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ABSTRACT
The influence of strategy and context on corporate performance has been and still is a
central issue in Strategic Management Discipline. In spite of immense academic curiosity
in this area, exemplified by extensive empirical research, results still remain inconclusive.
Some argue that performance differences across firms is as a result of strategic choice
and capabilities the firm builds over time. Yet others contend that external characteristics
under which a firm operates is equally important in explaining performance, since
strategic management is sensitive to the context in which it is practiced. Besides,
empirical studies that forge these propositions using an integrated approach in an African
setting, and specifically in Kenya, are scanty. This study examined the influence ofPIMS
(Profit Impact of Market Strategy) principles, strategic capabilities and contextual factors
on corporate performance in Kenya. The study employed a triangulation of exploratory,
descriptive and explanatory designs. Both primary and secondary data were collected.
Primary data were collected vide a structured close ended Likert type questionnaire
administered to all 56 CEOs of quoted companies in Kenya, in a census survey.
Secondary data were collected on financial performance of the same companies for a
period of five years between 2002 and 2006. Financial data summarized by Nairobi Stock
Exchange (NSE) and company's financial statements obtained from Capital Markets
Authority (CMA) were used. Data were analyzed using descriptive and multivariate
analysis. Specifically, means and standard deviations were used to assess data
characteristics. Factor analysis was used to validate and construct indices for the
preconceived variables. Correlation analysis and different variants of regression analysis
were used to test hypotheses. Model testing show that Kaplan and Norton's Balanced
Score Card (BSC) conforms to Kenyan context and remains a viable measure of
corporate performance. Further, the study provides additional support for the linkages
between PIMS principles and corporate performance, suggesting that PIMS principles are
generalizable across a broad spectrum of contexts. More important, the findings
demonstrate that when strategic capabilities are considered in addition to PIMS
principles, the explanatory power of the model increases significantly from Adj.R2

=0.539 to Adj.R2 =0.741 at P<O.OOI.However, it was found that contextual factors have
a negative (~ adj.R2 =-0.004) moderating effect on the relationship between PIMS
principles and corporate performance in Kenya, albeit not significant at 0.= 0.05. The
three study variables, PIMS, strategic capabilities and contextual factors in an integrated
model account for 71.1% of variation in corporate performance, this variation being
higher than that accounted by any of the study variables individually. These findings hold
implications for corporate managers and the Ken an overnment. The co orate
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study seeks to integrate the two arguments by determining the influence of market
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employed to measure corporate performance.
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from resources and certain resources that the firm owns or has access to may be
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identified strategic capabilities common to business as consisting of marketing, market
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(Austin, 1991; Glueck and Jauch, 1984; Jones, 1988; Kiggundu et al. 1983; Nambudiri,
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characteristics, whereas internal characteristics view has focused on the role of firm
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other sets of moderating variables including contextual factors and strategic capabilities.
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strategic capabilities and context on corporate performance. The specific objectives were:
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have also been made to Kenyan government on how to improve environment under
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performance is reviewed and critiqued. Chapter three develops concepts and seeks to
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unobservable firm specific factors explain firm performance. Rumelt (1991) calls these
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capabilities developed by DeSarbo et al. (2005) and external characteristics will be
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demonstrated strategy - performance relationship. It is however, extensive empirical
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performance can be found by analyzing the experience of many companies across a wide
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works are reviewed in this study to illustrate their focus on the structural context of the
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B = Entry barrier; high, medium and low
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in highly concentrated environments, had some effect in medium growth industries but
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to aid research. Unlike other variables like market share, market growth, or absolute firm
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performance (Montgomery, 1979). Rumelt (1977) work indicates that average market
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tends to assume that the structure of an industry and its dynamics would account for
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performance in firms. We know this to be flawed. For instance, in Kenya there are

industries that are quite attractive but you will still find some firms performing poorly.

For example, While, Safaricorn continues to perform exceptionally well in the attractive

telecommunications industry, Zain, its closest competitor continues to make loss. This

implies there is something more regarding corporate performance than structure and

conduct of the industry. What follows, is review of PIMS - corporate performance

paradigm in a view to finding a more appropriate model of corporate performance. This

is not to say that the industrial organization theory is irrelevant, but just to enrich it. This

is because some of PIMS principles like market share, investment intensity among others

do overlap with variables discussed under structure- conduct-performance.
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vertismg
-Sales promotion

Source: PIMS principles: Linking strategy to performance by Buzzell & Gale (1987)

29



the PIMS program, from its inception was one of investigating as many dimensions of

strategy as possible based on general relevance and measurability. PIMS focus on general

denominators and not specifics and treatment of strategies is confined to dimensions that

can be measured in reasonable terms. Table 1.1 above shows dimensions of strategy

available for choice. However, the choices available are constrained by technologies,

capital or human resources available or even overall corporate policy constraints. In

appraising a business unit competitive position, management must consider where it

stands, relative to its competitors on all of the dimensions (Buzzell & Gale, 1987).

Each of the factors listed on table 1.1 above, has a significant impact on performance

although they are interrelated. For example, it is rarely possible to charge premium

prices for inferior-quality products or services. Similarly, workforce productivity is

usually linked to mechanization and the benefits of a program of productivity

improvement must be weighed against the penalty of the increased investment required to

achieve it (Buzzell & Gale, 1987).

A key dimension of competitive position, in addition to those already mentioned is a

business market share. Market share can be measured either as a fraction of the overall

market in which a business participates, or relative to one or a few leading competitors.

pricing that would produce outstanding results for a market leader might make no sense
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for a small share competitor. (2) Performance in a given time period is heavily influenced

by beginning competitive position as well as by current strategy moves. This implies

that, in order to develop measures of how performance relates to strategy, we must

disentangle the effects of beginning position and changes made during a given time

period (Buzzell & Gale, 1987).

The influence of market and industry factors on business performance is also widely

recognized. This relationship has been explored extensively by economists. The studies

have focused on average profit rates for entire industries and not individual firms

(Buzzell & Gale, 1987). Line of business research programs have demonstrated that

profitability is systematically related to variations in market situations. PIMS researches

have established market/industry factors that have greatest influence on business

performance, as shown by the table 1. 2.

Table 1.2 Market /Industry Factors that Influence Performance

• Stageof market evolution and growth
• Selling price inflation
• Degree of product! service standardization

-.-Supply-corrcentration-------

• Typical customer purchase amount
and importance

• Degree of employee unionization
• Extent of industry export and

imports
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2.4.2 PIMS Performance Measures

PIMS assumes that managers try to maximize profits. In line with this practice, two

measures have traditionally been used, Return on Sales (ROS) and Return on Investment

(ROI). Later net cash flow (cash generated minus cash used) as a supplementary measure

was incorporated (Buzzell & Gale 1987). Buzzell and Gale (1987) argue that ROI is

superior to ROS as a measure of performance because it relates results to the resources

used in achieving them. ROI depends on two key factors - Profit Margin (ROS) and

Investment Turnover. Because profitability varies over a period of several years, the

results of strategic choice are usually apparent over a period of several years. For this

matter average measures of ROI and ROS are used. Even when profitability is computed

or estimated over a period of several years it is not a complete measure of performance.

