moderate the
relationship between the value chain financing and financial performance of edible
oil manufacturing firms in Kenya. Conceptual framework helped in developing the
models for the study explaining the functional relationship between the study
variables and the moderating effect of moderating variable on the financial

performance of the organization.
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CHAPTER THREE: RESEARCH METHODOLOGY
3.1 Introduction
This chapter provides a description of the research process and the methodologies
adopted in the study. This chapter covers the research philosophy, research design,
research approach, research strategy, study population, sampling technique, data
collection methods, data analysis and method used in the completion of research.
The section also provides an operationalization of the research variables used in the

study.

3.2 Research Philosophy

A research philosophy is a belief about the way in which data about a phenomenon
should be gathered, analysed and used. The term epistemology (what is known to be
true) as opposed to doxology (what is believed to be true) encompasses the various
philosophies of research approach. The purpose of science, then, is the process of
transforming things believed into things known: doxa to episteme. Two major
research philosophies have been identified in the Western tradition of science,
namely positivist (sometimes called scientific) and interpretivist (also known as

antipositivist) (Galliers, 1991).

3.2.1 Positivism

Positivists believe that reality is stable and can be observed and described from an
objective viewpoint (Levin, 1988), i.e. without interfering with the phenomena
being studied. They contend that phenomena should be isolated and that
observations should be repeatable. This often involves manipulation of reality with

variations in only a single independent variable so as to identify regularities in, and
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to form relationships between, some of the constituent elements of the social world.
3-2 Predictions can be made on the basis of the previously observed and explained
realities and their inter-relationships. "Positivism has a long and rich historical
tradition. It is so embedded in our society that knowledge claims not grounded in
positivist thought are simply dismissed as ascientific and therefore invalid”
(Hirschheim, 1985, p.33). This view is indirectly supported by Alavi and Carlson
(1992) who, in a review of 902 IS research articles, found that all the empirical
studies were positivist in approach. Positivism has also had a particularly successful
association with the physical and natural sciences. There has, however, been much
debate on the issue of whether or not this positivist paradigm is entirely suitable for
the social sciences (Hirschheim, 1985), many authors calling for a more pluralistic
attitude towards IS research methodologies (see e.g. Kuhn, 1970; Bjgrn-Andersen,
1985; Remenyi and Williams, 1996). While we shall not elaborate on this debate
further, it is germane to our study since it is also the case that Information Systems,
dealing as it does with the interaction of people and technology, is considered to be
of the social sciences rather than the physical sciences (Hirschheim, 1985). Indeed,
some of the difficulties experienced in IS research, such as the apparent
inconsistency of results, may be attributed to the inappropriateness of the positivist
paradigm for the domain. Likewise, some variables or constituent parts of reality
might have been previously thought unmeasurable under the positivist paradigm -

and hence went unresearched (after Galliers, 1991).

The positivist approach was adopted for completing the research using quantitative
measurements and data collection by survey of edible oil companies in Kenya and

use’s statistical methods of data analysis besides conducting hypothesis testing. The
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philosophy focuses on facts amongst variables under investigation by testing
hypotheses which are eventually verified or rejected. Positivism is also known as
objective and scientific approach whereby conceptual and theoretical structures are

developed then tested through empirical investigation (Saunders et al., 2007).

3.2.2 Interpretivism

Interpretivists contend that only through the subjective interpretation of and
intervention in reality can that reality be fully understood. The study of phenomena
in their natural environment is key to the interpretivist philosophy, together with the
acknowledgement that scientists cannot avoid affecting those phenomena they
study. They admit that there may be many interpretations of reality, but maintain
that these interpretations are in themselves a part of the scientific knowledge they
are pursuing. Interpretivism has a tradition that is no less glorious than that of

positivism, nor is it shorter.

3.2.3 Selection of Research Methodology for the study

Study adopted Positivist research approach as the study is quantitative and is
associated with testing of hypothesis. Positivists hold that facts do exist and can
actually be measured. Positivism also allows for the use of survey approach or

censes approach hence covering a wider population area (Mukherji & Albon, 2010).

3.3 Research Design
This study adopted descriptive research design. Within descriptive research we did
cross sectional study with retrospective panels design in which study collected

information about the past and present of edible oil companies in Kenya, and treated
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information from different times as if it had been collected at those times (Gravlee,
Kennedy, Godoy & Leonard, 2009). The research design is a configuration of the
research and how the research is structured. It is a logical thread which holds
together all the crucial aspects of the research so that they can derive meaning

(Laurel, 2011; Kothari, 2008).

Descriptive research is an innovative tool as it presents an opportunity to fuse both
quantitative and qualitative data as a means to reconstruct the "what is" of a topic.
The study has used descriptive research to describe edible oil companies in Kenya
in an accurate way. The study has used cross-sectional data from 2008 to 2014. The
descriptive design is appropriate when the purpose is to describe characteristics of
certain groups and the study of variables occurs at a single point of time (Churchill
& Lacobucci, 2005). The descriptive design facilitates description of trends,
attitudes or opinions of a large group in terms of asking questions of who, what,

when, where and how of the topic (Burns & Bush, 2010).

3.4 The Empirical Model

After a careful review of the theoretical and empirical studies the study has
developed an empirical model which is feasible and applicable in analyzing the
effect of Value Chain financing on the financial performance.

To find the appropriate regression model, it is common to begin with a benchmark
(or base) specification which rely on theory and then sequentially add or drop
variables based on adjusted R2 and t-statistics. To frame the empirical analysis, the

subsequent regression analysis starts from the following basic linear equation:
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J M
IT, :OH'Z:BJ'Xth +Z:Bmxt + &
j=1 m=1

Where IT, is the profitability of firm i, at time t, with i=1, .. .,N, t=1,...T;ais

it
the regression constant, X/ is a vector of firm-specific characteristics (j) of firm i
during the period t which vary across time and firms; X{" is a vector of moderating
variables (m) and &, =v, + 1, is the disturbance, with v, the unobserved firm-

specific effect/heterogeneity across firms, which could be very large given the

differences in corporate governance and s, the idiosyncratic error. This is a one-
way error component regression model, where o, ~ IIN(0,5>) and independent of
Ly ~ IIN(O,aj). Based on the general form the following regression functions

are modeled for the purpose of the study:

3.4.1 Empirical Model Used for Testing Ivs With Financial Performance

In order to combine cross-sectional with time series data and formulate the model,
study used pooling methods for our panel data. The models for panel data are
powerful research instruments, which give the researcher the ability to take into
account any kind of effect that the cross-sectional data may have, and finally to
estimate the appropriate empirical model. In using panel data, it is possible to
include time effects as well as to control for individual heterogeneity, which is
captured by firm specific fixed or random effects components, that leads to biased
results when neglected in cross section or time series estimations (Baltagi, 1995).
To estimate the results of the relationship between the profitability of Edible oil
manufacturing Companies in Kenya and its determinants, the study developed the

following static panel model:
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Yit= Bo+ P1Xuit + B2 Xait + B3X3it + BaXait + Uit

Where Yit=is the dependent variable Financial Performance where Y represents
the profitability measure (ROI, ROE,TQ one by one and composite as all 3
together).

Bo = isthe intercept

1 to Ps = is regression coefficients for Xiit to Xait

Xiit= the predictor variable- financing in Raw Material

Xeit= the predictor variable- financing in working capital

Xait= the predictor variable- financing in primary activities

Xait= " the predictor variable- financing in support activities

Uit= the error term

In this model, financial performance dependent variable (ROI, ROE,TQ one by one
and composite as all 3 together) and all the independent variables together as Value
chain financing of the study from Xaiit to Xait. The study performed regression
analysis by regressing independent variable on the dependent variable and the
functional relationship between the independent variable and dependent variable are
analyzed. An empirical study by Propper and VanReenen (2010) also used similar
model to study the effect of regulation of nursing pay on hospital quality Data: 209

NHS Hospitals in the UK 1997-2005.

3.4.2 Empirical Model Used for Testing Ivs with Mvs and Financial
Performance

Modeling the Edible oil manufacturing Companies according to the variables along
with the moderating variable, firm characteristics, to establish if it moderates the

relationship and affect the financial performance. The following model was
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developed for testing the lvs and Mvs and financial performance:

Yit= Bo+ PiXait + B2 Xait + BaXait + BaXait + BsXmit+(( P1X1it + B2 Xait + PaXazit +
BaXaity* BsXmit +Uit

Where yit=is the dependent variable Financial Performance where Y
represents the profitability measure. (ROI, ROE,TQ one by one and
composite as all 3 together)
Bo = isthe intercept P1toPs = is regression coefficients for X1it to X5it
Xiit=the predictor variable- Financing in Raw Material
Xeit= the predictor variable- Financing in working capital
Xsit= the predictor variable- Financing in primary activities
Xait= " the predictor variable- Financing in support activities
Xsit=the Moderating variable - Firm Characteristics

Uic=  the error term

3.5 Operationalization and Measurement of Variables

The explanatory variables included in the empirical model are described and
categorized as financing in raw material & operations, financing in working capital,
financing in primary activities, financing in support activities, firm characteristics
and financial performance. They are operationalized and hypothesized to investigate

the effects on financial performance of edible oil manufacturing Companies.
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Table 3.1: Operationalization and measurement of variables

Category

Variable

Operationalization

Measurement
level /

Predicted
effect of
Independent
Variable

Independent
Variable

Financing
raw material

in

Purchase of
material  through
Supplier Contracts

Ratio of Raw
material purchased
locally  through
suppliers contract
to cost of goods
sold in a year

Positive

Import of Raw

Material (IRM)

Ratio of

Raw material
imported through
suppliers contract
to cost of goods
sold in a year

Positive

Financing
working
capital

in

Inventory
management (1M)

Ratio of
Inventory to
Current assets

Positive

Creditors
management (CM)

Ratio of
Creditors to
current liability

Positive

Debtors
Management (DM)

Ratio of
Debtors to Current
assets

Positive

Prepayments

Ratio of
prepayments to
Current assets

Positive

Financing in
primary
activities

Inbound logistics

(IL)

Ratio of

Financing by
companies in
developing facility
for raw material
storage with
warehouses  and
tie-ups logistic
companies for
collection to their
stores in each year
to total investment

Positive

Outbound logistics
(OL)

Ratio of

Financing by
companies in
developing facility
for finished
product  storage
and tie-ups with
logistic companies
for reaching to the

Positive
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Category Variable Operationalization | Measurement Predicted
level / effect of
Independent
Variable
customer in each
year to  total
investment.
Operations cost Ratio of Positive
Financing by
companies in
operations cost in
each year to total
investment.
Marketing & sales | Ratio of Positive
Financing by
companies in
marketing & sales
in each year to
total investment.
Service Ratio of Positive
Financing by
companies in
service in each
year to total
investment.
. . .| Firm infrastructure | Ratio of Positive
Financing in Lo
cost Firm infrastructure
support cost to cost of
activities goods sold
Human resource Ratio of Positive
management cost Human resource
management cost
to cost of goods
sold
Technology Ratio of Positive
Development cost | Technology
Development cost
to cost of goods
sold
Procurement cost Ratio of Positive
Procurement cost
to cost of goods
sold
Moderating / | Firm Firm Size Annual Logarithm of sales | Negative
Control Characteristics | Sale
Variable Firm Capital Debt equity Ratio | Negative
structure
Dependent Financial Return on Ratio of None
Variable Performance Investment (ROI) Earnings  Before
Tax And
Interest/Total

Assets
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Category Variable Operationalization | Measurement Predicted
level / effect of
Independent
Variable
Return on Equity Ratio of None
(ROE) Earnings  Before
Tax And Interest /
Equity
Tobin Q Ratio of None
Total assets value
to replacement
value of assets

Source: Researcher, 2015

3.6 Target Population

The population to which study results will be generalized is described as target
population (Mugenda & Mugenda, 2003). It is a universal set of the study of all
members of the real or hypothetical set of people, events or objects to which an
investigator wishes to generalize the result (Borg & Crall, 1959). The study targeted
all 15 edible oil manufacturing companies in Kenya in the year 2014 KAM, (2014).
These companies are engaged in the production of 95% edible oil produced in
Kenya as at 31-12-2014. For the List of Edible Oil Manufacturing Companies in

Kenya see Appendix A.3.

3.6.1 Unit of Analysis

Units of analysis are essentially the things which are examined in order to create
summary descriptions of them and explain differences among them. Unit of analysis
for the study were all edible oil manufacturing companies in Kenya as on 31-12-

2014.
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3.6.2 Sampling Technique and Sample Size

The study covered all the 15 edible oil manufacturing companies in Kenya as at 31-
12-2014. The time period covered was from 2008 to 2014. Time period was
selected from the launching of Kenya vision 2030 in 2008. While collecting data,
three companies were dropped because they changed their business within the
sampling period and dropped due to missing data. Final sample size was 12 edible

oil manufacturing companies.

3.7 Data Collection Procedure

This study collected both primary and secondary data from edible oil manufacturing
companies. Secondary data for the variables used in the study was acquired from
financial statements such as balance sheets, income statements and fund flow
statement of the sampled manufacturing companies and summarized in using
document review guide. The study also collected primary data using interview
schedule from executives of the companies in edible oil manufacturing sector in
Kenya. Data was collected for the period of 2008 to 2014 and 2007 for the purpose
of financial ratios of 2008. The study aimed at investigating the effects of financing
in raw material, working capital management, primary activities and support
activities on companies’ financial performance. The collected data helped in
determining whether, and to what degree a functional relationship exists between
two or more quantifiable variables. The degree of relationship is expressed as a

correlation coefficient.
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3.8 Data Management Analysis and Diagnostic Tests

Study computed composite index’s using principle component analysis and
conducted data analysis using descriptive statistical analysis, correlation analysis,
quantitative analysis and panel data regression model. The study also conducted
Hausman test for determining the type of model, Pre-estimation tests using unit root
for stationarity test and multicollinearity test. The study also conducted post-
estimation tests like autocorrelation of residuals test, heteroskedasticiy of residuals

test and normality test.

3.8.1 Composite Index’s

Study computed the composite index for dependent and independent variables using
the Principal components analysis (PCA). It is a method for transforming a set of n
correlated variables, Xy, Xz,...,X,, to m uncorrelated variables (principal
components), ¥1,¥3,....Y,, where m = n, and the variances of the ¥s are in
descending order with the sum of these m variances equal to the “salient” or non-
random variance of the Xs. PCA is mainly used for data reduction and

interpretation.

The principal components are linear functions of the original variables of the form

}G' = El_:l'Xl + EE_:I'XE +- - +€?!_;I'X?! (1}W|th
Ef}- + E‘g}- 4. +e§}- =1 (2)
for j = 1,...,n. These can be understood best if viewed as generated in a sequential

manner. The first principal component is the linear function of the form (1) subject

to (2) for j = 1, where the variance of ¥ihas the maximum variance over all
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possible linear functions of the original variables subject to (2). This variance is
called 41. The second principal component, ¥s, is the linear function, uncorrelated
with ¥; with the next largest variance 4z = 4;. In a similar fashion, each principal
component is uncorrelated with all others and has the largest possible variance

A;subject to

A 22 Ay (3)

In practice, usually there are strict inequalities in (3). Thus, principal components
are linear transformations of the original variables, uncorrelated with each other and
with decreasing variance. One can perform the principal components analysis on the

X. in their original scale, i.e. on the raw data. However, it is usually performed on

standardized variables, i.e. variables derived from the original variables by
subtracting the mean and dividing by the standard deviation. The principal
components derived from the raw data will be different from those obtained on the
standardized data. If performed on the original variables, the variables with the
largest variances can dominate the results. When the analysis is performed on

standardized data, all variables are on equal footing.

The method of principal components requires no assumptions about the data.
Usually, the sample size is large. It can be applied to a random sample from some
population. However, in practice this is often not the case, and frequently there is
interest solely in understanding the sample data themselves. In the study each
company financial performance dependent variables can be measured by three
measurements; Return on Investment (ROI), Return on Equity (ROE), and Tobin Q.

All variable are measured as ratios. The study applied the concept of PCA to
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generate a single composite index for financial performance, and use the composite

index of financial performance for data analysis.

3.8.2 Data Analysis

Data was analyzed using descriptive statistics thus mean and standard deviation
graphs of companies financial performance, heterogeneity in financial performance
across years, heterogeneity in financial performance among companies, financial
performance across years for all Companies. The study also analyzed qualitative

information collected for edible oil manufacturing companies in Kenya.

The study also conducted correlation analysis between all the composites of
independent variables and composite of dependent variable obtaining P value and
correlation with financial performance.  The Pearson’s simple correlation
coefficient (r) was used to establish the statistical measure of the strength of a linear
relationship between two variables. Its value ranges from -1 to +1. Cross tabulation
has also been used to compare the relationship between dependent and independent
variables. The coefficient of determination (R?) was calculated as the square of the
correlation coefficient (R) between the sample and predicted data. It is a measure of
the proportion of variance of a predicted outcome and its value is in between 0 to 1.
The coefficient of determinationis a key output of regression analysis. It is
interpreted as the proportion of the variance in the dependent variable that is
predictable from the independent variable. The study hypotheses have also been

formulated and tested to confirm significance.
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The study established a rate of change in value chain financing an independent
variable on the dependent variable financial performance. These estimates are used
to construct a predictive model (equation) that relates the magnitude of an
independent variable. The study used Static panel data regression model. It has two
different motivations. First, the desire of exploiting panel data for controlling
unobserved time-invariant heterogeneity in cross-sectional models and second, the
use of panel data to disentangle components of variance and estimating transition
probabilities. More generally, the study seeks to bring out the dynamics of cross-
sectional populations. These motivations can be loosely associated with two strands
of the panel data literature labeled fixed effects and random effects models. The
study also conducted the following diagnostic tests to ensure that our data is suitable

for doing analysis using the panel data regression model.

3.9 Diagnostic Tests

The study also conducted Diagnostic tests to ensure that result of the study can be
generalized and used in the edible oil industry.

3.9.1 Hausman Test

The study applied the Hausman test to select fixed effect method (FEM) or random
effects methods (REM) in our panel data regression model for data analysis (Green,
2008). This test tells us how significantly parameter estimates differ between the
two approaches. It basically tests whether the unique errors (ui) are correlated with
the regressors, the null hypothesis is they are not correlated. A fixed effects model
was conducted and the estimates were saved, then ran a random model and saved
the estimates, then performed the Hausman test. This test is neither a necessary nor

a sufficient metric for deciding between fixed and random effects. What matters is
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the size of the dataset (both number of units and number of observations per unit),
the level of correlation between the covariate and unit effects, and the extent of
within-unit variation in the independent variable relative to the dependent variable

(Gelman, 2005).

3.9.2 Unit Root for Stationarity Test

The study also conducted unit root tests using STATA software. A unit root test is
used to confirm whether all-time series variable are non-stationary using an
autoregressive model. In this test null hypothesis was that all the panels contain a
unit root. The analysis was done after all the tests were found satisfactory.
Checking the stationarity is also important for forecasting. It can tell us about what
kind of process need to be built into the models in order to make accurate

predictions (Diebold & Kilian, 2000).

