PRODUCT DIVERSIFICATION AS A STRATEGIC APPROACH BY

YOUTH FUNDING ORGANISATIONS IN KENYA

BY

PURITY KARIMI MARANGU

A RESEARCH PROJECT SUBMITTED IN PARTIAL FULFILMENT
OF THE REQUIREMENTS FOR THE AWARD OF DEGREE OF
MASTER OF BUSINESS ADMINISTRATION, SCHOOL OF

BUSINESS, UNIVERSITY OF NAIROBI

OCTOBER, 2013



DECLARATION

This research project is my original work and hasbeen presented for a degree in any

other university or college for examination/acadepurposes.

Signature Date

PURITY KARIMI MARANGU

D61/63069/2010

The research project has been submitted for exaimmeith my approval as university

supervisor.

Signature Date

ELIUD O. MUDUDA

Lecturer,
Department of Business Administration,
School of Business,

University of Nairobi, Kenya



DEDICATION

This research is dedicated to my parents Elias Modica who encouraged me all
through to finish my MBA. Not forgetting my 6 yeald son David James Mugambi for

his patience, concern and understanding.



ACKNOWLEDGEMENTS

| wish to extend my heartfelt appreciation to sal/@eople who provided guidance and

support during the entire period of my study.

My sincere gratitude to my supervisor Mr Eliud Maddufor his constant support,
guidance, clear thinking, positive criticism andsgian to see me excel. Am also
acknowledging all my lecturers including Dr Z B Awi who through their guidance |

have finished my MBA.

| can’t forget my fellow MBA students whom | contad on various issues. My friends
Joseph Njigoya, Joseph Chepkwony and Erastus Kilatnlcencouraged me all the way
even when | thought the going was getting tough.didyer Evaline and my brother Dan

for their endless prayers and emotional support.

| am very grateful to the various managers | inamed and who spared their valuable
time to complete my questionnaire. Without theippart | wouldn’t have been able to

complete this project.

To Almighty God for giving me strength, inspiratiand will power to keep on going.

To all of you | say a big Thank you.



ABSTRACT

The purpose of the study was to investigate thelymbdiversification as a strategic
approach by youth funding organisations in KenypecHically the study sought to
establish the extent of product diversificationaastrategic approach; to establish the
benefits of adopting product diversification agrategic approach as well as establishing
challenges associated with the adoption of sudnaéegy. The study employed a cross-
sectional survey research design where populattompdsed of eleven Youth Funding
Organizations in Kenya. The study used both secgralad primary data. Primary data
was collected by use of a structured questionrtaitep and middle level managers. The
guestionnaire contained both closed and open gqussiénd was administered to top
management of the organizations. The secondarywaasaobtained to clarify variables
related to the study. Data was analyzed through afsguantitative data analysis
techniques or statistical methods e.g. regressiamdein This included frequency
distribution, percentages and measures of cemnaleincy. From the findings, the study
concludes that in addition to advancing generahdpdhe youth funding organizations
had advanced various products to the youth. Thep & prudent since it enhances
diversity of products which helps to reduce contpeti for buyers. It also allows the
youth to specialize in the areas which they are tadented. Therefore Youth Funding
Organizations should come up with strategies whighh enable them to compete
effectively with other organizations. This can bene through market analysis and also
analysis of trends in customer tastes and prefesnc
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CHAPTER ONE
INTRODUCTION

1.1 Background of the study

Diversification is a form of growth strategy whitdékes the organisation away from it's
present market and its present products at the samee(Johson and Scholes, 2009).In
order for organisations to remain competitive, ¢hés need to craft differentiation

strategies Porter(1985) so as to have an edgdtevampetitors. Many organisations are

therefore formulating appropriate strategies ireotd gain competitive advantage.

According to Pearce and Robinson(2007),businessageas evaluate and choose
strategies that they think will make their busimsssuccessful. The management’s role is
to assess its competitors and set goals and sasteg meet all existing and potential
competitors. It also has to reassess each straieggetermine how it has been
implemented and whether it has succeeded or nepiiscement by a new strategy to
meet changed circumstances, new technology, newpeiiors, new economic

environment or new social, financial or politicaM@onment.

Many theories have been advanced regarding formoolaif appropriate strategies to
gain competitive advantage. Recently there has heesurgence of interest in the role of
the firm’s resources as the foundation for firm'satkegy. The interest reflects
dissatisfaction with the statistics equilibrium rfreawork of industrial organization

economics that has dominated such contemporarkitigimbout business strategy.



Advances have occurred on several fronts. At thhparate strategy level, theoretical
interest in economies of scope and transactiorsduesd focused attention on the role of
corporate resources in determining the industrial geographical boundaries of the
firm’s activities. At the business strategy leweploration of the relationships between
resources, competition and profitability include #malysis of competitive imitation, the
appropriability of returns of innovations, the raé imperfect information in creating

profitability differences between competing firmsdameans by which the process of

resource accumulation can sustain competitive dedgan

Together, these contributions amount to what has bermed the resource based view of
the firm (RBV).As yet however, the implications tie resource based theory for
strategic management are unclear because the sadontributions lack a single
interacting framework and little effort has been dmato develop the practical
implications of the theory. The concept of dynarépabilities (DCT) arose from a key
shortcoming of the resource-based view of the fifine RBV has been criticized for

ignoring factors surrounding resources, insteadrasy) that they simply “exist”.

This study dealt with diversification of products a strategy by financial institutions
advancing youth related products especially to opi@mall and medium youth- led
enterprises in Kenya.The latest data on the glpdath population are staggering. Eighty
five percent of the over 1.8 billion global youtimndaadolescents live in developing
countries. By the end of 2010, over 75 million ygyeople were struggling to find work
(International Labour Organisation, 2010). Thistdnie youth bulge presents unique

challenges; however, it also offers an incredilgpartunity to impact the growing youth



population through effective youth economic develept. By increasing youth’s access
to decent, sustainable, and meaningful economicomppties -underpinned by
appropriate financial and supportive services, thib ensure that this youth bulge
becomes a demographic dividend. With the above mugebers, financial institutions

have to pay attention to unique financial needhefyouth and products made available.

1.1.1 Concept of strategy

Strategy is a multi-dimensional concept that hasdbapplication in all fields of study
and life. Strategy defines organisations purposalsy objectives and priorities.It deals
with the organisations competitive advantage asd pbsitioning it in its environment.lIt
also defines the obligations of the organisatioitdstakeholders and the business of the
organisation including its product and market scdpas a plan of how a firm will
compete after evaluating its strengths and weakses®mpared to those of its
competitors,of which must lead to competitive adeage.A strategy is the outcome of
some form of planning,organised process of antirigaand acting in the future in order

to carry out the organisations mission (Baker,2007)

Drucker(1954) viewed strategy as defining the bessnof a company. Chandler(1962) in
support of Drucker, defined strategy as the deteatron of the basic long-term goals of
the enterprise, the adoption of courses of acti@halocation of resources necessary for
carrying out these goals. Andrews(1971) in a mdebarative version, recognised

strategy as the pattern of major objectives, pwpaw goals,stated in such a way to

define what business the company is in and the édrmdmpany it is to be.



The current unfrequented change in the environrhastresulted to organizations taking
into considerations all available factors withieithoperations in an attempt to adapt their
activities and internal configurations to refleetnexternal realities. The framework that
links an organizations capability to its environmisrknown as strategy (Ansoff, 1990).

A well formulated strategy helps to marshal andaite organizations resources into a
unique and viable posture based on its relativermal competencies and shortcomings,
anticipated changes in the environment and comingeves by intelligent opponents

(Pearce Il and Robinson, 1991).

Strategy is the game plan management has for oisij the company in its chosen
market arena, competing successfully, pleasing oousts and achieving good

performance targets. It is the direction and saoipan organization over the long term
which achieves advantage in a changing environntlerdgugh its configuration of

resources and competencies with the aim of fulfjllstakeholder expectations.According
to Capon (2008), strategy is about trying to inflce where possible the external
environment in which the organization operatededéhtiating to add unique value to its
products and services and thoroughly understaniiegnarket place, its segmentation
and the customers. The external environment is evtiex opportunities and threats arise
from and confront the organization. Opportunitieseain the form of new customers and
new geographic markets which can be exploited.omrast, threats usually arise from

competitor having better prices, more customersgradter market share.