A strategy that may maximize current profits even if "current" is a mean of four years

may weaken or destroy business long term viability. Long term viability could best be

captured by shareholder value or wealth. This is interpreted to mean a combination of

current profitability and appreciation in common stock value, appropriately balanced in

those cases where trade offs between the two arise. An ideal measure of business

performance would take into account both the short term effects of a strategy and its

eventual impact on the market value of shareholders equity. The shareholders wealth is

the stream of dividends received by the shareholders plus or minus the charge in market

measured in terms of two components: (I) The cash flows it is expected to generate over
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a period of time and because these cash flows occur over a period of several years, they

must be discounted at appropriate rates. (2) The change in the business unit's market

value between the beginning and the end of planning period. Since there is no actual

market value for a business unit's equity, an input value must be estimated using a

valuation model derived from an analysis of the factors that appear to affect company's

stock prices (Buzzell and Gale 1987).

Buzzell and Gale (1987) posit that regardless of how performance is defined actual

results must be judged in relation to some kind of standard. Three standards are widely

used, a company or SBU own past experience, the performance of others in the same

industry and the cost of capital. Although the past two standards are organizational and

industry specific respectively, the cost of capital cuts across the industries. Even if a

company's profitability is well above the average level of industry it is inadequate if it is

lower than the cost it must pay for the debt and equity capital resources. When a firm

makes investment that yield return below the cost of capital, the result is a reduction in

shareholder value. Value is reduced via a decline in the market value of a company's

stock, relative to book value (Buzzell & Gale, 1987).

2.4.3 The PIMS competitive Strategy - Performance Paradigm

among these factors are summarized by the figure 1:
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Figure 1.1: The PIMS Competitive Strategy Paradigm

Market structure Strategy Performance

• Market differentiation .-.- - • Pricing
• Market growth rate • R&D
• Entry conditions • New product • Profitability

• Unionization - introductions (ROI, ROS etc)

• Capital intensity • Change in • Growth

• Purchase amount relative quality • Cash flow
and variety of • Value
products/service enhancement

f--+ • Marketing • Stock price
expenses

• Distribution • Market

Relative perceived channels differentiation•
quality • Relative vertical • Market growth

I-- ,
• Relative market share integration ,

~-.-.- ,
• Relative capital

t._._._._._._._._._._._._._._._._._._._lintensity
• Relative cost

Source: PIMS principles: Linking Strategy to Performance by Buzzell and Gale (1987)

The arrows in the diagram indicate that each of the three classes of performance

influences has a direct impact on the results, and each interacts with the others. Thus in

the short term, strategy is constrained by competitive position and by market structure

conditions. Over time, competitive position is shaped by past strategies and by

performances and each of these contributes to changes in market structure (Buzzell &
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2.4.4 Important Linkages between PIMS Strategy and Performance

SPI claims that a combination of firm specific and environmental variables, are related to

business profitability. They further claim that nine basic influences account for nearly

80% of the variance in operating revenues across firms. These factors include; investment

intensity, productivity, market position and growth of served market, quality of products

and/or services on offer, innovation, differentiation, vertical integration, cost push and

current strategic effort (Schoeffler,1979). SPI contend that the relationship between the

nine major strategic influences is complex with a series of offsetting and reinforcing

effects.

According to Kotabe et al (1991) excellent reviews of PIMS results have been

summarized by Buzzell and Gale (1987). Buzzell and Gale (1987) summarized six

principles which they supposed were the most important linkages between strategy and

performance. These principles highlighted earlier in the introduction chapter, are

discussed below. The discussion will commence with the presentation of the PIMS

quality of its products and services relative to those of competitors". Buzzell & Gale
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6% higher (relative to competition) than those in the bottom third.

(2) In the long run, developing superior products and/or improving relative quality is the

most effective way for a business to grow. Quality leads to both market expansion and

gains in market share. The resulting growth in volume means that a superior-quality

competitor gains scale advantage over rivals. As a result even when there are short-run

costs connected with improving quality, over a period of time these costs are usually

offset by scale economies. On average, businesses with superior quality products have

costs about equal to those of their leading competitors. As long as their selling prices are

not out of line, they continue to grow while still earning superior profit margins (Buzzell

and Gale, 1987).

b) Market Share and Profitability

"Market share and profitability are strongly related." Businesses with very large market

shares (over 50% of their served market) enjoy rates of return more than three times

greater than small share businesses (those that serve fewer than 10% of their markets).

Gale (1987) agree that premium profits can be explained by other factors that accompany
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demonstrated that market share had a strong positive impact on profitability even when

taken into account with other factors. Its net effect is about 3 12 points of RO 1 for every

10points of market share.

The primary reason for the market share profitability linkage apart from the connection

with relative quality is that large share businesses benefit from economies of large scale.

Lower per unit costs than that of competitors directly reflects on higher margins. Buzzell
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The fact that high capital intensity tends to depress profitability does not mean that

managers should shun new capital investments. Large addition to business investment

base need not affect capital intensity adversely, as long as sales and value added grow

commensurably. It may be desirable to accept a reduction in average rate of return on

investment as long as ROlon a particular incremental investment exceeds the applicable

cost of capital (Buzzell & Gale, 1987).

d) Business Portfolio and Performance

38



"Most of the strategic factors that boost ROI also contribute to long term value."

Businesses with high ROI usually invest in long term value enhancement. Most of the

strategic and market factors that enhance ROI also tend to increase long term value.

Businesses with strong initial competitive positions, high employee productivity superior

relative quality and cost advantages relative to competitors, have acquired long term
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study, and the six so called important linkages between strategy and performance will be

taken as the predictor variables.

Though the PIMS competitive strategy paradigm appears to be superior to structure-

conduct-performance paradigm, three gaps can be identified. Firstly, the performance

measures used in PIMS are not adequate because they measure only one aspect of

performance, that is, financial. Kaplan and Norton (1996) argue that performance being a

multi dimensional phenomenon requires assessment that goes beyond financial

influenced by Kenya's unique business factors that are not prevalent m developed
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2.5 The Balanced Score Card

After review of PIMS and corporate performance literature, one realizes that the

parameters used to measure performance are basically financial in nature. Measuring

corporate performance in terms of financial indicators alone has come under increasing

criticism. This is not surprising because performance is a multi dimensional concept.

Kaplan and Norton (1998) addressed the inadequacies of traditional financing

measurement system by introducing balanced score card (BSC). Balanced score card

includes financial measures that tell the result of action already taken and compliments

the measures with three sets of operational measures that include the customer

satisfaction, internal- business- process and the organizations ability to learn and improve

the activities that drive future financial performance. This study will incorporate balanced

score card measures. The measures demands that managers translate their general mission

statements on customer service into specific measures that reflect the factors that really

matter to consumers e.g. time, quality, performance, service and cost. The four

perspectives are discussed as follows:
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example short lead times, on time delivery, innovative products and services, new

products and ways to satisfy existing needs. The customer perspective enables business

unit managers to articulate the customer and market based strategy that will deliver

superior future financial returns (Kaplan & Norton, 1996).

2.5.2 Consumer Perspective

Under this perspective managers identify the customer and market segments in which the

business unit will compete and the measures of the business unit's performance in these

targeted segments. The core outcome measures include customer satisfaction, customer

retention, new acquisition, customer profitability and market and account share in target

segments. The segment specific drivers of core customer outcomes, represents those

factors that are critical for customers to switch to or remain loyal to their suppliers. For

2.5.3 Internal - Business -Process Perspective

Under this perspective, executives identify the critical internal processes in which the

organization must excel. These processes enable the business unit to; (l) deliver the value

ro ositions that will attract and retain customers in targeted market segments and (2)

satisfaction and those that also achieve an organization's financial objectives. In addition

42



2.5.4 Learning and Growth Perspective

Learning and growth identifies the infrastructure that the organization must build to

create long term growth and improvement. The customer and internal -business - Process

perspective identifies the factors most crucial for current and future success. Businesses

are unlikely to be able to meet their long term targets for their customers and internal

processes using today's technology and capabilities due to global competition.

