
p 

OF 

B 

BY 

IRE 
I 

0611 015/03 

TlAL 



0 

1bi proj ct is my original w rk and has not b en ubmitted for a degree in any 

otb r uni ersi . 

igned .. Date .. ~~.-:9.!~.~ ..................... . 

gunjiri Irene anJrru 

The project has been submitted for examination with my approval as the 

university supervisor. 

ign.ed 
21 Jr !?J?.t!-2. ......... . 

Date ....... /···/·~ 
Dr. artin Ogutu 

Department of Business Administration 

niversity of airobi 



I 

1 o m. b t ri nd. you ar ah a s there for me that is the wonder of you. 

ii 



Thi a pr uct o man people's e on. to II who 

contri uted t rd the completion of thi project. I ma n t b abl to mention II but I will 

ore er gr teful. 

I e pe i lly want to thank my supervisor Dr. Ogutu. hairman of the 0 partment of 

Bu ine Admini tration for hi unfailing a ailability to guide me through this proj ct. 

Thank to hi con tant ad ice and con tructi e criticism this project has be n completed. 

I am also grat ful to m> family. dad, for his con tant encouragement and setting high 

goals for m while pro iding all necessary support. My mum. for lo ing me and pro iding 

additional sup rt and constantly reminding me the es ntial thing in li e. Finally. 

Chari s my broth r for pro iding support in editing this project. 

1 would also like to mention Julia and Pri my "academic walking sticks', for their supp n 

throughout this MBA programme. To Lydia Kamere Carmel hari Reddo tella Jacque, 

Liz. Annie Hilderlith, Mary Omingo and all my friends for their support. I am greatl 

inde ted to m MB class for their cooperation and assistance. 

J would like to expre s m) gratitude to Miss Alison Kariuki for making appointments form 

to collect the data that I needed to complete the research. 

pecial appreciation goes to the chool of Accountancy ( OA) Executi e Committee of 

trathmore Uni rsity for encouraging me to start my MB and facilitating my tudies b 

re cheduling my clas e and re ising my workJoad. 

iii 



...................................................................................................................... 

......................................................................................................................... 11 

................................................................................................. 111 

B 0 

.......................................................................................................................... II 

.. R .. .................................................................................... 1 

1.1 B,..._-v.~ ... ~ ..... ~ .......................................................................................................... 1 

1.2 

1.3 

1.4 

1.-

2.1 

2.2 

2.3 

........................................................................ 2 

........................................................................ 3 

........................................................................... 6 

............................... ........................................ ? 

T ...................................................................................... ? 

y .............................................................................. . 

TR R E OD L ............................................... .. .. 

2.4.1 T'ype · ofrespon es .. .. .. ....... ........... ... ........ .. ............... ... ........................................... 14 

2 4.2 trategic Responses ................ .. ............ ...... ........ ... ... .. ............................................ 15 

2.4.3 Operational Responses ...... ............................... .. .. .. ................................................ 19 

p 

3.0 1'-I!I.;JJ.;.,n.n 

.1. 

3.2 

4.) 

4.2 

B ODOL .................................................... 24 

................................................................................................ 24 

............................................................................................... 24 

....................................................................................................... 24 

F G ................................................. 2 

........................................................................................................ 26 

FIL ................................................................................................ 2 

4 2. I Owner hip of the com pan ............................ .. ......... .. ..... ............. ........................... 26 

4.2.2 ature of the bu ines ................................................. ................ ............................ 2 



4.3 H P R B B 

.. .... .. .. ..... ... .. ............. ..... ........ .............. ... 2 

3.1 Entry of new firnrs in th rn 17) .......................................................................... 29 

-1.3.217tr at of 1b titwe producl ............................................................................... . 29 

.3.3 Barg a ining power of rpplier ............................................................................ 30 

.3. B rgaintngpo'Wer ojbll} r .................................................................................. 30 

4.3.5 Rivalry among existing firms ................................................................................ 30 

.3 6/njluen e oflobb> groups .... ................................................................................... 31 

.3 .. Influence oftnfrastructure ............................................................................... 31 

.3. Summao ofthe perception oftheforces ... ................................................... . 31 

4.4 G ................ ..................... ... 32 

4.41 Threat of new competitors ..... ................................................................................. 32 

4.4.2 Threats of sub 11tuJe products ................................................................................ 33 

4.3 Bargaining power of suppliers ............................................................................... 33 

4.4.4 Bargamingpower ofbuyers .................................................................................... 35 

4 4.5 Rivalry among existingfirms .... .............................................................................. 35 

4 4.6 Go ernment and lobby groups ' action ...................................... .. .......................... 36 

4 4.7 Op rat1onal Re ponses ... .......... .. .......... .. ................................................................ 37 

4 4. Other Respon e to Change in lndu try Forces .................................................... J 

H 10 ............................................................................................. . 41 

0 L 10 ............................................... . 41 

5.2 L 

.R 
············································································· 

················································ 

43 

44 

p TI E ... ........ 44 ······················ 
.. , ........................................................................ ..... ........................................... . 46 

1: 
49 

·················································································· 
2 : R 

6 
······························································· 



1 

T 

Table 1: The Produ ion And Con urnption Of Cigarettes ln Kenya 1998-2002 ....... .............. . 

Table 2: wnership Of British American Tobacco (K Ltd .... ........................ ........... ............ . 26 

Table 3: The Princapal hareholders And hareholding ...................................... .. .................. 27 

Table 4: Distribution Of hareholders ...................... ..... ......... ........ .. ................. .. .................... 28 

FI 

Fig 1 :Porter s modified model of industry forces ........ .. ....... .. ............ ..... .. ....... ............ ....... .. . l3 

VI 



ud, ough to identi the percept! n of to acco manu acruring finn in Ken a to 

chan e in industry forces. Jt lso ught to tdentify the re p nses of the e firms to the 

chan e . The stud> u ed Porters modifi d 5-force model to define the change in the 

tobacco industry in Kenya. The researcher felt that this frame\! or would be more 

comprehensive for analysis of the change in the tobacco sector. 

The rationale for the study arose out of t:h dynamic nature of the Kenyan and the 

international business en ironment. The changes in the industr forces affecting the tobacco . 
indus ry were known. Howe er the perception of these forces and the re ponses to the e 

chang s b • the ftrms specifically British American Tobacco (K) Ltd ' as unknown. It is a 

ca e udy of British American Tobacco ( ) Ltd the leading tobacco manufacturer in Kenya. 

The stud used primary data that was collected through personal interviews conducted using 

an interview guide Appendix 1 ). The data was analyzed using content analysis._, ,_., 

Findings from this study revealed British American Tobacco (K) Ltd perceives the nature of 

competition in the industry as moderate since the government has created a le eled playing 

field for players. The firm is now using a variety of operational and strategic responses to 

manage the change in the industry forces. The company is restructuring its internal processes 

to achie e efficiencies throughout its alue chain. The firm has taken a proacti e 

management posture and has strategies to cope with the consequences of the passing of the 

pending tobacco bill in Kenya. They will continue to support the enactment of a reali ic. 

worJ...able and enforceable regulation that addresses the health concerns whilst taking into 

account Kenya's socio-economic realities. The belie e that an all-inclusi e approach would 

result in the collecti e ownership of what~ ill ultimate I be good legislation. 

The firm is a ti el invol ed in social responsibility activities like afforestation rural health 

de elopmenl, informal sector programmes for example the jua kali sector as well as 

contributing to infrastructure de elopment like rural road repair and education programmes 

gear d to educate the public on risks associated with smoking. 
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Briti h m rican Tobacco ) Ltd in 2004 m th fir t firm in Kenya to publi h a 

corporal social report. The aim of this strate i to pro ide a plat~ rm for direct dial gue 

·ith takeholders on arious issue . anag ment of \arious takeholder seem to a k 

halleng for the firm to sustain its succ sful performance and a hi vee c lien . 
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1.1 B 

. . I 

The en ironment is constant!. changing each time pre enting new hurdles that a manager 

mu JUmp at Lhe right time. According to intzberg (19 7). one of th roles of a manager is 

tha o ing a responder to change. He is often called upon o bring ta ility b ck to the 

organizati n. Failure to do this would put the firm' succe s in a precarious po Ilion. All 

organizations are en ironment serving or dependent. They are open sy terns m aning that 

the influence the environment and the are innuenced by it. Th environment i dyn'amic. It 

chan es rapid! and in unpredictable directions. The d namism is described as turbulence. 

Each ty of turbulence has different characteristics, requires differ nt strat gies and 

capabilitie of the firm. The role of strategy therefore is to link the organization' capa ilities 

and i en ironment (Ansoff and McD nnel I 989). 

An increasingly olatile en ironment affects the mission of the firm. ince organizations are 

open sy terns they are interdependent with the environmen then the strategy employed also 

no\ n as strategic re ponse in organizations needs to take into account the environment 

ithin which the are operating (Mwanthi 2003). trategic response requires firms to change 

their strategy to match the en ironment and also to transform their internal capabilit to 

match the strategy. This in turn means that organizations need to harness both the tangible 

and intangible assets to maintain strategic fit between the en ironment and the strateg 

( nso and McDonnel. 1989 . A strategic gap arises if an organization· s rategy is not 

match d to its en ironment If an organization's internal capabilities are not matched to its 

strategy. then a capability gap arises. It is thus important that organizations are able to shift 

their strategi s with change in the en ironment and match their capabilities to the ~ lected 

trategy in order to survive, succeed and remain rele ant (Porter 1985). 

Each industry has an underlying structure or a set of fundamental economic and technical 

chara teristics that gi es ri e to competiti e forces. The Strategist wanting to position his firm 

to cope b st ith the industry en ironment or o influence the en ironment in the company's 

fa or must learn what makes the en ironment tick. According to Porter 1998), this iew of 



comp tition pert ins 

Criti al to str te 

u II t industrie dealing \i ith rvi 

coping ilh com tition. 

nd t tho e selling produc . 

mpetiti n in an indu try i 

root d in its und rl nomic nd ompetiti ·e force th t . i t ompetiti e orce rna 

o II beyond th e t bli hed rules in a particular industry. 

Cu tomers. suppl' r • tential entran and sub titut product ar all competitors that rna 

more or Jess promin nt or a ti e dep nding on the indu ry P rter, 1998). Kno' ledge of 

these underlying ources of compet iti e pressure pro id the backdrop for strategic agenda 

for a tion. The)' highlight the critical strengths and weak.ne e of the company, animate the 

positioning of the company in the industr) clarify the areas v here Strate ic changes may 

yield the greatest payoff and highlight the places where indu trends promi e to held the 

greatest significan e as either opportunities or threats. Firm must und rstand the industry so 

as to de elop effecti e strategies to compete and de elop sustainable competiti e ad antage. 

The en an business em ironment has been changing over the years \\ith the liberalization of 

the economy. globalization, price decontrols and introduction of ne' government regulations. 

These changes ha e affected businesses operating in the country regardless of the sector in 

which the operate. Or anizations being en ironment dep ndent have to constantly adapt 

their activities and internal configurations to reflect new e temal realities. Failure to do this 

may put the future succes of an organization in jeopardy (Aosa I 98). 

1.2 TOBAC 01 1J TRYl KE YA. 

The tobacco plant i beli ved to ha e originated in the we tern hemisphere. olumbu is 

accredited \ltith introducing tobacco into Europe. Prior to European influence the mericans. 

Indians of exico and Peru used tobacco for ceremonies medicinal purposes and to all viate 

hunger pangs during famines. The lea es of the plant are u ed for smoking, chewiog and 

sniffing. The lea es contain o er 19 known carcinogens in addition to nicotine ( okoni, 

Ma /June 200 I). 