Mintzberg (1999) viewed strategy in five differamays: as a plan, ploy, pattern, position
and perspective (5PS).As a plan, strategy dealshvaitv leaders try to establish direction
for organizations, to set the more predeterminedsas of action. Strategy as a plan also
raises the fundamental issue of cognition-how imd@s are conceived in the human
brain in the first place, indeed, what intentioeally mean. As a ploy, strategy takes into
account direct competition, where threats, feintsl ¥arious other manoeuvres are
employed to gain advantage. This places the pramessategy formulation in its most
dynamic setting, with moves provoking countermogts Ironically, strategy itself is a

concept rooted not in change but in stability ingans and established patterns.

As pattern, strategy focuses on action, meaningeagnis empty one if it doesn’t take
behaviour into account. As a pattern, it introdud¢kese notion of convergence, the
achievement of consistency in organizations behayvidRealized strategy when
considered alongside intended strategy encouragego uconsider the notion that
strategies can emerge as well as be deliberat@gsed. As position, strategy ensures we
look at organizations in their competitive enviramh that is how they find their
positions and protect them in order to meet cortipatiavoid it or subvert it. Finally as a
perspective, strategy raises intriguing questiobsua intentions and behaviour in a
collective context. It raises the issue how intemdi diffuse through a group of people to
become shared as norms and values and how patiérbshaviour become deeply

ingrained in the group.



Mintzberg and Quinn (1991) concluded that for amgtegy to be considered effective, it
must have clear and decisive objectives, must @ainbitiative and commitment and
must concentrate superior power to the best criicaension and comparison to the
rivals. The effective strategies must be flexildeshsure easy planned manoeuvring and
reposition to use minimum resources under a welrdgted and coordinated leadership.
Haggins(1989) argue that todays business environmerharacterised by dynamic and
rapidly changing environment, changing customeues| increased global competition,
liberalisation and a host of other economic, pwditiand social dynamics that can’t be
overlooked. Organisations that will last in suctudbulent environment is their ability to

manage both continuity and change.

Pearce and Robinson(2011) add that in order faarosgtions to achieve their goals and
objectives, it is imperative for them to adapt hieit environment. Failure to adapt the
organisation to its environment leads to a strategiismatch between what the

organisation offers and what the market demandsugh then, executives have to make
strategic choices that are concerned with decisitmasit an organisations future and the

way it needs to respond to these environmentalenites and pressures.

1.1.2 Product diversification strategy

Product diversification is a corporate strategydaganizations that is aimed at increasing
market penetration and thereby increasing salegamihg market share. The purpose of
diversification is to allow the organisation to @ntines of business that are different

from current operations.



In market development, the firm seeks growth bgeting its existing products to new
market segments. Product development entails timedeveloping new products targeted
to its existing market segments. However, diveratfon strategy stands apart from the
other three strategies in that whereas the firgetlstrategies are pursued with the same
technical, financial and merchandising resourcesdu®r the original product line,
diversification more often than not requires a camp to acquire new skills and

techniques and new facilities.

Companies diversify either by acquiring alreadysgrg businesses or by expanding
their own businesses into new markets and new aoéaproduction or service.
Acquisition is generally used more frequently bg bompanies than smaller ones since
most acquisitions require a degree of financiattage and health only larger firms can
bring to bear. Mintzberg and Quinn (1991) statd #sorganizations grow large, they
become inclined to diversify and then divisionali2es firms grow large, they come to
dominate their traditional market and so must figwth opportunities elsewhere
through diversification. In a diversified compatlye strategy making challenge involves
assessing multiple industry environments and dewedpa set of business strategies, one
for each industry arena in which the diversifieadnpany operates. Top executives at a
diversified company must go a step further and ske\a companywide strategy for

improving the attractiveness and performance ottmpany’s overall business lineup.

1.1.3 Youth funding organizations in Kenya

One in five youth lives on less than US$ 1 a daythie unemployment rate among youth

is several times that of adults (International LabOrganisation, 2010).In Kenya, 75 per



cent of the population are under the age of 30agupatoximately 32 per cent of the entire
population are defined as young people, betweenathes of 15 and 35 (GOK,
2010).With 50 per cent of the population living endhe international poverty line,
millions of Kenyan youth struggle to earn a daiigome. Equity Bank saw this as an
opportunity to transform the lives of Kenya'’s youatid to cultivate a future generation of
customers. The Bank’s leadership decided to useilenbanking in order to manage
costs as well as a means to attract young peopteterd to be more tech-savvy than
their adult counterparts. Within the next 5 yeansiiB/ hopes to reach between 10 and 15

million clients, of whom 30-50% should be youth (g Bank, 2010).

Young people are diverse and their personal geatsjomic ambitions, and vulnerability
are different. They therefore require access tmecnc opportunities as well as the
programmatic supports to prepare them to seizeetbpportunities. This is because they
are economically active — they earn income, saveplv, and have long-term aspirations
for their financial health and viability. Thus, ncreasing access to appropriate financial

services, youth may be able to reach their fulheooic potential.

In order to achieve the above, YFO’s must suppoung entrepreneurs to start and run
profitable businesses through training, technicakistance, and inclusive market
development activities and provide financial sexgicAlso supporting organizations

(MFI's) and Government must design and delivearficial services and education that
respond to the savings, borrowing, and risk mitogyaineeds of young clients. Greater
interest among YFQO's to serve this burgeoning patah has led to innovations in credit

and savings product delivery.



Youth may need access to credit to start a busihedisl a home, or pay for school fees
as they enter various transition phases. In Ugdod@&xample, Equity Bank and Banyan
Global provide young people with access to creditelp students pay term fees, which
are one of the key barriers to school enrolmenterityw per cent of the youth clients use

profits made from their businesses to further tbein education (Storm, 2010).

Appropriate and inclusive financial services fougg clients can play a critical role in
assisting their transition from childhood to adattd by equipping them with the
resources and support needed to become productivea@nomically active members of
their households and communities (Making Centsriatgonal, 2009). While demand
exists, the supply of financial products and se&witargeted to young people is only
recently beginning to emerge. In order to encougagater experimentation in the sector,
making cents is working to build the body of evidersupporting the business case for
youth-inclusive financial services. Interviews wloneering institutions such as Hatton
National Bank in Sri Lanka, K-Rep Bank and EquignR in Kenya and Banco Adopem
in the Dominican Republic reveal that children godth present a tremendous business

opportunity (Deshpande, 2010).

The key challenges to expanding and improving yauthusive financial services are
areas where capacity building is necessary to desigl deliver appropriate financial
services and to forge partnerships with organimnatithat can provide needed supporting
non-financial services. The government has platgdie in provision of youth friendly

loan products through Youth Enterprise Developmiémbd and recently, the Uwezo



Fund. The fund was established in year 2006 with $lole purpose of reducing
unemployment among the youth who account for ovén ®f the unemployed in the
country. The target of the fund is young peoplenimithe age bracket of 18 to 35 years.
The Fund was gazetted or" @®ecember 2006 and then transformed into a state

corporation on 11th May 2007.

In 2008, the fund developed a three year stratpiio to address varied needs and
aspirations of the youth, and to address the aingdie it has faced in the past. The Fund
is currently working on a 5 year strategic plarime with the Medium Term Plan (MTP)
of the Vision 2030. The fund is constantly reviegiits operational mechanisms from
time to time in order to make it responsive to rseadd expectations of the target client.
To date the Fund has financed over 157,000 youtérgnses to the tune of Kshs. 5.9
billion. Many of the youth the Fund supported ateption are today big employers. It
has also helped thousands of youth build their rprises through market
entrepreneurship training, trained over 200,000 ngouentrepreneurs, supported
thousands of youth to take up jobs overseas thralighYouth Employment Scheme
Abroad (YESA) programme. In addition, it has helmedate over 300,000 jobs in the

last five years.

The Fund has continued to diversify its producielas focusing on interventions that are
more responsive to the needs of the youth and emeed towards addressing specific
challenges facing young entrepreneurs. The Fumadsed working on a new strategic

plan to guide in diversification of its productsdaservices.
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1.2 Research problem

An organization’s strategy consists of moves angr@gches devised by management to
produce successful organization performance. Ategfyais therefore a management’s
game plan for business. The essence of formulatomgpetitive strategy is to relate a
company to its environment. Strategy is composedhode main strategies that is
stability, retrenchment and growth. Growth stragéegifocus resources on seizing
opportunities for profitable growth. One of the @tb strategies available is product
diversification. This entails deployment of res@mg@cross lines of product either related
or unrelated. Efforts have been made to assessxtkat to which product diversification

is related to a company’s success with the evidehat more diversified firms grow

faster than less diversified firms.