3.9.3 Multicollinearity Test

The study also conducted multicollinearity test to ensure error term has a constant
variance in the model. Each independent variable of the model was regressed on the
remaining independent variables and computed R?’s. The variance inflation factor
(VIF) for the test of multicollinearity measures the relationship of all explanatory
variables concurrently. It explains how much the variance of a coefficient is inflated
due to linear dependence with other explanatory variables. When the VIF is lesser,
multicollinearity between explanatory variables is less and the usual rule of thumb
is that any variables with a VIF greater than 10 is probably of concern (Singh,

2012).
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3.9.4 Autocorrelation Test

The study conducted the Autocorrelation test to detect weather our sample data has
the problem of autocorrelation. The regression model is run without any pre-test of
autocorrelation and check the value of Durbin-Watson. If it is much far from 2, then
there is problem of Autocorrelation. If the problem of Auto-correlation is detected

regression must move towards the Dynamic panel data regression model.

3.9.5 Heteroskedasticity Test

The study conducted Heteroskedasticiy test to ensure error term has a constant
variance. The study selected FEM based on Hausman test result and also performed
hetroskedasticity test keeping the null hypothesis as no homoskedasticity (or
constant variance) in the model. The standard error component panel data model
assumes that the disturbances have homoscedastic variances and constant serial
correlation through the random individual effect (Hsiao, 2003; Baltagi, 2005).
Hetroskedasticity is not a problem for the panel data applications. For example, the
cross-sectional units may be varying in size and as a result may exhibit

heteroskedasticity.

3.9.6 Normality Test

The study conducted test of the normality assumption. A variety of tests of
normality have been developed by various statisticians Jarque—Bera goodness-of-fit
test to ensure sample data have the skewness and kurtosis matching a normal

distribution was used to test Normality.
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3.10 Ethical Considerations

To avoid plagiarism all major works and statements in the study were dully cited
with source clearly indicated, within text and properly referenced. The work was
further run through the plagiarism checker (turnitin.com) to detect plagiarism. The
result of this test was 15 % showing that the work is free from plagiarism (above
25% is not admissible). The respondents were fully informed about the purpose of
research and how the data was going to be analyzed. All respondents were assured
that the information provided through the study will not be made available to anyone
who did not participated in the study or any other competitor of the organization. It
was also assured that the respondents on their request not to identify themselves
throughout the study to avoid the fear of being victimized for providing the required
data and assured that no financial data except the ratios collected for the data
analysis to be disclosed in any part of the report which can be used for other

purposes.
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CHAPTER FOUR: RESEARCH FINDING

4.1 Introduction

This chapter presents the results, interprets the findings and discusses issues arising
from the interpretation and their resultant implications while relating them to the
findings of other related studies. The data for the study was collected and then
processed in response to the study problems posed in chapter one. The two
fundamental goals that drove the collection and analysis of the datawere
development a knowledge base around the value chain financing, in edible oil industry
in Kenya, and determination of the level of consistency between the current perception
and utilization are basic principles of finance in Value chain financing. These
objectives were accomplished. The findings presented in this chapter demonstrate the

potential for merging theory and practice.

4.2 Response Rate

The study identified fifteen edible oil manufacturing companies in Kenya for data
collection. During data collection it was found that three companies had stopped the
business of manufacturing of edible oil in Kenya and were now trading on goods for
the last three to four years. These three companies were subsequently dropped and data
collected from only twelve Edible oil manufacturing companies for the last 7 years
between 2008 and 2014. This gave a total of 84 observations for each variable in the
study instead of 105 observations earlier though for 15 companies. The response rate
was 80%. As the objective of research was for the benefit of the industry and

information was collected from the annual financial statements and expressing in terms



68

of ratio it was easy to collect data from the field without harming any business interest

of any company.

4.3 Descriptive Analysis
This section presents descriptive analysis of the study variables. The research data is
presented using measures of central tendency and cross tabulations to appreciate the

nature of the relationships between the study variables.

4.3.1 Measurement of Financial Performance

Study has three measurements for financial performance return on investment, return
on equity Tobin Q measuring the financial performance of the companies. Principal
components analysis (PCA) method was used to reduce the number of variables of
interest into a smaller set of components. PCA analyzes all the variance in the variables
and reorganizes them into a new set of components equal to the number of original
variables. A PCA analysis with covariance was conducted and extracted a component
P1 as composite index for each variable for each company for the years covered under
the study. The result of PCA with covariance for financial performance is summarised
in Appendix A7. The PCA-based index suggests a simple and robust measure, whose
values and groupings can only be moderately affected by changes in the socio-
economic landscapes. For example Pl for company 1 for the year 2008 was computed
as;

Dependent variable financial performance for company 1 for the year 2008 =

0.2923*Rol + 0.9523*RoE + 0.087*TQ. Where ROI is return on investment , ROE is
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return on equity and TQ is Tobin’s Q value for company 1 for the year 2008.
Composite index of dependent variables was generated using the principle component
analysis (PCA) for the twelve edible oil companies over the period from 2008 to 2014
for 7 years. Results of Composite index are summarized in Annexure A4.

The study also computed the means and standard deviation of the financial performance
measured through ROI, ROE and tobin Q and results were summarized below in table:

4.1.

Table 4.1: Statistics for Financial Performance

Variable Mean Standard Deviation
Financial Performance 0.6181  0.2289

Return on Investment 0.2837 0.1231

Return on Equity 0.4821  0.2227

Tobin Q 1.0923  0.0399

Financial Performance Composite Index between the
companies 0.6181 0.1765

Source: Researcher (2015)

Statistics of composite index for financial performance for all the edible oil companies
has a mean of .6181 and standard deviation of .2289 indicating that there is a big
variation of profitability among the edible oil companies in Kenya. Variation in
financial performance between the companies has a standard deviation of .1765
indicating difference of 0.0524 units in standard deviation of overall companies ( at
22.89) and between the financial performances of companies during ( at .1765) from
the year 2008 to 2014. Tobin Q has a maximum mean of 1.0923, while return on
investment (Rol) has a minimum mean of .2837. The minimum standard deviation of

Tobin Q is 0.0399, while the maximum standard deviation of return on equity (RoE) is
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0.2227. The standard deviation measures indicate about the shape of our 3 distributions,
how close the individual data values are from the mean value for each distribution. For
return on investment has the minimum difference between the mean and standard
deviation indicating the normal data distribution compare to return on equity and Tobin
Q. This corroborates the study by other authors in their studies (Guest, 2009; Crespi,
2010) also considered financial performance consisting of return on equity, return on
investment and tobin Q and computed dependent variable using principle component
analysis and found that found that return on equity has less deviation from mean
compare to tobin Q and return on assets in there study indicating that all three variables
are significant and contribute in  different degree to the composite financial

performance index.

An analysis was also done to bring out the individual Companies’ financial

performance as presented on Figure 4.1 below.


http://www.sciencedirect.com/science/article/pii/S2340943615000791#bib0240
http://www.sciencedirect.com/science/article/pii/S2340943615000791#bib0135
http://www.sciencedirect.com/science/article/pii/S2340943615000791#bib0135
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Figure 4.1: Individual Companies’ financial performance (2008 - 2014)

Source: Researcher, 2015
The line graphs show the financial performance index for the various companies with a
mean index of 0.6181 and standard deviation of 0.2289 indicating that most companies’

performances are not far from the mean financial performance index.

Company code is represented by (C_Code) from 1 to 12. Each company has a different
color in graph to identify with the company code. When viewing line graphs, study
primarily focus on x-y relationships described trend information when viewing line
graphs as our data is ratio analysis as found suitable by Shah and Freedman, (2009) in

there study they used multiple lines and depicted in the same graph and focus on
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comparisons between relative slopes of those lines (i.e., one line is increasing, another
is decreasing), and pay less attention to the relative positions of those lines and same
concept is used to describe the comparative study of edible oil companies during study
period of 2008 to 2015 in Kenya. Industry Average financial performance was also

analyzed to help in isolating company specific factors as plotted in figure 4.2.

Industry Average Each Year

81 LUL 1.21 1.41

.61
|

41
|

21

.01
|

T T T T T T T
2008 2009 2010 2011 2012 2013 2014
Year

© Financial performance index = ——— Mean_Financial_Performance

Figure 4.2: Industry average financial performance (2008-2014)

Source: Researcher, 2015

Each company is represented by a Diamond shape and the mean of financial
performance index of each year is combined indicating the industry trend. A straight
line connecting the average financial performance of 2008 with average financial
performance of 2014 is drawn to indicate companies below and above the industry

average in each year.
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The Industry Average Financial performance index appears to be increasing over time
in edible oil manufacturing. There is an even increase up to the year 2009 then a sharp
rise in 2010 before going back to the earlier levels in 2011where it rose evenly up to
2014. Edible oil industry in Kenya is growing at an average of 4 % compare to GDP of
5% in 2014 and leading by consumer awareness about health and continue to grow and
reduce the gap of demand and production which is filled by import of finished edible
oil products. The industry trend indicates growth during 2008 to 2014 mainly led by 4
companies out of 12 companies selected for the study compare to other eight
companies with the maximum share of 48% by leading company in 2014. Growth in
2010 was the effect of Kenya vision 2030 adopted in 2008 to give specific emphasis
and additional investment was done in agriculture based industry by government and
invited for public and private partnerships in agriculture together with good monsoon
after the draught of 2009 are few factors which resulted in very good growth in 2010
followed by average growth thereafter. Industry trend shows that such focus

investment should be a continue phenomenon. (world bank, 2014).

4.3.2 Descriptive Statistics for Independent Variables

Independent variables including Financing in Raw material, Financing in working
capital, Financing in working capital, Financing in primary activities, Financing in
support activities and moderating variable Firm characteristics were described using the
descriptive statistics of mean and standard deviation. Larger standard deviation
indicates that scores are more spread out, and based on mean and standard deviation the

variation in the data is understood and ensure that data set is normal and can be used for
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further analysis. The summary descriptive statistics showing overall mean and standard

deviation of independent and moderating variables is shown in table 4.2.

Table 4.2: Summary statistics for independent and moderating variables

Variable Mean Standard Deviation
Financing in Raw Material & Operations
Purchase of material through Supplier Contracts 0.3164 0.1345
Import of raw material 0.4586 0.1387
Financing in working capital
Inventory management 0.2612 0.0298
Creditors management 0.0344 0.0074
Debtors management 0.1471 0.0165
Prepayments 0.0113 0.0025
Financing in primary activities
Inbound logistics 0.0402  0.0134
Outbound logistics 0.0278 0.0071
Operations cost 0.0342 0.0086
Marketing & Sales 0.0260 0.0046
Service 0.0030 0.0008
Financing in support activities
Firm infrastructure cost 0.0372 0.0186
Human resource management cost 0.1226 0.0298
Technology Development cost 0.0324 0.0161
Procurement cost 0.03279  0.0118
Moderating Variable Firm Characteristics
Firm Size Annual Sale 2.1381 0.1308
Firm Capital structure 0.6947 0.4162

Source: Researcher, (2015)

Table 4.2 describes the independent variables of the study by summarizing the mean
and standard deviation of each variable for the entire edible oil industry in Kenya from
2008 to 2014. It explains the mean of each variable measured using the ratio of
financial of each company for 7 years. Smaller the standard deviation mean variation is

small and large the standard deviation mean variation is large. Standard deviations tell
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us how the cost of different variables is each company is varying from the mean of the
industry for each company. In raw material financing standard deviation is similar but
mean for financing purchase of raw material through contracts is much less compare to
financing import of raw material. In working capital financing deviation from the mean
is highest in financing inventory compare to other measurements and prepayment is
lowest deviation from the mean. In debtors management also deviations is more from
means but not as high as inventory. In primary activities financing deviation from the
mean is highest in financing in marketing and sales is the highest and followed by
inbound logistic and outbound logistic. In support activities financing deviation from
the mean is highest in financing in human resource management is the highest and
followed by firm infrastructure technology development and procurement. In firm
characteristics deviation from the mean is highest in firm size and followed by capital
structure. Similar study was conducted in Nigerian manufacturing industry on value
chain financing analysis by Okoye (2011) assessing the value chain financing and its
effect on financial performance. In conclusion to the study it was indicated that
financing value chain provides competitive advantage over the other players in the area

this study and improve financial performance as in our study.

4.3.3 Company Specific Characteristics

Study also collected the firm specific characteristics by interviewing the CEO of the
edible oil manufacturing company. Data was described using the % statistics as
summarized in the table 4.3. This helped in describing the company’s commitments to

finance in value chain so that the result analysis is based on the intention and planning
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of financing in the value chain not by default due to the pressing needs of the business.
The results are summarized in table 4.3.

Table 4.3: Frequency distribution

Variable Percentage

Import of Raw material 100
Purchase of Raw Material through supplier Contracts 16.67
Financing Inbound Logistics 75
Financing outbound Logistics 75
Financing Firm Infrastructure cost 100

Source: Researcher (2015)

The study found that out of the twelve companies, only two companies (16.67%) are
involved in the financing purchase of the raw materials through supplier contracts and
others are purchasing from the open market based on the current prices based on the
availability of raw material or importing the raw material. As regards to the financing
in import of raw materials, all the companies 100% were found to be importing raw
material during the year. while 75% of the companies (9 out of 12) are doing financing
of inbound and outbound logistics by doing regular investments in the transport facility
and warehousing facility but other 25% of the companies ( 3 out of 12) are hiring
services of transportation and doing temporary arrangements for storage based on the
needs during each year. All companies were also found to be financing every year in
firm infrastructure such as software development for management of operations,
information, accounting, improving customers and suppliers relations and management
information system regularly. This qualitative data collected indicates that all the
companies are investing finances directly or indirectly in the value chain in edible oil

industry and Kenya and this financing is affecting the financial performance. To do
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further analysis out of different financing which financing is effecting and how it is
effecting in the value chain correlation and regression analysis was carried out as

indicated.

4.4 Correlation Analysis

The study also conducted a Pearson product-moment correlation coefficient to assess
the relationship between the independent variables and composite index of dependent
variable. The Pearson’s product-movement correlation coefficient (r) was used to
establish the statistical measure of the strength of the relationship. Its value ranges from
-1to +1. Cross tabulation was used to compare the relationship between the variables.

The results of correlation analysis are presented in table 4.4.

Raw material purchase through suppliers contract with import of raw material. Raw
material import with inventory management. Inventory management with inbound
logistic, human resource management, Procurement cost and Firm size. Creditors
management with prepayments and service cost. Prepayment with service cost.
Inbound logistic with firm infrastructure. Outbound logistic with operations cost,
marketing and sales, service cost and firm capital structure. Operations cost with
marketing and sales, service cost and firm capital structure. Marketing and sales with
service cost. firm infrastructure with human resource management, Procurement cost.
Human resource management with technical development cost, procurement cost and
firm size. Technical development with procurement cost and firm size. Procurement

cost with Firm size.
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Table 4.4: Correlation of financing independent variables and financial performance

Covariates Financial RM RM Inventor Creditors Debtors Prepa Inboun Outbound Operati Marketing Service Firm Humon Technical Procurene Firm Firm
performan throug import y managem manage ymen d logistic ons and sales cost infrastruct resource develop nt cost Size Capital
ce h Manage ent ment ts logistic cost ure managem ment structure

contrac ment ent cost
t

Financial 1

performance

RM through -0 1

contract
(0.97)

RM import -0.04 - 1

0.9(.00
(0.704) 0***)

Inventory 0.008 -0.15 0.427(0. 1

Managemen (0.942) (0.167) 0001***

t )

Creditors 0.09 -0.08 -0.05 -0.1 1

managemen (0.418) (0.45) (0.629) (0.383)

t

Debtors -0.05 0.1 -0.06 -0.03 0.045 1

managemen (0.639) (0.367) (0.559) (0.785) (0.682)

t

Prepayment 0.11 -0.06 -0.02 -0.02 0.953 0.074 1

s (0.57) (0.891) (0.846) (0.000*** (0.506)

(0.32) )
Inbound 0.023 0.01 -0.25 -0.47 -0.05 -0.16 -0.12 1
logistic (0.834) (0.929) (0.023) (0.000** (0.684) (0.151) (0.28
*) 4)
Outbound 0.497 -0.4 0.339 0.08 -0.02 -0.28 -0.04 0.142 1
logistic (0.000***) (0.0002 | (0.002) (0.467) (0.844) (0.01**) (0.73 (0.197)
) 6)
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Operations 0.485 - 0.316 0.017 -0.01 -0.29 -0.03 0.203 0.988 1
cost (0.000***) | 0.4(.00 | (.003**) (0.878) (0.962) (0.007** | (0.78 (0.064) | (.000%**)
02%*¥) ) 2)
Marketing 0.432 -0.24 0.286 0.369 -0.01 0.026 -0 0.285 0.684 0.669 1
and sales (0.000%**) | (0.026* | (0.008** | (0.0005* | (0.955) (0.813) (0.96 | (0.009*% | (0.000%** | (0.000*
) ) *) 8) *) ) **)
Service cost 0.34 -0.24 0.151 0.102 0.76 0.024 0.802 | 0.182 0.445 0.457 0.528 1
(0.002**) (0.027) (0.171) (0.358) (0.000*** (0.828) (0.00 (0.098) (0.000*** (0.000* (0.000***
Firm -0.14 -0.21 -0.15 -0.56 0.185 -0.12 0.063 | 0.414 0.079 0.124 -0.21 0.044 1
infrastructur (0.192) (0.05%*) (0.17) (0.000) (0.092) (0.278) (0.56 (0.0001 (0.477) (0.262) (0.057) (0.693)
Human 0.175 -0 -0.39 -0.56 ( 0.378 ( -0.09 0.284 0.536 0.08 0.137 -0.06 0.29 0.618 1
resource (0.111) (0.976) (0.0002 0.000** 0.0004**) (0.412) (0.00 (0.000* (0.468) (0.214) (0.596) (0.008** (0.000***
managemen **) *) 9**) **) ) )
t
Technical 0.054 -0.19 -0.11 -0.37 0.15 0.083 0.035 0.291 0.052 0.099 -0.06 0.064 0.332 0.396 1
developmen (0.625) (0.076) (0.339) (0.0005 (0.173) (0.456) (0.75 (0.007* (0.637) (0.373) (0.611) (0.565) (0.002**)
t cost **) 2) *) (0.0002
***)
Procuremen 0.252 -0.22 -0.15 -0.46 0.128 -0.07 0.032 0.388 0.157 0.189 -0.03 0.094 0.629 0.605 0.572 1
t cost (0.021%) (0.04*) (0.178) (0.000** (0.245) (0.524) (0.77 (0.0003 (0.154) (0.086 ) (0.766 ) (0.395) (0.000***
*) 3) ) ) (0.000%**
) (0.000**
*)
Firm Size 0.021 0.368(. 0.028 0.51 -0.33 0.074 -0.21 -0.43 ( -0.15 -0.23 0.078 -0.25 -0.74 -0.7 -0.62 -0.74 1
(0.848) 0006** (0.804) (0.000** (0.002**) (0.505) (0.05 0.000* (0.17) (0.039* (0.482) (0.022** (0.000*** (0.000%***)
*) *) 3) **) ) ) ) (0.000%**
) (0.000**
*)
Firm Capital 0.44 -0.19 0.269 0.091 0.014 -0.14 0.072 0.038 0.472 0.456 0.326 0.314 -0.14 -0.1 -0.2 -0.21 0.241
structure (0.000*** ) (0.077) (0.013%) (0.409) (0.898) (0.51 (0.732) (.000***) (.000** (0.003*) (0.004** (0.199) (0.062) (0.06) (.027
(0.22) 5) *) ) (0.382) 2%%)
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Table 4.4 indicates the strength and direction of correlation together with P-values of
each relationship between all independent and moderating variables with financial.
Level of significance (P-value) of each relationship is indicated with one * at 5% level
and two ** at 1 % level of significance and three *** for .01% level of significance.
Further the study has summarized the strength and direction of correlation for the five
(5) specific objectives including moderating variable with their measurement (r ) and
explained their strength (P-value) and direction.