Due to this fact. the tobacco industry worldwide has faced an increasingly hostile business 

en ironmenL The tempo and magnitude of anti-tobacco lobb groups has been o enormous 

that in some cases total bans ha e resulted. The Kenya go emment has mo ed to regulate the 
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indu . b intr u ing a Tobacco Con I Bill, hile cou ound th orld ha e a arded 

sa ·on claims against to acco compani in dama e ari in rom 

ci e smo ing. In the ~ear 2000, an meri an court aw rd d plamtiff 140 billi n doll rs 

inthel r ... tpa~ingclassaci nsuaever( o oni, ay/June2001). 

B o 190 . th re w re no tobacco finns in Kenya umil riti h merican oba :co ( Ltd 

m into the mar ·et Pre iousl tobacco popular! knov.n as mbak • " as che\1 ed and 

sm d • the eld rl of society as a pass time acti ity and a sign of maturity e pecially 

amon_ men. According to Phombeah (2000), it is e timated that of the 30 million p ople in 

Ken;a. • million are smo ers. Toda) the industry seem to be in doldrum because of the 

reducti n the number of smokers. This has been caused by increased awarenes of the ills 

i ted with cigarene smoking. Press sources estimate that currently the tobacco industry 

emplo o er 600 000 people (Daily ation, May 3d" 2003). About 30 000 to 40 000 metric 

ton of locally grown tobacco is processed and exported annually. The tobacco industry in 

nya is duopolistic in nature. It is a consolidated industry dominated by two companies 

n mely British American Tobacco (K) Ltd and Mastermind Tobacco Ltd. 

British American Tobacco {K) Ltd (B.A.T) is a multinational company that has been 

operating in K n a since 1907. The company opened a factory in Kenya in 1957. The ftrm 

h a long experience both in the tobacco leaf production and cigarette manufacturing. Until 

th I 990s it had been th tobacco products monopoly. B.A.T. commands abo e 85 per cent of 

the total cigarette market in Kenya. According to company s 2004 annual report, the firm 

contributes 6.6 billion shillings in form of taxes to the national coffers. British American 

Tobacco K) Ltd is fa ing challenges because of changes in the environment The tobacco 

industry eems to be in a slump as a result of campaigns launched by lobby group and 

go ernment regulation. The industry forces are also changing but the perception of these 

changes and responses to these changes b British American Tobacco (K) Ltd is not known. 

1.3 T. TE E T OF THE PROBLEM. 

The toba co industr) seems to be under siege. In fact some observers say that we are 

~itn ing the d ing kicks of the multi-billion dollar industry. The firms in the industry 

might e en b dri en out to extinction. Go emment sources show that the production and 
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con urn tion o igar ttes h been d dining consist nlly. In 2002, cig rette produ tion 

b e he downward tr nd m intained sin e 1 to record gro h of 1.7%. How er in th 

y 2 2. c<>n umption of tobacco dropped further b)' 44.8% conomic urve), 2003). 

19 20 

7,231 6 009 

of 

4 799 2.645 2 136 1,179 

of 

dapted from tar · tical bstract 2003, ini try of Plannin and ati nal 

Howe er in spite of this phenomenon. British American Tobacco (K) Ltd has continued to 

re pond to the changing circumstances so as to remain profi table. The fi rm has had to make 

both op rational and strategic responses to the challenges from the environment facing the 

indust to remain relevant and successful. 

Drug . a good ubstitute of tobacco ha e a more lasting effect and many young Kenyans have 

been lured into their use. Drug trafficking is flourishing although it is illegal. oft drugs such 

as .. miraa'' and "muguka'' are also being increasing! used (Dail ation, February 81
h 2005). 

The go emment is now encouraging tobacco lea es farmers to shift to sunflower farming 

which is more profitable and perceived to be less harmful to the health of tobacco leaves 

fanners. This campaign will reduce the number of farmers and significant! affect the 

bargaining power of suppliers. 

Buyers ha e becom more informed about the ill effects of cigarette smoking. The are 

demanding or better filters and th reduction in the tar content in cigarettes. British 

merican Tobacco {K) Ltd faced litigation in 2003 from a consumer who alleged that 
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· rti m nt and non dis losur of th harmful effec o to a o sm kin by B. T led 

to hi mo ing nd consequent illne . Th o mment has 1 o incr 

brand m in them I affordable to con urn r h imp ed re ul tion to sup rt to 

tob con I. Although there are few playe in the industr) ther h be n rivalry b t~een 

them d monstr ted b) the trademar infrin ement liti ation cas bet\ n Briti h 

merican Tobacco (K) L d and Cut Tobacco. The e changes in industry ha e chall n ed 

firm nd pe ificall British American Tob ceo (K Ltd to rethink their trategie to able 

to n ure ntinued sustained operations and reach their final con umer. Th firm at o ne d 

to dhere to the regulations issued by the go emment and keep their suppliers atisfied. 

The toba co indus does not seem to ha e dra n the interest of man researcher in Ken a. 

nl two srudi s were found· one was about the strategic response of British American 

Tobacco ( ) Ltd to he competiti e en ironment Mwanthi. 2003). This study focused on 

identifying the en ironmental challenges facing the firm and the strategic responses to th e 

changes. The other (Mv angi 2002) as about the effects of the tobacco regulation on th 

marketing mi . lt focused on the changes in one industry factor which is the government and 

int rest groups. It appears that perception of British American Tobacco (K) Ltd of forces 

affecting the industry and its responses both strategic and operational to the changing forces 

ha not been studied. Consequently a knowledge gap exists concerning responses of 

Briti h American Tobacco (K) Ltd to changing forces in tobacco industry. The research 

que tions addressed b this research are: ho does British American Tobacco (K) Ltd 

perceive the changes in industry forces and how is the firm responding to th changing 

industr) force ? 

1.4 OBJE TIVE OF THERE 'EARCH. 

I. To establish how British American Tobacco (K) Ltd percei es changes in the industry 

forces affecting the tobacco industry. 

2. To determin the responses of British American Tobacco (K Ltd in addr ssing 

changes in industr) orces. 



I. FTHE T DY 

>\ tud) on the res n to changing industl) forces will pro id in i ould be 

u ul t Briti h American Tobac o ( ) Ltd in a oiding an othen · e im ndmg d th f the 

firm and th indusb) in gen ral. The toba co industry is a ignifi n pia er in the e nomi 

perfonnance of en a. uch role is in the form of mployment creati n and contribution to 

the e ch quer. It pro ide 600 000 jobs dir tl (Phombeah, 20 0). In economi t rms the 

indu t pro id annually farm incomes o er shs 717 million and e port eamin to the 

o mment of about Kshs 420 million. Re enue to the government in form of LaXation i 

tim ted to be over shs 7 billion. British American Tobacco (K Ltd is a major contributor 

of this re enue. These fa lS ' ould then justify an academic int re in the firm and m e the 

tud} be consider d of national importance. Anti tobacco lobby group may al o b intere ted 

in the findings of the tudy since tobacco is considered to be a publi health priority becau e 

of the hazard nd economic cos associated with it 
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2.1 B E R E T 

ariou autho (Ch ndler. 1962: Andrew • 1971 · Dafl 1986 and Porter 1998) point out that 

firm are en ironment dependent and changes in the en ironment hape the opportunities and 

challen es facing the organization. Dess and Criger (1980) ha e noted that lookin b yond 

the organization· immediate operating en ironment to the indu ry to which it compete ha 

n_ been ad ocated. quilar (1967) argues managers mu t shift their en ironmental 

nnin from th immediat areas the firm competes to the industry as a whole. 

Hoskisson et al ( 1997) show that the external environment plays a significant role in the 

gro h and profitabili of firms. Many companies now compete in global rather than 

domestic marke . Technological changes and the e plosion of information gathering and 

processing capabilitie demand more timely and effecti e competitive actions and respon es. 

Go ernment policies and Ia s affect where the organization is going to compete. Firm need 

b aware of and understand the implications of these environmental realities to compete 

effi cti ely. trategic decision makers know that understanding their firm external 

en ironment helps to improve the firm· s competitive position inc rea e operational efftcienc 

and in battles in the global economy. 

According to Pearce and Robinson (2000) a host of extemaJ factors influence the firm's 

choice of direction and action and ultimately its organization structure and internal processes. 

The en ironment of a firm can be di ided into two main subsets: the internal and external 

en ironment. The internal environment comprises factors such as the organization· s own 

competiti e capabilities, mainly resources both tangible and intangible that affect the firm's 

ability to meet itS objecti es. The internal en ironment is within the control ·of the 

organization. 

Ac ording to the rwo authors, the external en ironment can be divided into three interrelated 

sub ategories: the remote. the industry and operating en ironment. The remote en ironment 

comprises factors that originate beyond and usuall irrespecti e of an single firm· s 

opera ing situation. Ther are economic. social. political. technological and ecological 
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. Thi en ironment pr ith rumiue and threa but rarel d a 

1n_le urn c: ert an> meaningful recipr I mflu n e. 

Th e olution nd emergence of trategic m nagement led to new thinking in the area of 

indu tr) analy i . Porter ( 1979) prop lied the cone pt of industry en ir nm nr unto the 

foreg und of trate_ic management. He states that there are five forces that ·h pe 

mpetition in an industry. The industry forces link remote factors to their effect on a firm· s 

o ra ing en ironment. The five forces compri e: the threat of entran threat of ub titute , 

bargainin power of bu ers. bargaining power of suppliers and ri airy within the industry. In 

a d) namic en ironmen it becomes increasingly important for firms to understand the 

industry they are in so as to de elop effecti e strategies to compete and de elop competiti e 

ad ·antage. chneider and Me er, ( 1991) in M anthi, (2003) stated that assessment of 

en ironmental threats and opportuni1ies and organizational strengths and weaknes es are core 

in de eloping strategic responses. 

Op rating en ironment is also referred to as the competitive or task environment. It 

comprises factors in the competitive situation that affect a firm s success in acqu iring needed 

resource or to profitably marketing its goods and ser ices. These factors include the firm's 

c mpetiti e po ition the composition of its customers its reputation among suppliers and 

creditors and i ability to attract capable employees. 

2.2 THE 0 'EPT OF TRA TEGY 

trat g is about " inning (Grant, 2000). The external en ironment of the firm influence a 

firm· decision and performance. however for most strategy decisions the cere of the firm' s 

external en ironment is its industry. which i defined by the firm's relationships with its 

cu t mer compeu rs and suppliers. trategy therefore determines how the firm will deplo 

re ource within i en ironment and so satis( its long-term goals. For a strategy to be 

succes ful it must be consistent with the firm's goals and values. resources and capabilitie 

and the e ' temal en ironment. A good strategy is one that enables an organization to 

ef ec i ·el, match its capabilities with its environment that is matching the organizations 

treng hs and weaknes es with the opportunities and threats in the external en ironmenL 
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uinn ( 1980 , ell formulated tegy h lp to m rsh I nd llocate an 

into a uniqu and ure bas d on i relati e int mal 

and h ncoming , anticipated changes in the en ironment nd c ntingent 

mo e b mtelltgent opponen Thompson and trickland ( 1993) d fine str tegy a the 

mo and approache d ised b manag ment to produ e succes ful organizational 

perfonnance. trategy in ef ct i management's game plan for the busin s . They state that 

mana ers d velop trategies to guide hm an organization conduc i bu ine and how it 

a hi es i obje ti es. Th y further allude that ~ ithout a trategy there is n e ta li hed 

cour to ollow. no roadmap manage by and no cohesive action plan to produc intended 

resul 

Johnson and chole (19 9 define strategy as the direction and scope of an organiza ion over 

the long term hi h a hie e ad antage for the organization through i configuration of 

re ource "ith in a changing en ironmen to meet the needs of marke and fulfill 

stakeholders' e p lations. trategy is the link between the organization and i en ironment. 

trategy helps th organization to cope with changes in the environment (Pearce and 

Robinson, 19 ). ccording to Mintzberg ( 1987) strategy is a plan plo pattern, po ition 

and per pe ti e. It is a plan that can be defined and followed. As a ploy it can n a 

move in a competitiv advantage game. It is a pattern of consistent beha ior logical I thought 

out and as a perspective; it is a unique way of percei ing the world. As a position it is a 

means of locating an organization in its environment. A strategy is a mediating force between 

the organization and i 'environment that is between the internal and e ternal context. 