Youth Funding Organizations occupy a key positiothie Kenyan economy fulfilling the

role of financial intermediaries as well as promgliemployment opportunities to the
youth. However, they have not been spared the bssirthallenges which require
organizations to build new capabilities to maintainompetitive advantage. YFO’s have
encountered intense competition that has led tleeraview their strategic operations in
the light of this challenging environment to enscoepetitiveness. Threats to their core
business and the presence of numerous other opfsuhave led to YFO’s to almost
inevitably consider product diversification strateig order to strengthen the revenue
mix, find new sources of profitability and to badlg remain relevant to the needs of its

clientele.
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Various studies have been carried out to bring amptect of strategy implementation.
Harrigans (1998) earlier work focused on produgediification and its implications on
performance of international joint ventures in th8A. Magero (2008) has done a study
on challenges on formulation and implementatiostrdtegy (case study of Kenya sugar
board).Kiilu (2004) did a survey on the extent gipkcation of Ansoff's Growth
Strategies. Luseno (2010) did challenges of difieadion strategy at radio Africa limited
while Kirimi (2003) has done an analysis of appgima of unrelated diversification

strategy by major oil companies in Kenya.

Wakwoma (2007) has done a survey on product diieason adopted by firms in the
banking industry in Kenya. Mathenge (2008) has alsome a study on patterns of
diversification in the small and medium enterprigeNairobi City. Kerubo (2011) did
product diversification and its perceived effect growth of companies while Oray
(2011) did product differentiation as a strategy dustainable competitive advantage in
banks in Kenya. Mugori (2012) sought to establihots of access to microfinance on
financial performance of small and medium entegziswned by youths in Nairobi,

Kenya.

My study was unique since it brought out extenprafduct diversification by YFO’s and

challenges and benefits of adopting such a straté@tso sought to determine YFQO'’s
experience with diversification strategy as an apph in their operations. To this end,
the study sought to address the questions: Whhaeisxtent of adopting a diversification
approach by YFO’s in Kenya and what benefits anallehges are associated with the

strategy?

12



1.3 Research objectives

The objectives of this study were:
I.  To establish the extent of product diversificatamna strategic approach by Youth
Funding Organizations in Kenya
ii. To establish the benefits of adopting product difeation as a strategic
approach by YFO'’s in Kenya.
iii.  To establish challenges associated with the adogticuch a strategy by YFO'’s

in Kenya.

1.4 Value of the study

It is envisaged that this study will provide infation to youth lending organizations,
MFI's and SME’s .They will gain information regangdj the strengths and weaker areas
and thus come up with strategies to capitalize goodunities available to them while
rectifying on the weaker areas. The study will dismefit the senior management in
Government of Kenya, strategic management schalagsconsultants to gain a data-
oriented view of diversification strategy. In soiryp it will enhance their predisposition

in their management.

Future scholars and researchers will also use tindy sas a source of reference and
stimulating interest for future research. It wdlso be used by youth groups in
understanding how various diversified products loarof benefit to them. They will gain

information regarding the services offered by MFNM§-O’s and government and take

advantage of such services.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

Various scholars and writers have given their vi@msthe diversification strategy and
challenges and benefits of diversification stratefjyis literature review brings out the
theoretical underpinnings of the study, body ofwlemige on diversification strategy and
benefits and challenges encountered during theeimghtation of strategy as written by

various authors and scholars.

2.2 Theoretical foundations of the study

Strategy has been defined as the match an orgmmzatakes between its internal
resources and skills and opportunities and rislkesated by its external environment.
Prominent examples of this focus are Michael Psréaralysis of industry structure and
competitive positioning and the empirical studiesdertaken. By contrast, the link
between strategy and the firm’s resources andsskals suffered comparable neglect.
Recently, there has been a resurgence of interéseirole of the firm’s resources as the
foundation for firm’s strategy. The interest refledlissatisfaction with the statistics
equilibrium framework of industrial organizationogomics that has dominated such
contemporary thinking about business strategy asdrénewed interest in other theories
of profit and competition associated with the wagg of David Ricardo, Joseph

Schumpeter and Edith Penrose (Makadok, 2001).
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Advances have occurred on several fronts. At thhparate strategy level, theoretical
interest in economies of scope and transactiorsduesd focused attention on the role of
corporate resources in determining the industrial geographical boundaries of the
firm’s activities. At the business strategy leweploration of the relationships between
resources, competition and profitability include #malysis of competitive imitation, the
appropriability of returns of innovations, the raé imperfect information in creating

profitability differences between competing firmsdameans by which the process of
resource accumulation can sustain competitive dedgan Together, these contributions
amount to what has been termed the resource basedof the firm (RBV).As yet

however, the implications of the resource basedrthéor strategic management are
unclear because the various contributions lacknglesiinteracting framework and little

effort has been made to develop the practical rapbns of the theory (Teece, 1997).

The concept of dynamic capabilities (DCT) arosemfra key shortcoming of the
resource-based view of the firm. The RBV has beeticized for ignoring factors
surrounding resources, instead assuming that thgylys“exist”. Considerations such as
how resources are developed, how they are intebraithin the firm and how they are
released have been under-explored in the literafDy@mamic capabilities attempt to

bridge these gaps by adopting a process approach.

By acting as a buffer between firm resources amdctanging business environment,
dynamic resources help a firm adjust its resourag and thereby maintain the
sustainability of the firm’s competitive advantagehich otherwise might be quickly

eroded. So, while the RBV emphasizes resource ehmicdhe selecting of appropriate
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resources, dynamic capabilities emphasize resoutegelopment and renewal.
Resources may take on many of the attributes o&myn capabilities, and thus may be
particularly useful to firms operating in rapidlyranging environments. Thus, even if
resources do not directly lead the firm to a positof superior sustained competitive
advantage, they may nonetheless be critical tditimes longer-term competitiveness in
unstable environments if they help it to develogd,aintegrate, and release other key

resources over time.

As new bases of competitive advantage have gamsdynificance, old ways of looking

at competition have been supplanted. Porter's FHoeces framework (Porter, 1980),
which applied the structure-performance paradignmd@istrial organization economics
to strategy, focused on evaluating suppliers, enets, and the threat of new entrants

and/or substitute products.

2.3 Diversification strategy

Diversification is a corporate strategy for organians that is aimed at increasing market
penetration and thereby increasing sales and gpinmiarket share. The purpose of
diversification is to allow the organization to enfines of business that are different
from current operations. In order for organizatibtmsemain competitive, there is need to
craft differentiation strategies Porter (1985(sot@$ave an edge over its competitors.
Many organizations are therefore formulating appete strategies in order to gain
competitive advantage. Companies diversify eithgr dcquiring already existing

businesses or by expanding their own businessesniewv markets and new areas of

production or service. Acquisition is generally diseore frequently by big companies
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than smaller ones, since most acquisitions recaidegree of financial leverage and
health that only larger firms can bring to bearcéwing to (Mintzberg & Quin, 1991),
as organizations grow large, they become inclimediversify and then to divisionalize.
One reason is protection. Large organizations teruk risk averse-they have too much
to lose-and diversification spreads the risk. Aeoil that as firms grow large, they come
to dominate their traditional market, and so mufiero find growth opportunities

elsewhere, through diversification.

The firm grows by diversifying into new businessgsdeveloping new products for new
markets. (Ansof & McDonnel, 1990) pointed out tlaativersification strategy stands
apart from the other three strategies. The fingdlstrategies are usually pursued with the
same technical, financial, and merchandising ressuused for the original product line,
whereas diversification usually requires a comp@angcquire new skills, new techniques

and new facilities.

Diversification however is the riskiest of the fostrategies as presented by Ansoff
matrix and requires the most careful investigati@ning into an unknown market with
an unfamiliar product offering means a lack of ei@ee in the new skills and

techniques required. Therefore, the company psgdf in a great uncertainty.

2.3.1. Types of diversification
2.3.1.1 Related Diversification
It is when a business adds or expands its exigtioduct lines or markets. For example, a

phone company that adds or expands its wirelessupte and services by purchasing
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another wireless company. Samsung has diversifauh tomputer chips, flat screens,
homes appliances and phones to secure stabilitg irevenue streams. This is due to
reduced of its businesses and this has warrangedeéd to venture into new businesses
in to reduce the earnings volatility and seek sscgfowth. Samsung has spread into new
businesses such as renewable energy and healdscangredicts that most of the group’s
current business and products would disappear inydds. it has identified five
businesses — solar cells, rechargeable batterieshybrid cars, LED technology,
biopharmaceuticals and medical equipment — asiitsd growth drivers. According to
Johnson, Scholes & Whittington (2008), related difieation can be problematic in that
the time and cost is involved in top managemerhatcorporate level trying to ensure
that the benefits of relatedness are achieved ghraharing or transfer across business
units. Additionally, sometimes there is difficulfgr business-unit managers in sharing

resources with other business units, or adaptirgtporate-wide policies.