Organizational learning and growth comes from three principal sources; People systems

and procedures and what will be required to achieve breakthrough performance are

normally identified by financial, customers and internal business process. To close these

gaps, business will have to invest in reskilling employees, enhancing information

technology and systems and aligning organizational procedures and routines. As in the

customer perspective, employee based measures include a mixture of generic outcome

measures - employee satisfaction, retention, training and skills.

(1994) the emerging theory of dynamic firm capabilities can be presented in different
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is supported by Ethiraj et al (2005) who contend that different capabilities may entail

different financial and managerial costs and yield different dissimilar performance

differences.

Though strategy is viewed as less costly it definitely plays a central role. According to

Nelson (1994) strategy connotes a set of broad commitments made by a firm that define

and rationalize its objectives and how it intends to pursue them. Viewed from an

Economist point of view, strategy presents a firms solution to its profit maximization.

Similarly, strategy tends to define a designed firm structure in general way without giving

details. Firm structure involves how a firm is organized and governed and how decisions

are made and carried out. Structure actually determines what the firm actually does, given

the broad strategy. Strategy and structure call forth and mould organizational capabilities

(Nelson, 1994).

2.6.1 Origin of Organizational Capabilities

Ethiraj et at. (2005), argue that although there are a number of theoretical arguments

about characteristics of resources or ca abilities that

investments in money, time and managenal e ort is required in building them. Ethiraj et
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come from (Ethraj et al. 2005). The first attempt to establish the source of capabilities
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systems to make constant improvements in those routines and practices (Zollo & Winter,

2002). Although making deliberate investment to improve firm capabilities may be

understood uniformly by most firms, there are idiosyncratic firm level differences in

timing effort, the nature and amount of investment effort they undertake and the

organizational mindset that supports this process (Ethiraj et ai, 2005).

Nelson (1994) argues that even if a firm that has acquired a given level of capability is

able to produce competently at a given point in time it will not be able to survive in the

able to reduce costs, improve consistency in delivery and ultimately increase
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relationships, creating durable relationship with suppliers, retaining customers and

bonding with channel members such as wholesalers and retailers (DeSarbo et al, 2005).

c) Marketing capabilities

Marketing capabilities will be measured using set of scale items drawn from Connate et

al (1990). These include knowledge of customers, knowledge of competitors, integration

of marketing activities, skills in segmentation and targeting and effectiveness of pricing

b) Technological capabilities

Technological capabilities, pertains to production process efficiency, cost reduction

greater consistency in delivery and greater competitiveness. These measures will be rated

according to scale items drawn from Day's (1994) set of such capabilities. The items

measure relative capability in the prediction of technological change, technology and new

product development and product facilities (DeSarbo et al, 2005).

organization create technical and market knowledge and facilitate intra-organizational
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Africa and especially Kenya.
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performance (Blunt, 1978, 1980; Dia, 1991; Haines, 1988; Jones, 1988; Thomson, 1964).



Western management systems but belong to their local communities. Lastly, there are

obsessed with acquisition of material things and public display. She argues that

locals who are brought up locally. They have little contact with western values. This

mixture of people from different backgrounds can create problem in running

organizations due to conflicts arising from their backgrounds (Aosa, 1996). Maathai

(2009) argues that that colonization decultured African people leaving them insecure and

corruption stems from this lack of self identity and character that has been brought about

by years of colonization and imposition of foreign culture with a view to subjugate

Africans.

2.7.2 Economic Factors

52

small firms compete to serve limited markets available creating intense rivalry. The end



African countries face serious foreign exchange problems. They consistently import more

than they can export (Maathai, 2009; Nambudiri and Saiyadain, 1986; Government of

Kenya (GoK), Sessional paper no. 1, 1986). There is general scarcity of capital in Africa

(Coughlin & Ikiara, 1988; Coughlin, 1990; & Kirk Patrick, Lee & Nixon, 1984 . C~ital
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availability of foreign aid and economic performance of African countries (Aosa, 1996).
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Kiggundu et aI, 1983). Power is centralized and decision making usually takes place in



Wanjui, 1986). Though the government does not regulate prices In Kenya today,

government ministers have issued threats to revert to price control regime from time to

time. This frustrates organization's management and stifles long term planning.

Governments also tend to regulate private business in Africa through various forms of

licenses and through setting up business operations (Wanjui, 1986). Although some of the

licenses requirements have been reduced, Kenya is still rated among countries with

unfavorable regulations. Businesses have also been lobbying for self regulation as

opposed to government regulation e.g. media publishers. Actions by government

regulators have generated hostilities between the government and private sector firms in

Kenya with accusations of corruption being imputed on the part of regulators.

have also been found to be plagued by inadequate basic business and managerial skills,
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lower. Further, though it can be argued that time may have mitigated the impact of the

businesses, environment being an exogenous factor, it is conceptually assumed that the

same factors will affect even large businesses; nevertheless the magnitude might be

above factors, Shelley (2004), claims that little progress has been made in addressing

public service inefficiencies. However, since 2004, the Kenyan government has initiated

policy reforms aimed at improving service delivery to the public. This earned GoK a UN

award in public service delivery in 2007.

Haines (1988) points out the difficulties of doing business in Africa where one would

encounter political instability brought about by civil wars, border clashes with

neighboring countries and military coups. These political circumstances further

complicate business operations. Though Kenya has enjoyed relative peace, there have

been instances of tribal clashes largely blamed on politicians. During the period of this----- ...•......•.•.....•....•

political environment is also very fluid with no profound political ideologies. These
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purposes of decision making (Wallender, 1978). Without such information, business
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decision making is difficult. Information from government agencies comes late thus

reducing its relevance to planning and decision making. It also tends to be inaccurate

internet and other means, it's cost is high and it is mostly concentrated in towns. This is

being addressed by linking Kenya vide optical cable with the rest of the world.

58
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software services. To test this hypothesis they estimated the following equation:
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typologies (as defined by Miles & Snow, 1978) objectively from the overall best fit.



dependent and do not neatly fall into Miles and Snow (1978) grouping. Based on the

-------------------------------------------------------------0-1---------



and which used similar methodology with this study was by Olson, Slater and Hult

62



63

orientation (for example, a customer oriented company may also pursue cost orientation),
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H12 +
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dramatically greater than those of businesses with investment to sales ratios of 80 % or
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integration leads to higher investment intensity as firms acquire suppliers orl and
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strategic types remain unclear and in need of further research. Ethiraj, et al. (2005)
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to survive (Lawrence & Lorch, 1967; & Covin & Slevin, 1989). Though empirical studies
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Kenyan goods uncompetitive in regional markets. Political risk and insecurity have also

played a big role in disrupting business operations and loss of assets and even life (Waki,

2008). These attributes of Kenyan context can therefore be said to have negative impact

on corporate performance. However, there are other contextual factors that boost

corporate performance in Kenya like economic growth and government related

interventions like reduction in business licenses.

As discussed above, when contextual factors are viewed in light of other variables in an

integrated model, still interactive effects among the variables cannot be completely ruled

out. For instance, distribution systems would definitely have effect on the level of vertical

integration, a PIMS principle. This again would result in an interactive effect that

The four relationships of PIMS principles, strategic capabilities, contextual factors and

corporate performance lead to the conceptual model shown in figure 3.1. Corporate
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generally hypothesized that contextual factors in Kenya will negatively affect corporate

performance. Though PIMS principles have a direct effect on corporate performance,

strategic capabilities, and contextual factors, moderate this effect. At the same time,

interrelationships in the hypothesized direction exist between the moderating variables

andthe predictor variable.