2.3 PORTER FIVE-1 D TRY FORCE MODEL. 

ccording to Porter (I 998), th state of competitors in an industry depends on five asic 

forces. The collect1 e strength of these forces detennines the ultimat profit potential.o an 

industry. The eaker the forces colt ctively, th greater the opportunity for superior 

perfonnance. The stronger the forces collecti el the worse the prospects for long term 

profitability, as is the case in a perfectly competitive industry. hate er their collecti e 

strength, the strategi must find a position in th industry " here his company can best defend 

itself against the forces or can influence them in its favor. The Porter s five force model is 

often used in management literature to assess the competitive en ironment .The obj ctive of 
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ing compctiti e rategy i to seek a po ilion in which the fi e for do th 1rm mo t 

or cau lea harm (Porter 1998 in ong M et at. 20 2 . The following ar the fi e 

Ioree: : 

Thr at o Entf) . 

to an indu try bring ne\i capa i • the de ire to gain m rkct hare and often

sub tanti I re ourc . Beaudan (200 I states that unsu pect d new players can change th 

rule o competition in long established industrie . Entry may be by acqutsition or green site 

de elopment. Threat of entry \i ill depend on the extent to which there are barriers to entry. 

to entry are factors that need to be o ercome by ne\ entrant if they are to compete 

u e full . These should be seen as pro iding deJa s to entry and not as permanent barriers. 

Th barriers to entry include- economies of scale· product differentiation; capital 

r quir ment : cost disad antage independent of size: access to distribution channel and 

go ernm nt polic . 

Bargammg power of supplters. 

uppliers are organizations that provide inputs into the industry such as materials ser ices 

and labor. The bargaining power of suppliers refers to the abi lity of suppliers to rais input 

price or to provide poor quali inputs. Powerful suppliers squeeze profits out of an industry 

by e ing the costs of the companies in the industry. The ability of supplier to mak 

demand on a company depend on their power relati e to that of the compan . According to 

Porter 1998). supplier are powerful: if the products that suppliers sell has few substitutes· 

"'hen the industry is not an important customer to suppliers: if the firm in the industr) 

e pen nee ignificant switching costs when they mo ed to a different supplier: if it po es a 

cred ibl threat of integral in forward into the industry· s business. 

Bargaining power of buyers. 

n indu try' buyers rna} be the individual customers who ultimate! consume its products 

{end u ers or the companies !hat distribute an industl') 's produc£S to the end users. The 

bargatning po er of bu ers refers to the ability of the buyers to bargain down the price 

10 



har d b · mp i - or d m din ner p uc · qu lit • P r rei tions with custome 

n hurt the perfi nn n of finn Ho 1s net al. 1997 . 

rding to P rter ( 1998}. group of buyers IS powerful if it is con entrat d or purcha s in 

Ia e v lumes r lative to ellers' sales; if th product it purch s r m the industr 

repre n a si ni 1 nt fraction o the buyers· costs or purchase ; if the products purcha ed 

fr m the indu try are andard or undiffi rentiated· if it faces ew switching co ·ts or if it earns 

low profits. Bu ers power is further augmented if the buy r po e a credible threat of 

backward integration; if the industry product is unimportant the qu lity of th buyers' 

pr due or ifth buyers have full information, 

Threat of subsututes. 

ubstitutes are products of different industries that can satisfy similar customer" s needs. 

\1intzberg and Quinn (1991) define substitutes as products that appear differ nt but can 

perform the same function as another product. Substitutes limit the potential returns in an 

industr) by placing a ceiling on the pri es firms in an industry can profitably charge. The 

more attracti e the price - performance trade off offered by substitutes the firmer the lid 

placed on the industry s profit potential. ubstitute products that deserv the mo attention 

trategically are tho e that are subject to trends impro ing their price p rformanc trade off 

with the industry's products or those produced by industries earning high profits. The firms 

need to be a~ are of how easy cu omers can shift to substitutes Johnson and chole . 1997). 

Jockeyingfo,. po ition. 

Firms in an industry are mutually dependent therefore one finn's actions often in ite 

retaliation from competitors (Hoskisson et al. 1997). Ri airy among e i ting competitors u e 

ta tics such as price competition, ad ertising, product introduction and increased customer 

service. Ri aJry occurs when one or more competitor feels the pres ure or se s the 

opportunity to impro e it ' position. The competiti e struggle implies lower prices and mor 

spending on non- price competitive weapons. This in effect squeezes profitability out of an 

industr . lnte!1se rivalr is related to a number of factors· numerous or rough! equal in size 

and power competitors, slow industry growth. standard products or lo switchin cos ; hi h 

fixed or storage costs· high exit barriers and here capacity is augmented in large increments. 
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Firm need to dis er what ri ·alry is b ed on, i trend of intensil.) and how ll can 

in flu need (Johnson and holes. 1 997). 

This stud)' ' ill u e the 8-force m I as a guide in the analy i of the change in the indust 

forces in the tobacco industry . The -force model i a modification of the five-force model b 

Porter heeler and Hunger ( 19 0) in Waithaka. (200 I argue that th fi e force model a 

de eloped for de eloped countries' contexts which are different from de eloping countries· 

cont ts. n issue that arose later is whether strategic management model de eloped in 

other C{)Untries can be applied in Africa. arious authors (Osigv eh 1989; Hussey. 1990; 

ustin. I 991; osa, 1997) ha e postulated management as ensitive to the conte t in which it 

is practiced. This suggests strategic management models are ad anced in developed countries 

where strategic management originated may not be directly applicable to Africa (Waithaka 

2001). 

Wi eman and MacMillian (as quoted in Aosa, 1997) accepted Porter's model but grouped the 

five forces into three categories namely suppliers customers and competitors. This ne 

classification did not alter Porter s proposition. Wheeler and Hunger, (1 990) in Waithaka, 

(200 I) also agreed with Porter but wanted an inclusion of a sixth force "other stakeholders '. 

They argued that this ne category would incorporate the relative pov er of unions 

go ernment and other interested parties not mentioned specifically in Porter's model. 

PaJvia et al ( 1990) in Waithaka, (200 1) re isited the issue of the forces that drive an 

industry. They acknowledged the Porter s five forces. However. they argue that the e forces 

were major determinants of industry competition in the free market competiti e econom . 

D eloping countries may not have such economies and therefore the Porters model needs 

adaptation. ew forces need to be added to the model to reflect extra challenges present in 

the e countries. They suggested addition of two ne forces. which are government and 

logistics. The pointed out that the go ernment in de eloping countries pia ed ery 

significant roles in the econom . In addition inadequate infrastructure, that is is a problem 

that plagues many businesses. 

Aosa, (1992) stated that the model is incomplete in respect to one important factor. He found 

out that managers in Kenya complained of external interference and unfair treatment when 

carrying out their activities. Ther were reports of obstruction and illegal competition. All 
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lh nribut to lh go emm nt alone. H inted out th t indi iduals in 

hi ition•. in th go mm nt could wield such pO\\er that lh y could flout o mment 

poli i nd ·ontrols at ill. The:,. did this only \\.hen lh indi idually stood t 

his position that such indi iduals' pov er constitute a formida le trategi orce and hould be 

dd d to tho:e u ge ted by Pa lia t al to better reflect th industry challenge in ny . He 

lab led th n " force Po\\.er Play·. The Porter s model modified for purpose of this 

stud h . To lhe original fi e orces three ne' one h e been add d; po" er pia . 

o a \ of th that the ne" model pro ides a more complete e position to additional 

challeng that ha e to be taken into account in crafting strategies for the Kenyan 

organization ( aithaka. 200 I). The researcher therefore fe I that the 8-forc mod I ' ill 

pro ide a more compreh nsive framework for defming th changes in the tobacco indu tf) in 

en a. The diagram belov shows the 8- force model. 

ource: Adapted with Modified from M.E Porter, (1998) Competitive Strategy. page 4 
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2.4 TO E RO 

o ( 1 2) ob erved that the modem app ach to ra~ gic planning h d veloped a 

re nse to incr ing challenges cau ed by high le el of en ironment.al tur ulence. 

Boynt nand ictor. 1991 in ugambi, (2003) argue that firms need to re pond to change 

with table and long term yet fle ible and respon ive proce capabilitte . nsofT and 

9) vie ' responses as the a tivitie that either the total organization or it 

building block carri out as to handle change. ccording to them, the role of general 

mana emcnt in strategi response is about sening the right climate (\o\ ill to r s nd . 

abili to re pond) and capacity ( olume of response . They state that the three 

omponen ar e s ntial if a firm is to implement strategic respon e. 

Ho ki son et al ( 1997) define a response as a mo e taken to counter the ef ec of 

en ironmental chang . Responses are actions taken by a firm to cope with shifts in the 

en ironment. They are actions and decisions that result in the formulation and 

implementation of plans designed to achie e a firm s objectives. Responses ar part of 

competiti e strategies that organizations de elop in defining their goal and policies. A 

change in competitive position requires organizations to decide on strategies to adopt. 

2.4.1 Type of r :pon e 

There are t o types of re ponses to en ironmental changes: strategic and operational (Bartol 

and artin 1998). trategic respon es represent a significant commitment of specific and 

di tincti e organizational resources and embrace the whole organization. The are difficult to 
. 

implement and to re ere for example the introduction of an innovati e product into the 

market. trategic responses require organizations to change their strategy to match the 

en ironment and al o to transform or redesign their internal capability to match its' strategy. 

trate ic re pon e are focused on effecti eness. On the other hand. operational respon es are 

taken to fine tune a strate . They are short tenn in orientation and in ol e fewer and more 

general organizational resources and relati ely easy to implement and reverse. These 

re ponses have more immediate effects for example price reduction could increase demand in 

the shon run . perational re ponses involve change in standard operating procedures and are 

founded on efficiency. 
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ti · re pon b d n hi ing a challen er' s x 

h uld respond in some wa) as earl) 

d velop sy tern 

o the finn i criti I in en uring that the impa t of a thr 

Port r 19 5 . ccording 

i le. rganization should 

ns . Th n ture of re ponse 

t ad er ly affect the firm 

or make it mi an opportunity. The type and timing of re p n then critical. Manager 

have three major opu ns in re nding to environmental influen wh lher trat gically or 

operationally. The e are adapting to the e isting en ir omental influences or elemen . 

anempting to influence the en ironment fa orably or h1fting the domain of op ration awa 

from lhreatcnin n ironmental elemen and towards more beneficial one (Bartol and 

artin 1998). 