2.3.1.2 Unrelated Diversification
It is when a business adds new, or unrelated, jptdohes or markets. For example, the
same phone company might decide to go into thevigéde business or into the radio

business. In this form of diversification, therens direct fit with the existing business.

2.3.2 Forms and Means of Diversification

2.3.2.1 Vertical diversification

Vertical integration is a growth strategy that ilwes the expansion of business by
moving backward or forward from the present progumt services establishing linkages

of products, processes and/or distribution systhen a firm diversifies closer to the
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sources of raw materials in the stages of prodngitois following a backward vertical
integration strategy. Backward integration allowes tiversifying firm to exercise more
control over the quality of the supplies being pased. Backward integration also may

be undertaken to provide a more dependable sofireeeded raw materials.

Forward diversification occurs when firms closer the consumer in terms of the
production stages. Forward integration allows a ufesturing company to assure itself
of an outlet for its products. Forward integratiaiso allows a firm more control over
how its products are sold and serviced. Furtherim@reompany may be better able to
differentiate its products from those of its conijoes by forward integration. By opening
its own retail outlets, a firm is often better abbecontrol and train the personnel selling
and servicing its equipment. In Kenya, the Easticafr breweries have integrated

backwards and are engaging in barley production.

2.3.2.2 Horizontal Diversification

Horizontal diversification occurs when a companylsasghew products or services that
may be commercially or technologically related aowalated to main product(s) the
company is currently dealing in. It may also bet@ccur when a company enters new

business at the same stage of production as itatoqes.

Horizontal form of diversification is desirable tifie present customers are loyal to the
current products and if the new products are oh lggality and are sold at competitive

prices. This form of diversification is advantageau that the new products are marketed
to the same economic environment as the currenlupts. It tendso increase the firm’s

dependence on certain market segments which meytdeastability. A good example is
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like in a case where a company making notebookdieeamay also enter

into the market of selling pens together with thens new product. Examples of
companies that have implemented horizon lion inkkayan environment may include:
Coca Cola Company with its in product being proauctind selling soft drinks but in
the resent past have introduced sale of mineradrwat. Dasani. East African Breweries
which manufacture alcoholic drinks diversified imgmducing and selling non-alcoholic

drink branded Alvaro.

2.3.2.3 Conglomerate diversification (or lateral drersification)

The company markets new products or services tnag ho technological or commercial
synergies with current products but that may appealew groups of customers. The
conglomerate diversification has very little retaship with the firm’s current business.
Therefore, the main reasons of adopting such aeglaare first to improve the
profitability and the flexibility of the companynd second to get a better reception in
capital markets as the company gets bigger. Evmsifstrategy very risky, it could also,

if successful, provide increased growth and prhbiiits.

2.4 Product diversification as a growth strategy

Product diversification strategy is used when agamy is in need of growth or wants to
respond to specific opportunitie&rowth strategy is the crux of any organization’s
business strategy. Diversifying into new productsl aservice lines can provide an
effective path to fast growth, as you sell moredpiais to existing customers or establish

new markets (Markides, 1997).
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There are many ways in which to diversify. The msisaightforward of these is to
provide a natural extension of the goods or sesvibat you already offer to customers..
One of the reasons for the use of a diversifiedtesty is that managers of diversified
firms possess unique, general management skills ddwa be used to develop multi-
business  strategies and enhance a firm's strateggompetitiveness

(Businessmate.com,2012)

The prevailing theory of diversification suggedtattfirms should diversify when they
have excess resources, capabilities and core cengies that have multiple uses. Mere
linkages between businesses are not enough buethef creating value is the ability of
diversified firm to share resources and transfepabdities more efficiently than
alternative institutional arrangements where thditamhal cost of management do not

outweigh the value created (Luppitti,2007)

Most firms implement a diversification strategyeiohance the strategic competitiveness
of the entire company (Thomas, Strickland and GamB008).When this is
accomplished, the total value of the firm is insexh Value is created through either
related or unrelated diversification when thosatstyies allow a company’s business
units to increase revenue and or reduce costs whidementing their business level

strategies.

2.5 Levels of diversification

Diversification usually occurs at the business lestetegy and corporate level strategy.

At the business unit level, there is expansion me@v segment of an industry that the
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business is already in. KCB has focused on prododtmarket development for growth
(www.go.ke).It has opened branches all over EagicAfwhile at the same time
expanding its product base. Similarly, YEDEF hagediified at this level where it has
incorporated various other products other thaniit@l ones which it as been offering

its clientele like C-Yes Rausha, C-Yes Inua andviddal loans (www.youthfund.go.ke)

At the corporate level, the company enters intocanising business outside the scope of
the existing business level. It may force a compangcquire new skills, new techniques
and new facilities. For example YEDEF has also mmdd with organizations like

Amiran to provide inputs and expertise in greenledasming (www.youthfund.go.ke).

2.6 Benefits and challenges of product diversificain

A related diversification strategy allows a firm poeserve a degree of unity in its
business activities, reap the competitive advanbegpefits of skill transfer or lower costs
because of economies of scope and still spreadtowesk over a broader business base.
These enable the diversifier to earn greater gréritm its business than businesses could

earn operating independently.

Diversification brings in strategic fit across velahain activities. While strategic fit
relationships can occur throughout the value chadost fall into 3 broad categories:
market related fit, operating fit and management\iihen the value chains of different
business overlap such that the products are usethdysame customers distributed
through common dealers and retailers and retailbex; the business enjoy market

related strategy fit.
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Operating fit is also achieved when there poterfal activity sharing in procuring

materials, conducting R&D ,mastering a new techgylassembling finished goods or
performing administrative support functions. Managet fit emerges when different
business units have comparable types of entrepri@headministrative or operating

problems (Luxenmber,2004)

Diversification strategies may be used to limikris organizations (Rumelt, 1982). This
is because a diversified portfolio is not overexqabto a single industry and therefore is
somewhat insulated from downturns or market flutdus in that industry. The second
dimension involves the expected outcomes of difieasion. Management may expect
great economic value (growth, profitability) orstirand foremost great coherence and
complementary to their current activities (expltida of know-how, more efficient use
of available resources and capacities). In additioompanies may also explore

diversification just to get a valuable comparisetween this strategy and expansion.

Challenges of diversifying may include inability teduce risk. This is because the most
risky time for any new business is the start-up sehavhen the market is being
established. It is especially so if you try to seanew business at a time when your core
business is suffering a downtuifhis may tend to imitate their competitors stratbgy

when it comes to implementation part, they faitibdy.

2.7 Empirical evidence on diversification strategynd challenges

Various studies have been carried out to bring amptect of strategy implementation.
Others have also dealt with diversification withvelsification strategy in various

industries. Magero (2008) has done a study on ehgds on formulation and
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implementation of strategy (case study of KenyaaBugpard).This included original
culture in that it was not supportive in the direetthe organization wished to go,
government regulations and policies limited thewtoaomy and empowerment,

allocation of resources.

Wakwoma (2007) has done a survey on product diieason adopted by firms in the
banking industry in Kenya. Her study has brougttttba benefits of employing product
diversification strategies in the banking indusainyd briefly mentions some challenges
the banking industry faced in diversification. Sbend out that most banks diversified to
capture markets that had not been catered for. évigth (2008) also did a study on
patterns of diversification in the small and medienterprises in Nairobi City. In his
study on analysis of unrelated diversification tetgg by major oil companies in Kenya,
Kirimi (2008) did find out why major oil companie® Kenya are venturing into
unrelated diversification of their product linekdiconvenience stores, cafeterias, tyre

centers etc.

This empirical literature has indeed mentioned sasmects that are encountered when
an organization undergoes change both in the pahticprivate sector. My study brought
out extent of adoption of product diversificatiamasegy by YFO’s and challenges and

benefits of adopting such a strategy.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

The selection of data collection method is congdesne of the most important steps in
creating a design. The selection of implementatbran appropriate research method
impacts on the quality of results and the deductimede at the end of the research
project. This chapter describes the methodologyl usehe study and the reasons for

their selection. It also outlines the researchgtesiata collection and data analysis.