Table 4.5 summarizes the results of Pearson’s product-movement correlation
coefficient (r) and significant value (P) for financing in raw material & operations with

financial performance.

Table 4.5: Correlation of financing in raw material & operations with

financial performance

Covariates Financial Purchase of material through  Import of raw
Performance  Supplier Contracts material

Financial Performance 1

Purchase of material through -0 (0.97) 1

Supplier Contracts

Import of raw material -0.04 (0.704)  -0.9 (.000***) 1

Note: * - p-value < 0.05, ** - p-value < 0.01, *** - p-value < 0.0001
Source: Researcher, (2015)

The relationship between financing in purchase of material through Supplier Contracts
and financial performance in edible oil industry has a negative correlation between the
two variables, (r = - 0, p = 0.97) and the relationship between financing in import of
material and financial performance in edible oil industry has a negative correlation
between the two variables, (r = - 0.04, p = 0.704) and not significant. In Overall, there

was a weak negative correlation between financing in raw material purchase &
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operations with financial performance in edible oil industry in Kenya. Increase in
financing in raw material and operation is correlated with decrease in financial
performance. Further as shown in table 4.5 financing in raw material & operations
variable was not significant at 5% level of significance. However import of raw
material is more significant at 5% level of significance than the purchase of raw
material through supplier contract. Another study in which raw material financing
through suppliers contract was studied by Bijman (2008) in which he tested and
confirmed that efficiency in contracts is attained by ensuring relationship between farm

and firm which improve the financial performance.

The second objective of study which is financing of working capital was measured
using inventory management, creditor’s management, debtor’s management and
prepayments. Table 4.6 summarizes the results of Pearson’s product-movement
correlation coefficient (r) and significant value (P) for financing in working capital with

financial performance.
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Table 4.6: Correlation of Financing working capital with financial

performance

Covariates Financial Inventory Creditors Debtors Prepay
Performance management management management  ments

Financial 1

Performance

Inventory 0.008 (0.942) 1

management

Creditors 0.09 (0.418) -0.1 (0.383) 1

management

Debtors -0.05 (0.639) -0.03 (0.785) 0.045 (0.682) 1
management

Prepayments 0.11 (0.32) -0.02 (0.846) 0.953 0.074 (0.506) 1

(0.000***)

Note:- * - p-value < 0.05, ** - p-value < 0.01, *** - p-value < 0.0001
Source: Researcher (2015)

The relationship between inventory management and financial performance in edible
oil industry has a positive correlation between the two variables (r = 0.008, p = 0.942),
that between financing in creditors management and financial performance in edible oil
industry also gave positive correlation between the two variables (r = 0.09, p = 0.418)
and not significant, while the relationship between financing in creditors management
and financial performance in edible oil industry returned a negative correlation between
the two variables (r = - 0.05, p = 0.639) and not significant.The relationship between
financing in prepayments and financial performance in edible oil industry also gave a
positive correlation between the two variables (r = 0.11, p = 0.32) and not significant.
In overall, there was a weak positively correlation between financing in working capital
with financial performance in edible oil industry in Kenya. Increase in financing in
working capital is correlated with increase in financial performance. Further as shown
in table 4.6 financing in working capital variables was not significant at 5% level of

significance. However prepayments are more significant at 5% level of significance
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compare to inventory management, creditor’s management and debtor’s management.
Week positive correlation means not significant relationship between financing
working capital and financial performance but direction is positive means more
financing helps in improving the financial performance. This result is similar to the
result found in a study of inventory management by (Rai & Singh, 2011) confirming
sufficient financing helps in optimization of material flow and improve financial
performance. Another study of (Burkart & Ellingsen, 2004) empirically tested and
confirms that companies simultaneously give and take credit and gap in debtors and
creditors should be properly assessed and financed to optimize financial performance.

The third objective of study which is financing in primary activities was measured with
inbound logistics, outbound logistic, operations cost, marketing & sales and service.
Table 4.7 summarizes the results of Pearson’s product-movement correlation
coefficient (r) and significant value (P) for financing in primary activities with financial

performance.
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Table 4.7: Correlation analysis of financing primary activities and

financial performance

Covariates Financial Inbound Outbound Operations Marketing  Serv
Performance  logistics logistics cost & Sales ice
Financial 1
Performance
Inbound 0.023(0.834) 1
logistics
Outbound 0.497 0.142 1
logistics (0.000%**) (0.197)
Operations 0.485 0.203 0.988 1
cost (0.000%**) (0.064) (.000%**)
Marketing &  0.432 0.285 0.684 0.669 1
Sales (0.000***) (0.009**) (0.000***) (0.000***)
Service 0.34 (0.002**)  0.182 0.445 0.457 0.528 1
(0.098) (0.000%**)  (0.000***  (0.000***)
)

Note:- * - p-value < 0.05, ** - p-value < 0.01, *** - p-value < 0.0001
Source: Researcher (2015)

The relationship between inbound logistics and financial performance in edible oil
industry has a positive correlation between the two variables (r = 0.023, p = 0.834) and
not significant, that between financing in outbound logistics and financial performance
in edible oil industry has a positive correlation between the two variables (r = 0.497, p
= 0.000) and very significant, the relationship between financing in operations cost and
financial performance in edible oil industry has a positive correlation between the two
variables (r = 0.485, p = 0.000) and very significant, that between financing in
marketing & sales and financial performance in edible oil industry has a positive
correlation between the two variables (r = 0.432, p = 0.000) and very significant, while
the relationship between financing in service and financial performance in edible oil
industry also has a positive correlation between the two variables, (r = 0.34, p = 0.002)

and very significant. In overall, there is a moderate positive correlation between



85

financing in primary activities with financial performance in edible oil industry in
Kenya. An Increase in financing in primary activities is medium positively correlated
with increase in financial performance. Further as shown in table 4.7 among the
primary activities outbound logistic (r = 0.497, p = 0.000) and very significant,
operations cost (r = 0.485, p = 0. 000) and very significant, marketing & sales (r =
0.432, p = 0. 000) was very significant at .01 % level of significance and service (r =
0.34, p = 0. 002) is significant at 1% level of significance. However inbound logistics is
not significant at 5% level of significance. The positive and significant relationship
found between primary activities and financial performance in study postulates that
financing in primary activities improving the relationship significantly and improves
with further financing. In another study by Boon-itt and Wong (2011) indicated the
effects of technological and demand uncertainties on the relationship between supply
chain integration (inbound logistic) and customer delivery performance (outbound
logistic ) and its effects on financial performance. Another study of Mensah, Diyuoh,
and Oppong, (2014) tested Supply Chain Management Practices and its Effects on The
Performance of Kasapreko Company Limited in Ghana and found positive correlation
between primary activities and financial performance same as this study. Another study
by Alvarado and Kotzab, (2001) empirically tested the Supply chain management with
integration of logistics in marketing and sales and found the positive relationship
between the inbound logistic, outbound logistic and financial performance similar to

this study.
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The forth objective of study which is financing in support activities was measured with
firm infrastructure cost, human resource management cost, technology development
cost and procurement cost. Table 4.8 summarizes the results of Pearson’s product-
movement correlation coefficient (r) and significant value (P) for financing in support

activities with financial performance.

Table 4.8: Correlation of financing support activities with financial

performance
Covariates Financial Firm Human Technolo Procureme
Performanc infrastructu resource ay nt cost
e re cost management  Develop
cost ment
cost
Financial Performance 1
Firm infrastructure cost -0.14 (0.192 1
)
Human resource 0.175 0.618 1
management cost (0.111) (0.000%** )
Technology Development 0.054 0.332 0.396 1
cost (0.625) (0.002**)  (0.0002 ***)
Procurement cost 0.252 0.629 0.605 0.572 1
(0.021%) (0.000%** ) (0.000 ***)  (0.000**
*
)

Note:- * - p-value < 0.05, ** - p-value < 0.01, *** - p-value < 0.0001
Source: Researcher (2015)

The relationship between firm infrastructure cost and financial performance in edible
oil industry has a negative correlation between the two variables (r = - 0.14, p = 0.192)
and not significant, that between financing in human resource management cost and
financial performance in edible oil industry has a positive correlation between the two
variables (r = 0.175, p = 0.111) and not significant, while the relationship between
financing in technology development cost and financial performance in edible oil

industry has a positive correlation between the two variables (r = 0.054, p = 0.625) and
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not significant, and that between financing in procurement cost and financial
performance in edible oil industry has a positive correlation between the two variables
(r = 0.252, p = 0.021) and significant. In overall, there was a medium positive
correlation between financing in support activities with financial performance in edible
oil industry in Kenya. Increase in financing in support activities is medium positively
correlated with increase in financial performance. Further as shown in table 4.8, among
the support activities only procurement cost (r = 0.252, p = 0.021) was significant at
5% level of significance. However human resource management cost is more
significant at 5% level of significance compare to firm infrastructure cost and
technology development cost. In an another study by (Baltacioglu et al., 2007) indicate
that managers should concentrate on the value chain practices ( Support activities )
which has stable effect and positive relationship with performance of the firm. Another
study by Mensah, Diyuoh and Oppong, (2014) conclude that value chain practices
significantly influence business performance as found in current study. Another study
by Yap and Tan (2012) determined the positive relationship between value chain
practices and firm financial performance which is also established in the current study.

The fifth objective of study was moderating variable firm characteristics and was
measured with firm size annual sale and firm capital structure. Table 4.9 summarizes
the results of Pearson’s product-movement correlation coefficient (r) and significant

value (P) for moderating variable with financial performance.
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Table 4.9: Correlation of firm characteristics with financial performance

Covariates Financial Firm Size Annual Firm Capital
Performance Sale structure

Financial 1

Performance

Firm Size Annual 0.021 (0.848) 1

Sale

Firm Capital structure  0.44 (0.000***) 0.241 (.0272**) 1

Note:- * - p-value < 0.05, ** - p-value < 0.01, *** - p-value < 0.0001
Source: Researcher (2015)

The relationship between firm size annual sales and financial performance in edible oil
industry has a positive correlation between the two variables (r = 0.14, p = 0.192) and
not significant, while that between firm capital structure and financial performance in
edible oil industry has a positive correlation between the two variables (r = 0.44, p =
0.000) and very significant. In overall, there was a medium positive correlation
between moderating variable firm characteristics with financial performance in edible
oil industry in Kenya. An Increase in firm characteristics is positively correlated with
increased financial performance. Further as shown in table 4.9, among the moderating
variables, only firm capital structure (r= .44 p =.0.000) was very significant at 5% level
of significance however other variable firm size annual sales was not significant. In a
study by Kim, Liu, and Rhee, (2003) empirically tested the effect of Firm Size on
Earnings of the companies and found positive relationship between the size and
financial performance the same is found in this study and both studies found
relationship very significant. Another empirically study by Kamau (2010) indicated
significant positive relationship between capital structure and financial performance in
insurance industry in Kenya. Similarly our study found positive significant relationship

between capital structure and financial performance.
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4.5 Diagnostic Tests (Pre-Estimation)

Various pre-estimation tests were conducted to bring out the best quality results. The
tests included Unit root test to ensure stationary in data, and multi-collinearity test to
ensure that independent variables are not correlated, Hausman test to help in selection
of suitable modal for our data between the fixed effect model and random effect
modal. For multi-collinearity tests Variance Inflation Factor (VIF) Test was conducted
and all variables with more than 10 (VIF) were removed one by one from the model

until VIF for all the variables included came with in 10.

4.5.1 Unit Root Test (Stationarity)

The unit root test was conducted on the variables in the model to ensure there is no
stationarity effect in the model. The Levin, Lin, and Chu test was used since the study
has 12 companies with total 84 observations from 7 time periods. The Levin-Lin-Chu
(LLC) tests have as the null hypothesis that all the panels contain a unit root.

Table 4.10: Unit root test Stationarity

Description Statistic p-value
Unadjusted t -8.8e+02

Adjusted t* -8.8e+02 0.0000
Number of panels = 12

Number of periods= 7

Note:- Time trend: Included Cross-sectional means removed ADF regressions: 1 lag
LR variance: Bartlett kernel, 6.00 lags average (chosen by LLC)
Source: Researcher, 2015

Based on the results of Levin-Lin-Chu unit-root test, p-value is 0.000. The test rejects
the null hypothesis and confirms that panels are stationary and do not contain the unit
root. Based on the result of unit root test therefore, the study found that panel data

regression model can be run using panel data.
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4.5.2 Multi-Collinearity Test

Since multi-collinearity is only about independent and moderating variables, there is no
need to control for individual effects especially in panel data. To test multi-collinearity
Variance Inflation Factors (VIF) were computed for all the independent variables and
moderating variables in the panel data. The independent or moderating variables with
high VIF values more than 10 were removed. Test was rerun to calculate the VIF of the
remaining variables. In this process independent variables import of raw material
highest VIF from financing in raw material & operations and financing in prepayments
with VIF of 116.97 from financing in working capital, financing in operations cost with
VIF of 72.99 and in next round services with VIF of 13.37 from primary activities were
removed. These four variables were causing maximum multi-collinearity and having
VIF of more than 10. Table 4.11 summarizes all the independent variables and
moderating variables with VIF less than 10 and were included in the model.

Table: 4.11: Multi-Collinearity test

Variable VIF | VIF Tolerance | Sq. of
Sq. Tolerance

Purchase of Raw Material through supplier 1.94 | 1.3 0.5159 0.4841
contracts

Inventory management 3.36 | 1.83 0.298 0.7020
Creditors management 1.64 | 1.28 0.6088 0.3912
Debtors management 1.70 | 1.3 0.5884 0.4116
Inbound Logistic 3.99 | 2 0.2505 0.7495
Outbound logistic 5.15 | 2.27 0.1943 0.8057
Marketing and Sales 6.57 | 2.56 0.1523 0.8477
Firm Infrastructure cost 3.02 | 1.74 0.3309 0.6691
Human Resources management cost 3.20 | 1.79 0.3129 0.6871
Technology Development 197 | 1.4 0.5078 0.4922
Procurement Cost 2.74 | 1.66 0.3646 0.6354
Firm Size 6.35 | 2.52 0.1574 0.8426
Firm Capital structure 1.83 | 1.35 0.545 0.4550
Mean VIF of all selected variables 3.34

Source: Researcher, 2015
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VIF for all the variables included in the model have a mean VIF of 3.34 (recommended
cut off is less than 10) and all individual VIF of all the selected variables is also less
than 10. This confirms that selected variables included in the model will not have
correlation problem among themselves. This now meant that panel data regression
model could be used with the selected variables after conducting the Hausman test to

select the best model for our data fixed effect model or random effect model.

4.5.3 Hausman Test

The study conducted the Hausman test to select the best model between fixed effects or
random effects considering the panel data of the study. In hausman test the null
hypothesis is that the preferred model is random effects model and alternative
hypothesis is use fixed effects model. It basically tests whether the unique errors (ui)
are correlated with the regressors, the null hypothesis is they are not correlated. There
should be no systematic difference between the two estimators. If there exists a
systematic difference in the estimates, then there is reason to doubt the assumptions on
which the efficient estimator is based. If the P-value is less than .05 fixed effect model
will be used otherwise random effect model will be used. Table 4.12 below summarizes
the results of fixed effect model, random effect model and the difference between the

two models.



92

Table 4.12: Hausman test for selection of model

Covariate Fixed | Random | Difference | standard
Effect | Effect between error (SE)
Model | Model FEM and

REM

Purchase of Raw Material through supplier contracts | -0.2354 | 0.3226 -0.5580 0.2033

Inventory management -1.5302 | -1.5353 | 0.0051

Creditors management -1.0416 | -0.1791 -0.8625

Debtors management -1.1590 | -0.8642 | -0.2948

Inbound Logistic -4.6807 | -7.0479 | 2.3672

Outbound logistic -2.3934 | 2.5602 -4.9536

Marketing and Sales -3.0011 | 21.6755 | -24.6767

Firm Infrastructure cost -1.8050 | -4.5299 | 2.7249

Human Resources management cost 0.8929 | 2.3625 -1.4696

Technology Development cost 1.3663 | -0.1684 1.5347

Procurement Cost 6.2049 | 11.6738 | -5.4690 .

Firm Size annual sale (Moderating Variable) 2.1491 | 0.2571 1.8920 0.2162
0.0491 | 0.2120 -0.1629 0.0904

Firm Capital structure (Moderating Variable)

Source: Researcher, 2015

Results of fixed model effects are consistent under Ho and Ha obtained from Hausman

test and results of random effect model are inconsistent under Ha and efficient under

Ho obtained from Hausman test. Now, the study tested the difference of the two tests

considering Ho is difference in coefficients not systematic. The chi square test was

2 2
conducted X (10) = 515.28 and Probability of result greater then X =

0.0000

indicating that a fixed effect model is more appropriate. Based on husman test Fixed

Effect model was adopted for conducting panel data regression model in the study.