This results in an omnibus model (figure 3.1) with some degree of spurious relationships

among variables. However, in absence of more sophisticated analytical tools, only

relationships explaining corporate performance will be specified and estimated vide

general linear regression and hierarchical regression. The moderating effect of strategic

capabilities and contextual factors on the relationship between PIMS principles and

corporate performance will also be explained.

performance.
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Ho7a: There is no positive relationship between corporate performance and PIMS

principles as a composite variable.

H07b: PIMS principles have no significant predictive power on corporate performance

Hog: There is no positive relationship between corporate performance and strategic

capabilities indicated by (a) marketing capabilities (b) technological capabilities

(c) IT capabilities (d) management capabilities and (e) marketing linking

capabilities.

Ho9a: There is no positive relationship between strategic capabilities as a composite

measure and corporate performance.

H09b: Strategic capabilities do not have significant predictive value on corporate

performance.
II
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H011b: Contextual factors do not have significant predictive value on corporate

performance.

HOI2: The predictive effect of the integrated model (i.e. joint effect of PIMS principles,

strategic capabilities and contextual factors) on corporate performance is not

higher than that of the individual variables with the corporate performance.

Hol3: The strength of the relationship between PIMS principles and corporate

performance does not depend on the firm's strategic capabilities.

HOI4: The strength of the relationship between PIMS principles and corporate

performance does not depend on the contextual factors in Kenya.
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CHAPTER FOUR

METHODOLOGY

4.1 Introduction

This chapter discusses the research methodology. It begins with a discussion of the

philosophical orientation building up to the research design. The population of interest is

then stated and rationale for picking this population of interest discussed ••.••IWinslllltiWru•••mMllllWep..,.t _

construction, pre testing and revision procedures are then discussed and methods of

instrumentsvalidation and measures of reliability delineated. This is followed by variable

operationalization where the three set of variables that is, the criterion, predictor and

moderator are decomposed into the underlying constructs. Data collection techniques are

then highlighted and procedures for dealing with missing data described. Data analysis

andmodel formulation and estimation.

4.2 Philosophical Orientation

The research philosophy adopted in a given study contains important assumptions that

underpin research strategy and methods chosen as part of that strategy, although the

philosophy will in turn be partly influenced by practical considerations (Saunders, Lewis,

that studies judgments about value (Sauders, Lewis & Thornhill, 2007).
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Thisstudy is about the influence of market strategy, strategic capabilities and contextual

factors on corporate performance, and how the three variables interrelate to produce

performance outcome. For this matter, this study is concerned about the state of

knowledge regarding corporate performance and possible influencers of corporate

performance, given contextual peculiarities. This study will thus adopt epistemology

orientation.

Epistemology philosophy orientation has three positions: positivism, interpretivism and

realism (Saunders, Lewis & Thornhill, 2007; Ramenyi et al. 1998). Remenyi et al. (1998)

posit that positivism principles involve working with observable social reality and that

the end product of such research can be law- like generalizations similar to those

produced by physical and natural scientists. Under positivism existing theory is used to

develop hypotheses and these hypotheses are tested and confirmed in whole or part, or

refuted, leading to further development of theory which then may be tested by further

research and the research is concerned with facts and not impressions (Saunders, Lewis &

Thornhill, 2007). Positivism assumes that the researcher is independent of and neither

affects nor is affected by the subjects of the research (Ramenyi et al. 1998). 1

I!
II

'.Ii
that advocates that it is necessar for the researcher to

II

researchers own meanings and actions (Saunders, Lewis & Thornhill, 2007). Realism on
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ofpositivism and social aspects of interpretivism (Saunders, Lewis & Thornhill, 2007).

This study sought to develop hypotheses based on existing theories and models on

corporate performance, PIMS principles and dynamic capabilities. The study extended

these theories and models to suite the Kenyan context by factoring in contextual

characteristics that may affect firms operating in Kenya. In doing this no attempt was

made to influence the respondents. Actually, the instruments used in the study to gather

data were so structured and closed ended. Thus, this study employed epistemological

philosophy leaning on positivism.

4.3 The Research Design

Business Researchers have at their disposal other than case study; numerous quantitative

statistical techniques which, if used in conjunction with careful conceptual work, can

increase the insights drawn and can add confidence to significance of reported findings

(Montgomery, 1979). In line with this philosophy, this study employed multivariate

techniques for parameter estimation. In doing so, this study employed a triangulation of

exploratory, descriptive and explanatory research designs. Lehman, Gupta and Steckel

- - - - - - . - - - - .. - .

the following purposes: (I) Formulating a problem for more precise investigation or for
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information about the practical problems of carrymg out research on particular

conjectural statements, (4) Increasing the analyst's familiarity with the problem and, (5)

Clarifyingconcepts.

In the absence of well grounded theory on external factors that influence corporate

performance in Kenya, and to satisfy this research inquiry, exploratory research design is

considered appropriate. This will increase our familiarity with the problem set out and

clarify the underlying external factor constructs. Exploratory factor analysis was used to

extract the underlying contextual factors through varimax factor rotations. Descriptive

statistics were used to determine data characteristics.

In the case of the relationship between PIMS principles, strategic capabilities and

corporate performance, there is sufficient evidence from classical and empirical literature

explaining their relationships. These causal relationships have been reviewed earlier in

chapter two. In this study we are therefore concerned with two basic problems regarding

the hypothesized relationships; Firstly, Confirming or disapproving the hypothesized

relationships, and secondly, if the hypothesis is specific that mathematical form of the

relationship between the predictor and criterion variables is determinable, estimating the
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4.4 Population

A census survey was used to collect primary data and secondary data from the population

of interest. All Companies listed at the Nairobi Stock Exchange (NSE) formed the

population of interest. Currently, 56 companies are listed on NSE (see appendix B). Four

justifications were used to settle on a census of NSE. Firstly, the financial data required

for this kind of study was readily obtained at NSE. When Aosa (1992), attempted to

collect financial data from private non quoted Manufacturing Companies in Kenya, he

was unsuccessful because respondents considered this kind of information confidential.

Secondly, a census provides a useful resource with which to compare or set in context

research findings (Saunders, Lewis & Thornhill, 2007). Third, the quoted companies are

relatively few and concentrated in Nairobi area, and therefore, it is appropriate to include

all of them in the study. Finally, with such few units of study, if sampling was used and

there was a large non response, this would greatly affect quantitative data analysis used.

4.5 Instrumentation

The study constructs are based on theory of corporate performance (Hax & Majluf, 1998;

Kaplan & Norton, 1996; Nelson, 1994; Porter, 1994; Rumelt, 1991; & Williams, 1994),

PIMS principles (Buzzell & Gale, 1987; Kotabe, et al. 1991; & Meng Leong, 2001)

competitive capability theory (Connate et ai, 1990; Day, 1994; & DeSarbo, et al. 2005; &
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constructs. However, review of Kenyan contextual environment did not reveal any



two categories, that is, financial measures and non financial measures. Financial

measures were largely adopted from studies by Montgomery (1979), Hax and Majluf

(1988) and Desarbo, et at. (2005). Non financial measure scales were adopted from

Kaplan and Norton's (1996) Balanced Score Card (BSC) to include customer, internal-

business-processes and learning and growth perspectives.

PIMS scales were identified from Buzzell and Gale (1987) and PIMS data bases. Six

PIMS principles specified by Buzzell and Gale (1987) and demonstrated to have

predictive value on corporate performance have been adopted for this study. Strategic

capabilities scales were adopted from studies by Desarbo, et al. (2005) and Olson, et al.