3.2 Research Paradigm

The study employed a cross-sectional survey relsedgsign. A survey is an attempt to
collect data from members of a population in otdedetermine the current status of that
population with respect to one or more variable geluda and Mugenda,1999). Surveys
can be used for explaining or exploring the exgsstatus of two or more variable at a

given point in time.

This research strategy also allows collection adaddrough questionnaires administered
to a sample and that the data collected by thiggdesan be used to suggest reasons for
particular relationships between variables and peedmodels for these relationships
(Sanders and Thornbill, 2007).This design helpedbéish the extent of adoption of
strategic approach by YFO’s in Kenya and benefitd aehallenges of adopting such a

strategy by YFO's in Kenya.
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3.3 Population of the study

The population of my study comprised of eleven Yidatinding Organizations in Kenya.

The study collected data from all the eleven orgations. It was therefore a census
study. All the organizations selected were estsabll and have been in existence for
more than three years, this is because the managéemaore stable and the firms have a

reliable clientele base.

The researcher selected the firms randomly fromtr@erBank of Kenya register.
However, the leading ten firms dealing youth pradwegere purposefully selected since
being market leaders most of the other firms tendrhulate them. The researcher felt

that this enabled the research overcome sampletiseldias.

3.4 Data collection

The study used both secondary and primary datemaPyidata was collected by use of a
structured questionnaire to managers. The questienoontained both closed and open
guestions and was administered to product developm@anagers, general managers.
marketing managers and branch managers. Managace shey have a better
understanding of strategy implementation and areesant with the challenges facing
implementation of strategy as well as their invahemt in diversification strategy

formulation to implementation.

The secondary data was obtained to clarify varg@ahlelated to the study. The
guestionnaire was pretested on a representativddeof respondents for validity and
reliability before they are rolled over to othespendents. The drop and pick method
was used to deliver questionnaires to the firms.
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3.5 Data analysis

Data was analyzed through use of quantitative datalysis techniques or statistical
methods. This involved use of percentages, meamescand standard deviation.
Frequency tables were used for arranging data reddaito facilitate working out
percentages in order to address the objectivesh@fstudy. Frequency distribution
percentages and measures of central tendency vwsm@ This method assisted in
establishing the extent of adoption of diversifioatstrategy by YFO’s and also the

benefits and challenges arising from the saideggsaby YFO's in Kenya.
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CHAPTER FOUR
DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter presents data analysis, findingsypré¢ation and presentation. The purpose
of the study was to investigate the product divieesion as a strategic approach by
youth funding organisations in Kenya. Specificalhe study sought to establish the
extent of product diversification as a strategiprapch; to establish the benefits of
adopting product diversification as a strategicrapph as well as establishing challenges
associated with the adoption of such a stratege. tahgeted respondents were product
development managers, general managers and braaolagers drawn from eleven

Youth Funding Organizations in Kenya. The research@naged to collect ten filled in

forms out of the expected eleven making the respaaie to be 90.9%.

4.2 Demographic information

This section was based on the position held byrdspondents in their respective
organizations, duration the organization has beeexistence and the number of years
the respondents had worked with their respectimsfi Information drawn from this
section was necessary to assess the ability aratitapf the respondents to address the
research questions based on the position they draddthe durations they have worked
with their current organizations. At the same ticharation the firm have been in
existence can be a direct manifestation of the’sinotch of involvement in funding and

thus the level of product diversification as atetgec approach.
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Table 4.1: Position held by the respondent

Position Frequency Percent
Product Development Manager 3 30.0
Branch Manager 1 10.0
Marketing Manager 3 30.0
Customer Service Executive 1 10.0
Assistant Manager 1 10.0
No response 1 10.0
Total 10 100.0

Source : Field Data

As indicated in Table 4.1, respondents were drawm fdifferent departments such as
product Development Management (30%). Others wasndh Managers, Marketing
Managers, Customer Service Executive as well asstass Managers as indicated by
10% each. These positions could be termed as tapageaent positions and thus
respondents were informed on the concept of prodingrsification as a strategy

particularly on its employment by their respectivens

Figure 4.1: Duration the firm has been in existence

Duration the firm has been in existence

Less than 10
years

MNo response _
40%

20- 29 years
40%

30- 39 years
10%

Source : Field Data



Findings as presented in Figure 4.1 revealed #G% of organizations examined had
been existence for at least 20 years while only 138 established less than 10 years
back. Other respondents (40%) did not disclose vihein respective firms were started.
This implies that most Youth Funding OrganizatioanKenya have been in existence

long enough to develop product diversification tetgées.

Table 4.2: Duration the respondents have worked wiit their respective organization

Duration Frequency Percent
Less than 3 years 1 10.0

3 -5years 2 20.0

6 - 9 years 1 10.0
10 years and above 4 40.0
No response 2 20.0
Total 10 100.0

Source : Field Data

Table 4.2 presents the duration the respondents mawked with their respective
organization. From the findings, 40% of responddratd worked for at least 10 years
with their organization while only 10% had beenhatiheir current organization for less
than 3 years. This implies that majority of respemd had worked with their respective
organizations for over 5 years, a fact that putrthe adequate position to address the

research questions given their familiarity withitherganizations.
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4.3 Adoption of product diversification strategy

This section was based on whether the organizagsnintroduced new products for the
youths; categories of products advanced to thehyotlte uptake of the diversified
products by the youth; categories of youth which trganizations do advance their
products; whether the organization has a strate@ggnwintroducing the advanced
products and whether there have been changesns tef the organizational customer

needs.

The section also presents the party mainly involieectrafting strategy in respondent’s
organization; the organization has adopted divieedibn strategy; reason for adopting
the mentioned strategy; the organization considdoeag partnerships or alliances in its
endeavor to introduce new products; reason forbkskeng the partnership and the
organization ever moved away from its core businedscus on other new products as

well as factors that contributed to the organizatimoving from its core products.

Figure 4.2: The organization has introduced new prducts for the youth

The organization has intro duced new products for the youths
Notsure

10% _\\\

Agree ___ . B
20%

Strongly agree
70%

Source : Field Data
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The researcher wanted to find out whether the @zgdon had introduced any new
products for the youth. Findings revealed that s waajority (70.0%) of the respondents
strongly agreed that new products had been intediwdhile (20.0%) just agreed that the
organization had introduced new products for thatlyoThe remaining (10.0%) were
however not sure whether or not the organizatiosh inroduced new products for the

youth.

As argued by Capon(2008) strategy is about tryimgnfluence where possible the
external environment in which the organization apes, differentiating to add unique
value to its products and services and thorouginigetstanding the market place, its
segmentation and the customers. The external emagat is where the opportunities and
threats arise from and confront the organizatiopp@tunities arise in the form of new
customers and new geographic markets which canxpiieged. In contrast, threats
usually arise from competitor having better pricemre customers and greater market

share.

Table 4.3: Categories of products advanced to theoyth

Categories of Products Frequency| Percent
Agricultural based products 7 70.0
Asset based products 8 80.0
Service sector products 7 70.0
Manufacturing sector products 7 70.0
General loans 10 100.0

Source : Field Data
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Regarding the categories of products advancedetgdhth, all the respondents (100.0%)
said that general loans had been given to the yq@M0%) said that asset based
products were the ones which had been advanceduetgauth while (70.0%) said that
agricultural based products had been advancectgaiith. (70.0%) however were of the
opinion that service sector products had been giwehe youth and yet another (70.0%)
of the respondents felt that it was manufacturiegta products which had been
advanced to the youth. This implies that in additto advancing general loans, the
organization had advanced various products to thehy This step is prudent since it
enhances diversity of products which helps to redoompetition for buyers. It also

allows the youth to specialize in the areas whidytare best talented.

Figure 4.3: The uptake of the diversified productdy the youth

The uptake of the diversified products by the youth

Less than 50%
20%

50% or more
80%

Source : Field Data

On the uptake of diversified products by the yoatlgreat majority (80.0%) said that the
youth had absorbed 50% and even more than 50%eoflittersified products whereas

20.0% said that less than 50% of the diversifiemtipcts had been accepted by the youth.
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This shows that the diversified products had beahraced by the youth. By accepting
the new products, it shows that the youth are lflexand willing to work. Flexibility and
cooperation by the youth not only benefits the fidbemselves but also the organization
and even the economy at large. This is becauseabwng higher income, their living

standards will improve and general economic gromithincrease.