The adaptation appr ach in ol es changing internal operation and ac i ities to make the 

organization more compatible " ilh i emironment. It e sentiall accep the existing 

en ironment as gi en and seeks to de elop some rational proce for adjusting to it. The firm 

could do this through buffering smoothing forecasting and rationing. Influencing the 

en ironment fa orably in ol es attempting to alter en ironmental elements in order to make 

them more compatible with the need of the organization. The organization could do this b 

ad ertising and public relations negotiating contrac , poliucal acti ity and trade 

associations. The firm could change the mix of products and ervices so that it interfaces with 

more fa orable en ironmental influences in an attempt to shift the domain. It c uld do this 

through diversi ficati n or by moving out from the current product or nice. 

2.4.2 trate ic Re pon e 

n off. ( 198 ) observed that firms must adapt new strategies to ne\ en ironmental 

conditions. Th change in competition wil l require new strategies that in turn call for 

reformed organizational capability. Finns in industries that are fast changing respond to 

changes in different wa)S. orne may resort to improving current marke and products 

divesting or diversifying. Others u e techniques that ensure operational effi ctiveness. 

However, operational effecti eness is not enough to achie e sustainable competitive 

ad antage. Greenstein, (2001) in his stud on technological mediation and commercial 

development in the Internet access markel also supports the idea that different firms respond 



"'ith di erent stra egie to the same opportunitie . The foil win acti ns. which constitute 

stra eg·c r nses, should be considered to ner unde tand ho firm beha e when the 

en ironmen chang . 

Generi trate 

Porter. (1998} reformulated the three generic strategies. These strategies must be taken into 

account hen firms have to change their strategies. The strategic r ponse reflects the firm·s 

competitive position in the industry. To o ercome the comp titi ·e forces and succeed in the 

long term, management can select from several competiti e strategies: co t leadership, 

differentiation of focus. Cost leadership can be acbie ed by a firm adopting functional 

policies and resort to aggressive construction of efficient scale facilities. It can al o be done 

through rehabilitation of the plants and machinery and installation of new plants and 

machinery if necessary to achieve efficiency and cost reduction. Cost cutting strategies 

minimize wastage and unnecessary expenditure (Whilitington. (1989) in Mugambi (2003). 

Difforentiation can be achie ed by creating the perception of uniqueness about a product or 

ser ice (Barman (2002) in Mugambi (2003). ln a stud conducted by Barman (2002 she 

identified differentiation as a strategy used by non-profit organizations when they were faced 

with a crowded market. Differentiation can also be created through aggressive marketing 

campaigns. Ri airy between firms drives them to avoid following what others ha e done and 

to take out their own options (Barman (2002) in Mugambi, (2003). 

Focu strategy is about identification of a particular customer segment geographical market 

and coming up -. ilh products suitable for that segment. Whi1ington, (1989) in Mugambi, 

(2003). obser ed that this could involve focusing on specific market segment that pro ide a 

profitable core of higher margins. Firms hould narrow their operations to target specific 

markets so as to de elop a competiti e edge. 

The Generic strategies are not mutuaJiy e elusive as firms can combine strategies. Each of 

the competiti e forces has a likelihood of affecting the selection of a strategy. Firstl . high 

levels of buyer power will limit the firm s ability to charge high prices as more powerful 

buyers are able to demand concessions from their suppliers ( cherer and Ross. ( 1990) in 

ong et al, 2002 . Thus the firm must eek to reduce costs in order to earn abo e a erage 

16 



profit if bu)er pov r is high. ndl • a high threat of sub itution implies that an 

altemati e product type offers a price or performance benefit and limits industry profitabilit . -The finn can rn satisfactOT) profits hile undercutting an potential competitor on price by 

pursuing a co t leadership strategy. Thus b reducing the altemati e produ t type· 

ad antage. the firm i protecting i elf from auack in the long term 

( 19 0 ~ Porter, ( 19 0) in ong et al. 2002). 

herer and Ros . 

The threat b)' ne firms is highest during the high growth phase of the product life as demand 

in reases, ne" market segments emerge and new entran Stake a claim in the emerging 

market. At this point the competitive focus shifts from primary to selective demand and firms 

differentiate their products on attributes deemed important by certain consumer segments 

(Unerbeck and Abernathy ( 1975)· Mansfield. ( 1993) in ong et al 2002). Competitive 

intensity is likely to be highest during maturity stages of the product lifec cle as competition 

for selective demand intensifies and increasing product innovations are made. Firms seek to 

differentiate their offerings of focus on protected profitable niches. In order to achieve this 

competitive strategy a firm needs to focus on unique activities (Porter, 1996). 

ollaborative trategie 

Firms may enter into collaborative agreements with other pia ers in the industry, either local 

or foreign. uch collaborations take the form of strategic alliances mergers and acquisitions 

licensing, franchising. hollei (1999) argued that in order to fortify a firm s position against 

predators from abroad it is important to collaborate. Increased forces towards globalization 

have pushed more and more fi rms to seek collaboration ith other firms in foreign countries 

to enable them to compete effecti ely in those markets. Pooling of reso~rces is necessary 

since orne market opportunities are too massi e for a single firm to exploit. Collaboration 

also reduces the cost of differentiation and enhances competitive ad antage (Momson and 

Lee, ( 1990) in hollei. 1999 . 

Re ructuring 

It is based on the notion that some acti ities in a business· alue chain are more critical to 

the successes of its strategy than others (Pearce and Robinson 1998). Managers need ro make 

the strategically critical acti ities the central building blocks for designing the organization·s 
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tru tu urin in lud and tru tural reorganizations such as Busine 

R n in rin P ), Total ualit · anagem nt (T ) downsizing and 

Reen ine ring i th undamental thinkin and radical redesign of business process to 

hi e dram tic irnpro ement in criti I contemporary measure of p rformance such a 

co qu lity, eni e and sp ed (Hammer and Champ , (1993 in Hill and Jon , (2 04)). 

T tal an gement (fQ ) tr es that all company operations should e oriented 

to' rds impro in reliability of th com pan 's product offering (Dean and Bo\\en, ( 1994) in 

Hill and Jones 20 ) TQ\If is about continuous irnpro ement in the quality of pr duct or 

Cf\1 c offered. In tead of focusing on how a compan ·s function operate, trstegic 

managers make busines processes the focus of attention. 

Reengine rin and TQ are highly interrelated and complementa.r'}. After reengineering has 

taken place and the alue chain acti ities ha e been altered to speed the product to the 

consumer TQM takes over with its focus on ho to continue to impro e and refine the new 

process nd find better ways of managing task and role relationships (Hill and Jone 2004). 

Firms consider outsourcing when they want to concentrate on their cor business. 

Downsizing is about reducing the number of employees. Downsizing help firms to lower 

o erheads, p edupresponsetimeandeliminateredtap(King (1997)inMugambi 2 03). 

Div r. ijication 

DIVersification is the process of adding new businesses to the com pan that are distinct from 

e tabli hed operation (Hi II and Jones. 2004 . G Iueck and Jauch ( J 990 , define 

di er ·ification as changes in products markets or functions that can be done internall or 

e ternaJiy, horizontally or vertically; and it can involve related and unrelated changes. 

Oi ersiti ation occurs when a compan decides to make ne products for ne markets. A 

firm can pursue eith r be related or unrelated di ersification depending on the scope of i 

a ti ·ities. 

Related di ersification is development beyond the company's present mar et,. but still \! ithin 

the b oad confines of the industry. It therefore builds on the as ets or the acti ities that the 

firm has de eloped (Johnson and choles. 1997). It takes the form of ertical or horizontal 
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h n bu ine min own supplier the pr ess is no\ n 

b \\ard inte r tion nd wh nor anizational wth encomp ses a role pre iou I fulfill d 

mer th n th p is known as orward int gration (Bartol and artin, I 

Horizon I int rati n i elopm nt into acti iti s that are comp titi e with or 

complementary to c mpan;'s pre nt product 

nr \ ted di r ifi tion i d elopment beyond the pres nt indu into products or 

mark . whi h at face alue, may bear no clos relation to th pre ent product or market. 

Bartol and artin ( 1998). contend unrelated di ersification entails di er ification affecting 

gro th through de elopm nt of ne areas that are clear! distinct from the current busine 

Thi h Ips them to reduce th risk associated with single product or sing! indu try 

operations. ompani s pur uing thi strategy lack the ability to transfer or le erage 

compet ncie and to realize economies of scope (Hill and Jones. 2004) 

2.4.3 perational Re pon e 

arketilrg trat gi 

Kotler ( 1998 ob erves that marketing plays a critical ro le in the company s trategic 

planning process. He tated that marketing is the major significant contributor to th strategic 

planning proce s. arketing is seen to be a more durable alternative to increas olume 

inste d of continuous! cutting profit margins (Morine, ( 1980) in Mugam i, 2003). 

ark ting policie need to be redefined in line with customer shifts for more value adding 

or ser ices latter. ( 1992) in Mugarnbi, 2003 ). A firm needs to e constant! in 

ith i e isting customer base quickly introduce adjustments to · its portfolio as 

nee and refocus cu tomer needs. Attention should be gi en to enable after cale 

ervi and authentic features of the producl to be pro ided ( orine, ( 1980) in ugambi, 

200 . arke ing responses can be in any of the 4Ps of mar eting that is product, price, 

promotion and place (distribution). 

Product rraregy 

Kotler and Keller. (2005) define a product as anything that can be offered to a market to 

satisf)' a need or a ant. It is a bundle of different attributes. rom the firm's point of ie 
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th produ t el m nt o th mar eting mi i what is eing sold, whether it is a rvice or 

p u ·t r m the cu tome( int of i . a produ t is a solution to a problem or a package 

of . Thi ofli nng may include a ph sical good, a service or a blend of th 

( and Perreault, (I 93) in wangi, 2002). Product strateg)' could invol e i sues 

uch d ign size and hape) eature • quality and reliability. 

A n product de elopment strategy may be either reacti e or proacti e. According to Boy 

and 'alker, ( 1990) in angi, (2002) reacti e rategies include a defensi e strateg); ~here 

e. ·i tin produc are adjusted in such a ~a_ that the more effecti ely compete against 

recently introduced competiti e goods and services or an imitati e trategy· 10 ol es quick! 

copying the a ribute of the competitor's nev.. produc. A proacti e strategy is one where the 

firm goes ahead of competi ion and introduces a new product through inno'-ation. 

Price trateg;r 

It is the on I) element of the marketing mix that generates re enue. The price t depends on 

the customer · assessment of the unique product featu res (percei ed quality), competitor , 

substitut ' prices and the actual costs (Kotler 1999). Kibera (1998) ob erves that from a 

mar eting point of view price is the value placed on a good or service by customers at the 

ome point in time. Pricing strategies are complex and difficult. Pricing must e consistent 

" ith th firm's o erall strategy target markets and brand positioning (Kotler and Keller, 

2005). Pricing strategies include cost plus pricing demand plus pricing, competition oriented 

pricing. penetration pricing, skimming, odd pricing geographical pricing and suggested retail 

pricing strategies. 

Place traJe 

This strat deal with how the product is distributed and hov. it reache i customers. 

uccessful alue creation needs successful alue deli ery. Marketers are increasingly taking a 

alue network iew of their businesses. Instead of limiting their focus to their immediate 

suppliers. distributors and customers they are examining the whole suppl chain that links 

ra materials, components and manufactured goods and show how they move toward the 

final con umers. Companies are looking at their suppliers· suppliers upstream and their 

distributors· customers downstream (Kotler and Keller. 2005). 
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Pia trat h I in the lection of uitable branch locations and other channel through 

hi h to di tribut the product and s rvice to cu tomer . It o ercomes the time. pia and 

po ion gaps that parate goods and ser ice from tho e who need or want th m. ( otl r, 

I 98 . The channels t be used and pe d of deli ery are important considerations at this 

point. firm can distribute the product i elf or it could distribute it through interm diary 

organiza i ns. 