4.6 Panel Data Regression

The study conducted the Panel data regression analysis based on the conceptual

framework and the multiple variate analysis model developed in chapter 3. In this




93

section of the study the explanatory multivariate method of Panel data regression
analysis was used to analyze correlations between variables and establishing the
validity of the Panel data regression models. Study further tested independent variables
(Raw material, working capital investment in Inventory, creditors, debtors and Primary
activity cost through inbound logistic, outbound logistic, marketing and sales, and
support activities through firm infrastructure, Human resource cost, technology
development, procurement cost) against the dependent variable financial performance.
The model developed in the study is used to evaluate the dependent variable and
independent variables:-

Yie = Bo+ BiRM; + By WG + [aPA; + BudAi + Uy
Based on the measurement of financial performance the study tested the following variations of
the model.
Sub model 1 with return on investment
Sub model 2 with return on Equity

Sub model 3 with Tobin Q

Sub model 4 with composite of financial performance

4.6.1 Value chain financing regressed with Financial performance (ROI)
The study regressed all independent variables against return on investment and results

are summarized in the table 4.13.
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Table 4.13: Regression Results with Financial Performance (RO 1)

Variables Values
Financial Performance ( Return of Investment) Coef. (B) P-value
Purchase of Raw Material through supplier contracts 0.02 0.925
Inventory management -0.27 0.638
Creditors management -1.75 0.254
Debtors management 0.01 0.993
Inbound Logistic -2.01 0.217
Outbound logistic 2.52 0.455
Marketing and Sales 10.61 0.06
Firm Infrastructure cost -2.58 0.0001
Human Resources management cost -0.02 0.98
Technology Development -1.59 0.019
Procurement Cost 3.29 0.008
Constant o 0.18 0.599

Note:- Regression Statistics of the model sd of residuals within groups = 0. 0943

Overall error term =  0.6353 F(11,61) = 6.87 P-value = 0.000 rho =
0. 6353 R-sgr = 0.5534

Significant at .05 level
Source: Researcher, (2015)

Table 4.13 indicate that the coefficients of the model are significantly different from 0

and the P-value 0.000 is less than 5%. Besides global significance test, there are also

analyzed significance tests of individual coefficients for each explanatory variable in

the model. Fisher theoretical value for 11 degrees of freedom for a significance level a

= 5% is 2.82, indicating the Inverse of the Right-Tailed F Probability Distribution for a

Specified Probability. Overall regression is significant because F * (11,61) value 6.87 is
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greater than F theoretical value (2.82), indicating that the regression model is well
built. Also, the coefficient of determination shows a good linear model that explains the
phenomenon of the change in the eleven analyzed variables according to the
explanatory variables in an amount of 55,39%. The remaining 44.61% is about the
influence of unregistered or not considered factors affecting the financial performance

of edible oil industry in Kenya.

Holding all other variables constant each edible oil company has fo = 0.18 units of
financial performance with a probability of 0.599. The results also indicate that firm
infrastructure cost (P-value = 0.001) and procurement cost (P-value = 0.008) and
technology development (P-value = 0.019) are significantly and affecting financial
performance at 5% level of significance. Marketing and sales and other independent
variables are not significant at 5% level of significance. In a different study by Wagner,
Grosse, Ruyken, and Erhun, (2012) empirically established the relationship between the
value chain strategies and their financial impact which was continuing shaping up in
the firm and measuring financial performance with return on investment and found
significant relationship between financial performance and value chain strategy.
Another study According to Beerentsen (2012), the financial Value Chain management
influences the profitability measured by return on invested capital (ROIC) According to
this study supply chain finance is a financial solution that provides win-win outcomes
for all the participants in the supply-side Value Chain and can increase corporate
economic power in the marketplace and remain competitive. An empirical study by

Rostami, Jalali, and Nazem, (2013) showed that Value Chain management helps the
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firm to achieve the true return on investment. The study further established that the

supply chain finance is a financial solution that provides win-win outcomes for all the

participants in the supply-side Value Chain. All these studies increase in financial

Performance of the firm. The study regressed independent variable with return on

investment r-sqr value explaining variation is 55.34 %. This result will be compared

with the result of return on investment and tobin Q to finalize our model which explain

the maximum variation in the financial performance of edible oil manufacturing

companies in Kenya.

4.6.2 Value Chain Financing Regressed with Financial Performance (ROE)

The study regressed all independent variables against return equity and results are

summarized in the table 4.14.

Table 4.14: Regression Analysis Results with Financial performance (ROE)

Variables Values

Financial Performance ( Return of equity) Coef. (B) P-value

Purchase of Raw Material through supplier contracts 0.07 0.838
Inventory management -0.88 0.376
Creditors management -4.31 0.099
Debtors management -0.21 0.873
Inbound Logistic -3.83 0.166
Outbound logistic 7.3 0.203
Marketing and Sales 11.84 0.218
Firm Infrastructure cost -5.11 <0.001
Human Resources management cost 0.26 0.824
Technology Development -2.94 0.011
Procurement Cost 4.88 0.022
Constant 30 0.61 0.311

Note:- sd of residuals within groups = 0.1579 over all error term
6.92 P-value = 0.000 rho= 0.0.6228 R-sqgr = 0.5553
Significant at .05 level

Source: Researcher, (2015)

= 0.1216 F(11, 61) =
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Table 4.14 indicate that the coefficients of the model are significantly different from 0
and the P-value 0.000 is less than 5%. Besides global significance test, there are also
analyzed significance tests of individual coefficients for each explanatory variable in
the model. Fisher theoretical value for 11 degrees of freedom for a significance level o
= 5% is 2.82, indicating the Inverse of the Right-Tailed F Probability Distribution for a
Specified Probability. Overall regression is significant because F * (11,61) value 6.92 is
greater than F theoretical value (2.82), indicating that the regression model is well built.
The coefficient of determination also shows a good linear model that explains the
phenomenon of the change in the eleven analyzed variables according to the
explanatory variables in an amount of 55,53%. The remaining 44.47% is about the
influence of unregistered or not considered factors affecting the financial performance

of edible oil industry in Kenya.

Holding all other variables constant, each edible oil company is expected to have B0 =
0.61 units of financial performance with a probability of 0.311. The results also indicate
that firm infrastructure cost (P-value = 0.001) and procurement cost (P-value = 0.022)
and technology development (P-value = 0.011) are very significantly and affect
financial performance at 5% level of significance. Other independent variables are not
significant at 5% level of significance. A study by (Fang, Worm, & Tung, 2008) also
considered shareholder value as financial performance measurement in his study and
this study also tested value chain on ROE as financial measurement to check which
measure of financial performance is best for our study. Study found r-sqr of 55.53% of

the variation is explained.
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4.6.3 Value Chain Financing Regressed with Financial Performance (Tobin Q)

The study regressed all independent variables against Tobin Q and the results are

summarized in the table 4.15.

Table4.15: Regression Results with Financial Performance (Tobin Q)

Variables Values
inancial Performance ( Tobin Q) Coef. (B) P-value
Purchase of Raw Material through supplier contracts 0.15 <0.001
Inventory management -0.33 0.01
Creditors management 0.01 0.964
Debtors management -0.25 0.146
Inbound Logistic -1 0.005
Outbound logistic -2.74 <0.001
Marketing and Sales -0.86 0.486
Firm Infrastructure cost 0.19 0.251
Human Resources management cost 0.41 0.006
Technology Development 0.26 0.077
Procurement Cost -0.48 0.078
Constant 3o 1.26 <0.001

Note:- sd of residuals within groups = 0. 0614 over all error term = 0. 01565 F(11, 61) =

7.35  P-value = 0.000 rho= 0.9390 R-sqr =0.5701
Significant at .05 level

Source: Researcher, (2015)

Table 4.15 indicate that the coefficients of the model are significantly different from 0

and the P-value 0.000 is less than 5%. Besides global significance test, there are also

analyzed significance tests of individual coefficients for each explanatory variable in

the model. Fisher theoretical value for 11 degrees of freedom for a significance level a

= 5% is 2.82, indicating the Inverse of the Right-Tailed F Probability Distribution for a

Specified Probability. Overall regression is significant because F * (11,61) value 7.35 is

greater than F theoretical value (2.82), indicating that the regression model is well built.

The coefficient of determination also shows a good linear model that explains the
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phenomenon of the change in the eleven analyzed variables according to the
explanatory variables in an amount of 57,01%. The remaining 42.99% is about the
influence of unregistered or not considered factors affecting the financial performance

of edible oil industry in Kenya.

Holding all other variables constant each edible oil company is expected to have 0 =
1.26 units of financial performance with a probability of 0.001. Study also indicate that
Purchase of raw material through suppliers contracts firm (P-value = 0.001), inventory
management (P-value = 0.01), inbound logistic (P-value = 0.005), outbound logistic (P-
value = 0.001), human resources management cost (P-value = 0.006) are very
significantly and affecting financial performance at 5% level of significance. Other
independent variables are not significant at 5% level of significance. Tobin Q alone as a
measure of financial performance has increase the explanation of model to 57.01 % and
maximum compare the ROl and ROE as a measure of financial performance and Tobin
Q has only been considered in intellectual property as in the study of Tawan semi
conductor business by Chen and Lung (2006) valuation and financial performance and

using tobin Q alone will not be representative to industry financial performance.

4.6.4 Value Chain Financing Regressed with Composite Index of Financial
Performance
The study regressed all independent variables against composite of financial

performance results are summarized in the table 4.16.



100

Table 4.16: Regression Results (Ivs with financial performance index)

Variables Values
Financial Performance ( Composite Index) Coef. (B) P-value
Purchase of Raw Material through supplier contracts 0 0.992
Inventory management -1.15 0.228
Creditors management -3.43 0.174
Debtors management -0.45 0.726
Inbound Logistic -4.86 0.069
Outbound logistic 6.12 0.27
Marketing and Sales 17.66 0.058
Firm Infrastructure cost -5.04 <0.001
Human Resources management cost 0.02 0.986
Technology Development -0.65 0.56
Procurement Cost 6.35 0.002
Constant 3o 0.67 0.248

Note:- sd of residuals within groups = 0.1595 over all error term = 0. 1176 F(11, 61) =

7.24 P-value = 0.000 rho= 0.6477 R-sqr = 0.5663

Significant at .05 level
Source: Researcher, (2015)

Table 4.16 indicates that the coefficients of the model are significantly different from 0
and the P-value 0.000 is less than 5%. Besides global significance test, there are also
analyzed significance tests of individual coefficients for each explanatory variable in
the model. Fisher theoretical value for 11 degrees of freedom for a significance level a
= 5% is 2.82, indicating the Inverse of the Right-Tailed F Probability Distribution for a
Specified Probability. Overall regression is significant because F(11,61) value 7.24 is
greater than F theoretical value (2.82),indicating that the regression model is well built.
The coefficient of determination shows a good linear model that explains the
phenomenon of the change in the eleven analyzed variables according to the
explanatory variables in an amount of 56,63%. The remaining 43.37% is about the
influence of unregistered or not considered factors affecting the financial performance

of edible oil industry in Kenya.
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Holding all other variables constant each edible oil company is expected to have p0 =
0.67 units of financial performance with a probability of 0.248. Study also indicate that
firm infrastructure (P-value = 0.001), procurement cost (P-value = 0.002) are very
significantly and affecting financial performance at 5% level of significance. Other
independent variables are not significant at 5% level of significance. This corroborates
the study by other authors in their studies (Guest, 2009; Crespi, 2010) also considered
composite financial performance index as our study did and adopted to measure
financial performance. This model explain 56.63 % variation in financial performance
maximum compare to individual ROI, ROE and tobin Q confirming composite
financial index is the best measure of financial performance for our data and hence the

study further tested the model along with moderating variables.

4.6.5 Regression Analysis Results with Moderating Variables
The study regressed all independent and moderating variables against composite of

financial performance results are summarized in the table 4.17 below.


http://www.sciencedirect.com/science/article/pii/S2340943615000791#bib0240
http://www.sciencedirect.com/science/article/pii/S2340943615000791#bib0135
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Table 4.17: Regression Results (Ivs and Mvs with financial performance index)

Variables Values
Financial Performance ( Composite Index) Coef. (B) P-value
Purchase of Raw Material through supplier contracts -0.23 0.386
Inventory management -1.55 0.063
Creditors management -1.03 0.623
Debtors management -1.15 0.276
Inbound Logistic -4.56 0.04
Outbound logistic -2.63 0.576
Marketing and Sales -3.76 0.659
Firm Infrastructure cost -1.86 0.097
Human Resources management cost 0.83 0.367
Technology Development 1.36 0.157
Procurement Cost 6.09 0.0001
Firm Size 2.14 0.0001
Firm Capital Structure 0.05 0.631
Constant 30 -3.23 0.0001

Note:- sd of residuals within groups = 0.3136 over all error term = 0.09457 F(13, 59) =

12,19 P-value = 0.000 rho= 0.9166 R-sqr =0.7287

Significant at .05 level

Source: Researcher (2015)

Table 4.17 indicate that the coefficients of the model are significantly different from 0
and the P-value 0.000 is less than 5%. Besides global significance test, there are also
analyzed significance tests of individual coefficients for each explanatory variable in
the model. Fisher theoretical value for 13 degrees of freedom for a significance level a
= 5% is 2.576, indicating the Inverse of the Right-Tailed F Probability Distribution for
a Specified Probability. Overall regression is significant because F(11,61) value 12.19
is greater than F theoretical value (2.576), indicating that the regression model is well
built. The coefficient of determination shows a good linear model that explains the
phenomenon of the change in the eleven analyzed variables according to the

explanatory variables in an amount of 72.87%. The remaining 28.13% is about the
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influence of unregistered or not considered factors affecting the financial performance

of edible oil industry in Kenya.

Holding all other variables constant each edible oil company is expected to have B0 = -
3.23 units of financial performance with a probability of 0.001. The results also indicate
that inbound logistic (P-value = 0.04), firm infrastructure (P-value = 0.001),
procurement cost (P-value = 0.001) and moderating variable firm size (P-value =
0.001), are very significantly and affecting financial performance at 5% level of
significance. Other independent and moderating variables are not significant at 5% or
10% level of significance. Another study by Eriotis, Vasilio, and Neokosmidi (2007)
empirically tested that larger firms are more likely to have a better credit rating thus
financial institutions are more willing to lend funds to larger firms (Eriotis, et al.,
2007). Therefore, this implies that larger firms should have higher leverage ratios and
in this study regression analysis found the similar result as model r-sqr changed to
72.87% from maximum r-sqr of 57.03 when the model was tested without moderating
variable. This confirms that firms with large size and capital structure get batter terms
for financing for value chain from the banks and financial institutions. Based on this

the study added firm characteristics as moderating variable in the final model.

4.6.6 Model Selection for the Study
The study summarized the results of various models tested to select the model and

result for testing the hypothesis formed to test the objectives of the study.
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Table 4.18: Model summary

Models Values
Model Details F Value Fisher R-squ | P- Rho
theoretical value
value
Regression results with ROI F(11,61)=6.87 | 2.82 55.34 | 0.0000 | 63.53%
including moderating variable
Regression results with ROE ROl | F(11,61) =6.92 | 2.82 55.53 | 0.0000 | 62.28%
including moderating variable
Regression results with Tobin Q F(11,61)=7.35 |2.82 57.01 | 0.0000 | 93.90%
ROI including moderating variable
Regression results with Composite | F(11,61) =7.24 | 2.82 56.63 | 0.0000 | 64.77%
financial index ROI including
moderating variable
Regression results with Composite | F(13,59) = 12.19 | 2.576 72.87 | 0.0000 | 91.66%
financial index including
moderating variable

Note:- rho = Statistical dependence between two variables
Significant at .05 level

Source: Researcher (2015)

Table 4.18 shows the results of five models adopted by the study. Further on
comparison of R-square value the model with moderating variable explain maximum
72.87 % of variance in financial performance of edible oil companies in Kenya. Based
on this study adopted the results of model 5 regression results of independent variable
and moderating variable with composite of financial performance index which explain
the maximum variance in financial performance of edible oil companies with rho of
91.66 indicating the statistical dependence between the two variables. Model is as
follows:-

Yit= Bo+ PiXuit + B2 Xait + BaXait + BaXait + B5Xmit + Uit

The study utilized the value of Po to B11 from selected model to evaluate the objectives

and test the hypotheses. panel data regression model provide a powerful method to
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analyze multivariate data. Considerable caution, however, must is observed when
interpreting the results of a panel data regression model analysis. Result of the selected

model for analysis and conclusion in the study are summarized below:-

Table 4.19: Regression Results (Ivs and Mvs with financial performance index)

Financial Performance ( Composite Index) Coef. (B) P-value
Purchase of Raw Material through supplier contracts -0.23 0.386
Inventory management -1.55 0.063
Creditors management -1.03 0.623
Debtors management -1.15 0.276
Inbound Logistic -4.56 0.04
Outbound logistic -2.63 0.576
Marketing and Sales -3.76 0.659
Firm Infrastructure cost -1.86 0.097
Human Resources management cost 0.83 0.367
Technology Development 1.36 0.157
Procurement Cost 6.09 0.0001
Firm Size 2.14 0.0001
Firm Capital Structure 0.05 0.631
Constant 30 -3.23 0.0001
Note:- sd of residuals within groups = 0.3136 over all error term = 0.09457 F(13, 59) =
12,19 P-value = 0.000 rho= 0.9166 R-sqr =0.7287

Source: Researcher (2015)

4.7 Testing of Hypotheses
The study tested all the five hypotheses of the study using the result of model in which
all independent and moderating variables were regressed with financial performance

index. Results of hypothesis testing are discussed in the following section.
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4.7.1 Financing Raw Material and Financial Performance
Hypothesis Hol which was that, Financing Raw material does not significantly affect
financial performance of the edible oil manufacturing firms in Kenya; was tested and

the results are as give on table 4.20 below.

Table 4.20: Effect of raw material financing on financial performance

Covariates M > R P B P-
value
Purchase of raw material through Supplier 0.3164 0.1345 -0 097 - 0.386
Contracts 0.2
3
Import of raw material 0.138 - 070 * *
0.4586 7 004 4

Note:- * Variable removed from model due to multi-collinearity

Source: Researcher, (2015)

Raw material consists of purchase of raw material through supplier contracts and
import of raw material from other countries. Descriptive statistics indicate that import
of raw material has more variation from mean compared to purchase of raw material
through suppliers contracts, while correlation analysis indicates a weak negative
relationship with financial performance meaning that the relationship is not significant

at the .05 (significance) level for both measurements of raw material variable.

As given on table 4.20, the regression results at 5 % level of significance, financing in
raw material purchased through supplier contracts ( P value 0.386) is not significant

and variable measurements of raw material have a p-value of more than 5%. Raw
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material was removed from the regression model due to multi-collinearity problem with
other variables in the study. Whereas financing of import of raw material variable was
removed from the model due to multi-colinearity with very high VIF, the study did not
rejected the null hypothesis at 5% level of significance indicating that financing of raw
material does not affect the financial performance significantly. Keeping the other
variables constant a unit increase in financing in raw materials index is expected to
cause financial performance index to decrease by 0.23 per unit. A study by Kamau,
Lawrence, Ricardo, and Ruerd, (2011) established the effect of certification of small
holders on the financial performance of coffee production after having suppliers
contract with farmers. The study by Guo et al., (2005) support that purchase through
contract farming improve financial performance. Another study (Birthal et al., (2005)
indicate that the supply of raw material through contract farming integrate small and
big farmers and improve the financial performance by reducing the cost of raw

material. This study’s findings confirm the findings of these previous studies.