Table 4.4: Categories of youth which the organizatins do advance their products

Categories of Youths Frequency | Percent
Youth led groups 3 30.0
All 7 70.0
Total 10 100.0

Source : Field Data

The researcher also sought to know the categofiegoath which the organization

advanced their products. (70.0%) of the respondsaits that the organization advanced
its products to all the youth while (30.0%) saidttlonly youth led groups received
products from the organization. This implies thabsinorganizations advance their
products to all the youth. By advancing their pratduo all the youth, the organizations
enable the youth to develop themselves irrespectiiwvehere they come from or even
their gender. This ensures equality among the ymithout any group feeling that

another group is favored as opposed to theirs.

On whether the organization had a strategy wheondnting the advanced products, all
the respondents (100.0%) strongly agreed that thdee organization had strategies

when introducing the advanced products. This insplihat all youth funding
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organizations do strategize when introducing neadpcts. Strategizing especially by
financial institutions is crucial because it hetpsavoid making unnecessary mistakes

which would otherwise lead to ineffectiveness cgretotal collapse of the organization.

Figure 4.4: Whether there have been changes in tesnof the organizational

customer needs

There has been changes in terms of the organizational customer
needs
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Source : Field Data

Concerning whether there have been changes in tefrtise organizational customer
needs, a vast majority (90.0%) strongly agreed evhd.0% just agreed. This indicates
that organizational customer needs had changedh Watv and diversified products,
customer needs are bound to change as they trgetlveproducts and abandon the old
while others combine both the old and the new petelilChanges in customer needs give
the organization a chance to monitor the trendastet and preferences in decision

making.

35



Table 4.5: The party mainly involved for crafting drategy in respondents

organization

Party involved in crafting strategy Frequency | Perent
Top level management 6 60.0
Middle level management 3 30.0
All 1 10.0
Total 10 100.0

Source : Field Data

Findings also revealed that in most of the respotsi®rganizations (60.0%), top level
management was the one involved in crafting styateged while (30.0%) of the
organizations involved the middle level organizasion crafting the strategy to be used.
Only (10.0%) involved all levels of managementomfulation of strategies to be used in
the organization. This implies that majority of tleganizations involve the top
management in crafting the organization’s strategidough this approach is good for
purposes of accountability, involving all levels mainagement in strategizing would be
better. This is because there could be some petpiaddle or even low management
levels with ideas which would be instrumental inmtiog up with the best strategy. It is
thus important that even if partially, then all éw of management in youth funding
organizations should be given a chance to parteipa crafting strategy for the

organization.
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Figure 4.5: The organization has adopted diversifiation strategy

Source: Field Data

On whether the organization had adopted diversi@inastrategy, majority (70.0%) of the

respondents strongly agreed while 30.0% agreeds Timplies that most of the

organizations had adopted diversification strategy.

Table 4.6: Reason for adopting the mentioned straty

Reasons Frequency | Percent
To benefit from economies of scale 10 100.
To earn greater profits 9 90.0
To reach the unique needs of organization 9 90
To transfer product differentiation skill 7 70.0
To expand firms operations 7 70.0
To leverage on competition 6 60.0
Due to change in operating environment 7 70.

Source : Field Data

With regard to the reasons for adopting the meetlorstrategy, 100.0% of the

organizations adopted in order to benefit from ecoies of scale, 90.0% in order to earn

greater profits while 90.0% adopted the strateggrder to reach the unique needs of the
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organization. 70.0% wanted to transfer productedd#htiation skills whereas another
70.0% adopted the strategy in order to expand foperations. 70.0% of the
organizations however adopted the strategy duehtmge in operating environment
while 60.0% did adopt the strategy to leverage @ampetition. This implies that various
organizations adopted the strategies for varioasa®es. Most organizations however

adopted the strategies in order to benefit frormendes of scale.

Figure 4.6: The organization considered doing partarships or alliances in its

endeavour to introduce new products

The organization considered doing partnerships or alliances in
its endevour to introduce new products
700 -
60.0
600 -
500 -
-
c 400 -
S 30.0
Q 300 -
200 -
10.0
10.0 -
Strongly agree Agree Notsure
Response

Source : Field Data

On whether the organization considered doing pestmgs or alliances in its endeavor to
introduce new products, majority (60.0%) of thepmslents strongly agreed while
30.0% were not sure. The remaining 10.0% howeveeealthat their organization

considered doing partnerships or alliances innitseavor to introduce new products. This
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implies that most of the organizations had consdgrartnering with other organizations
in trying to introduce new products. Partnering d&odning alliances especially when
introducing something new in an organization isyMenportant. This is because various
partners will come with varied inputs both in foahideas and resources. This will better

the chances of success. In addition, losses wahaged in case they occur.

Table 4.7: Reason for establishing the partnership

Reasons for partnership Frequency | Percent
Skills transfer 1 10.0
Resources 2 20.0
Both skills transfer and resources 7 70.Q
Total 10 100.0

Source : Field Data

The researcher also wanted to know why the orgtaim established partnerships.
Findings revealed that a great majority (70.0%)nmaed because of both skill transfer
and resources while 20.0% partnered only becausesoiurces. The remaining 10.0%
however partnered due to skill transfer. This imglithat most of the organizations
partnered for purposes of skills transfer and alsmrause of resources. Some
organizations have been unable to achieve theilsgh# to resource constraints even
though they could be endowed with skills. On theeothand, an organization could be
having a lot of resources which end up being midudge to lack of enough skills.

Partnering is therefore very crucial as it enhameegood balance of both skills and

resources which in turn leads to the success gbdntmering organizations.
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Figure 4.7: The organization ever moved away fromt$ core business to focus on

other new products
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Source : Field Data

With regard to whether the organization ever moaedy from its core business to focus
on other new products, 30.0% of the respondentsgly agreed, 30.0% agreed while
20.0% were not sure whether or not the organizatiear moved from its core business to
focus on new products. 10.0% however disagreedessdahe remaining 1.0% disagreed.
This shows that most of the organizations had &t tme moved away from its core

business to focus on other new products. Oneeofrthin aims of an organization is to
meet the needs of its customers. If the needseottistomers changes in favour of new
products, the organization should be flexible emot@adjust and meet the need of the

customers even if it means moving temporarily frmome business to new products.
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Table 4.8: Factors that contributed to the organizdon moving from its core

products

Contributing factors Frequency | Percent
Changing customer preference 7 100.0
To invest excess resources 4 57.1
Competition 6 85.7
Re-branding 4 57.1

Source : Field Data

Regarding the factors that contributed to the amgdion moving from its core products,
all the respondents (100.0%) said that changingpmes preference contributed to the
organization moving from its core products while. % of the organizations moved
from its core products due to competition from otleganizations. 57.1% however
moved from their core products to invest excessuees whereas 57.1% moved due to
re-branding. This implies that most of the orgatres moved from their core products
as a result of change in customer preference. @estpreference is a major factor which
organizations ought to be keen on because it draffiects the organizations’ decisions
on what products to deal with. Failure to make puoin decisions in line with

consumer preference is a threat to the life obttganization.

4.4  Benefits and challenges of organizations in pdoct diversification

This section was based on the benefits experiefmoatdadopting product diversification
strategy and the challenges encountered by theniazggeon at the beginning especially in

trying to penetrate the market.
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The benefits highlighted as a result of organizatamlopting product diversification
strategy included attracting new markets; increagedfits; gained competitive
advantages; customer retention; brand equity gr@anthenhanced skills due to youthful
employees. Conversion to other products was alsednto be a benefit derived from
product diversification strategies. It is notaldtat; Diversification brings in strategic fit
across value-chain activities. While strategicréitationships can occur throughout the
value chain, most fall into 3 broad categories: kearrelated fit, operating fit and

management fit.

When the value chains of different business oveslagh that the products are used by
the same customers distributed through common deate retailers and retailers, then
the business enjoy market related strategy fit.r&tpwy fit is also achieved when there
potential for activity sharing in procuring matdsiaconducting R&D, mastering a new
technology, assembling finished goods or performadgninistrative support functions.
Management fit emerges when different businesssuhédve comparable types of

entrepreneurial, administrative or operating protgde

Table 4.9: Challenges encountered by the organizat at the beginning especially in

trying to penetrate the market

Challenges Frequency Percent
Shortage of required skills 3 30.0
Strain on existing resources 4 40.0
Competition 9 90.0
Attention is diverted from core products 5 50.0
Increase in administration problems 3 30.0

Source : Field Data
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Findings also revealed that (90.0%) of the orgdimuma faced the challenge of
competition from other organizations at the begigniand especially in trying to
penetrate the market while (50.0%) had the cha#lenfy customers diverting their
attention from core products. Strain on existingpreces is also a challenge encountered
by 40.0% of the organizations whereas 30.0% alsb tha challenge of shortage of
required skills. In addition, increase in admirasire problems is challenge that faced
30.0% of the organizations. This shows that atbibginning and especially in trying to
penetrate the market, the youth funding organinatiencountered various problems; the

most pronounced of which was competition from ottrganizations.