(2005). Contextual factors scales were mainly based on studies by Aosa (1996) and

K'Obonyo (1999) and from other studies across Africa.

All the above described construct measure scales, with the exception of financial
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onstrategic capabilities.

4.5.1 Instrument Pre-testing and Revision

A part from contextual factors, construct measures were adopted from studies conducted

in America for example DeSarbo et al. (2005) and Olson, Slater and Hult (2005) and

PIMSstudies Buzzell & Gale (1987). To avoid American bias and incompleteness of the

contextual factor measures, the questionnaire was pre-tested with 6th cohorts of Executive

Masterof Business Administration (EMBA) students ofMoi University, Nairobi campus.

To qualify as an EMBA student of Moi University, one requires an undergraduate degree

or its equivalent and at least five years management experience. The students were

therefore presumed to have sufficient management skills necessary for instrument pre-

testing. DeSarbo, et al. (2005) used EMBA students to validate their measures in a

similar study. The questionnaire was administered to 50 students specializing in Strategic

Management. These students were presumed to have sufficient management skills

considered necessary for pre testing. A total number of 32 questionnaires representing a

response rate of 62% were returned.

procedures. Principal component with Kaiser Normalization was used. Varimax rotation
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assessment of internal consistency of items was performed using Cronbach Alpha

coefficient.

All items with non response rate of n>3, were reviewed by a focus group comprising of

lecturers from the School of Business and Economics, Moi University. Some items were

dropped while others were reworded. All items with 0>3, were automatically dropped.

Factor analysis loading was set at 0.5 and all items with a lower factor loading and

communality of less than 0.5 were not entered£Qr~hngQnaLv:arimax_rotations._Step_b~ 7"

step varimax rotations were performed and items that did not converge after successive

was discovered that only one item was suppressing the reliability and when this item was
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itemwith low reliability was dropped.

4.6 Measures of Validity

Validity concerns the soundness of the inferences based on the scores - that is, whether

the scores measure what they are supposed to measure, but also not measure what they

arenot supposed to measure (Thompson, 2003; Kline, 2005). There are four categories of

validity; content validity, construct validity, criterion related validity and external

validity.

Content validity refers to the extent to which the measuring instrument provides adequate

coverage of investigative questions guiding the study (Cooper and Schindler, 2001;

Kline, 1994). For this study questionnaires were persistently checked to ensure they

covered all the four main areas of this study, that is, PIMS Principles, Strategic

Capabilities, Contextual factors and Corporate Performance. Exploratory and

confirmatory factor analyses were also applied to check whether the defined eigen

variable structure are in tandem with classical and empirical Literature.

Construct validity is the extent to which a set of measured items actually reflects the

instrument seems to correspond to common sense without empirical evidence. This study
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ensuredface validit)-:b constructing the questionnaire based on prior studies and logical

conceptualframework.

Convergent Validity measures the extent to which items that are indicators of a specific

construct share a high proportion of variance in common. The adequacy of convergent

validitywill be assessed through factor analysis indicators such as factor loadings that are

higher than 0.5 with a composite reliability of alpha above 0.6 and a total variance

explained of 60 % (Hair et al, 2006).

Discriminant validity is the extent to which a construct is truly distinct from other

constructs. This means that a construct is unique and captures some phenomena other

•
~~------- -----------------------~- .-----~ -- ---- -- -~- ----

rotation III factor analysis. Nomological validity on other hand, tests whether the

correlations among constructs in a measurement theory make sense. This study applied

can be applied to the individuals and settings beyond those that were studied (Gall, et al.
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2003). This study has demonstrated external validity by testing hypothesis developed

elsewhere to check for replication in Kenyan situation. Confirmatory factor analysis was

employed to establish whether eigen variables discerned elsewhere apply in Kenyan

context.

This study will use a four step measure of reliability; (1) Drawing from Literature those

items that have been tested for reliability by other researchers and adopt them. PIMS

measures were adopted from Kotabe, et al. (1991); capability measures were adopted

from DeSarbo et al (2005) and Olson, Slater and Hult (2005) and corporate performance

measures were adopted from Kaplan and Norton (1996). (2) Revision of questionnaires

and pre testing. (3) Using exploratory factor analysis to identify redundant items that

weaken reliability and excluding them from construction of scales. (4) Finally, Cronbach

Alpha coefficient was used to assess reliability.

4.7 Reliability Analysis

Reliability concerns the degree to which the scores are free from random measurement

errors. Reliability statistics measure the degree to which responses are consistent across

the items within a single measure.
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debatable, a conservative threshold of 0.6 and above is used to check for internal

consistency among items (Kline, 2005).

4.8 Variable Operationaiization

This study has four sets of variables: Corporate performance is the criterion variable,

PIMS principles is the predictor variable and moderating variables are strategic

capabilities and contextual factors, operationalized as per the tables 4.1 through to 4.3.

Table 4.1 Criterion Variable

Category Item Operationalization Measure(s)

Financial Investment Net income A.T. + Interest
Shareholders equity + L.T. debt

Return on Investment
(ROI)

Assets Net income A.T.
Total assets

Return on Asset
(ROA)

Share growth 100 XN - XI
N Xl

Average percentage
growth in earnings per
common share (GEPS)

Non-financial
(customer

Market share Management's perception on
organization's market share to that of three

Sum of management
judgments on 1-5
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Learningand
growth

Employee
retention

Staff turnover
Number of staff

Rate of staff turnover
(RST)

Staff
contribution to
revenue

Employee
empowerment

Total revenue
Number of employees

Revenue
(RPS)

per staff

Process
efficiency

Employee involvement with decision
making, reskilling, recognition, access to
information, encouragement and support,
reward structure.

Process redesign and reengineering

Sum of management
judgments on 1-5
scales

Sum of management
judgments on 1-5
scales

Table 4.2 Predictor Variable

Category Item Operationalization Measure(s)

Table Continues
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Information
technology
capabi lities

IT systems for New Product Development
(IT) projects,

IT system for functional integration,
IT systems for technology creation,
IT system for market knowledge creation, IT
system for internal and external communication

Management
capabilities

Integrated logistics systems, cost control
capabilities, financial management skills, HR
management capabilities, profitability and
revenue, forecasting and marketing planning
process

Contextual
factors

Infrastructure Distribution and cost of railway network,
distribution and cost of road network,
distribution, quality and cost of electricity,
distribution and cost of telephony, efficiency
and cost of port services, availability and cost
of piped water.

Sum of
management
judgments on
1-5 scales

Sum of
management
judgments on
1-5 scales

Sum of
management
judgments on
1-5 scales

Table continues
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Secondary data was collected from NSE and Capital Markets Authority (CMA) and it

formed the basis of testing financial perspective of corporate performance. A structured
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listed companies in Kenya. These respondents are considered to have proper grasp of

what transpires at corporate level in their organizations and proper understanding of

complex issues at the corporate level. The questionnaires were dropped to all the

respondents and a personal follow up made after a week. By dropping and making

personal follow up response rate was enhanced and field data editing improved. Where

possible the questionnaires were administered to the respondents by either the researcher

original distribution of values when any remedy was applied.
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assessed for non random component both Missing at Random (MAR) and Missing

Completely at Random (MCAR) levels were assessed. Although significant differences
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Correlation coefficients were also computed to determine relationships among variables

and test hypothesis while one way ANOY A was used to find confounding effect of one
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model fitness of equations three, four, five and integrated equation one (note that



expected to affect the disturbance term for any other trial. And, because the disturbance
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where error variance is not constant over all observations, that is where E (uu') f:.8 In,
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other hand 43 out of 56 respondents filled and returned the questionnaires designed to

collect the primary data. This represented a response rate of close to 77%. This was



findings.
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87% had business oriented skills like CPA and CPS, while the remaining 13% had

technical skills in IT and Engineering.