4.7.2 Financing of Working Capital and Financial Performance
Hypothesis HO, which was that, Financing working capital does not significantly affect
the financial performance of the edible oil manufacturing firms in Kenya; was tested

and the results are as give on table 4.21 below.
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Table 4.21: Effect of Working Capital financing on financial performance

Covariates M )y R P B P-value

Inventory management 0.2612 0.298 0.008 0.942 -1.55 0.063
Creditors management 0.0344 0.0074 0.09 0.418 -1.03 0.623
Debtors management  0.1471 0.0165 -0.05 0.639 -1.15 0.276

Prepayments 0.0113 0.0025 0.11 032 * *

Note:- * Variable removed from model due to multi-collinearity

Source: Researcher, (2015)

Financing in working capital is measured by inventory management, creditor’s
management, debtor’s management and prepayments. Descriptive statistics indicated
that variation from the mean is maximum for debtor’s management and minimum for
inventory management. Working capital inventory, creditors and prepayments have
weak positive relationship while debtors management has a weak negative relationship
with financial performance and the relationship is not significant at the .05

(significance) level for any measurement of working capital.

As given on table 4.20, the regression results at 5% level of significance for inventory
management( P value 0.063), creditors management ( P value 0.623), debtors
management( P value 0.276) all the measurements of working capital variable have p-
values of more than 5%. Prepayment was removed from the regression model due to
multi-collinearity problem with other variables in the study. The null hypothesis was
not rejected at 5% level of significance indicating that financing of working capital

does not affect the financial performance significantly. Keeping the other variables



109

constant a unit increase in financing in inventory causes financial performance index to
decrease by 1.55 units while a unit increase in financing in creditors causes financial
performance index to decrease by 1.03 units. A unit increase in financing in inventory
on the other hand causes financial performance index to decrease by 1.15 units. This
finding is consistent with the findings by Afza and Nasir (2007), Wajahat, et al.,
(2010), which found no significant relationship between working capital management
and profitability. However a study by Ainapur and Vittal (2011) found that optimizing
Value Chain financing activities increases throughput, decreases inventory levels and
increases revenues, thereby improving the organization’s financial performance. The
study showed that the Value Chain financing maximize revenue and minimize cost.
Another study by Tanwari (2000), on ABC analysis as an inventory control technique

improve financial performance.

4.7.3 Financing in Primary Activities and Financial Performance

Hypothesis HO; which was that, Financing primary activities does not significantly
affect the financial performance of the edible oil manufacturing firms in Kenya; was
tested and the results are as give on table 4.22 below.

Table 4.22: Effect of primary activities financing on financial performance

Covariates V] z R P B P-value
Inbound logistics o402 00134 0.023 0.834 -4.56 0.04
Outbound logistics o278 0.0071 0.497 0.000 -2.63 0.576
Operations cost 0.0342 00086 0.485 0.000 * *
Marketing & Sales o260 0.0046 0432 0.000 -3.76 0.659
Service cost 0.0030 00008 0.34 0.002 * *

Note:- * Variable removed from model due to multi-collinearity

Source: Researcher, (2015)
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Financing in primary activities is measured by inbound logistics, outbound logistic,
operations cost, marketing & sales and service. Descriptive statistics indicated that
variation from the mean is maximum for marketing and sales and minimum for
inbound logistic. All Primary activities variables indicate moderate positive relationship
except inbound logistic which indicate weak positive relationship with financial
performance and relationship of outbound logistic, operations cost, marketing & sales
and service is very significant at the .05 (significance) level but relationship of inbound

logistic is not significant at 5% level of significance.

As per table 4.22 in the regression results at 5% level of significance, inbound logistic
is significant with p-value of 0.04 whereas outbound logistic ( P value 0.576),
operations cost (removed due to multi-collinearity), marketing & sales ( P value 0.659)
and service (removed due to multi-collinearity) which are the measurement variables of
primary activities all have p-values of more than 5% except inbound logistic ( P value
0.04), Operations cost and service cost were removed from the regression model due to
multi-collinearity problem with other variables in the study. The null hypothesis is
rejected at 5% level of significance for inbound logistic indicating that financing of
variable inbound logistic in primary activities does affect the financial performance
significantly. Keeping other variables constant, a unit increase in financing in inbound
logistic causes financial performance index to decrease by 4.56 units. The null
hypothesis for outbound logistic and marketing & sales is however not rejected at 5%
level of significance indicating that keeping other variables constant, a unit increase in

financing in outbound logistic causes financial performance index to decrease by 2.63
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units while a unit increase in financing in marketing and sales causes financial
performance index to decrease by 3.76 units. Similar results were found in the study by
Sundram, Ibrahim, and Govindaraju, (2011) which found that customer relationship
management (outbound logistic), strategic supplier partnership (inbound logistic), and
information quality (operations cost), affected the firm performance. Another study by
Li et al 2005 brought out a findings that effective SCM practices improve

organization’s market performance (marketing and sales ) and financial performance.

4.7.4 Financing of Support Activities and Financial Performance
Hypothesis HO, which was that, Financing support activities does not significantly
affect the financial performance of the edible oil manufacturing firms in Kenya; was

tested and the results are as give on table 4.23.

Table 4.23: Effect of support activities financing on financial performance

Covariates U ) r p B P-value
Firm infrastructure cost 0.0372 | 0.0186 | -0.14|0.192| -1.86 0.097
Human resource cost 0.1226 | 0.0298 | 0.175|0.111| 0.83 0.367
Technology Development Cost | 0.0324 | 0.0161 | 0.054 | 0.625 | 1.36 0.157
Procurement cost 0.03279 | 0.0118 | 0.252 | 0.021 | 6.09 0.001

Note:- * Variable removed from model due to multi-collinearity

Source: Researcher,(2015)

Financing in support activities is measured by firm infrastructure cost, human resource
management cost, technology development cost, procurement cost. Descriptive
statistics indicate that variation from the mean is maximum for human resource
management cost and minimum for technology development cost. All support activities

variables indicate moderate positive relationship except firm infrastructure cost which
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indicate weak negative relationship with financial performance. The relationship of
procurement cost is significant at the .05 (significance) level while relationship of firm
infrastructure cost, human resource management cost and technology development cost
are not significant at 5% level of significance; however firm infrastructure is more

significant than technology development and human resource management cost.

As given on table 4.23, the regression results at 5% level of significance, procurement
cost is very significant with p-value of 0.001 where as firm infrastructure cost ( P
value 0.097), human resource management cost ( P value 0.367), technology
development cost ( P value 0.157), all the measurements of variable support activities
have p-values more at 5% level of significance. The null hypothesis is rejected at 5%
level of significance for procurement cost indicating that financing of variable
procurement cost in support activities does affect the financial performance
significantly. Keeping the other variables constant, a unit increase in financing in
procurement cost causes financial performance index to increase by 6.09 units. The null
hypothesis for firm infrastructure cost, human resource management cost, and
technology development cost is rejected at 5% level of significance indicating that,
keeping the other variables constant a unit increase in financing in firm infrastructure
cost causes financial performance index to decrease by 1.86 units while a unit increase
in financing in human resource management cost causes financial performance index to
increase by 0.83 units. A unit increase in financing in technology development cost on
the other hand causes financial performance index to increase by 1.36 units. However

firm infrastructure cost is more significant than technology development cost, human
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resource management cost. In similar study by Chong and Chan (2010) found that
improving SCM practices (firm infrastructure) such as leadership, IT adoption
(technology development), customer orientation and training have significant impact on
service organizational performance. Another study by Lin et al., (2005) has also
supported the view that SCM practices such as quality management and supplier

relationship management (inbound logistic) improves organizational performance.

4.7.5 Firm Characteristics and Financial Performance

Hypothesis HOs which was that, Firm Characteristics do not significantly affect the
financial performance of the edible oil manufacturing firms in Kenya; was tested and
the results are as give on table 4.24 below.

Table 4.24: Effect of moderating variable on financial performance

Covariates U z r P B P-value
Firm Size Annual Sale 2.1381 | 0.1308 0.021 0.848 | 2.14 0.001
Firm Capital structure 0.6947 0.4162 0.44 0| 0.05 0.631

Source: Researcher,(2015)

Study conducted Baron and Kenny moderation analysis. If moderator moderating the
relationship between independent variable and dependent variable. Moderating variable
is measured by firm size annual sale and Firm capital structure. Descriptive statistics
indicate that variation from the mean is maximum for firm size annual sale and
minimum for firm capital structure. Both firm size annual sale variables and firm
capital structure indicate moderate positive relationship with financial performance.

The relationship of firm size annual sale is significant at the .05 (significance) level




114

while relationship of firm capital structure is not significant at 5% level of significance.
As given on table 4.24,the regression results at 5% level of significance, firm size
annual sale is very significant with p-value of 0.001 whereas firm capital structure (P-
value .0631) measurement of variable firm characteristics has a p-value is more at 5%
level of significance. The null hypothesis is rejected at 5% level of significance for firm
size annual sale indicating that this does affect the financial performance significantly.
Keeping the other variables constant a unit increase in firm size annual sale causes

financial performance index to increase by 2.14 units.

The null hypothesis for firm capital structure is not rejected at 5 % level of significance
indicating that unit increase in firm capital structure causes financial performance index
to increase by 0.05 units. A study by Razzaque et al., (2006) who examined earnings
management in textile sector of Bangladesh found similar results indicating the size of
firm has positive relation with earnings management. This corroborates the result of our
study. Another study by Kim, Liu, and Rhee, (2003) examined the relationship
between corporate earnings management and the firm size. They observed that
company size had a strong impact on the earning management a view similar to our
study which found firm size has a very significant effect on financial performance.
Another study that supports our study result on capital structure is that by Wacziarg,
Romain, and Welch, (2003). which found that organizations do not use their debt and
equity issuing and repurchasing activities to counter the mechanistic effects of stock
returns on their debt equity ratios. Most of the stock has 40% debt ratio dynamics. It

means remaining 60% ratio can be used to manipulate the capital structure, which has
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direct impact on cost of capital that leads to earning management and has a positive

effect on financial performance.

4.8 Post-Estimates Tests.

The study conducted diagnostic tests on post-estimation results obtained. The tests
include heteroscedasticity test Poi and Wiggins (2001), test of autocorrelation and
normality test to ensure that results of the model are applicable to all the edible oil

companies in Kenya.

4.8 Diagnostic Tests (Post-Estimation)

The study also conducted post-estimation tests to ensure that result of the study can be
generalized and used in the edible oil industry.

4.8.1 Heteroscedasticity Test

Hetroscedasticity test was conducted on the final model to ensure that our model is free
from hetroscedasticity. The study conducted the modified Wald test for group wise
heteroskedasticity in fixed effect regression model in which a random effects equation
is re-estimated and augmented with additional variables consisting of the original
regressors transformed into deviations-from-mean form. The test statistic is a Wald test
of the significance of these additional regressors. A large-sample chi-squared test
statistic is reported with no degrees-of-freedom corrections. Under conditional
homoskedasticity, this test statistic is asymptotically equivalent to the usual Hausman
fixed-vs-random effects test; with a balanced panel, the artificial regression and

Hausman test statistics are numerically equal.
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Table 4.25: Heteroscedasticity test results

Financial Performance ( Composite Index) Coef. (B) P-value

Purchase of Raw Material through suppliers contract -1.55 0.063
Inventory management -1.03 0.623
Creditors management -1.15 0.276
Debtors management -4.56 0.04
Inbound Logistic -2.63 0.576
Outbound logistic -3.76 0.659
Marketing and Sales -1.86 0.097
Firm Infrastructure cost 0.83 0.367
Human Resources management cost 1.36 0.157
Technology Development 6.09 <0.001
Procurement Cost 2.14 <0.001
Firm Size 0.05 0.631
Firm Capital Structure -3.23 <0.001
Constant -0.23 0.386

Note:- sd of residuals within groups = 0.3136 over all error term

12.19 P-value = 0.000 rho = 0.9166

= 0.0946 F(13,59) =

2
group wise hetergoskedasticity in fixed effect regression model HO: Chi square (X ) (12) =

88.87 Prob. > X = 0.0000

Source: Researcher, 2015

R-sqgr = 0.7290 Modified Wald test for

The results indicate that study data fits well at the .05 significance level with (F(13,59)

and p<.0000). R2 of .7290 indicate that this model accounts for 72.90 percent of the

total variance in the financial performance of edible oil companies. Based on the result

of the modified Wald test p-value =< 0.00000 (i.e. significant) leading to the

conclusion that there is no problem of heteroskedasticity in the model and results of

panel data regression model are valid and can be used for further predictions using the

model.
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Serial correlation tests apply to macro panels with long time series (over 20-30 years).

It is therefore not a problem in micro panels (with very few years). Serial correlation

causes the standard errors of the coefficients to be smaller than they actually are and

higher R-squared.

Wooldridge (2002) derived a simple test for autocorrelation in panel-data models which

was implemented by Drukker (2003). The test is performed in two steps. The first step

regresses the pooled (OLS) model in first difference and predicting the residuals

whereas the second stage regresses the residuals on its first lag and tests the coefficient

on those lagged residuals.

Table 4.26: Autocorrelation test results

Financial performance Coef. (B) | Robust Std. Err. | t-test P- value >t value
Purchase of Raw Material -0.0233 0.3366 -0.0700 0.9460
through suppliers contracts

Inventory management -0.3112 0.6165 -0.5000 0.6240
Creditors management 0.3371 1.7248 0.2000 0.8490
Debtors management 0.3464 0.7794 0.4400 0.6650
Inbound Logistic -1.9840 1.4544 -1.3600 0.2000
Outbound logistic 2.8407 3.9268 0.7200 0.4850
Marketing and Sales 5.2988 6.0143 0.8800 0.3970
Firm Infrastructure cost -0.8800 1.0134 -0.8700 0.4040
Human Resources management 1.2944 1.2236 1.0600 0.3130
cost

Technology Development 1.4796 0.6125 2.4200 0.0340
Procurement Cost 2.9407 1.7965 1.6400 0.1300
Firm Size 1.5740 0.5471 2.8800 0.0150
Firm Capital structure -0.0175 0.0576 -0.3000 0.7670

Note:- R-squared = 0.4693 Wooldridge test for autocorrelation in panel data HO: no first
9.081 Prob>F= 0.0118

order autocorrelation F( 1, 11)=

Source: Researcher, 2015
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The Woodridge test for serial correlation tests the null hypothesis, that there is no serial
correlation versus the alternative hypothesis that there is first-order autocorrelation.
This pooled OLS model fits the data not very well at the .05 significance level
(F=9.081 and p<.0118). R? of .4693 indicate that this model accounts for 46.93 percent
of the total variance in the financial performance of edible oil companies. When applied
to the data, the test yielded a p-value of .0118 indicating very significant at 5% level.
This implies that study should not reject the null hence the conclusion that the data does
have first-order autocorrelation. Results from this model can therefore be used for

predictions in edible oil industry in Kenya.

4.8.3 Normality Test
The study conducted the normality test to ensure that data is normally distributed and
meet the requirements for using the panel data regression model results to predict from

the model.
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Table 4.27: Skewness & Kurtosis Tests for Normality

- : 7 2
Variable Pr(Skewness) | Pr(Kurtosis) adj X Prob> X
Financial performance 0.008 0.5219 6.84 0.0327
Purchase of Raw Material through

contract 0.0004 0.8739 10.5 0.0053
Inventory management 0 0.0001 26.81 0
Creditors management 0.2418 0.1104 4.06 0.1316
Debtors management 0.9816 0.0234 5.07 0.0794
Inbound Logistic 0 0.0000 60.65 0
Outbound logistic 0.1003 0.6327 3.03 0.2203
Marketing and Sales 0.6595 0.8104 0.25 0.8818
Firm Infrastructure cost 0.0001 0.0152 16.74 | 0.0002
Human Resources management cost 0 0.0073 20.96 0
Technology Development 0 0.0004 26.3 0
Procurement Cost 0 0.0490 16.81 0.0002
Firm Size 0.0199 0.3073 6.09 0.0475
Firm Capital structure 0 0.0008 30.27 0

Source: Researcher, 2015

The dependent variable "Financial performance” satisfies the criteria for a normal

distribution. The skewness (0.008) and kurtosis (0.5151) were both between -1.0 and

+1.0. No transformation is necessary. After evaluating the dependent variable, the study

examined the normality of each independent variable with the dependent variable. As

given in table 4.27 values of all independent variables, the skewness and kurtosis are

both between -1.0 and +1.0 indicating that all independent variables are also normally

distributed.
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CHAPTER FIVE: SUMMARY CONCLUSIONS AND
RECOMMENDATION
5.1 Introduction
This chapter summarizes the results presented in the previous chapter and the study
conclusions. Recommendations for policy as well as those for further studies are

also made in this chapter.

5.2 Summary of the Study

The overriding purpose of this study was to determine the effect of value chain
financing on financial performance of edible oil manufacturing companies in
Kenya. Determining what value chain financing means and how this is relevant to
the edible oil industry in Kenya became very important during the literature review.
The descriptive method of research was utilized and the interview schedule for
companies’ executives, financial statements and Document review guide were used
for gathering data. Finance managers in the edible oil companies in Kenya were the
respondent’s in the interview while financial statements of companies under study
for the year 2008 to 2014 were reviewed using document review guide. A Panel
data regression model developed in chapter three was used for testing the hypothesis
formed for each of objectives in chapter one. The study then came up with the

following findings based on research objectives.

5.2.1 Effects of Raw Material Financing
The first objective of the study is to determine the effect of financing raw material

on the financial performance of the edible oil manufacturing companies in Kenya.
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The study measured financing in raw material by purchase of raw material through
supplier’s contract and import of raw material. Question of purchasing raw material
through supplier’s contract was supported by 2 companies (16.67%) out of 12
companies for financing raw material. The rest other 10 companies (83.33%) were
found to be financing raw material by purchasing in the open market in Kenya
instead of suppliers’ contract. All the 12 companies (100%) were found to be
financing the import of raw material. In addition to this, the study also found that all
the companies purchasing raw material in Kenya without suppliers contract.
Analysis of raw material purchase through supplier’s contract returned (p = 0.3164,
o =0.1345, r = -0.0 , p= 0.97, B = -0.23, P-value = 0.386) indicating week
relationship. This lack of significance represents negative effect on the financial
performance of edible oil companies. Import of raw material on the other hand has
(L =0.4586, 6 = 0.1387, r = -0.04, p= 0.704, Not included in the model) indicating
more variance from the mean of the cost of import of raw material. The relationship
is not significant at 5% and due to multi-collinearity with other variables it was
removed from the final model. The relationship between financing through
suppliers contract and import of raw material (r = -0.90 P = 0.000) has a highly
negative and significant relationship at 5% level of significance. Further financing
through suppliers contract and operations cost (r = -0.40 P = 0.0002) are also having

moderate negative relationship and is very significant at 5% level of significance.