A firm c uld either u pull or push trategy in managing i intermediaries. A pu h trat gy 

invol e the u e of sales force and trade promotion mone) by a manufactur r to induce 

intermediarie to rry, promote and sell the product to end users. It is appropriate ' here 

th re is low brand loyalty the product is an impulse item and product benefi ace well 

kno"n A pull trateg) in elves the manufacturer using ad ertising and promotion to 

per uade customer to ask intermediaries for the product thus inducing intermediari s to 

order it. It is appropriate where there is a high brand loyalty and high involvement product 

category or when people percei e differences between brands or when people choose the 

brand b fore they go to the store (Kotler and Keller 2005). 

Promotion strategy 

This is the element of the marketing mix that the organization has most control over. Modern 

marketing calls for more than de eloping a good produc pricing it attractively and making it 

a c s ible ( otler and Keller, 2005). Promotion includes all the marketing communications 

effort that let the public know of the product or service. Kotler ( 1998) summarizes the 

promotion decisions areas as sales promotion advertising sales force, public relations and 

direct marketing. The aims of promotion are arousing attention, generating interest, inspiring 

de ire and initiating a lion . arketing communications aiiO\ companies to link their brands 

to other people places. events, brands experiences feelings and things. It can contribute to 

brand equity by e ablishing the brand in memory and crafting a brand image (Kotler and 

Keller 2005). 

Operation and Technology straJegies 

According to Pearce and Robinson (2005) the production and operation management is the 

core function of an organization. The operation strategy is the game plan for the production 
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of g and rvices [I r the organization. 1 aim is to achie · effi ienc) nd effe ti en s 

in manuf: turing and ic operations. Production and op rati n m n gem nt de i i ns 

u u II) determine if operations ill b demand orient d or in entory orient d or out urcing 

ori nted to take a balan e of the t o. 

perations strategi s in lude decisions on su h issues as what ne produc must be 

de lop d and when they must be introduced into production what ne\! ' production facilitie 

ar n ed d. what ne"' production technologies and process s must be developed and \! hen 

th • ar needed and what production schemes ill be follov ed to produce produ or 

rvices. Theel ments ofthe operations trategy include: posi ioning the production system; 

focus of production· produc service plans· production process and technolog) plans: 

tion of re ources to strategic altemati es and facility plans i.e. capacity. Joe tion and 

Ia, out (Gaither, 1996 . 

A technolog strategy is one of the central functions for achieving competitiv ad anta e 

because of the fast paced transformations being witnessed today. Technolog intelligence is a 

must in order to gather information on the d namic of the technological market Hax and 

ajluf, 1996). The interplay between computers and rapid technology de elopment has made 

flexi Je manufacturing s stems a major consideration in operations. 

Financial strafe ie 

Finance is the moSt c ntralized functional area. Final accountability una oidabl re ides with 

the CEO. Financial strateg) invol e decisions such as obtaining and allocating funds 

working capital management capital budgering and financial intelligence. I strategic 

deci ion are in the sphere of corporate decision-making and i performance measures are 

closet. ' atched by external audiences and embody the economic results of the firm as a 

who I (Hax and aj lu . 1996). The financial strategies direct the use of financial re ources in 

suppon of business strate . long-term goals and annual goals and objectives (Pearce and 

Robin on, 2005). 

Human r ource Irate i 

l11e human re ource function is the most decentralized and pervasive of the managerial 

functions. The strate ic decisions cannot be realized without the full participation and 
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nd supe i or at all hierarchical le els. The human re ourc 

mana ment cti s aid long term success in the development of managerial talent and 

mpetent emplo s. the creation of sy ems to manage comp n ation or r ulatory 

n ems; and guiding effecti e utilization of human resources to achie ement o th the 

firm· hon t rm obje ti\ and employees' satisfaction and de elopment. 

Th human re ource management' paradigm shift" invol es looking at the people e pen e as 

an in estm nt in human capital. It in ol es looking at the business alue chain and th alue 

of human r ource components along the arious links in that chain (Pearce and Robin on. 

2005). The major categories of decisions linked to this strategy are recruitment, s le tion. 

promotion. placemenL rewards manager and employee de elopment. appraisal and labor 

relation (Hax and ajluf 1996). 

Procurement . Irate i~ 

Procurement strategies help in the suppl · of all the raw materials, supplies and erviccs 

needed for smooth operation of the firm's bu iness at minimum cost and achie e a high le el 

of ervice qualit . This requires the creation of a special base of suppliers developing 

relation hips ith suppliers panicipating in the design of the product and contributing to the 

resolution of the make vs. bu decisions (Hax and Majluf 1996). ourcing strat gi s pro ide 

guidelines about questions such as: Are the cost ad antages of using a few suppliers 

outweighed y the ri k of o erdependence? What criteria hould be u ed in selecting 

endors? Ho \1 ill olume and the delivery requirement of purchases support op rations? 

(Pearce and Robinson, 2005). The procurement strategy chosen \i ill dep nd on the an wer 

gi ·en to these questions. 
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The research is a case tud of Briti h American Tobacco (K) Ltd. he objc ti of lhe 

stud were to e tablish ho British American Tobacco (K Ltd percei es chang in th 

indu ry force affecting the to acco industry in Kenya and to determine the re pon of 

Briti h American Tobacco ( Ltd in addressino changes in indu try force· . Tile r on for 

choo ing the finn that it has continued to achie e good performance en in a changing 

en ironment. Th tobacco industry in Ken a is a duopol,. The t o firms ar nti h 

American Tobacco Ltd and Mastermind Tobacco Ltd. British American T ceo ( ) Ltd 

has een in op ration since 1907 and this warrants an a eadem ic interest in the firm· 

operations. 

3.1. D TA OLLE T/0 

The study wi II use primary data. The primary data will be collected using an int r iew guide 

containing both op n ended and closed ended questions (see appendi I). The int rvie 

guide ha three parts. Th fir t part was used to collect data on the company s profile while 

the cond part collected data on the p rception of British American Tobacco (K) Ltd of 

changes in the industry. The third part pro ided data on the responses of Briti h American 

Tobacco (K) Ltd to changes in industry forces. The intervie\-. guide pro ided a tructure for 

the p rsonal intervi s. All interviews were tape recorded to enable enlightened reflection 

sub equent to each personal intervie s completion. As observed b Parasuraman 1986) 

per onal intervie"'s ha e the potential of yielding the highest qualit} of dat.8 as compared to 

other modes. They also tend be more flexible. The respondents were ariou Functional 

Manag rs or their qui alents at British American Tobacco (K Ltd. 

3.2 D 7: L 

The data ollected in this stud \ as quaJitati e data hence content analysis was u ed. The 

re earcher analyzed the data obtained to identify the perception of British American Tobacco 

(K Ltd to chan es in the industry and the responses of the firm to lhese changes. Previous 
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tudie using qualitati"e approach to firms responses to n •ironm ntal challenge have 

mainly relied on content analysis for example (Ben, (1999): igunde (2003) and , J u. 

(2000). 
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I 

4.11 TRO Tl 

This chapter documen the findings of the erception of Briti h American Tobacco (K td 

to chan in the indu for s and the operational and strategic of re p n y the firm to 

the e chang . 0 ta collected mainl through personal interviews with middle le el 

managers at Briti h mencan To ceo ( ) Ltd. econdary data v-as obtained from arious 

i sues of" ision" th British merican Tobacco (K Ltd internal m gazine, " fari Ye u ' 

the firm 's internal rna azine for Equatorial Africa and British American Tobacco ( Ltd 

annual report and financial statements 2004. The data obtained was anal. zed using cOnt nt 

anal •sis. 

4.2 PROFILE 

This section deals ith infonnation obtained on the ownership of the company and th nature 

of the business. 

4.2.1 Owner hip of the company 

British Am rican Tobacco Ltd is a publicly quoted company at the airobi tock 

E change and urrently has in issue I 00 000 000 shares at a par alue of Kshs 1 0 and a 

market price of K hs. 212 as at 17th August 2005. The company is both locally and foreign 

o ned. 

Tabl 2: o r hip f British merican Tobacco 

Share bold Numb rof Shar b ld 0/o Boldin 

b r h ld 

Ken ans 4,807 39,917 686 39.92 

Foreign 25 60.034 446 60.03 

East Afri 21 47 868 0.05 

Total 4,853 100.000.000 100% 
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our : rif h . m ri n 

16 hare regi er 

td annual report nd fin n ial stal m nt 2 

at I lh arch 2005 . 

. pg 

Table _ hO\\:S th ownership of th c mpany as at 18 ar h 2 . It is e id nt rom th 

tab! that the ownership of Briti h meri an Tobacco (K) Ltd i predominant I fi r ign. 

firm is a sub idi of a UK based multina ional company, British Am rican o ceo group. 

Foreign har holders ha e 60% of the company's shareholdin i could explain \! h> th 

fmn i financially robust. 

Tabl 3: he Principal har bold 

bar hold r umb r of Sb re % H lding 

Molesteegh in est B 60,000 000 60.00 

Board of trustees ofNSSF 20 000,000 20.00 

I Barclay (K) ominees ltd ale 12 6 996 666 1.00 

Barela s (K) Nominees ltd ale 18 3 885 000 0.8 

Old Mutual Life As urance co ltd 836,880 0.84 

KCB Nominees ltd ale I 44 806 617 0.81 

KCB ominees ltd ale 769 G 440. 187 0.4 

1 Baloobhal Chhotabhai Patel 402,430 0.40 

\ Apollo Insurance compan, ltd 386.949 0. 9 

Insurance compan of East Africa ltd 336 737 0.34 

Others 14 908 534 14.90 

otal 100 0 ),000 1 

ource: ritisb m r ican Tobacco td annual report and financial statements 2004. pg 

16 (based on the hare register as at I 8' arch 2005). 

Table 3 shows that Molesteegh invest 8 own 60.000.000 shares that represent 60% of the 

shareholding. ll accounts for the 60% foreign ownership of the compan . This has 

implications on the decision making and oting in the finn since it has majority of OY- nership. 
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.02 

9.18 

ource: British mericao Tobacco (K) td annual report and financial statemen 2004, pg 

16 (based on the share register as at 18th March 2005) 

From Table 4 Molesteegh in est BV and the SF Board of Trustees ha e the majority 

shareholding of 80% e en if the ha e the least number of shareholders. Majority of the 

shareholders ha e in ested in shares between 501 and 5000 accounting for 4.46% of 

shareholding. 

4.2.2 ature of the busine 

The respondent was asked to briefl explain the nature of that business of British American 

Tobacco (K) Ltd. The information obtained showed that British American Tobacco (K) Ltd 

is a tobacco leaf production. leaf processing and cigarette manufacture· and distribution 

enterprise. The firm grows its own tobacco lea es in arious parts in Kenya. ganda and 

Democratic Republic Congo. Once the leaves are collected about 40% of them are 

processed at the Thika processing plant and the rest exported . igarettes are manufactured 

at the airobi plant and then distributed to all o er Kenya. The firm also exportS some of its 

products to African countries and also to Europe. 
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4.3 THE PER 'EPT/0 OF BRJ 'l H ( J L V 

GE I THE -FOR 

The interviewee was asked to comment on th nature of competi i n in the tobacco indu try. 

The information obtained showed that th degree of comp lltion w moderate. Thi i 

because the sp cific excise tax regime a implemented and thi h rna e it more difficult 

for unethical players to operate in the indu try. The playing field for tobacco manufacturer is 

no"' leveled. 