As shown in table 5.2, 2 (5%) were grouped as agricultural companies, 9 (21%) were

grouped as commercial and service companies while 12(28%) were grouped as
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are small.
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n••••••••••••••••'gt~t~lo'n•••••••••
Mean
n
Std. Deviation

Total 10.2672
54

16.00484

••••••6.~·i••••2.·994w81•••••• ~

4.9657 5.5723
54 44

6.50850 2.23503
Note: Natural logarithm In used to transform share growth data
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better. Table 5.5 show the descriptive statistics on the respondent's opinions.
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and investment in plant and equipment (M=0.44, SD=O.53), that have close

dispersion, other ratio measures of PIMS principles have wide range and SD ranging
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companies engaged in vertical integration, there was no formed opinion on whether
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the companies engaged on forward integration (M=2.76, SD=1.356) and they tended

to disagree that they engaged in backward integration (M=2.43, SD= 1.318).

5.3.3 Contextual Factors

Generally, respondents were asked to indicate the extent to which they agreed or

disagreed with statements describing business environment in Kenya. These

statements were extracted from prevailing literature on business operations in Africa

and were generally negative implying that business environment in Kenya is adverse.

They were to apply a five point likert scale where 1= strongly disagree, 2=disagree,

3=neither agree nor disagree, 4=agree and 5=strongly agree.

Results on table 5.7 indicate that except for electricity accessibility and quality, where

the opinion is divided (M=3.23, SD=0.95) respondents agree that infrastructure in

Kenya is poorly distributed and rather expensive. Results also reveal that there is no

formed opinion on the state of distribution systems in Kenya. Regarding political and

legal factor the findings show that respondents felt that the political climate is not

supportive of business. The opinion was however divided as to whether government

directly interferes with business operations (M=3.09, 0.971). On the economic factor,

opinion is divided on whether the Kenyan market is limited in size (M=3.07,

SD=1.lO) and whether capital markets are weak and inefficient (M=3.37, SD=0.976).

However, respondents agreed that the cost of credit in Kenya is high (M=4.02,

SD=0.67) and that Kenyans disposable income is low thus affecting business volumes

(M=3.65, SD= 1.02). Other than ethnicity influence when filling employment

positions that had divided opinion (M=3.00, SDO.98), respondents did not feel that

social cultural factor was unfavourable to business in Kenya.
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Though respondents had divided opinion on whether corruption expenses form a

significant part of operating expenses (M=2.63, SD=l.2), they generally agreed that

corruption practices do affect competition and acquisition of business opportunities.

Finally, opinion was divided regarding the role insecurity has played in terms of asset

safeguarding and business interruptions.

Table 5.7 Descriptive Statistics on Measures of Contextual Factors

Variable Construct N Minimum Maximum Mean Std. Deviation

Infrastructural

Transport Network Distribution 43 2 5 4.09 .781

Transport Cost 43 5 4.12 .879

Electricity Accessibility and Quality 43 2 5 3.23 .947

Energy Cost 43 2 5 4.26 .848

Distribution systems

Distribution Domination 43 5 3.00 1.000

Cross Functional Integration 43 4 2.88 .956

Information Exchange 43 5 2.74 .978

Channel Innovation 43 2 5 3.21 .914

Political and Legal

Business Regulation and Bureaucracy 43 2 5 3.81 .880

Laws and Dispute Settling 43 2 5 3.56 .796

Political Ideology 43 2 5 3.86 .833

Government Institutions 43 2 5 3.51 .935

Government Interference 43 5 3.09 .971

Economic factors

Limited Markets and Competition 43 5 3.07 1.100

Cost of Credit 43 2 5 4.02 .672

Capital Markets 43 5 3.37 .976

Social- Cultural factors

Cultural Beliefs and Business Operations 43 4 2.16 .754

Work Ethics and Business Enterprise 43 4 2.33 .837

Loyalty Culture and Employment 43 5 3.00 .976

Table Continues

117



Table5.7 continued

5.3.4Strategic Capabilities

To measure strategic capabilities, respondents were asked to evaluate how well or

poorly they believed their companies performed on predetermined strategic

management constructs on a five point likert scale in comparison with close

competitors whereby 1=much worse, 2=worse, 3=neither worse nor better, 4=better

and 5=much better. Table 5.8 summarises the descriptive results on strategic

capabilities.

The results reveal that apart from the evaluation of ad effectiveness where opinion

was not well formed (M=3.4, SD=O.98), generally respondents felt that they

performed better than the competition on marketing capabilities. The same sentiment

applies to market linking, IT, technological and management capabilities.
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Quality Control Skills 43 2 5 4.14 .804

Table continues
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Table 5.8 continued

Variable Construct N Minimum Maximum Mean Std. Dev.

Management Capabilities

Integrated Logistics Systems 43 2 5 3.84 .814

CostControl Capabilities 43 2 5 3.98 .771

Financial Management Skills 43 3 5 4.33 .680

Human Management Capabilities 43 2 5 3.91 .868

Profitability and Revenue forecasting 43 2 5 4.09 .750

Marketing Planning Process 43 2 5 3.86 .990

5.4 Estimation Results

This section presents relationship results as per the study objectives. As a prelude to

results presentation on each study objective, the criterion variable corporate

performance has first been analyzed and its constituent measures tested for reliability

and validity. This is followed by results on each of the four objectives. Analysis of the

objectives begins by first assessing the reliability and validity of the constructs that

builds up to index construction. These indices are correlated to establish underlying

relationships after which hypothesis are tested where applicable. This is followed by

model estimation and finally interpretation and discussions.

5.4.1 Corporate Performance

a) Factor Analysis and Reliability test of Non Financial Measures of

Corporate Performance

Seventeen items were used to test the non financial perspective of corporate

performance on a 5- point likert scale. Composite reliability analysis on the seventeen

items showed internal consistency result of cronbach a= 0.8743 above the upper

threshold of a= 0.70 with a variance explained at 66.74% above the threshold of 50%.
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Factor analysis, revealed that Bartlett's Test of Sphericity.was statistically significant

at a= 0.01 level (X2= 351.145, df =136, P= 0.00) above the threshold of a= 0.05

implying that factor analysis using principal component was relevant for the data set.

Exploratory factor analysis revealed that the communality of all the seventeen items

was above the threshold of 0.5. Orthogonal varimax rotations converged after six

iterations and four components with eigen values greater that unity were extracted

accounting for 66.00% of the variance (see table 5.9).

Table 5.9 Exploratory Factor Analysis for Non Financial Measures of Performance

Rotated Component Matrix(a)
Item Description Component and Factor Loading

1 2 3 4

Market Share .752

Normalization.
a Rotation converged in 6 iterations.
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This is above the upper threshold of 60% and indicates that the four component factor

--eOITtinuous Procesnmprovement~----------~.6921----------------

ExtractionMethod:PrincipalComponentAnalysis. RotationMethod:VarimaxwithKaiser
Normalization.
a Rotationconvergedin6 iterations.
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Theorthogonal varimax rotations under confirmatory factor analysis converged after

six iterations. Items with factor loading of greater than 0.5, combined to form three

factors,namely, Learning and Growth perspective, Customer perspective and Internal-

Business-Processperspective.