5.2.2 Working Capital Financing
To establish the effect of financing working capital on the financial performance of
the edible oil manufacturing companies in Kenya. The study findings show that all

companies are financing working capital required for the operations.
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Edible oil Industry financing in working capital measured by inventory management
has a (1 = 0.2612, ¢ = 0.0298, r = 0.008, p= 0.942, B = -1.55, P-value = 0.063)
indicating a big variance from the mean of the inventory management and has week
positive non-significant relationship with financial performance. It also has a
negative association with financial performance and a significance level at .063.
Another variable, the creditors management has a (i1 = 0.0344, ¢ = 0.0074, r = 0.09,
p=0.418, B =-1.03, P-value = 0.623) indicating normal variation between mean and
standard deviation and week positive relationship and negative association with
financial performance. It is however not significant at 5% level. The other variable,
debtors management has (1 = 0.1471, 6 = 0.0165, r = -0.05, p= 0.639, p =-1.15, P-
value = 0.276) indicating large variation between mean and standard deviation. It
has a negative non-significant relationship and its association with financial
performance is negative. Prepayment as a variable on the other hand has (u =
0.0113, ¢ = 0.0025, r = 0.11, p= 0.32, Not included in the model) indicating
variation more than normal and moderate positive relationship with financial
performance. It was removed from the model because of multi-collinearity between
the variables. The relationship between financing import of raw material and
inventory management (r = -0.427, P = 0.001) is highly significant and negative.
Another very significant relationship is between financing creditors management
and prepayment (r = 0.953, P = 0.000) indicating strong positive relationship

between the two variables in the study.

5.2.3 Primary Activities Financing
To determine the effect of financing primary activities on the financial performance

of the edible oil manufacturing companies in Kenya, an analysis was done on the
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investment in warehouse and transportation for inbound logistic and out bound
logistic. Nine (9) companies (75%) out of 12 were found to be financing assets for
creating in-house facility while three (3) companies (25%) are hiring logistic
company for inbound and outbound logistic activities. The companies which are not
financing primary activities were taking it as operational cost during the year. This
affects the mean and standard deviation of the industry for inbound logistic,

outbound logistic, operations cost and ratios of the industry.

Edible oil Industry financing in primary activities measured by inbound logistic
gave (u = 0.0402, o = 0.0134, r = 0.023, p= 0.834, B = -4.56, P-value = 0.04)
indicating normal variation between the mean and standard deviation non-
significant positive relationship. The association with financial performance is
negative and significant at 5% level of significance. Outbound logistic has (u =
0.0278, o = 0.0071, r = 0.497, p= 0.000, B = -2.63, P-value = 0.576) indicating
normal variation from the mean and positive medium significant relationship; the
association with financial performance is negative and non-significant at 5% level
of significance. Another variable operations cost has a (u = 0.0342, 6 = 0.0086, r =
0.485, p= 0.000, Not included in the model) indicating the variation is hormal and
medium positive and significant relationship with financial performance and was
removed from the model due to multi-collinearity with other variables. Another
variable marketing and sales has a (u = 0.0260, o = 0.0046, r = 0.432, p=0.000, B =
-3.76, P-value = 0.659) indicating large variation between the mean and standard
deviation having significant medium positive relationship with financial
performance and negative non-significant association with financial performance.

The other variable service has a (u = 0.0030, ¢ = 0.0008, r = 0.34, p= 0.002, Not
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included in the model) indicate normal variation between mean and standard
deviation and having significant moderate positive relationship with financial
performance. The variable was removed from the model due to multi-collinearity
with other variables. The relationship between financing inventory management and
inbound logistic (r = -0.47, P = 0.000) is medium negative and very significant
affecting the cost. The relationship between financing debtors management and
outbound logistic (r = -0.28, P = 0.01) is moderate negative and significant

relationship effecting the cost.

5.2.4 Support Activities Financing

To establish the effect of financing support activities on the financial performance
of the edible oil manufacturing companies in Kenya, response to the question on
financing in firm infrastructure was looked into. All the twelve (12) companies
(100%) were found to finance firm infrastructure every year keeping the mean and
standard deviation of the industry unaffected due to financing in firm infrastructure

as all the companies finance.

Edible oil Industry financing in support activities measured by firm infrastructure
cost has (M = 0.0372, 6 = 0.0186, r = -0.14, p= 0.192, = -1.86, P-value = 0.097)
indicating normal variation between mean and standard deviation having non-
significant moderate negative relationship with financial performance. It returned
non-significant negative association with financial performance at 5% level of
significance. The other variable human resource management cost has (i = 0.1226,
o = 0.0298, r = 0.175, p= 0.111, B = 0.83, P-value = 0.367) indicating large

variation between the mean and standard deviation with non-significant moderate
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positive relationship with financial performance and the association is positive non-
significant at 5% level of significance. The variable technology development cost
has (U = 0.0324, o = 0.0161, r = 0.054, p= 0.625, p = 1.36, P-value = 0.157)
indicating normal variation between mean and standard deviation with non-

significant moderate positive relationship with financial performance.

It also has positive not-significant relationship at 5% level of significance. Another
variable procurement cost has a (n = 0.0327, o = 0.0118, r = 0.252 , p=0.021, B =
6.09, P-value = 0.001) indicating normal variation between mean and standard
deviation with significant moderate positive relationship with financial performance
and association with financial performance is also positive and very significant at
5% level of significance. The relationship between financing firm infrastructure cost
and human resource development cost (r = 0.618, P = 0.000) indicating very
significant and high positive relationship between the two variables. The
relationship between financing firm infrastructure cost and technical development
cost is (r = 0.332, P = 0.002) indicating very significant moderate positive
relationship between the two variables while the relationship between financing
firm infrastructure cost and procurement cost is (r = 0.629, P = 0.000) indicating

very significant high positive relationship between the two variables.

5.2.5 Firm Characteristics
Analysis was also done to determine the moderating effect of firm characteristics on
the relationship between value chain financing and financial performance of the

edible oil manufacturing companies in Kenya.
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Edible oil Industry firm characteristics measured by firm size annual sale returned
(n=2.1381, 6 = 0.1308, r = 0.021, p= 0.848, p = 2.14, P-value = 0.001) indicating
very large variation between the mean and standard deviation with non-significant
moderate positive relationship with positive and very significant association with
financial performance. Another variable firm capital structure has (u = 0.6947, ¢ =
0.4162, r = 0.44, p= 0.000, B = 0.05, P-value = 0.631) indicating normal variation
between mean and standard deviation having very significant medium positive
relationship with non-significant positive association with financial performance.
The relationship between financing firm size and firm capital structure (r = 0.241, P
= 0.0272) is also significant indicating positive relationship between the two

variables.

5.3 Conclusions of the Study
After reviewing data and analyzing each objective of the study, conclusions were
drawn based on the finding of the study. The study adopted the financial

performance index model which showed the best fit regression model.

5.3.1 Effect of Financing in Raw Material & Operations.

The study concludes that the companies financing in purchase of material through
supplier’s contract P value at 5% level of significance is 0.386 and beta value -0.23
do not have significant relationship to the financial performance. Import of raw

material was removed from the study due to Multicollinearity.
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5.3.2 Effect of Financing in Working Capital

Based on the findings, the study concludes that the companies financing in working
capital through inventory management P value at 5% level of significance is 0.063
and beta value -1.55, debtors management P value at 5% level of significance is
0.276 and beta value -1.15 and creditors management P value at 5% level of
significance is 0.623 and beta value -1.03 do not have significant relationship to

the financial performance.

5.3.3 Effect of Financing in Primary Activities

On financing in primary activities, the study concludes that the companies financing
in primary activities through inbound logistic P value at 5% level of significance is
0.04 and beta value -4.56 have very significant effect on financial performance and
companies financing in primary activities through outbound logistic P value at 5%
level of significance is 0.576 and beta value -2.63, operations cost removed due to
Multicollinearity, marketing and sales P value at 5% level of significance is 0.659
and beta value -3.76 and service cost removed due to Multicollinearity do not have

any significant effect on the financial performance.

5.3.4 Effect of Financing in Support Activities

The study also concludes that the companies financing in support activities through
procurement cost P value at 5% level of significance is 0.0001 and beta value 6.09
have very significant moderate positive relationship to the financial performance.
Study also concluded that companies financing in Support activities through firm
infrastructure cost logistic P value at 5% level of significance is 0.097 and beta

value -1.86, Human resources management cost logistic P value at 5% level of
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significance is 0.367 and beta value 0.83, technology development cost logistic P
value at 5% level of significance is 0.157 and beta value 1.36 do not have any

significant effect on the financial performance.

5.3.5 Effect of Moderating Variable

On moderating variables, the study indicated that the firm characteristics measured
through firm size P value at 5% level of significance is 0.0001 and beta value 2.14
has very significant moderating effect on the financial performance and the firm
characteristics measured through firm capital structure P value at 5% level of
significance is 0.631 and beta value .05 do not have any significant moderating

effect on the financial performance

5.3.6 Limitations of the Study

The edible oil sector in Kenya is supported by ministry of industry together with all
other industry. There is no specific unit of ministry of industries who keeps control
of edible oil production and provide support for the development of this section of
Industry. Compiling the list of edible oil company and obtaining initial information
was a challenge. In order to overcome this problem the researcher contacted the
edible oil sub-sector established by KAM and searched various sources to compile
the required information. For data collection from non-listed companies in Kenya in
the private sector and talked to the senior management and explained the purpose of
the study and the benefit they will get from the study. The researcher did not ask for
the original financial statements and copy from the companies only prepared an
excel file with basic formulas of calculating the ratios required by our study. With

the help of this excel file executive in companies calculated the various ratios and
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provided us with the ratios for their companies. This helped us in maintaining the
identical information from all the companies. Our data collector was well trained to
provide clarification on different ratios and purpose of that ratio. After collection of
data, researcher reviewed and took clarification from company executive in case of

a doubt.

5.4 Recommendations

The edible oil manufacturing firms in Kenya operate in a highly dynamic business
environment and need to assess proper requirements of financing in value chain to
improve technology, reduce the cost of production and utilize the capacity at the
optimum level. This study estimated and compared the performance of different
companies and the results indicate that each company can study industry norms and
apply it to achieve the industry average or more in terms of financial performance.
It also came out that additional financing in value chain affects the financial
performance and therefore should be from long term sources of finance. In the
overall, the study recommends that a correct mix of investment in primary activities
and financing in supporting activities and working capital should be determined to

utilize the optimum capacity.

5.4.1 Contribution to the Body of Knowledge

Study provided the model for determining the appropriate finance mix for edible oil
companies in Kenya for achieving the optimal production cost and maximizes
financial performance. Study compiled the empirical research in value chain

development for manufacturing industry across the world and in Kenya which can
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be used by manufacturing companies to develop their value chain based on their

needs.

5.4.2 Policy Recommendations

Strategies to be developed for the availability of funds along the value chain with
incentives to financial institutions. Strategies for improving capacity utilizations are
established to improve the revenue collection, reduce foreign exchange loss and

create employment opportunities in Kenya.

5.4.3 Recommendation for Practice
The management in the value chain should adopt strategies to reduce the cost of
purchase of raw material. The management in the value chain should adopt

strategies to reduce the cost of for improving the inbound logistics management

5.4.4 Recommendation for Further Studies
» Contract arrangements with farmers and for production of raw material financing
» Feasibility of establishing an independent organization supporting value chain
financing in the different manufacturing sector in Kenya (Like SACO)
» Establish why edible oil companies are financing purchase of raw material from
open market in Kenya instead of doing suppliers contract with farmers in large

scale and stop importing the raw material to save foreign exchange reserves.



131

REFERENCES

Abuzar, M.A., & Eljelly. (2004). Liquidity - profitability trade off: An empirical
investigation in an emerging market, International Journal of Commerce and
Management, Vol. 14 Iss: 2, pp.48 — 61

Achieng, O. A. (2011), Information Integration on Supply Chain Management: A
Case Study of Food Processing Firms in Kenya. Nairobi: University of
Nairobi.

African Development Bank [AfDB] (2013) Agricultural Value Chain Financing
(AVCF) and Development for Enhanced Export Competitiveness. Ghana:
African Development Bank.

Afza, T. and M.S, Nasir. 2007. Is it better to be aggressive or conservative in
managing working capital?. Journal of Quality and Technology
Management,. Vol 3, No. 2, pp 11-21 (ISSN: 1011-002x).

Ahn, D. 2004; Contract Farming, Farmer’s Collective Action and Participation of
the Poor in North Vietnam.

Ainapur, B., Singh, R. and Vittal, P.R. (2011). TOC Approach for Supply Chain
Performance Enhancement. International Journal of Business Research and
Management (IJBRM), 2 (4), 2011.

Alvarado, U. Y., and Kotzab, H. (2001). Supply chain management: The integration
of logistics in marketing. Industrial Marketing Management, 30, 183-198.

Al-Mudimigh,S.A., Zairi, M., & Ahmed, A.M.M., (2004). Extending the concept of
supply chain: The effective management of value chains. International
Journal of Production Economics 87 (3), 309-320.

ANAND, P. (1993). Founalztions of rational choice under tik. Clarendon Press,
Oxford.

Baerentsen, D. X (2012). The Impact of Supply Chain Finance on Corporate
Performance: Improving Supply Chain Efficiency and Increasing
Profitability. Finance.Aarhus University.

Balestra, P. (1992). Introduction To Linear Models For Panel Data The
Econometrics Of Panel Data Handbook Of Theory Abd Applications. L.
Matyas & P. Sevestre (Eds.). Kluwer Academic Publishers.

Baltacioglu, T., Ada, E., Kaplan, M. D., Yurt, O., and Kaplan, Y. C. (2007). A new
framework for service supply chains. The Service Industries Journal, 27(2),
105-124.

Baltagi, B.H., J. Hidalgo and Q. Li, 1995, A non-parametric test for poolability
using panel data, Journal of Econometrics, forthcoming.



132

Baltagi, B. H. (2001). Econometric Analysis of Panel Data (2" ed.). Chichester:
John Wiley & Sons Ltd.

Baltagi, B. H. (2008). Econometric Analysis of Panel Data. 4" ed. New York:
Wiley.

Benjamin G, Dodd D, (1928), “SECURITY ANALYSIS” An expanded source
book, 6th Ed. MC Grew Hi, NewYork.

Bellemare, M.F. 2010 “Agricultural Extension and imperfect Supervision contract
farming: Evidence from Madagascar” Agricultural Economics 41(6): 507-
517.

Bellemare, M.F. 20102“As you Saw, So shall you reap: The welfare Impects of
Contract Farmining” World Development 40 (7): 1418-1434.

BERNOULLI, D. (1738,1954). Specimen tbeoriae novae de mensura sortis.
Commentarii Academiae Scientiarum Imperialis Petropolitanea, 5,175-192.
English translation in Econometica, 22 (1954). 22-36.

Bijman, J. (2008), “Contract farming in developing countries: an overview”,
Working Paper, Wageningen University, May.

Birthal, P.S., Joshi, P.K., and Gulati, A., 2005. Vertical coordination in high value
commodities: Implications for the smallholders. Markets, Trade and
Institutions Division Discussion Paper no. 85, Washington, D.C., USA:
IFPRI.

Blumberg, Boris, Donald R Cooper, and Pamela S Schindler, (2011) Business
Research Methods. London: McGraw-Hill Higher Education, 2011. Print.

Bogetoft, P. and H.B. Olesen (2002), “Ten rules of thumb in contract design:
lessons from Danish agriculture”, European Review of Agricultural
Economics(2002) 29 (2), pp. 185-204.

Boon-itt, S., and Wong, C. Y. (2011). The moderating effects of technological and
demand uncertainties on the relationship between supply chain integration
and customer delivery performance, International Journal of Physical
Distribution and Logistics Management, 41(3), 253-276.

Bolwig, S., Ponte, S., du Toit, A., Riisgaard, L., and Halberg, N., 2008. Integrating
poverty, gender and environmental concerns into value chain analysis: A
conceptual 83 framework and lessons for action research. Working paper.
Copenhagen, Denmark: Danish Institute for International Studies.

Borg and Crall (1959) Research Procedures, Prentices Hall: New York, USA.



133

Brau, J, C., Fawcett, S. E., Morgan, L. (2007) An empirical analysis of the financial
impact of supply chain management on small firms. Journal of
Entrepreneurial Finance, JEF. 12(1), 56-81.

Breitung, J. (2000). The local power of some unit root tests for panel data. In
Advances in Econometrics,

Breitung, J., and S. Das. (2005). Panel unit root tests under cross-sectional
dependence. Statistica Neerlandica 59: 414-433. Volume 15: Nonstationary
Panels, Panel Cointegration, and Dynamic Panels, ed. B. H. Baltagi, 161-
178. Amsterdam: JAI Press.

Brealey A. R, and Myers, C.S. (2010),. Principles of Corporate Finance,. 4t
edition., New York: McGraw Hill, New York.

Bryman, A. (2004). Social research methods (2™ ed.) Oxford University Press

Bryman, A. and Bell, E. (2003). Business research methods. Oxford University
Press.

BUFPON, J. (1777). Essai d’arithme’tique morale. Supplement a I’Histoire
Naturelle, 4. Burns, A. & Bush, R, (2010). marketing Reserch in the Social
Sciences: An Integrated Approach to Reserch Design, Measurement
and Statistics. CA:SAGE Publications, Inc.

Burkart, M. and Ellingsen, T. (2004) ‘In-Kind Finance: A Theory of Trade Credit’,
The American Economic Review, Vol. 94, (3), pp. 569-590.

Catherine, J. DAI R, L, Meyer, A. C., & DAI (2007). Value Chain Governance, and
Access to Finance Maize, Sugar Cane and Sunflower Oil in Uganda micro
REPORT # 88, USAID.

Campos, J. N, Ericsson N., and Hendry D. F. (1996): Cointegration Tests in the
Presence of Structural Breakst, Journal of Econometrics, 70, 187-220.

Chang, C., Lee A. C., and Lee, C. F. (2009) “Determinants of capital structure
choice”: 4 structural equation modeling approach,| The Quarterly Review
of Economics and Finance, vol. 49, pp. 197-213.

Chen-Lung, (2006), Evidence from Taiwan Semiconductor industry, Review of
Quantative Finance and Accounting February 2006, volume 26, issue 1, pp
67-84.

Cho, D. W, Lee, Y. H., Ahn, S. H., and Hwang, M. K. (2012). A framework for
measuring the performance of service supply chain management. Computers
and Industrial Engineering, 62(3), 801-818.

Choi, 1. (2001). Unit root tests for panel data. Journal of International Money and
Finance 20: 249-272.



134

Chong, A. Y. L., Chan, F. T. S., Ooi, K. B., and Sim, J. J. (2010). Can Malaysian
firms improve organizational/innovation performance via SCM? Industrial
Management and Data Systems, 111(3), 410-431.

Churchill, Jr. & Lacobucci, D. (2005). Marketing Reserch Methodical Foundations
9" ed. Australia: Thomson South-Western.