Any financial organization getting in to the marlkespecially for the first time requires
good strategies which will enable it to competeedtiiely with other organizations
especially those that have been in the markebfug.|Failure to compete effectively may
lead to an eventual down fall of the organizati@waver big its dreams were. These
outcomes are in line with the literature reviewdfimgs where challenges of diversifying
were cited to include inability to reduce risk. $t$ because the most risky time for any
new business is the start-up phase when the miarketng established. It is especially so
if you try to start a new business at a time wheunrycore business is suffering a
downturn This may tend to imitate their competitors stratdmgy when it comes to

implementation part, they fail terribly.

43



CHAPTER FIVE: SUMMARY, CONCLUSION AND
RECOMMENDATIONS

5.1 Introduction

This chapter contains the summary of findings, tsions and recommendations. The

targeted population was eleven Youth Funding Omgians in Kenya.

5.2 Summary of the study

The aim of the study was to establish the extergrofluct diversification as a strategic
approach by Youth Funding Organizations in Kenyd atso to establish challenges
associated with the adoption of such a strategyyb®’s in Kenya. Specifically, the

study sought to establish the benefits of adoppiraguct diversification as a strategic

approach by YFO'’s in Kenya.

The study employed a cross-sectional survey relsegsign. The population of the study
comprised of eleven Youth Funding Organization&émya. This was a census study of

all the above eleven organizations.

The study used both secondary and primary datemaPyidata was collected by use of a
structured questionnaires issued to managers. Tkstignnaire contained both closed
and open questions and was administered to top gearent of the organizations. The
secondary data was obtained to clarify variablésted to the study. The questionnaire
was pretested on a representative number of resptgtbr validity and reliability before

they were rolled over to other respondents.
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5.3 Findings of the study

Findings revealed that a vast majority (70.0%) led tespondents strongly agreed that
new products had been introduced while (20.0%) @ggeed that the organization had
introduced new products for the youth. The remanih0.0%) were however not sure
whether or not the organization had introduced psyducts for the youth. Regarding the
categories of products advanced to the youth, hal respondents (100.0%) said that
general loans had been given to the youth. (80 £#i@) that asset based products were
the ones which had been advanced to the youth \W#0l©%) said that agricultural based
products had been advanced to the youth. (70.0%eVer were of the opinion that
service sector products had been given to the yaath yet another (70.0%) of the
respondents felt that it was manufacturing sectodycts which had been advanced to

the youth.

With regard to the uptake of diversified producysthe youth, a great majority (80.0%)
said that the youth had absorbed 50% and even timane50% of the diversified products
whereas 20.0% said that less than 50% of the dii@lproducts had been accepted by
the youth. On the categories of youth which theanization advanced their products,
(70.0%) of the respondents said that the orgaoizasidvanced its products to all the
youth while (30.0%) said that only youth led groupeceived products from the
organization. On whether the organization hadaesjy when introducing the advanced
products, all the respondents (100.0%) strongleedjthat indeed the organization had
strategies when introducing the advanced prod@asacerning whether there have been
changes in terms of the organizational customeds)eg vast majority (90.0%) strongly

agreed while 10.0% just agreed.
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Findings also revealed that in most of the respotsi®rganizations (60.0%), top level
management was the one involved in crafting styateged while (30.0%) of the
organizations involved the middle level organizasion crafting the strategy to be used.
Only (10.0%) involved all levels of managementomfulation of strategies to be used in
the organization. On whether the organization hddpted diversification strategy,

majority (70.0%) of the respondents strongly agnebde 30.0% agreed.

With regard to the reasons for adopting the meetlorstrategy, 100.0% of the
organizations adopted in order to benefit from ecoies of scale, 90.0% in order to earn
greater profits while 90.0% adopted the strateggrder to reach the unique needs of the
organization. 70.0% wanted to transfer producteddhtiation skills whereas another
70.0% adopted the strategy in order to expand foperations. 70.0% of the
organizations however adopted the strategy duehtmge in operating environment

while 60.0% did adopt the strategy to leverage@npetition.

Findings also revealed that a great majority (70.@4rtnered because of both skill
transfer and resources while 20.0% partnered oebabise of resources. The remaining
10.0% however partnered due to skill transfer. Webard to whether the organization
ever moved away from its core business to focustber new products, 30.0% of the
respondents strongly agreed, 30.0% agreed whi@2W0ere not sure whether or not the
organization ever moved from its core business dous on new products. 10.0%

however disagreed whereas the remaining 1.0% diedgr
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Findings also revealed that (90.0%) of the orgdimima faced the challenge of
competition from other organizations at the begigniand especially in trying to
penetrate the market while (50.0%) had the cha#lenfy customers diverting their
attention from core products. Strain on existingpreces is also a challenge encountered
by 40.0% of the organizations whereas 30.0% alsb tha challenge of shortage of
required skills. In addition, increase in admirasire problems is challenge that faced

30.0% of the organizations

5.4 Conclusion

From the findings, the study concludes that in @oldito advancing general loans, the
youth funding organizations had advanced variouslycts to the youth. This step is
prudent since it enhances diversity of productsctvtielps to reduce competition for

buyers. It also allows the youth to specializehia &reas which they are best talented.

It is also worth noting that Strategizing espegidlly financial institutions is crucial
because it helps to avoid making unnecessary neistalich would otherwise lead to
ineffectiveness or even total collapse of the oimgion. It is also important to note that
that most organizations advance their productslitdha youth. By advancing their
products to all the youth, the organizations enahk youth to develop themselves
irrespective of where they come from or even tgemder. This ensures equality among

the youth without any group feeling that anothemugris favored as opposed to theirs.
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In addition, accepting the new products shows thatyouth are flexible and willing to
work. Flexibility and cooperation by the youth rastly benefits the youth themselves but
also the organization and even the economy at.|arges is because by earning higher
income, their living standards will improve and gead economic growth will increase.
Also with new and diversified products, customeedseare bound to change as they try
the new products and abandon the old while othensbme both the old and the new
products. Changes in customer needs give the aaton a chance to monitor the trend

in taste and preferences for purposes of decisaking.

From findings also, majority of the organizationsalve the top management in crafting
the organization’s strategies. Though this approash good for purposes of

accountability, involving all levels of managemanstrategizing would be better. This is
because there could be some people at middle orlewemanagement levels with ideas
which would be instrumental in coming up with thesbstrategy. It is thus important that
even if partially, then all levels of managemenyauth funding organizations should be

given a chance to participate in crafting stratigythe organization.

It is also important to note that partnering andmimg alliances especially when

introducing something new in an organization isyMenportant. This is because various
partners will come with varied inputs both in foowhideas and resources. In addition,
some organizations have been unable to achieve dbals due to resource constraints
even though they could be endowed with skills. @ndther hand, an organization could

be having a lot of resources which end up beingis@d due to lack of enough skills.
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One of the main aims of an organization is to nthetneeds of its customers. If the
needs of the customers changes in favor of newugtedthe organization should be
flexible enough to adjust and meet the need ofctistomers even if it means moving
temporarily from core business to new products.oAlsustomer preference is a major
factor which organizations ought to be keen on beeait directly affects the
organizations’ decisions on what products to de#dh.wFailure to make production

decisions in line with consumer preference is adhto the life of the organization.

Finally, any financial organization getting in toet market especially for the first time
requires good strategies which will enable it tompete effectively with other

organizations especially those that have beenemthrket for long. Failure to compete
effectively may lead to an eventual down fall o thrganization however big its dreams

were.

5.5 Implications on policy, theory and practice

Financial Institutions, MFI's, Government Paradt@atand NGO’s need to embrace
competitive strategies aimed at improving levelgjadlity and content of their products
to meet market expectations especially with growjogthful population ,high levels of
literacy and shrinking job market. The youth wikpect more than just the traditional
value proposition but an added advantage as nemdases and competition becomes

more intensified.
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As such then, YFO'’s and other Financial Institusiovill need to diversify their product

base by focusing on interventions that are morparsive to the needs of the youth and
are geared towards addressing specific challengesmgf young entrepreneurs. By
increasing youth’s access to decent, sustainabtemeeaningful economic opportunities -
underpinned by appropriate financial and supporsigevices, this will ensure that the
current youth bulge becomes a demographic divid&/ith the huge numbers of youth,

financial institutions have to pay attention to gue financial needs of the youth and

products made available.