Thefirst non financial performance factor labeled "Learning and Growth Perspective"

comprises of employee related attributes such as employee involvement in decision

making, employee training and employee access to information and employee

creativity. It also comprises other activities executed by employees including proper

resource utilization, accuracy of information given to customers and ability of

employees to execute continuous process improvement. The seven items were

service, Length.of.fransactiona.fulfillment and lead time. The three items were

summated to form a composite scale, "Internal-Business-Process Perspective Index"

(IBPPI).
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Table 5.11 Validity and Reliability for Indices of Non Financial Measures of

Performance

Factor Index Items Factor Alpha if item Composite
Loading deleted Reliability

Learning and Employee creativity 0.799 0.7961 0.8420
Growth Employee Access to 0.795 0.8133
Perspective information
Index (LGPI) Employee Training 0.774 0.8102

Continuous Process 0.694 0.8170
Improvement
Employee involvement in 0.687 0.8282
Decision Making
Information Accuracy 0.547 0.8318
Resource Utilization 0.537 0.8400

Customer Overall Customer Retention 0.802 0.7983 0.8452
Perspective Market share 0.742 0.8323
Index (CUSPI) Customer Acquisition 0.687 0.8069

Yields 0.674 0.8219
Retention of Major Customers 0.667 0.8358
Throughput Time 0.579 0.8344
Service Accessibility 0.519 0.8332

Internal- Waiting Time 0.883 0.7098 0.7991

ROA and SHARE growth were employed.
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Table 5.12 Means and Standard Deviations for Financial Measures of Performance

(r=0.177, p=0.256). This is not as expected and could imply that share growth among

NSE listed companies is speculative and does not reflect company fundamentals. Due

to this anomaly, Share growth was dropped from further analysis.
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Learning and Growth
Perspective Index

43 17.00 35.00 27.7907 4.27372

Though the standard deviations of customer perspective index (8=4.20) and learning

and growth index (8 =4.27) are not within the ideal range of 8<3.0 as showed by table
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business processes (r=0.465, p=0.002). The two relationships are significant at

P<O.Ol. This means that internal business processes perspective is only significantly
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items did not meet the criteria for factor analysis of at least five items. Reliability

analysis for the two items revealed internal consistency of Cronbach a= 0.8358 above
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Table 5.19 Correlations between PIMS principles and corporate performance
Construct Statistic 1 2 3 4 5 6 7 8
Product!Service Pearson
Quality(1) Correlation

Sig. (l-tailed)~~~~N_.,._.~~~=:~==~:~~~~~~~~~••~~

quality and corporate performance (r=0.646, p=O.OOO).Since p<0.05 there is no

support for the null hypothesis. We therefore reject the null hypothesis and accept the
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alternative hypothesis. Thus, "there IS a significant positive relationship between
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136

correlation between vertical integration and corporate performance (r = -0.202,

P=0.096). Although the results are in hypothesized direction, the p value is greater



than 0.05, implying that there is support for the null hypothesis. We thus reject the

alternativehypothesis and accept the null hypothesis. This suggests that there is no

performance in the long run.

137



Hypothesis (Ho7a): There is no positive relationship between PIMS principles as
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Hypothesis (Ho7b): PIMS principles do not have predictive power on corporate

Value .097 .057
Index

.208 1.697 .098 .300 .269 .203 .954 1.048

Table continues
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standardized data and aids comparison between independent variables. The standard

error of product of the regression coefficient of 4.430 is an estimate of how much

regression coefficient will vary from sample to sample. The standard error of product!

service quality is 0.565 denoting that the 95% confidence interval for product! service
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increased with the addition of market share. The R increased by 0.144 from 00417 to

0.561 and the adjusted R2 increased by 0.136 from 00403 to 0.539. Standard error of

estimate decreased from 6.82212 to 5.99559. The three measures demonstrate the
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linked with corporate performance (Shoeffler, 1977).
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extracted one component with all items having factor loading above upper threshold

of 0.7. The five items had a reliability of cronbach a= 0.8507. The five items namely

Segregation and Targeting skills, Marketing Integration, Effectiveness of Advertising



likert scale. These items included IT for new product development IT for cross

functional integration, IT for knowledge creation, IT for internal communication and

IT for external communication. Exploratory factor analysis had KMO measure of
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The final strategic capability measure was management capabilities. Again, six items

were used to measure this variable on a five point likert scale. These items included

Integrated logistics systems, Cost control capabilities, Financial management skills,





Ability to retain
customers

0.707 0.8704

----------------------------------------------------------~14+----------
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the dynamic capabilities theory that posits; it is the capabilities by which firm

resources are acquired and deployed in ways that match the firm's market

environment that explains inter firms' performance variance over time (Eisenhardt &
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of squares and sum of squares of residual error. This implies that there is considerable

improvement in prediction upon introduction of independent variable, strategic



collinear a composite index consisting of all the variables should be constructed.

Informed by this reasoning, the five strategic capabilities were aggregated into one

strategic capabilities index. Linear regression was then used to test this hypothesis and

the results are represented on table 5.23.
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variables.
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Similarly, political ideology an item used to measure political and legal environment

was found to have cross loaded on factor 1 and factor 3. These three items were

dropped from further analysis.

153



factor 7. This item was dropped from subsequent analysis.

The fourth trial also improved KMO measure marginally from 0.5 to 0.502. Although

principal component analysis still extracted seven factors, the convergence iteration
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had the Effect of cultural beliefs on business

operations, a measure of Social- cultural factor load at a value lower than 0.5. Effect

of work ethics on business enterprise, another measure of Social- cultural factor,

cross- loaded on component factor 5 and 6. In order to conduct further analysis, cost
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Rotation converged in 6 iterations.

The first factor comprised three items including Employee's safety, Business

interruptions as a result of insecurity and Assets security. This implies respondents

were concerned about security problems in Kenya. The three items above were
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were done between 1970s and 1990s. These include Onyemelukwe, 1973; Haines,

1988, McCormick, 1997; & Kobonyo, 1998 among others. Over time, various

interventions (highlighted under the discussion section) have been put in place to

reduce the negative effects of contextual factors on performance in Africa and in
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on these results, we therefore accept the null hypothesis and reject the alternative

hypothesis. Thus, contextual factors in Kenya have no significant predictive power on

corporate performance.
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model fitness of the three independent predictors is compared with the integrat'~-------i

overall model fitness. The results are presented on table 5.16.
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R2 value reveals a higher loss of explanatory power when PIMS are used to predict

corporate performance than when strategic capabilities are employed (6.3% in case of

PIMS compared to 0.8% incase of strategic capabilities).
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When strategic capabilities variable was introduced in the second step of hierarchical

regression, while controlling for PIMS principles, the R2 changed by 0.20, from 0.561

to 0.761. The adjusted R2 changed by 0.202 from 0.539 to 0.741. At the same time,
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performance. This implies market strategy decisions need to be leveraged by the

firm's capabilities to enhance corporate performance. Further, the study shows that

PIMS principles and strategic capabilities are complementary and interconnected.
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role in performance. Similar findings were also revealed in Ketchen Jr et al. (2007)

study. The findings of this study, concurs with those of Short et al. (2009) and

Ketchen Jr. et al. (2007). The Kenyan experience therefore, compares with other

experiences in the world that tend to suggest that firm characteristics playa key role in

determining performance outcomes.

5.4.7 The Moderator Effect of Contextual Factors on the relationship between

PIMS Principles and Corporate performance.