Clarence C. Gravlee, David P. Kennedy, Ricardo Godoy & William R. Leonard,
(2009) Methods for collecting panel dat. Journal of Anthropological
Research 65: in press.

Cohen, J., Cohen, P., West, S. G., & Aiken, L. S. (2003). Applied multiple
regression/correlation analysis for the behavioral sciences, 3rd Ed. Mahwabh,
NJ: Lawrence Erlbaum ssociates.

Cooper, D. and Schindler, S. (2003). Business research methods, 7™ Edition, Boston,
McGraw-Hill.

Crespi, R., (2010). Observatorio de gobierno corporativo y transparencia
informativa de las sociedades cotizadas en el mercado continuo espanol, ~
Papeles de la Fundacion, 40. Fundacion de Estudios Financieros.

Cureton, E.E. and D’Agostino, R.B. (1983). Factor Analysis: An Applied Approach.
Lawrence Erlbaum, Hillsdale.

Dasgupta, S and Titman, Sheridan (1998), Pricing Strategy and Financial Policy
(Undated). Available at SSRN:http://ssrn.com/abstract=7115

Dean, J., Brandes, P. and Dharwadkar, R. (1998), "Organizational cynicism",
Academy of Management Review, Vol. 23 No. 2, pp. 341-52.

Dhananjaya, B. N. and Rao, A.U. (2009) ‘Namdhari Fresh Ltd’, M.M. Harper(ed)
inclusive value chains in India, World Scientific, Singapore, PP 26-41.

Diebold, F.X. and Kilian, L. (2000), "Unit Root Tests are Useful for Selecting
Forecasting Models," Journal of Business and Economic Statistics, 18, 265-
273

Dodd, J. L., and Chen, S. (1996). EVA: A new panacea? Business and Economic
Review, 42, 26-28.

Drukker, D. M. (2003). Testing for serial correlation in linear panel-data models.
Stata Journal (3)2: 168-177.

Drury, C. (2008) Management and Cost Accounting; London; Cengage Learning.
Ellram, L. M., Tate, W. L., and Billington, C. (2007). Services supply management:

The next frontier for improved organizational performance. California
Management Review, 49(4), 44-65.


http://ssrn.com/abstract=7115

135

EPZA, (2008), Export Processing Zone Authority Kenya.

Eriotis N, Vasiliou D & Neokosmidi VV Z. (2007). How firm characteristics affect
capital structure: an empirical study, Managerial Finance, 33(5), 321-331

Eti, M. C., Ogaji, S.O.T., Probert, S.D., (2004). Implementing total productive
maintenance in Nigerian manufacturing industries. Applied Energy,
79(2004), pp.385-401.

Faden, C. (2014). Boosting firm performance: Working capital management &
supply risk chain steering as drivers. Optimizing firm performance (pp. 111-
140) Springer.

Fang, T., Worm, V., & Tung, R.L. (2008). Changing success and failure factors in
business negotiations with the PRC. International Business Review, 17(2):
159-1609.

Fama, E. F., & French, K. R. (1993). Common risk factors in the returns on stocks
and bonds. Journal of financial economics, 33(1), 3-56.

Fisher, 1 (1906), “Nature of Capital and Income” An expanded sourcebook, (PP 3-
13)

Fisher, I (1930), “Theory of Interest” An expanded sourcebook, (P.vii)

Fries, B. (2009). The Value Chain framework, rural finance, and lessons for TA
providers and donors. Agri Revolution: Financing the Agricultural Value
Chain. Mumbai, India, Mumbai, India.

Gachora,J. W., Kibet, J. and Musiega, D. (2014). Supply Chain Cost Reduction
Impact on Performance of Small Scale Agricultural Enterprise. International
Journal of Education and Research, 2(4), 377- 390.

Gelman, Andrew. (2005). “Analysis of Variance—Why It is More Important than
Ever.” The Annals of Statistics 33(1):1-53.

Gonzalez, D. and Jose, L.G. (2010). Analysis of an Economic Order Quantity and
Reorder Point Inventory Control Model for Company XY Z.

Grant, R.M. (1991). ‘Porter’s Competitive Advantage of Nations: an assessment.
Strategic Management Journal, 12(7), 535-549.

Greenwald, B. C., Kahn, J., Sonkin, P. D., & Van Biema, M. (2004). Value
investing: from Graham to Buffett and beyond. John Wiley & Sons.

Green, C (2008). Flow of funds and the impact of financial controls on bank
portfolio 135rganiza: a study of India. The European Journal of Finance
14641-661. Online publication date: 1-Oct-2008.



136

Gregory, A. W. and B. E. Hansen (1996): iResidual-based Tests for Cointegration in
Models with Regime Shiftsi, Journal of Econometrics, 70, 99-126.

Greene, William H. (2008). Econometric Analysis, Sixth Edition. Upper Saddle
River, NJ: Prentice Hall.

Greene, W. (2000). Econometric Analysis. New York:Prentice-Hall.

Griliches, Z., and J. A. Hausman. (1986). Errors in variables in panel data. Journal
of Econometrics 31:93-118.

GRETHER, D.M. & PLOTT, C.R. (1979). Economic theory of choice and the
preference reversalphenomenon. American Economic Review, 69,623-638.

Guo, H. Jolly, R. and Shu, J.; (2005). Contract Farming in China: Supply Chain or
Ball and Chain? Paper presented in the Minnesota International
Development Conference, University of Minnesota, April 2005

Guijarati, D. N. (2003). Basic Econometrics (4" ed., pp. 636-653). London: Mc Graw
Hill Companies, Inc.

Guest, P.M., (2009). The impact of board size on firm performance: evidence from
the UK. Eur. J. Financ. 15 (4), 385---404.

Hadri, K. (2000). Testing for stationarity in heterogeneous panel data. Econometrics
Journal 3: 148-161.

Harris, R. D. F., and E. Tzavalis. (1999). Inference for unit roots in dynamic panels
where the time dimension is fixed. Journal of Econometrics 91: 201-226.

Hausman, J. A., and D. A. Wise. (1979). Attrition bias in experimental and panel
data: The Gary income maintenance experiment. Econometrica 1979:455-
473.

Hausman, J. A. (1978). Specification tests in econometrics. Econometrica 46: 1251
1271.

Hayek, F.A. (1939) ‘Profits, Interest and Investment’ in Profits, Interest and
Investment and other Essays on the Theory of Industrial Fluctuations
(London: Routledge) pp. 3-72

Hill, M.D., Kelly, G.W. and Highfield, M.J. (2010), ‘Net Operating Working Capital
Behavior: A First Look’, Financial Management, Vol. 39, (2), pp. 783-805.

Hofman, E., and Kotzab, H. “A supply chain-oriented approach of working capital
management.” Journal of Business Logistics, 31(2), 2010.



137

Homburg, C., Giering, A., Menon, A.; (2003): Relationship Characteristics as
Moderators of the Satisfaction-Loyalty Link: Findings in a Business-to-
Business Context, in: Journal of Business-to-Business Marketing, Vol. 10, 3,
S. 35-62.

Hsiao, C. (1999). Analysis of panel data. Cambridge: Cambridge University Pres.

Ikwouria, G. A. and Gate, J. (2008) Contemporary Issues in Cost Management, New
York, The Free Press.

Im, K. S.,, M. H. Pesaran, and Y. Shin. (2003). Testing for unit roots in
heterogeneous panels. Journal of Econometrics 115: 53-74.

Ireland, R., Harkisson, R. and Hill, M. (2009). The management of strategy —
concepts and cases ( 8" ed.) Meson: South- Western C engage Learning.

Ivo Welch (2003). Capital Structure and Stock Returns. Journal of Political.
Economy. 112(1): 106-131

James A Newkirk. (2013). ‘Edible Oil Value Chain Enhancement JP Final
Evaluation Report’ UNIDO MDG-F-2053-D-ETH Ethopia.

Jones, L. (2010). Agricultural Value Chain Finance: Tools and Lessons. Rugby, UK
: Practical Action Publishing. Rugby, UK.

KAHNEMA, D. & TVERSKY, A. (1979). Prospect theory. Econometrica, 47.263-
291. Kamau E. (2010), “Journal of Consumer Behaviour” Volume 9, Issue
3, pages 206213, June 2010

Kamau, M., Lawrence, M., Ricardo, F. and Ruerd, R. (2011). The impact of
certification on smallholder coffee farmers in Kenya: The case of UTZ
program. Nairobi, Kenya: Tegemeo Institute of Agricultural Policy and
Development.

Kaplinsky R. and Morris, M. (2001) A Manual for Value Chain Research,
www.ids.ac.uk/ids/global/ (accessed 2001)

Kaufman, P.R. (2000). “Food Retailing Consolidation: Implications for Supply
Chain Management Practices. Journal of Food Distribution Research,
30(1): 5-11.

Kerlinger, F. N., & Lee, H. B. (2000). Foundations of behavioral research (4™ ed.).
Holt, NY: Harcourt College Publishers.

KAM, (2014) Kenya Association of Manufacturer , Edible Oil sub sector Nairobi.
“Review of edible oil industry report’ 2014 Nov.

Kenya Revenue Authority, (2009). Review of duty structures for manufacturing
companies’ Nov 2009.


http://onlinelibrary.wiley.com/doi/10.1002/cb.v9:3/issuetoc
http://onlinelibrary.wiley.com/doi/10.1002/cb.v9:3/issuetoc

138

Kenya, Republic of Kenya (2011). Economic Recovery Strategy for wealth and
employment creation (2007-20012). Nairobi: Government Printers.

Kenya Vision 2030, (2008), Kenya, Republic of Kenya Government Printers.

Keynes, J. M (1936), The General Theory of Employment, Interest, and Money An
expanded source book, The University of Adelaide Library by Steve
Thomas.

KEYNES, J.M. (1921). A Treatise on Probability. Macmillan, London.

Key, N. and Runsten, D. (1999); Contract Farming, Smallholders, and Rural
Development in Latin America: The Organization of Agro processing Firms
and the Scale of Out grower Production. World Development, 27 (2) pp.
381-401

Khang, T. S., Arumugam, V., Chong, A. Y.-L., and Chan, F. T. S. (2010).
Relationship  between supply chain management practices and
138rganization performance: a case study in the Malaysia service industry.
International Journal Modelling in Operations Management, 1(1), 84-106.

Kim, Y., C. Liu, and S G. Rhee. (2003) The Effect of Firm Size on Earnings
Management. Workingpaper,

Kim, D., Cavusgil, S. T., and Calantone, R. J. (2006). Information system

innovations and supply chain management: Channel relationships
and firm performance. Journal of the Academy of Marketing Science,
34(1), 40-54.

Kirsten, J. and Sartorius, K.I. (2002). Linking Agribusiness and Small Farmers in
Developing Countires: Is  There a New Role for Contract Farming?
Development Southern Africa 19 (4) October 2002

Kohtamaki, M., Kraus, S., Makela, M., & Ronkko, M. (2012). The role of personnel
commitment to strategy implementation and organisational learning within
the relationship between strategic planning and company performance.
International Journal of Entrepreneurial Behaviour & Research, 18(2),
159-178.

Koh, S. C. L., Demirbag, M., Bayraktar, E., Tatoglu, E., and Zaim, S. (2007). The
impact of supply chain management practices on performance of
SMEs. Industrial Management and Data Systems, 107(1), 103-124.

Kohler, W. (2006). The “Lisbon Goal’’ of the EU: rhetoric or substance?’. Journal
of Industrial Trade and Competition, 6: 63-66.

Kothari, C. (2008). Reserch Methodology: Methods & techniques. New Delhi: New
Age International (P) Ltd.



139

Kumar, A., Singha, H., Kumara, S. and Mittal, S. (2011). Value Chains of

Agricultural Commodities and their Role in Food Security and Poverty
Alleviation — A Synthesis. Agricultural Economics Research Review, 24,
169-181.

Laurel, B. (2011). Design Research: Methods and Perspectives. Cambridge, Mass:
MIT Press.

Lanen, W. N. , Andersan. S. W. and Maher, M.W. (2008). Fundamentals of Cost
accounting. New york: McGraw- Hill / Irwin

Lee, S. M., Lee, D., and Schniederjans, M. J. (2011). Supply chain innovation and
organizational performance in the healthcare industry. International Journal
of Operations and Production Management, 31(11), 1193-1214.

Levi D. MauriceM., (2010)., International Finance, The markets and Financial
Management of Multinational Business, . 3" edition, New York : McGraw-
Hill, New York.

Levin, A., C.-F. Lin, and C.-S. J. Chu. (2002). Unit root tests in panel data:
Asymptotic and finite-sample properties. Journal of Econometrics 108: 1-
24.

Li, S., Ragu-Nathan, B., Ragu-Nathan, T. S., and Rao, S. S. (2006). The impact of
supply chain  management practices on competitive advantage and
organizational performance. The International Journal of Management
Science, 34, 107-124.

Lin, C., Chow, W. S., Madu, C. N., Kuei, C.-H., and Yu, P. P. (2005). A structural
equation model of supply chain quality management and organizational
performance. International Journal Production Economics, 96, 355-365.

Lintner, J. (1965), The valuation of risk assets on the selection of risky investments
in stock portfolios and capital budgets, Review of Economics and Statistics
47: 13-37.

Mac Donald, J.; Perry, J., Ahearn, M., Banker, D., Chambers, W., Dimitri, C., Key,
Nigel, Nelson, K., Southard, L. (2004); Contracts, Markets and Prices:
Organizing the Production and Use of Agricultural Commodities.
Agricultural Economic Report Number 837, USDA.

MacGregor, J. (2011). Business models inclusive of small farmers. Conf. Paper
prepared for FAO and the United Nations Industrial Development
Organization (UNIDO) on Agro-industries Forum. New Delhi. India

MACHINA, M.J. (1987). Choice under uncertainty: problems solved and unsolved.
Journal ofEconomic Perspectives, 1, 121-54.



140

Marangu, K. (2007). Kenya BDS Program, Experience in Value Chain Facilitation.
Presentation at the AFRACA Agribanks Forum.

Mensah, C., Diyuoh, D., and Oppong, D. (2014). Assessment of Supply Chain
Management Practices and its Effects on The Performance of Kasapreko
Company Limited in Ghana. European Journal of Logistics Purchasing and
Supply Chain Management, 2(1), 1- 16,

Miller, C. (2007). Value chain financing in agriculture.” Enterprise Development
and Microfinance. India.

Miller, C. and da Silva, C. (2007). “Value chain financing in agriculture.”
Enterprise Development and Microfinance. 13 (2-3): pp. 95-108.

Miller, C. and Jones, L. (2010). Agricultural Value Chain Finance. Rome, Italy:
Food and Agriculture Organization of the United Nations and Practical
Action Publishing.

Miles, M. B. and Huberman, A. M. (1994). Qualitative data analysis: An expanded
sourcebook, 2™ Ed. Thousand Oaks: Sage.

Minot, N. (1986); Contract Farming and its Effect on Small Farmers in Less
Developed Countries. Working Paper No. 31. Department of Agricultural
Economics, Michigan State University.

Minten, B., Randrianarison, L., and Swinnen, J.M.F., (2009). Global retail chains
and poor farmers: Evidence from Madagascar. World Development, 27(11),
pp.1728-1741.

Mossin. J. (1963). “Equilibrium in a capital asset market”” Econometrica 34 (4), 768-
783.

Mowen, M. M. and Hansen, D. R. (2011). Introduction to cost accounting
(international edn): Spiceland, Cengage Learning Services.

Muckstadt, J.A. and Sapra, A. (2010), Principles of Inventory Management: When
You Are Down to Four, Order More, Springer Series in Operations Research
and Financial Engineering.

Mugendu O. and Mugenda, A. (2003),. Research method, . Nairobi : Acts press,
Nairobi.

Mukhereji, P. & Albion, D. (2010). Research Methods in Early Childhood: An
Introductory Guide. London: SAGE Publications Limited.

Mulure, L. A. (2013). Effect of Supply Chain Finance on Small And Medium
Manufacturing Enterprises Performance: A Case Of Nairobi County.
Nairobi: University Of Nairobi.



141

Mumbi. K. M, Mary. N, Miller. C, Dorothy. N, and Kipsang K., (2008) Africa
Agricultural Value chain financing Synthesis Report, 3rd Africa Agri banks
forum Synthesis report.

Nedelcovych, M. and Shiferaw, D. (2012). Private Sector Perspectives for
Strengthening Agribusiness Value Chains in Africa: Case Studies from
Ethiopia, Ghana, Kenya, and Mali. Research-Based Advocacy for Africa
Agricultural Development.

Neely, A., Adams, C., and Crowe, P., (2001). The Performance Prism in Practice.
Measuring Business Excellence, Vol 5, Issue 2,pp. 6 -1 2.

Ngugi, I. K., R. Gitau, J. Nyoro (2007), Access to high value markets by
smallholder farmers of African indigenous vegetables in Kenya, Re
governing Markets Innovative Practice

Norell and Brand, (2012). Integrating Very Poor Producers Into Value Chains: Field
Guide. Washington, D.C., USA: USAID. series, IIED, London.

Octavia, M. and Brown, R., (2008). Determinants of Bank Capital Structure in
Developing Countries. Research Paper Series, Department of Finance, The
University of Melbourne, Victoria 3010, Australia.

Okello, J. O. and Were, S. (2014). Influence of supply chain management practices
on performance of the Nairobi Securities Exchange’s listed, food
manufacturing companies in Nairobi. International Journal of Social
Sciences and Entrepreneurship, 1 (11), 107-128.

Okoye, Emma. I. k., (2011). :An empirical investigation of Value-Chain Analysis
and Competitive advantage in Nigerian Manufacturing Industry, An
International multidisciplinary journal, Ethopia, Vol.5 (6). Serier no 23,
November, 2011, (pp. 188-198).

Onawumi, A.S., Oluleye, O.E. and Adebiyi, K.A. (2011), An Economic Order
Quantity Model with Shortages, Price Break and Inflation.

Petrovic-Lazarevic, S., Sohal, A., and Baihaqi, I. (2007). Supply chain management
practices and supply chain performance in the Australian manufacturing
industry.

Phillips, P. C. B. and Moon, H. R. (1999a), "Linear Regression Limit Theory for
Nonstationary Panel Data’, Econometrica, 67, 1057+1111.

Porter, M.E. (1990). The Competitive Advantage of Nations. New York: The Free
Press, A Division of McMillan, Inc.

Porter, M.E. (1985). Competitive Advantage. “Creating and sustaining superior
performance” New York: Free Press



142

Poi, B., & Wiggins, V. (2001). Testing for panel-level Heteroskedasticity and
Autocorrelation. StataCorp LP.

Propper C, and Van Reenen, J, (2010), "The impact of competition on management
quality: evidence from public hospitals,” NHS Hospitals regulation of
nursing, UK , 36, 22- 24.

Puolamaki, E. (2006). "The Role of Strategic Management Accounting in Strategy
Formation™; strategic management ;Retrieved on 21 /12 /2 00 9.