The interviev ee as asked to comment on the nature of change that have taken place in the 

folio ing factors: 

4.3.1 Entry of new firms in the industr . 

The intervie ee as asked to comment on the threat of new firms getting into the indu try. 

The information obtained from the intervi ee was that current! there are two main pia rs 

in the industry. t year two firms e ited the industr . ft is likely that other companie ith 

the resources r quired may also enter th industry sine Kenya is a free economy. The major 

barriers to entry that has to be o ercome b new firms are the prohibiti e le els of excise 

duty that the) would ha e to pa_ and the uncertain that is po ed b the pending obacco 

Bill. 

4.3.2 Threat of ub titute product 

The interviewee as asked to name orne substitute products for tobacco products. 

The infonnation obmjned sho ed that iraiko meaning roll your own was the major 

substitute especially for the lo priced egments. Roll your o n is a cigarette made out of 

raw crushed tobacco rolled up in ordinary paper or nev spaper. Consumers in the lo end of 

the market tend to be price sensiti e and easily switch to make price sa ings. 
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4.3.3 Bar a in in power of uppli r 

The int rview ed to comm n n th chan e an th rg inin po r of upplier . 

British merican obacco (K) Ltd obtain tobacco lea es rom anners " ith hom it ha 

entered into contracts. The firm support ov r ,900 farmers ho gro nearly 3. 600. 00 

kilograms of green leaf tobacco. Th relationship with the f: rm rs is perceived as an 

excellent one. Ho ever, last year tan om Tobacco Kenya, th c mpan s long time exp rt 

agent had a di pute \1 ith farmers. The farmer appealed to Bri i h merican To acco ( ) Ltd 

to intervene and the di pute was conclu i ely ettled. 

The main challenges facing British American Tobacco (K td has been how to manage 

supply chain related costs at optimum I vets against a backdrop of increasing fuel prices 

which in tum precipitate upward pressure on an arra of costs. 

4.3.4 Bar aining power of bu •er 

The inter ie\1 ee was asked to comment on the changes in the bargaining power of buyers. 

Bu ers are increasingly demanding higher quality products. Pressure on consumer dispo able 

income is high and therefore consumers prefer affordable brands. Also due to litigation from 

a former con umer. a one r. irigu. the market i more a are of its rights. Buyers taste 

and prefi rences influence their decisions to a ery big extent. Personal loans ha e been 

aggressi el marketed by commercial banks and ha e had a positive influence on the 

econom and to some extent ha e reduced the bargaining po" er of bu ers. 

4.3. Ri air among ex· tingfirm 

The interviewee was asked to comment on the intensit of rivalry among e isting firms in the 

industry. 

The response obtained was that British merican Tobacco (K) Ltd is operating in a free 

market and therefore a potential entrant ho has the capacity can enter the market can do so. 

Ho~e er the initial investment is prohibitive. A considerable lhreal that British American 

Tobacco (K) Ltd is facing is aggressi e ad ertising b)' some of the players in the indust:r) . 
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The firm h stopp d all forms of tobacco ad ·erti ing n el tronic medi . The h ,. 

st pped all form of ports sponsorship and incorporated the ini tr) o Health w mmg on 

II th ir promotional materials. The ri al firm ha e been u in an 1th loud peak r t 

promot their low pieced cigarettes. This has been a ch llenge peci II or their dri e 

brands ajari and portsman. 

4.3.6 /njluence of Lobby roup 

The inte iewee was asked to comment on the influence of lobb groups on i oper tion . 

The response obtained showed that the tobacco control bill tabled in Parliament i aimed at 

regulating the tobacco industry. It will effecti ely ban outdoor ad erti ing. ban ny form of 

sponsorship sports by the tobacco firms and establish a regulatory board to o er nd 

control the marketing of tobacco products. British American Tobacco ) Ltd has ince 

stopped ad ertising on Radio and TV health warning labels are already incorporated not only 

on the cigarette packs but al o on the promotional and point of sale materials. ational 

Agency for the ampaign Against Drug Abuse (NACADA) has been lobbying so as to create 

an awar ness of the effect of moking especially on young people. 

4.3. 7 Influence of infra tru ture 

The interviewee was asked to comment on the influence of infrastructure on bu ine 

activities. 

Bonded wares/ merchandise is normally ~ eighed at Mlolongo center. The trucks that 

transport the goods us Momb a Road that is dilapidated. ecurity has been a real challenge. 

Last year a truck transporting cigarettes was hijacked and all the merchandise stolen. A a 

re ult the firm suffered huge lo se ince the trucks carry merchandise worth milli n of 

shillings. 

4.3.8 ummary oftlz perception oftlle[orce 

The interviewee was asked to comment on the factor which British American Tobacco (K) 

Ltd percei es to be most threatening. The response obtained was that the firm considers 
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legi lati n and r gulation as the most th t nin tndustry force. It 

for the I gi lation as partly a result of ignorance. any en an do not kn hO\.\ ci aren s 

are manufactured and imagine that nicotine and tar are added. This is not th e. 1cotine is 

in the tobacco leaf itself whereas tar i pr uced' hen the cigarett i lighted. 

The is ue of tobacco regulation is a ' orld ide phenomenon. It i a ecting t keholders in 

the tobacco industry world o er. \ orld Health Organization (WHO) is in reasingly getting 

invol ed and donor agencies such th World Bank and the International onetary fund 

(IMF) are demanding the unilateral enforcement of tobacco controls. In orne cases donor 

funds are being failed to the extent that the recipient countrie enact such I w . This makes 

the go rnments especially those in developing countries want to enacllhe laws. 

Regulation ,. ill reduce the consumption of tobacco products as has happened to some firms 

operating in countries here there is a complete ad ertising ban. For in tance in orwa . 

when a complete ad ertising ban coupled with public informa ion campaign on smoking was 

implemented tobacco consumption was reduced by 9%. Ho\1 ever the enyan government 

would have to be careful in e aluating the implications of enacting the Ia as British 

American Tobacco (K) Ltd is a major contributor to the exchequer. British merican 

Tobacco (K) Ltd does not think that the tobacco industry is still anracti e for as long as the 

Tobacco bill is pending. 

4.4 RE 'PO SES TO CHA GE 1 1 'DUSTRY FOR 'E 

4.4.1 Threat of new competitor 

The inter iewee was asked to comment on the responses employed by the firm in coping with 

the threat of new competitors and the following data was obtained: 

The firm belie es that an firm wishing to get into industry can do so freely since the market 

is liberalized. Ho\! e er there are certain barriers a new firm may ha e to overcome before 

getting into this industry. The cost of the cigarette manufacturing line is ery high. Recent! • 

British American Tobacco (K) Ltd installed a ne state-of-the-art cigarene manufacturing 

line at a cost of 500 million. The line consisted of a cigarette making machine a cigarette 

32 



pac er. a pa ket v rapper and a ca filler. The new manufacturing line has en I d the firm 

to enjoy economies of cale. This cost ould inhi iting for new entran . 

Product differentiation is another barrier. The finn uses high quality tobac o lea es to 

produce high quality brands. Con umers ha e demonstrated their tnformed preferred brand 

choace in British American Tobacco ( ) Ltd superior qualit) brands. 

4.4.2 Threats of ub titute produc 

The interviewee was asked to comment on the responses employed by the firm in coping with 

the threat of substitutes and the following data was obtained: 

The main substitute for cigarettes is Kiraiko which means roll your own. British American 

Tobacco (K) Ltd has been appl ing intense distribution initiatives especially in rural markets 

for its ·'fighter' brand afari. Safari has been priced in such a wa that it appeals to the IO\ 

priced segments of the market that tend to be price sensitive. British American Tobacco K) 

Ltd is also aware of the pre ence soft drugs in the market that could r e the arne needs as a 

cigarette. So far it has not initiated any response to deaJ with soft drugs. 

4.4.3 Bargaining power of upplier 

The interviewee was asked to comment on the responses employed by the firm in coping ith 

the bargaining po er of suppliers and the following data was obtained: 

The firm has had a long established partner/ supplier for tobacco lea es- tancom Tobacco 

Kenya. The relationship with this firm is stable and good. The price to farmer ha e been 

increasing driven by the delivery of good quality tobacco leaves justifying absolute focus on 

quality production. 

Managing supply chain related costs at optimum levels against a backdrop of increasing fuel 

prices which in turn precipitate upward pressure on an array of costs has remained one of the 

main challenges facing British American Tobacco (K) Ltd. The company has embarked on a 

project of managing costs of all non-manufacturing inputs to ensure that it reaps maximum 

benefits from the global sourcing of British American Tobacco Ltd group. A clear sourcing 
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trategy has been de eloped subjecting e eral commodity uppli r to tenders and 

perfonning appraisal of lhe suppliers on the partnership programme. The aim of this strateg) 

is to reduce costs and impro e rvice delivery. The main procurement ategy applied has 

been the centralized purchasing syst m. 

British American Tobacco ( td ha begun initiati es to addre h lth and en ironmentaJ 

i ues of fanners and society at large; it has embarked on a ocial r ponsibility initiati e to 

ensure sustainable en ironmental u e through promotion of a orestation in tobacco growing 

areas to facilitate use of renewable fuel resources for the curing proce . In 2003 extension 

services v ere commenced to dri equality and yield to step-up armers income. This has led 

to reduction of farmers to staff ratio thereby allowing for better interaction and dissemination 

of agronomical and general welfare skills to farmers. There has also been a move towards 

reducing chemical use on farms through integrated crop management methods and best 

practices in tobacco farming. 

British American Tobacco (K) Ud has outsourced various non-core acti ities to third party 

suppliers. Key among this include computer maintenance security catering services shift 

transport, cleaning services ' orkshop services, expatriate staff hou ing and marketing 

research. British American Tobacco (K) Ltd has been successful in implementing the 

outsourcing project because of the open and transparent manner in which it ha carried out 

the process. Top-le el managers ha e taken the lead in the entire process from establishing 

objecti es for outsourcing to establishing a sound structure for ongoing management of the 

relationship. The supplies selection criterion has been clear from the onset and the front line 

team fully empo ered to take decisions regarding the contract. 

Outsourcing has helped British American Tobacco (K) Ltd save close to U Dollars 2 million 

per annum achieved through centralized logistics. Outsourcing was needed to improve 

service delivery and was seen as one of the ays to ensure customer orders were d I ivered on 

-time-in-full all the time. Cigarenes deliveries were outsourced to the distributors. There was 

also need to ensure both green and dry leaves were deli ered on time where the were 

required to ensure smooth operations and minimal losses in transit and storage. 
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4.4.4 Bar aining power of bu er 

The interviewee was asked to comment on the responses employed by the firm inc pin , ·ith 

the bar aining po er of bu ers and the following data was obtained: 

British American Tobacco K) Ltd continues to provide high quality brands of cigar ttes o 

as to mitigate the bargaining power of buyers. The firm re-launched SM- weet Menthol with 

a ne pack but the brands taste and flavor ere maintained. The pack change refl cted re ul 

of extensi e consumer re earch carried out in 2002 among SM adult mokers, who ex pre sed 

their desire for a pa k that displays the freshne s trendiness and the herrtage of the brand. 

The new pack design incorporated elements that include green and "hite tones snow,flake 

and the initials SM. 

British American Tobacco (K) Ltd Sporr man brand the lead brand in Kenya's cigarette 

market has been facing extreme pressure from to priced competing offers. The firm has 

been running a promotion dubbed "Jenga Jina na Sportsman . The promotion com ines both 

individual winners and community prizes in a unique promotional format that blends 

corporate social responsibility with the brand marketing objecti es. This promotional strateg 

is aimed at rewarding loyal customers. 