The government should set up policies that willueesnore of the youthful population is
empowered and are able to easily access produals sarvices from Financial
Institutions, MFI's and Government Parastatalshibuld be understood that the YFO's
compliment the governments efforts in achievingi®is2030 goal of empowering the
youth financially towards a middle level economyision 2030 goal for equity and
poverty elimination is to reduce the number of pedwing in absolute poverty to the
smallest proportion of the total population. Theas to create a society that guarantees
equality of opportunity in providing income-genéngt activities as widely as possible.
This can be achieved by placing the citizens avallof income sufficient to cater for

basic requirements of healthy, productive lives.

Government policy should be strengthened to addreaenges of unfavourable legal
requirements and cut throat competition faced b6FThis move will also encourage

more Financial Organisations to develop tailor-mpelucts for the youth.
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5.6 Recommendations

The researcher recommends that, Youth Funding @ratsons should come up with
strategies which will enable them to compete effety with other organizations. This
can be done through market analysis and also asalydrend in customer taste and
preference. Also the Youth Funding Organization®usth involve all levels of

management in coming up with strategies to be us#tkir organizations.

All Youth Funding organizations in Kenya shouldoalse encouraged to adopt Product
diversification strategy in order to provide a widage of products and services to their
customers as well as high quality services. Firhmikl endeavour to engage in product
diversification strategy in order to remain ahe&dtheir competitors so as to command a
bigger market share as witnessed by the ten YFBigns are likely to increase

profitability through greater sales volume obtaifiein new products and new markets.

For managers to fully appreciate and understand sthetegy adoption and reduce
the challenges faced during the implementation ggecorganizations need to commit
finances for the various activities geared towastdstegy adoption. There is also need for
research and development, employee training andvation and change management
for key personnel involved with the entire stratéggmulation so as to properly manage
the process. Additionally, there is a clear needispel some of the myths about young
people as a market segment so that financial ssn\pcoviders will be willing to enter

the market. This will help enable young clientsateess and utilize financial services so

that they can build assets and create a secursuacdssful future.
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5.7 Recommendations for further research

Further research be carried out on product diveaibn as a strategic approach by
organisations funding youth—led SME’s in Kenya. Aideally, the study recommends
further research be done on product diversificabgnMFI's funding youth SME’s in

Kenya. This would allow for generalization of tfiedings on the extent of adoption of

product diversification by a bigger number of ingion funding youth SME’s in Kenya.

5.8 Limitations of the study

The study relied on only one research design whata was collected using only one
method. There are issues which might not have baptured using this methodology
and therefore the study may have omitted some efirfiportant issues on products

diversification by financial institutions fundingwth in Kenya.

Few respondents were reluctant to give informatearing that the information asked
would be to victimized them or paint their organi@a in bad picture. They were
worried how much information about their companwldoget to their competitors and
expose their firms to threats. However, the pnobMas handled by the researcher
carrying with her a data collection letter from tin@iversity and assuring them that the
information collected would be treated with utmosntfidentiality. The study was also
limited to only eleven youth funding organizatiansKenya. However, data was able to

be collected from ten out of the eleven targetstitutions.
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APPENDICES

Appendix 1: Data Collection Authority Letter

UNIVERSITY OF NAIROBI
SCHOOL OF BUSINESS
BA PROGRAMME

Telep

Telegrams: “Varsity”, Nairobi Nairobi, Kenya
Telex: 220935 Varsily

The bearer of this letier ...... ¢ 48 WKa o mARAN Y (s3201170CH

Registration No...... DE L\ang i ..l.%?.l? .................

is a bona fide continuing student in the Master of Business Administration (MBA) degree
program in this University.

He/she is required to submit as part of his/her coursework assessment a research project
report on a management problem. We would like the students to do their projects on real
problems affecting firms in Kenya. We would, therefore, appreciate your assistance to
enable him/her collect data in your organization.

The results of the report will be used solely for academic purposes and a copy of the same
will be availed to the interviewed organizations on request.

Thank you.

PATRICK NYABUTO
MBA ADMINISTRATOR




Appendix 2: Questionnaire
This is a Questionnaire to collect data on the &xtef Adoption of product

Diversification Strategy and Challenges and Besedit Adoption of the Strategy by
Youth Funding Organization’s in Kenya.
Please answer all the following questions by givafighe necessary details in the spaces

provided.

Part |

A: Organization Profile

i) Please indicate the position that you hold atryarganization
i) When was the organization formed?

iii) How many years have you worked for the orgatian?

Part |l

B:The Extent of adoption of product Diversification Strategy

i) Has your organization introduced new productsfieryiouth since inception?

Strongly agree

Agree

Not sure

Disagree

Strongly disagree
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i) Please categorize the products you advandeetyduth. Tick as necessary.

Agricultural based products

Asset based products

Service sector products

Manufacturing sector products

General loans

All the above

Others (please specify)

iii) What has been the uptake of the diversifieddurcts by the youth?

More than 50%

Less than 50%

iv) Which categories of youth do you advance yanaducts?

Individual youth

Youth led groups

Female youth groups

All

Others (please specify)

v) Did your organization have a strategy when idti@ng the above products?

Strongly agree
Agree

Not sure
Disagree
Strongly disagree
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vi) Please give three reasons as to why the orghoizdecided to add new products for
the youth to its product base.

1.

2.

3.

vi) Have there been any changes in terms of yostoooer needs?

Strongly agree

Agree

Not sure

Disagree

Strongly

disagree

viii) Please name three strategies you have adadptedder to survive in the sector in
terms of trying to fulfill the changing needs ofuyo/outhful customers.

1.

2.

3.

iX) Who is mainly responsible for crafting strategyyour organization?

Top level management

Middle level management

Operational(line managers)
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Others (please specify)

X) Has your organization adopted diversificatiomatsgy?

Strongly agree

Agree

Not sure

Disagree

Strongly disagree

xi) Reasons for the adoption of the strategy.

To benefit from economies of scope

To earn greater profits

To reach the unique needs of your youthful clientel

To transfer product differentiation skills

To expand firms operations

To leverage on competition

Due to changes in social ,political, financial ampalitical

environment

All of the above

Others (please specify)
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xii) In your endeavour to introduce new productsthe young people, have you ever

considered doing partnerships or alliances?

Strongly agree

Agree

Not sure

Disagree

Strongly disagree

xiii) Reasons for establishing the partnershipisiaties?

Skills transfer

Resources

Both the above

Others (please specify)
Xiv) Has your organization ever moved away fronctiise business to focus on other new

products?

Strongly agree

Agree

Not sure

Disagree

Strongly disagree
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xv) If the answer to the above question is yesagdendicate what factors contributed to

your organization moving from its core producted®ke tick where appropriate.

Factor Tick

Changing customer preferences

To invest excess resources

Competition

Re-branding

All the above

Others (please specify)

C: Benefits and Challenges

i) Give three benefits that your organization hapegienced from adopting product
diversification strategy by your organization?

1.

2.

3.

i) What challenges did you encounter at the begmmespecially in trying to penetrate

the market?
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Shortage of required skill to market and positiewrproducts

Strain on existing resources as the new produdaeraxpands e.g.

drain cash as a result of facility expansion

Competition between the various products for ressgimay entail

shifting resources away from one product to another

Attention is diverted from core products to newdarots

Increase in administration problems associated wagberating

unrelated products

Others (please specify).

Give three challenges you are currently encourdgefivhile implementing product
diversification strategy in your organization.

1.

2.

Thank you very much for your co-operation.
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Appendix: 3 List of Youth Funding Organizations in Kenya
1. Equity Bank

2. K-Rep Bank

3. KCB

4. COOP Bank.

5. Family Bank

6. Jamii Bora

7. FauluKenya Limited

8. Kenya Women Finance Trust Limited

9. SMEP(Small and Micro Enterprise Project) MicroficarLimited
10.KADET (Kenya Agency for the Development of Entegerand Technology)

11. YEDEF.

Source: Central Bank of Kenya. August 23" 2013

www.amfikenya.com. August 23" 2013

www.fsdkenya.org. August 23 2012
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