QUIGGIN, J. (1993). Generalised expected utility theory. Kluwer Academic
Publishers, London.

Rai, S., Singh, D. B., (2011). A Study of Issues Challenges Affecting ERP
Implementations in SME’S. Global Journal of Enterprise Information
System, Jan-March(3), pp.63-71.

Raheman A and Nasr M. (2007). “Working Capital Management And Profitability —
Case Of Pakistani Firms”, International Review of Business Research Papers
Vol.3 No.1. March 2007, Pp.279 — 300.

Ray, G., Barney, J. B., and Muhanna, W. A. (2004). Capabilities, business
processes, and competitive  advantage: choosing the dependent variable in
empirical test of the resource-based- view. Strategic Management Journal,
25, 23-37.

Razzaque R M, Rahman M Z, Salat A (2006). Earnings management: An analysis
on Textile sector of Bangladesh. The Cost and Management. 34(5): 5-
13.

Rehber, E. (1998); Vertical Integration in Agriculture and Contract Farming.
Working Paper No. 46. Food Marketing Policy Center. University of
Connecticut

Rehber, E. (2007), Contract Farming: Theory and Practice, ICFAI University Press,
Hyderabad, India

Roach, B. (2005). Origin of the Economic Order Quantity formula. Topeka, Kansas,
USA: Washburn University.

Rostami, A., Rostami, A. S. A.Jalali, S. and Nazem, A. (2013). Relation between
supply chain efficiency And supply chain finance. Internationals. Research
Journal of Applied and Basic Sciences, 4 (2): 416-423

Ross, Levine (2007) Valuation and complex ownership: Firm with multiple block
holders.

Rottger, A. (2005) Strengthening farm-agribusiness linkages in Africa. Proceedings
of Expert Consultation. AGSF Working Paper, No. 5, FAO, Rome



143

Runsten, D. and N. Key. (1996). “Contract Farming in Developing Countries:
Theoretical Aspects and Analysis of Some Mexican Case Studies.” Report
LC/L. 989. Economic Commission for Latin America and the Caribbean.

Saes, M.S.M. (2005), “Relational Contracts and Comparative Efficiency in the
Brazilian Specialty Coffee Supply”, Working Paper, University of Sao
Paulo/Fapesp

Salvatore, D. (2002). International Economics. 3" edition. New York: Macmillan.

Santacoloma, O and Riveros, H. (Eds.), (2005); Alternatives to improve negotiation
and market access  capabilities of small-scale rural entrepreneurs in
Latin America. AGSF Working Paper, No. 4, FAO, Rome

Sathe, V. (2003) Corporate Entrepreneurship: Top Managers and New Business
Creation, Cambridge University Press, Cambridge.

Saunders, M., Lewis, P., and Thornhill, A. (2007) Research methods for business
students (4th edition) Harlow: Pearson Education.

Schwarz, L.B. (2008). ‘The Economic Order-Quantity (EOQ) Mode’, Purdue
University

Sharpe, W.F. (1964), Capital asset prices: A theory of market equilibrium under
conditions of risk, Journal of Financel9: 425-442.

Shah, P., & Freedman, E. (2009). Bar and line graph comprehension: An interaction
of top-down and bottom-up processes. Topics in Cognitive Science, 3(3),
560-578

Shepherd, A.W. (2008). ‘Financing agricultural marketing,. The Asian experience
Agricultural management, marketing and finance occasional paper No.2,
FAO, Rome

Singh, G. and Asokan, S. (2005) Contract Farming in India: Text and Cases.
Oxford & IBH Publishing, New Delhi Benchmarking: An International
Journal, 18(6), 834-855.

Singh R., Origin of econometrics, Int. J.Res (2012). Comm., Econom. Manag., 2
(10), 62 -66,

Singh, Roopam (2009). Effectiveness of Contract Farming practices for Agricultural
Development and equity- ( A case of Hoshiarpur District in Punjab), New
Delhi: Consortium for trade and development (CETAD)

Stewart, G. B. (1990). The Quest for Value: the EVA management guide, Harper
Business, New York.



144

Sundram, V. P. K., Ibrahim, A. R., and Govindaraju, V. G. R. C. (2011). Supply
chain management  practices in the electronics industry in Malaysia:
Consequences for supply chain performance.

Sun, H., & Parikh, A. (2001). Exports, Inward Foreign Direct Investment (FDI) and
Regional Economic Growth in China. Regional Studies, 35(3), 187-196.

Swinnen J. and Maertens, M., 2007. Globalization, Privatization, and Vertical
Coordination in Food Value Chains in Developing and Transition Countries.
Agricultural Economics. 37 (2): 89-102.

Tanwari, A., Qayoom, L.A. and Shaikh, Y.G. (2000),. ABC analysis as an inventory
control technique.

Theuri, F. S., Mwirigi, F. M. and Namusonge, G. (2014). Strategic Management
Determinants of Value Addition in the Sea Food Processing Sub-Chain: A
Survey of Industrial Fish Processors in Kenya. International Journal of
Managerial Studies and Research (IJMSR), 2(6), 53-62.

Tiffen, P. (2009). Agricultural Value Chain Finance, p. 39,. FAO and Academia de
Centro USA.,

UBA- Unido Brasileira de Avicultura, (2005). Relatorio Anual 2004-2005.

Ugulumua, E. S. and Inanga, E. L. (2013). Tanzania’s Small-Scale Sunflower
Farmers: Upgrading the Value Chain. International Journal of
Sciences: Basic and Applied Research (IJSBAR),10(1), 126-145

UNIDO, (2009). Agro-Value Chain Analysis and Development: The UNIDO
Approach. A staff working paper. Vienna, Austria: UNIDO.

Urbig, D. (2.003). "The Value Chain Analysis-Implications for Firms and Industry
Analysis™; Proceedings of Perspectives in Business Informatics Research
(BIR) Berlin-Shaker Verlag; .1-15.

Venkatraman, N., and Ramanujam, V. (1987). Measurement of business economic
performance: an examination of method convergence. Journal of
Management, 13(1), 109-122.

Vorley, B., Lundy, M. and MacGregor, J. (2008). “Business models inclusive of
small farmers.” Paper prepared for FAO and the United Nations Industrial
Development Organization (UNIDO) as background to the Global Agro-
industries Forum. New Delhi. 8-11 April 2008.

Wacziarg, Romain, and Karen .H. Welch (2003). Trade liberalization and growth:
New evidence. NBER Working Paper 10152, National Bureau of Economic
Research, Cambridge, MA



145

Wajahat Ali and Syed Hammad Ul Hassan. (2010). Relationship between
profitability and working capital policy of Swedish companies. Essays.se,
Retrieved from Swedish University Essays.

Wagner, S. M., Grosse-Ruyken, P. T. and Erhun, F. (2012). The Link between
Supply Chain Fit and Financial Performance of the Firm. Journal of
Operations Management

Walters, D (2009). Marketing and Financial Management. Hampshire, New York: ,
Palgrave Macmillan, Hampshire, New York.

Wang, W.-C., Lin, C.-H., and Chu, Y.-C. (2011). Types of competitive advantage
and analysis. International Journal of Business and Management, 6(5), 100-
104.

Warning, M. and Hoo, W. (2000); The Impact of Contract Farming on Income
Distribution: Theory and  Evidence. Paper Prepared for Presentation at
the Western Economics Association International Annual Meetings, June
2000

Winn,. (2009). The use of Structured finance instruments in agriculture in ECA
countries’,. AGSF Working Document No. 26, FAO, Rome.

Wiwattanakantang. Y, (1999); “he Equity Ownership Structure of Thai Firms”
Center for Economic Institutions working paper series, Japan.

Wong, W. P., and Wong, K. Y. (2011). Supply chain management, knowledge
management capability, and their linkages towards firm performance.
Business Process Management Journal, 17(6), 940-964.

Woodend, J. (2003); Potential of Contract Farming as a Mechanism for the
Commercialisation of Smallholder Agriculture: The Zimbabwe Case Study.
Consultancy Report, FAO — AGSF, Rome

Wooldridge, J. M. (2002). Econometric Analysis of Cross Section and Panel Data.
Cambridge, MA: MIT Press.

World Bank (2008) World Development Report 2008: Agriculture for Development,
The World Bank, Washington D.C.

World Bank (2009), Investment Climate Assessment: Kenya, The World Bank,
Washington D.C.

World Bank (2014), State and trends of carbon pricing, The World
Bank,Washington D.C.

Yap, L. L. and Tan, C. L. (2012). The Effect of Service Supply Chain Management
Practices on the Public Healthcare Organizational Performance.
International Journal of Business and Social Science, 3916, .216-224.



146

Yusuf, A.M. (2003). Inventory Control and Economic Order Quantity in National
Electric Power Authority (NEPA).

Zhang Z and Liu X (2009). The Effects of Capital Structure on Earnings
Management: Empirical Evidence from China. First International
Conference on Information Science and Engineering. pp.4564-4568.

Zikmund, W.G.; Babin, B.J. (2010) Exploring Marketing Research: Sampling
Designs and Sampling Procedures; South-Western Cengage Learning: Long
Island, NY, USA.



147

APPENDICES
Al: Interview guide
Dear Respondent,
My name is Rajiv Agarwal, a PHD (finance) candidate at the Kenyatta university
Nairobi. | am undertaking a research on Value Chain analysis in Edible Oil industry
in Kenya. By virtue of being a edible oil manufacturing company in Kenya, you
form the part of the respondents for this research. Please accept my invitation to
participate in this research by sparing some time for interview and completing the
documents review guide.
This interview schedule is being administered for research purposes and any
information provided will be used purely for academic purposes and will be treated
with confidentiality.
Thank you.
Please read the questions and provide the information requested.
A. Financing in Raw Material
a. Supplier Contract
1. Does your company enter into contract with Farmer for raw
material for action?Y /N
2. (If Yes) Amount in (KSHL) of raw material purchased using

suppliers contract.

Year /| 2008 | 2009 | 2010 |2011 |2012 | 2013 | 2014
Cost in

KSH




148

Raw
Material
through
suppliers
contract

b. Import of Raw Material
1 Do you meet your entire raw material requirement from the contract
arrangement Y /N
2 (If No) How much is the amount of your import of raw material every

year in Kenya s

Year /| 2008 | 2009 | 2010 |2011 |2012 | 2013 | 2014

Cost in

KSH

Cost of
Raw
Material
Imported

B. Financing in Primary activities
a. Inbound logistic
1. Do you put premium financing in inbound logistic (Warehousing &
Transportation) Y /N

2. (If Yes) What is your additional amount invested in last 6 years.

Year /12008 | 2009 |2010 |=2011 |2012 |2013 | 2014

Cost in

KSH
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Financing
Inbound
logistic

b. Outbound logistic
1. Do you put premium in outbound logistic (Warehousing &
Transportation) Y/N

2. (If Yes) What is your additional amount invested in last 6 years.

Year /2008 | 2009 | 2010 |2011 |2012 |2013 | 2014
Cost in

KSH

Financing

Outbound

logistic

C. Financing in support activities
a. Firm Infrastructure
1. Do you have corporate practices to expend the firm infrastructure
2. (If Yes) What is your additional amount invested in last 6 years in

improving firm infrastructure

Year / Cost in [ 2008 | 2009 | 2010 |2011 |2012 |2013 | 2014

KSH

Financing
improving  the
infrastructure of
the firm
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b. Human Resource Management
1. What is your amount invested in last 6 years in improving the

human resources

Year / Cost | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014

in KSH

Expenditures
in  Human
resources

management

c. Financing in Technology Development

Year / Cost | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014

in KSH

Expenditures
in
Technology
development

d. Financing in procurement development

Year / Cost | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014

in KSH

Financing in
Procurement
development
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D. Firm Characteristics

a. Firm Size

Year /| 2008 | 2009 | 2010 |2011 | 2012 | 2013 | 2014
Cost in

KSH

Sales
Turnover

b. Capital structure

Year /| 2008 |2009 |2010 |2011 |2012 |2013 |2014
Cost in

KSH

Debt

equity

E. Working Capital details

Year /| 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014
Cost in

KSH

Current
Assets

Current
Liabilities




F. Cost of Goods Sold
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Year /] 2008 | 2009 | 2010 | 2011 |2012 | 2013 | 2014
Cost in
KSH
Cost of
Goods
sold
G. Financial performance
Year /| 2008 | 2009 2010 2011 2012 2013 2014
Cost in
KSH
ROI
ROE
H. Total Investment

Year / Cost | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014
in KSH
Total
Investment

A2: Document Review Guide

Variable Measurement 2008 | 2009 2010 | 2011 | 2012 | 2013 | 2014

Definition /

Year

Purchase of | Ratio of Ram material

material Locally purchased to

through Cost of goods sold

Supplier

Contracts
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Import  of | Ratio of Imported raw

Raw material to cost of goods

Material sold

(IRM)

Inventory Current ratio

management Current asset to current

(IM) liabilities

Creditors Current ratio

management Current asset to current

(CM) liabilities

Debtors Current ratio

Management | Current asset to current

(DM) liabilities

Inbound Ratio of Financing in

logistics inbound logistic to total

(IL) investment

Outbound Ratio of Financing in

logistics outbound logistic to total

(OL) investment

Firm Ratio

infrastructure | Firm infrastructure cost

cost to cost of goods sold

Human Ratio

Resources Human resource

Management | management cost to
cost of goods sold

Technology | Ratio

Development | Technology

Development cost to
cost of goods sold

Procurement
Development

Ratio
Procurement cost to
cost of goods sold

Firm Size Logarithm of sales

Firm Capital | Debt equity Ratio

structure

Return on Ratio

Investment Earnings Before Tax

(ROD) And Interest/Total
Assets

Return on Ratio

Equity Earnings Before Tax

(ROE) And Interest / Equity

Tobin Q Ratio

Total assets value to
replacement value of
assets
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A3: List of Edible Oil Manufacturing Companies in Kenya

Company Name Location Activity Category

1 Aberdare Oil Millers Nyeri Millers

2 Bidco Oil Refineries Ltd Nairobi Refiners

3 Corn Products Limited Nairobi Millers

4 Kapa Oil Refineries Nairobi Refiners
Menengai Oil Refineries Ltd Nakuru Refiners
Nakuru Oil Mills Nakuru Millers
Oil Extraction Limited Nakuru Oil Extractors
Palmac Oil Refiners Nakuru Refiners

9 Pwani Oil Products Mombasa Refiners

10 Rift Valley Product Limited Nakuru Processors

11 Voi Industries Ltd Nakuru Processors

12 Diamond Industries Mombasa / Processors

Nairobi

13 Western Seed and Grain Co Kitale Processors

14 United Millers Ltd Nakuru Millers

15 Gill Oil Nairobi Refiners

Source: Kenya Manufacturing Association, 2015
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A4: Composite Index for Financial performance (The dependent variable)

year Company Code Dependent Variable final Index
2008 1 0.254105
2008 2 0.247183
2008 3 0.420292
2008 4 0.789091
2008 5 0.564701
2008 6 0.411051
2008 7 0.334325
2008 8 0.366715
2008 9 0.32917
2008 10 0.315892
2008 11 0.387393
2008 12 0.438525
2009 1 0.323363
2009 2 0.277569
2009 3 0.448671
2009 4 0.828312
2009 5 0.637889
2009 6 0.450342
2009 7 0.453715
2009 8 0.569427
2009 9 0.378179
2009 10 0.43848
2009 11 0.563751
2009 12 0.540864
2010 1 0.469894
2010 2 0.430071
2010 3 0.597479
2010 4 0.892335
2010 5 0.557894
2010 6 0.64665
2010 7 0.604978
2010 8 0.741956
2010 9 0.507065
2010 10 0.596786
2010 11 0.763168
2010 12 0.787325
2011 1 0.399485
2011 2 0.345592
2011 3 0.637875
2011 4 0.79167
2011 5 0.50596
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2011 6 0.608685
2011 7 0.461432
2011 8 0.726497
2011 9 0.482015
2011 10 0.524522
2011 11 0.907389
2011 12 0.838265
2012 1 0.392077
2012 2 0.390363
2012 3 0.773232
2012 4 1.060621
2012 5 0.511268
2012 6 0.713678
2012 7 0.443342
2012 8 0.741595
2012 9 0.438414
2012 10 0.680476
2012 11 0.858335
2012 12 0.819946
2013 1 0.415116
2013 2 0.417948
2013 3 0.870145
2013 4 1.019572
2013 5 0.59284
2013 6 0.791817
2013 7 0.565789
2013 8 0.804017
2013 9 0.475884
2013 10 0.707039
2013 11 0.984614
2013 12 0.901477
2014 1 0.499889
2014 2 0.506477
2014 3 0.988036
2014 4 1.286017
2014 5 0.617822
2014 6 0.898931
2014 7 0.589179
2014 8 0.844146
2014 9 0.504699
2014 10 0.840421
2014 11 1.30388
2014 12 1.002525

Source researcher 2015
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A5: Letter of approval for data Collection

THIS IS TO CERTIFY THAT:

MR, RAJIV KUMAR AGARWAL

of KENYATTA UNIVERSITY, G-62 A Kalka
Ji New Delhi India-110019 New Delhi
India, has been parmittad to conduct
research In All Counties

on the topic: EFFECT OF VALUE CHAIN
FINANCING AND FINANCIAL
PERFORMANCE OF EDIBLE OIL
MANUFACTURING COMPANIES IN KENYA

for the period ending:
22nd September,2016

B S T

Applicant's
Signature
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Permit No : NACOSTI/P/15/10864/7980
Date Of Issue : 22nd September,2015
Fee Recieved :Ksh 41,600

............... Yearsteraaraanry

Al Director General
National Commission for Sclence,
Technology & Innovation
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NATIONAL COMMISSION FOR SCIENCE,
TECHNOLOGY AND INNOVATION

Telephane « 25320221 3471 U Flooe, Utalil Howse
2241349,310571,2219420 Ulhury Highway
Fax «254-20-318245, 318249 O, oo 3062500100
fmaik secretary®nacostigo ke NAIROBI-KENYA
Website; www nacosti go ke
When replying please quote
Ref: No Date:

22" September, 2015

NACOSTI/P/15/10864/7980

Rajiv Kumar Agarwal
Kenyatta University
P.O. Box 43844-00100
NAIROBL

H EARCH

Following your application for authority to carry out rescarch on “Effect of
value chain financing and financial performance of edible Oil
Manufacturing Companies In Kenya,” | am pleased to inform you that you
have been authorized to undertake research in all Counties for a period
ending 22" September, 2016.

You are advised to report to the Managing Directors of the selected
Manufacturing Companies, the County Commissioners and the County
Directors of Education, all Counties before embarking on the rescarch
project.

On completion of the rescarch, you are expected (o submit two hard copies
and one soft copy in pdf of the research report/thesis to our office,

ST
SAID HUSSEIN
FOR: DIRECTOR-GENERAL/CEQ

Copy to:

The Managing Director
Sclected Manufacturing Company.

The County Commissioners
All Counties,
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