The sixth and final objective of this study sought to determine the moderating effect

of contextual factors on the relationship between PIMS principles and corporate

performance. One hypothesis (H14) was formulated to address this objective. Ensuing

are results on the test of this hypothesis.

ormance is not negatively moderated by contextual factors in

Kenya

To test the moderating effect of contextual factors on the relationship between PIMS

principles and corporate performance, hierarchical regression was employed and the
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Table 5.30 Results of Hierarchical Regression between Contextual Factors, PIMS

Principles and Corporate Performance

Predictor Variables Beta (~) t P- Values

Step 1

Product/service quality
Market share

R2 = 0.561
Adj. R2 = 0.539
SE= 5.99559
F - Value = 25.546

0.501
0.406

4.464
3.617

0.000
0.001

0.000

Step 2

ProdJ]ct/sendce QJ]a'jQ' 0482 4 19z 0000
Market share
Contextual factors
R2 = 0.568
Adj.R2 = 0.535

~R2 (from step I to 2) = 0.007
Mdj. R2 (from step 1 to 2) = -0.004
SE = 6.01938
F Value = 17.124

0.405
-0.089

3.592
-0.827

0.001
0.413

0.000
Dependent variable: Corporate performance

When the composite contextual factor construct was introduced into the hierarchical

•regression equation while controlling for PIMS principles, the predictor statistics on

not have predictive power on corporate performance. In fact, contextual factors

suppress the strength of the relationship between PIMS principles and corporate

performance. However, the strength (Aadj. R2=-O.004) of the relationship although
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5.5 Discussions

and services. That their quality products/services are characterized by innovation and

investments in research and development aimed at product enhancements. This
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leads to aggressive and often destructive competition and (2) capital intensive

businesses may be less efficient in using fixed and working capital than competitors
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in 2001. Their brands are also perceived by Kenyans to be of high quality and they

have therefore managed to acquire market leadership. In Kenyan context it can

and 2 (4.7%) as a dog. One tailed correlation test revealed negative correlation

between business portfolio and corporate performance (-0.337, p = 0.014) significant

173



lower profit margins. This study therefore tends to lend support to BeG market share

/ market growth business portfolio models. Though PIMS studies tends to repudiate

performance, as the incremental returns are not sufficient to offset the capital outlay.

This tends to be the case in Kenyan context.
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performance. This implies that managers should not sacrifice long term objectives in

directly strategic capabilities with corporate performance. The findings reveal that on

their own, strategic capabilities accounts for (R2 = 0.695; Adj. R2 = 0.687) 69.5% of
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enviromnent that explains inter firm performance variance over time (Eisenhardt &

Martin, 2000; Makadok, 2001; & Teece, Pisano & Shuen, 1997).

to match market conditions (Slater and Narrer, 1995).
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the other five strategic capabilities. At a more strategic level Ersenhardt & Galunic

(2000) argue that coevolving, that involves routings by which managers reconnect

webs of collaborating among varIOUSparts of the fIrm to generate new and synergetic

177



line between these factors that have a negative effect on performance.

The other factor that affects corporate performance in Kenya is political risk

-associated--with--weak-government-suppurt-system-for-busirress----urgarrizatium;-and

e-n¥an-----~

1'78



the results of exploratory factor analysis it would appear that distribution systems,

legal factors and social cultural factors do not have influence on corporate

performance in Kenya. Though K'Obonyo (1999) identified distribution channels

as one factor that influenced business performance in Kenya, his study focused on

SMEs. Pedersen and McCormick (1997) contend that while the entire economy



families are largely nuclear and private businesses are run by relatively young well

trained professionals. The practices that were attributed to the old generation of

managers of 1970s and 1980s may no longer be widespread and this could be the

reason why cultural factor does not have influence on business performance in Kenya.
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55.6 % of variation in corporate performance. The study went on to determine the

predictive power of strategic capabilities on corporate performance, as well as the

moderating effect of the strategic capabilities on the relationship between PIMS

principles and corporate performance. The results reveal that strategic capabilities on
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external factors in an integrated model. This approach was adopted in this study and
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To achieve these objectives a triangulation of exploratory, descriptive and

explanatory designs were employed. A census of all 56 companies listed on NSE was
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principles that have been extensively grounded on theoretical and empirical literature.

As expected, product! service quality and market share are strongly and positively

-
KENYATTA UNIVERSITY LIBRARY 185



\
population. It can therefore be concluded that PIMS principles have predictive power .

on corporate performance in Kenya. It can further be concluded that product! service
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the environment under which businesses operate in Kenya is not conducive and does

not therefore favor business operations. However, the contextual factors only account

187







scanty. This study therefore, posit that through the context under which

businesses operate in Kenya matters, managers and entrepreneurs should view

achieving superior performance, as a function primarily of what occurs within their

firms.



capabilities and corporate performance relationships. Due to their relatively larger

environmental context thus this may result in weak relationships between contextual

factors and corporate performance. It is therefore, important to replicate this study in

191
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leveraged by IT capabilities, market linking capabilities, technological capabilities and

management capabilities. The IT capabilities should be calibrated to foster innovation,

knowledge creation and facilitate cross functional integration. Innovations will ensure

that the products! services remain trendy and rugged. Knowledge creation ensures that
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corruption, insecurity and adverse economic climate.
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Much
better

a) Market share 2 3 4 5
b) Overall customer retention 2 3 4 5
c) Retention of major customers 2 3 4 5
d) Customer acquisition 2 3 4 5
e) Effective resource utilization 2 3 4 5



three .or competitors....Our-Preoominant:--lb~Uf&Slif·nl;ee~SS'1pf}e:ttfeHe--has:-----------
a Relativelyjligh ma et ihare.in low growth-market~s€gments--E-~--------
b) Relatively high market share in high growth market segments [ ]
c) Relatively low market share in high gro .. market segments ~_~~ _
) Relatively low market share in low growth market segments []

~~~~~~~~~~~~~~-2I-l



iii) There is rather minimal 1
exchange 0 . 0 a
among distribution channels
and business organizatron~-'----

between business
organizations and
distribution intermediaries

2 3 4 5
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POSSI e usmess strategic capa I ities. Please evaluate how
well or poorly you believe that your company performs in the specific capabilities,
relative to your three major competitors. Please use the following response scale by
ticking your responses: 1 = Much worse, 2 = Worse, 3 = Neither worse nor better, 4 =
Better, and 5 = Much better.
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external communication e.g. with
suppliers, customers, channel
members etc.

215



THANK YOU FOR TAKING YOUR TIME TO COMPLETE THIS QUESTIONNAIRE.
If you have any queries please do not hesitate to contact Mugambi G.K. M'Nchebere by

telephoning 0721 203745 or 0711 588483 or E-mailingmugambigkmn@yahoo.com
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usker House, Ruaraka
Ritl;li Roac, naustrial Area

(Appendix continues)
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24 .103 .383 99.421
25 .074 .274 99.695
26----t----c.o5o'-I----.185'-I-----m99~.8~8~0 ·1 1 1-- 1· _

27 .032 .120 100.000
Extraction Method..Princi COffiRonentAnal)'sis.
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Work Ethics and
Business Enterprise

Cost of Credit
Transport Cost
Transport Network
Distribution

.510
.545

.54\

Extraction Method: Principal Component Analysis.
a 9 com onents extracted. _
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.615

Cultural Beliefs and

or res an
Business Enterprise

Corruption Expenses and
Operating Costs .512 .570
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Business Interruption

Extraction Method: Principal Component Analysis.
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Capital Markets
Transport Network
Distribution

.851

.742
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apt a

Work Ethics and Business
Enterprise .517 -.567

Extraction Method: Principal Component Analysis. Rotation Method: Varimax with Kaiser Normalization.
a Rotation converged in 7 iterations.
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.223 2.025 98.435

.172 1.565 100.000
Extraction Method: Principal Component Analysis.
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