4.4. 5 Ri airy among existing firm 

The inter iewee was asked to comment on the responses employed by the firm in coping \! ith 

the intensity of ri airy among existing firms and the following data was obtained: 

The ke marketing strategy is going for growth. Promotional acti ities are carried out to drive 

both olume and alue share of the markeL The strategy going for growth led to an increase 

of market share by 3% ending at 76%. Concentration on the drive brands led to a 9% growth 

faster than the total market. The enhancement of the tax enforcement agencie in Kenya who 

increased their igilance and actions against the illegal sale of non- tax compliant products in 

the market were ke,., in delivering this. This has allowed British American Tobacco (K) Ltd 

brands to compete on a level playing field is a vis quality and price. British American 

Tobacco (K) Ltd had been in lobb ing for a le eled pia ing field and was engaged in regular 
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discu ions ith Go emment officials pressuring for ethical practices among pi y rs. 

}ear the go emment le eled the playing field in th mdu try. 

4.4.6 Government and lobb group a lion 

The intervie was asked to comment on the responses emplo ed by the firm in coping with 

Go ernment and lo y group • action and the following data was obtained: 

British American Tobacco K) Ltd makes an effort to obey the poli ies and regulati ns given 

b the Go emment. Th company is consciou of ethical beha ior. ince 1999 th firm went 

for a elf-regulation strategy. They have oluntarily withdrawn from electronic billboard and 

other forms of broadcast ad ertising and now place more emphasis on communication with 

consumers at the point of ale. 

The are also adhering to the international tobacco products marketing standards, self

regulatory cod of conduct. By subscribing to the standards they belie e that tobacco 

products should be marketed in a responsible manner, and reasonable measures taken to 

ensure promotion and di tribution of the tobacco products is directed at adult smok rs and not 

at youth and consistent with the principle of informed adult choice. orne of the stipulations 

are: no advertisement shall suggest that sporting or athletic success is enhanced by smoking 

or that most people are smokers: no ad ertisement shall b placed on tele isi n or radio 

unless each person seeking access to the channel or programme on which such ad erti em nt 

is placed pro ides erification that he or she is an adult· no sponsor hip shall be provided for 

an e ent or acti ity which bear a tobacco product brand name unless all such persons 

spon ored by participants are adults. 

The company has opted to remain silent to the pressures being mounted by A ADA 

ational enc) for the Campaign Against Drug Abu e). It does not see actual need to 

rebuff yet. AD is insisting that no advertisement shall be placed on billboard located 

clo er than I 00 meters from an point of the perimeter of a school attended predom inantl b 

youth. 

The company has also helped organize and sponsored a retreat in Mombasa for Member of 

Parliament to discuss the tobacco regulation control bill. 
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4.4. 7 Operational Re po11 

Manufacturing rrategies 

The company has invested m a new state-of-the-art cigarette manufacturing line. h 

equipment consisted of a cigar tt making machine packer and case filler and op ra~ s at a 

high speed with minimum manual inter ention. ew modem machinery has been in tailed, 

Ia outs ha e changed and machinery has een relocated allowing for efficient orkflo . 

Contract manufacturing strategy has been adopted for export brands to increase the olumes 

manufactured at the airobi fac~ ry and increase revenue for the business. The aim i to 

make the factory a center of excellence in East and Central Africa. The election ,of the 

airobi factory as th location to produce these brands was based on the quality standards at 

the plant and cost effecti eness. Currently two brands Benson and Hedges and Rothmans 

RoyaJs are being manufactured for export to amalia and Djibouti. 

Human Resource rraregie 

Staff members are continuously trained to enhance their performance le els as well as to 

prepare them for the challenges in the operations due to increas in contract manufacture 

volume, compressed lead times and complexity in operations. Training helps Briti h 

American Tobacco (K) Ltd use it manpower resources more efficiently which in turn results 

in impro ement of ke performance measures in particular manpower productivity as 

measur d by cigarettes produced per man hour. 

Distribution straJegies 

ith inten ive distribution strategies British American Tobacco ) Ltd dri es towards 

excellence in trade marketing and distribution capabilities benchmarking world-class 

standards el e here in the group. Teams in highly competiti e zones were strengthened 

ensuring that training and staff de elopment programmes are conducted strategical! 

throughout the ear. The aim of this distribution strategy was to ensure distribution 

superiority as well as improved quality of co erage and service levels. 
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Briti h American Toba co ( ) Ltd benchmarks rid-class andards el here in lhe group 

far as the mar ting and distribution cap bilitie are concerned. Th • h e implemented a 

bonus schemes for their di tributor and stocki o as to moti ate lhem to an in targ 

Brand Management 

The goal for 2005 is to dri e quality growth especially for the higher priced brands. Their 

drive brands are Ben on and Hedges mbass and portsrnan. Benson and Hedges achie ed 

a double-digit growth in 2004. It is targeted at the top end market consumers and sales 

success is secured b fo using distribution in the key urban centers as well as brand building 

and consumer engagement acti ities during peak sales period. Safari is targeted at the bottom 

end of the market compri ed of price sensiti e buyer . 

portsman is intensi el · distributed particularly in rural mar ets. The Jenga Jina consumer 

promotion has contributed to the high sales olumes and in 2004 it attracted 6 million entries. 

Jenga Jina combin s both indi idual winner and community prices in a unique promotional 

format that blends corporate social responsibility ith brand marketing objectives. To date, it 

has initiated 25 projects with 19 already commissioned. The projects include the building of 

community health centers cattle dips and communal ater supply facilities. The promotional 

concept itself continues to win awards most recently awarded the 2nd best overall consumer 

sales promotion in 2004 b the Marketing ociety ofKenya. 

4.4. 8 Other Re pon e to ~tange in Indu tr Force 

Social Reporting 

British American Tobacco (K} Ltd in 2004 became the first company in Ken a to publish a 

corporate social report. This stakeholder engagement initiative pro ided a platform for direct 

dialogue with stakeholder on arious issues. Tobacco farmers suppliers government 

representati es, legislators special interest groups, GOs consumers distributors and 

employees attend various dialogue sessions to give their views on the compan 's social. 

economic and en ironmentaJ performance. 

The process offered in aluable insight on ' hat the company was doing right, what needs to 

change and ho to partner ith i stakeholders to effecti ely address their concerns on a 
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"'ide range of i ues including community sup rt initiati es mo ·in nd he llh, 

environmental performance and employee relations. The "report soc•et)'' pturing the 

dialogue process and the comp ny's respon s was launched mid year and disp tched to all 

their stakeholders. The company will su tain the reporting initiative a 

continuously address stakeholder concerns on arious issues regarding i business. 

Corpora1e Socia/ Investment 

eeks to 

As part of the compan 's contribution to socio economic development and community 

development initiative in conjunction with the East Africa community the company 

sponsored the 6th East African Jua Kali Exhibitions role was held in Mombasa. The 

exhibition's role was to recognize and incorporate the Jua KaJi sector in the main tream 

economic planning and de elopment of Kenya. 

British American Tobacco (K) Ltd has continued to be a member of the agricultur fraternity 

and participated in the four Agriculture ociety of Kenya shows in airobi akuru 

Mombasa and Kisumu. The agricultural shows provide a forum for members in the sector to 

exchange ideas and best practice in addition to sharing knowledge with the public. The 

company has established botanical gardens at the Nakuru Kisumu and Nairobi show 

grounds, which are covered with a variety of indigenous trees. The Company provides 

security on the VIP s gates in akuru Kisumu and airobi show grounds and r furbishments 

of the VTP dais at the Mombasa show ground. The totaJ contributions to these and other 

worth initiatives amounted to 40 million in 2004. 

Corporate Governance 

British American Tobacco (K) Ltd is committed to the highest standards of corporate 

governance and adheres to the good corporate governance set out in the Capital Market 

Authority guidelines on corporate go emance practices by public listed companies in Kenya. 

The firm believes that the most potent form of corporate governance come from within. with 

external guides and codes being overlays to the standards that British American Tobacco (K) 

Ltd as a group has set for itself. 
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The board·s current member hip consis of even non-e. ecuti e director nd three 

executi e directors. The Board m e at least fi e times a )eat and is re 

pro iding o eraJI strategic direction and deciding major corporate a tions en b the 

company. It re iews performance, takes material policy decisions and gi e guidance on 

general policy. The board is also responsible for the overall system of internal control for the 

company thereby managing risks that may impede the achievement of the company' 

business objectives. Responsibility for implementing strategy and day-to-day operations is 

delegated by the board to the Managing irector and top management team dubb d The 

Kenya tra1egy Team. 
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This chapter pre ents the summary, di cu sions and conclusions from the re earch finding . 

Also include limitations of the stud rch and recomm ndati n 

for polic) and practice. 

5.1 S MMARY. Dl D 0 CLU. 10 

In this section the re ul of the study are summarized discussed and conclusion drawn. The 

presentation is in the order of the objecti es of the stud . The objecti es of the tudy w re 

one to establish how British American Tobacco (K) Ltd perceives changes in the indu tr) 

forces affecting the tobacco induStry and two, to determine the respon es of British merican 

Tobacco (K) Ltd in addressing changes in industry forces. ith respect to the e objectives. 

the stud showed that firms cannot remain reacti e in the face of changing en ironment. 

British American Tobacco (K) Ltd has had to come up with strategies to r pond 

appropriately to en ironmental changes. 

On the perception of British American Tobacco (K) Ltd to changes in industry forces the 

firm perceives the intensity of competition in the industry as moderate. here have b en few 

entrants in the industry and in fact two firms have exited the industr in the last one year. The 

company has one major supplier of tobacco lea es Srancom Tobacco Kenya. This increases 

the bargaining power of suppliers. since it is a one-supplier company as far as tobacco leaves 

supply is concerned. Buyers are demanding high quality cigarettes and British American 

Tobacco ) Ltd is using high-grade tobacco lea es entirely for production of local rands to 

address con umer needs. The bargaining power of buyers is high e en though bu ers are 

many. Bu ers are increasing) becoming aware of their rights and the alternatives open them 

as ho n b the litigation b a former consumer of cigarettes. 

British merican Tobacco (K) Ltd is operating in a free market ther fore entry to the induslr) 

is not prohibited: howe erne entrants must o ercome the high start up costs. The biggest 

threat that the firm is facing is the fact that it has stopped all forms of advertising on 

electronic media but its rivals are aggressively advertising. British American Tobacco (K) 

Ltd perceives legislation and regulation by the go ernment as the most threatening industry 

force. Total product advertising ban has an adverse effect on product sales. Without 
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advertising it is difficult to r ch their target mar et-the adult smokers. e ovemm nt i 

under pres ure from the Breton ood In titutions to enforce the tobacco legislation. oreign 

aid is increasingly being tied to implementation of th tobacco I gislation. 

The stUd also sought to establish the respon es of British American Tobacc (K Ltd to 

changing industry forces. 

The firm continu s to erect entry barriers for n w entrants for example in estm nt in n w

state-of-art cigarette manufacturing equipment. British American Tobacco (K) td has 

introduced n w low priced brands into its product portfolio to flank their main sub itute 

product "roll your own . The firm has found it difficult to retain and de elop a loyal cli.entele 

as a result of not carrying out any advertising and promotion. 

The firm has embarked on a global sourcing strategy since dependence on Stancom Tobacco 

Kenya lowers its bargaining power. A clear sourcing strategy has been develop d subjecting 

commodity suppliers to tenders and appro al. This has led to reduction of costs. lt has also 

outsourced non-core activities. To address the health and en ironmental plight of farmers the 

firm has initiated arious social responsibility programmes. The firm has re-launched orne of 

its products and is continuing to reward its loyal customers through promotions. wing to 

increa ed demand for quality products in the region the firm has adopt d contract 

manufacture for export brands. This has lead to reduction in costs of production and made the 

Nairobi plant a centre of excellence in production. 

The marketing strategy has been 'going for growth and British American Tob ceo (K Ltd 

achie ed a 3% increa e in growth in 2004 and 4% growth in turnover and pro~t before taX . 

The firm has made its submission about the tabled tobacco bill to the government and is 

optimistic that dialogue and a common approach to the issue will be the solution to the 

regulation of the tobacco industry. The continue to support the enactment of a realistic, 

workable and enforceable regulation that addresses the health concerns of Kenyans whilst 

taking into account Ken a·s socio-economic realities. The believe that an all-inclusive 

approach would r suit in the collecti e ownership of what will ultimately be good legislation. 

lmpro ement of infrastructure and security could contribute significant! to a better operating 

en ironment. The on going socio economic int,egration of the partner states in East Africa 
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re ion pre niS great opportunities for the busine especially ith th mm n m nt o th 

u toms union. Briti h American Tobacco (K Ltd has adopted a stru rured appr h to 

environmental health and safe management in compliance ith the group s b t pr tice 

from all global op rations. It supports numerou social responsibility initiati\ s in nya 

including providing suppon to the Jua Kali ector Agricultural oci ty of Ken and 

afforestation. 

Th finn acti ely encourage dialogue and participation of all stakeholders in th compan 's 

business through regular team briefings internal publications emplo ee surveys and r gular 

me tings with employees and their representati es. The compan s emplo m nt polic) 

includes commitments to recruit people on the basis of their ability and equal opportunities. 

The firm in 200 became the first compan) in Kenya to publish a 'corporate so i I Repon' . 

This stakeholder engagement initiati e pro ided a platform for direct dialogue \! ith 

stakeholder on arious issues. 

As a conclusion to the discussions above it is clear that British Ameri n Tobacco (K) Ltd 

recognizes the fact that it is working in a d namic environment. It also realizes th t for it to 

sustain good performance it has to continually make changes so as to adapt to the 

en ironment. The firm ees the need to delight its customers by atisfying their needs and 

exceeding their exp elations. The fLml has chosen to adopt a proactive posture. 

5.2 Ll I T. TI 0 OF THE T DY 

/ 

The organization could not dis lose all the details of i operations because information on 

competition is con idered confidential. The industry has fe\ players thus other firms in the 

industry could use information from one firm for their ad antage. The finn was not illing to 

discuss the nature of its internal en ironment. The firm was also not comfortable discussing 

the specific strategies that it intends to use in the future to compete. This limited gathering of 

rete ant information. 

The researcher had limited time to carry out the stud . It was not possible to visit the Thika 

leaf processing plant though information about the plant was obtained for the head office. 
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1 it would ha e been inter ting to isit orne o 

ha'e b n initiated but tim and money ere limited. 

ial re pon ibili pr ~e th t 

5.3 RECOMME D T/0 FOR F RTHER TUDY 

Th1s study was a ca e study of one firm in the tobacco industry outlining the respon e of the 

firm to change in the industry forces. Further study could examin the re pon s of all the 

to a o firms to changes in indu try forces. Current!}' the industry has few players in fa 1 

onl N o stable players· in future a stud could be carried out on the respon es by tob co 

firms in an industry ith more players. 

Another stud could focus specifically on the responses of tobacco firms in Kenya to the 

regulation of the industry once the Tobacco Bill is enforced. Currently the bill is pending 

debate b Parliament. If and when it becomes an Act of Parliament tobacco firms will ha e to 

change their current mode of business. It would be interesting to stud the change 

management strategies that the firms would adopt 

The firm gave th strategies that it is applying in response to the chang s in the indu try 

forces. It may be interesting to find out how the firm formulates these strategies. pecifically 

to determine factors which influence the choice of strategies within the firm. 

5.4 RECOMME ~TIO FOR POLICY A D PRA TJ 'E 

The stud found out that British American Tobacco (K) Ltd has not had any rategic 

alliance '"ith foreign companies. The firm should consider ha ing the e arrangemen 

because it could o ercome barriers to entry of foreign markets. With the pending to acco bill 

the firm could consider entering other countries where the go ernment has lenient tobacco 

legislation and is not like! to modify its legislation in the near future. The firm should 

strengthen its market position now hile there are still two players in the industry. It is like! 

that in the future there ill be new entrants into the industry. 

As the firm waits for parliament to debate on the tobacco bill, it could consider di ersification 

as an option. lt could go for an unrelated diversification strategy. In the past, when other 
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O\emments ha e enforced legislation on tobacco the profits of the tobacco firm op rating 

in those countries has been adversely affected. 

Finall • the firm could enter into a collaborati e arrangement with pharmaceutical companies 

in Ken)'a and try to come up ith drugs that could counter the adver e effects of tobacco 

smoking. They could contribute finances for re earch and de elopment of these drugs. This 

would help to mitigate the campaigns by lobby groups against the tobacco smokin and its 

harmful effects on health. 
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PI 

TO 

p 

0 

p D 

I 

p 

I. Year when it was established in Ken ·a 

)L D 

0\ nership of the firm (pleas tick applicable box) 

a) Foreign o ned 

b) 0\1 ned 

c) Partly locall and Foreign owned 

d) Partly go emment and locally owned 

e) Go ernment owned 

3. Who are the principle shareholders? 

B 

( ) 

( ) 

( ) 

( ) 

) 

4. How many emplo ees do ou have in the compan ? ---------------------------------

5. What is the nature of your business? 

a) igarette manufacturing on I ( ) 
b) Tobacco leaf production and processing ( ) 
c) igarette manufacturing and distribution ( ) 

d) Tobacco leaf production, processing. cigarette 

manufacturing and distribution ( ) 
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6. ccording to you what i the nature of competition in the tobacco industry? 

Cut throat ( 

erate ( ) 

Lo\ ( 

Other (please specify) 

----------------- ( ) 

--------------------- ( ) 

7. Please stat and briefl explain the nature of the changes you consider to have 

occurred in each of the following factors in the tobacco industry in Ken a. 

I a) The entry of new competitors into the industry 

b) Do ou think that other companies are likely to enter the industry in the n x.t tive 

years? 

Ye ( ) 0 ( ) 

c) What are the barriers that new competitors would ha e to overcome in order to enter 

the industry? 

--------------------------------------------

so 



---.----------------------------------.------- ------------------
------------------------·------------------------------------------
----------------------------------

II a) Plea e name orne of the ubstitute products for tobacco products 

-------·------------------------·-------------------------------------··· 
-----------------------------------------------·-·-----------------

·-------------------
----------------------------------------------
--------------------------·-----------------------------------------

b) Briefly explain the effects of substitute products on the profitability of your firm 

-------------------------------------------------------------------------

c) Which substitute product (s) do you consider to be most threatening? 

Ill a) ho supplies ou with the tobacco lea es and other inpu for manu acturing? 

--------------·----

·-----------------------------------------------------

51 



b How would you des ribe your relationship with your supplie 7 

E cellent ( ) 

G~ ) 

Hostile 

} What key challenges do your supplier raise? 

------·-------·-----------------------------------------------------------------------
------·-------------------------------------------------------------------------.. --
-----------------------------------------------------------------------------------------------------------

---------·-----·-----------------------------------------------------------·----------

------------------------------------------------------------------

IV a) According to you how have the tastes and preferences of tobacco customers changed? 

--------------------------·-----------------·------------------------------·---------------

------------------------------------------------------------------------------------------------------------

------------------------------------------------------------------------- ----------------------------------___________________________________________ .,.. ____________________ , ___________ _ 

---------------------------------·--------------------,·-------------------------
--· ---------------------------------------·----------------------------

-----·--·---------·-··----------

b) To what extent do buyers influence your decision? 

To a very big extent 

To some extent 

To no extent at all 

( ) 

( ) 

( ) 

V a) Please name some of the tactics that industry players have been applying to resist 

competition within the industry 

--------------------------------------------- .. -----------------------------------------
---------------------------------- --------------------------------------------
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------------------------------------------------------·---------·-
---------------------------------------------
a) Which tactic is most threatening to ou? Explain. 

------... ·--------------·-------------------· -------------------------------
-------~--------------------~---------------------------------------

--------------------·-------------------------------------------~-----------·-----·--------·-

------------------------------------------... ·------------------·-----------------
VI arne any other factors do you consider to ha e significant influence on the operation of 

the firms within the industry. Explain how they have influenced your firm. 

11 Which one of the factors influencing the industry do you consider to be most threatening 

to you? Explain. 

--------------------------------------------------------------------------
9. According to ou is the tobacco industry in Kenya still attractive? 

Yes ( ) 0 c· > 

E TO R 

10. That strategies ha e you employed in managing the changing in the following actors? 

a) Threat of new competitors in the industry 

---------------------------------------------------------------------------------
--------------------------------------------------------------------------------------------
---------------------------------------------------------------~-----------

-·-----------------------------------------------------------------------------------------
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--------------·--------------------------------------------------·---------------
---------------------------------------------·----------------·-----·-------------

-------------------
------------------------------------------------------------------·-· 
b) The threat of product that cu tomers could u e as substitutes 

-------------------------- -----------------------------------
------------------------------------------------ --------------
------------------------------------·-------------------

---------------------------------------------------------
------------------------------------------------------------------------------
--------------------------------------------------------------------------------------------

c) The influence of your suppliers in decision-making. 

d) Customers' influence to decisions and their effect on profitabilit 

----------------------------------------------------

----------------------------'---

e) The tactics that the other firms in the industry are employing. 

·-~---------------------------- ----------------------------------------------
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------------~-------------------

-----------------------------------------------------------·-··--·----
---------------------- ·----

----------------------·----
-----------------------------------------------------

f) Respon to go ernment regulations and lobby group intere in the count:T). 

--------------------------------------------------

---------------------------------

g) HO\I do you think firms m the tobacco industry will respond to challenges po ed by 

inadequate infrastructure? 

---------------------------------------------------------·------------------------
----------------------------------------------------------,·------------------------------------------------------
---------------- .. -------------------------------------------------------------------·---
--·------------------------------------------------------------------------
h) Do ou have plans to manage these responses in the future? 

--------------~-----------------------------------------

-----------------------------------------------------------------------
-----------------------------------------------------------·----------·---
----------------------------------------------------------------------

-------------------------------------------·-------
------------------------------------------------------------------------------·---

K 0 FOR c p TI 
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2: 

IRE E G JIRJ 

P.O B 46477-00100 

lROBl 

17TH J E 2005 

THE HUMA RE OURCE MA GER 

BRITJ H AM RICA TOBACCO (K) L TO 

P.O BOX 30000 00100 

IROBI. 

Dear ir, 

RE: A REEAR ROJE 

I 

I am currently pursuing an MBA (Masters of Business Administration) degree at the 

University of airobi. As part of the degree I am expected to carry out re earch on a given 

topic. M topic is 'Responses of tobacco manufacturing firms in Kenya to changes in the 

industry: The Case of British American Tobacco . 

Your finn is a major pia er in the industry. I would like to collect data from your firm so as 

to meet objecti es of the stud . A marketing or sales manager can supply the data required . 

Data that will be gathered will be treated with utmost confidence. On c~mpletion of th 

research. a cop of the findings will be a ailed to you on request. 

I look forward to having an appointment ' ith you. 

Thank you. 

Yours faithfull 

GU JIRIIRE E 
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