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ABSTRACT

The competitive strategy of the firm in the busgemvironment characterized by
uncertainties in the market is an important managerdecision. Diversification strategy
as one of the competitive strategies of the firtaved a business unit operating in more
than one sector to gain an advantage due to theuitees among themselves and thus
creating an undesirable situation of mitigatindnmdering competition for the businesses
operating in the same industry. This strategy alavfirm to expand or enter new
markets which are different from the firm’s exigfiproduct lines or markets and in the
process attain above-average returns by takingnéalye of the incoming opportunities.
Diversification is considered as a growth strategyose rationale is to explore new
business areas that promise greater profitabiling daherefore a firm needs to
enter/expand in new markets or product lines wiach related or/and unrelated to its
existing businesses. The objective of the study wwadetermine diversification strategy
and its effects on performance of mobile telephfamgs in Kenya. The study adopted a
descriptive cross sectional research design. Thmulpton of the study consisted of
Mobile Service Providers operating in Kenya. Actogdto CCK (2011-2012), there are
currently four firms offering mobile services inetltountry namely: Safaricom, Airtel,
Orange and Yu. The study used primary data whicls wallected using a self-
administered questionnaire. The data was analyz#ag udescriptive statistics. The
findings of the study was that the influence of edsification strategies on firm
performance was on total cost reduction, sales @rawturn on investment, market share
growth, financial liquidity and reduction of resmantime for product design change or
volume change. The study found out that by pursuieigted diversification, the
companies were able to use the existing productshvdre complementary to each other
to boost their sales growth and reduce cost, usedmpanies’ well-known brand value
to contribute positively to market share and retrm investment, apply resource
enhancement and utilization collectively by all thteategic units to increase returns,
share management skills among the different predtatenhance the firms’ customer
base and to gain competitive advantage throughrémsfer of brand name as well as
their marketing capabilities. Unrelated diversifioa strategy influences the performance
of the companies as it helped the managers toecezanomic value in different product
lines and markets, result in expansion of prodimetsl and activities to different sectors
where profitability is higher, realize cost savinggough performing some activities
centrally and reduce risk for the firms’ produatslaervices that have been threatened by
the environmental uncertainty or that are in decliiase of their life cycle. Unrelated
diversification was also found to have an effecttlom firm’s performance as it enables
the firm’s to have a higher level of absorptive aapy that allows it to more fully capture
the benefits of simultaneous exploitation and epgilon besides leading to benefits from
organizational slack. It also results in co-insaeeffect that has a positive influence on
the company debt capacity due to the reductiorhé volatility of firm revenues and
profits and as well as enabling the executivestecs from any of the strategic business
units whose information is set to be availablehtert without any transaction cost.



CHAPTER ONE: INTRODUCTION

1.1 Background of the Study

Diversification and internationalization have besme of the new corporate strategies
pursued by an increasing number of today’s firmsaf#y et al., 2006). Firms adopting a
diversification strategy in related businesses abdée to achieve better economic
performance through the synergy of sharing ressuraed skills across multiple
businesses. For firms operating in emerging ecoesndiversification strategies help in
overcoming deficiencies in the institutional enwineent and what will be required is a fit
between strategy and organizational characterjstibsch include the structure, reward
system, control system, and managers’ characteastiwell ( Grant, 2008). Companies
with an average related diversification may be muogkable in terms of company
performance since diversification strategies hawkerént implication for management
structures and processes. For diversification teefbective, organizations should view
the process as a learning process directed atajeuglthe knowledge necessary to enter
and compete in the new domain. Kasanjain and Dr&2007) further noted that
organizations must design structures and proceélaesupport the degree of knowledge
development contained in the diversification sggtehrough building a learning

mechanism that is designed and implemented cayefull

Several theoretical perspectives have been sughéstexplain why diversification is
favored by business groups in emerging marketsiudimegy transaction cost (TC)
perspective, resource-based view (RBV) perspegbwktical-economic perspective, and
agency theory (AT). First, a TC perspective assuthas diversification is a strategic
response to external market imperfections in emgrgiconomies, and diversification
enables firms to overcome these imperfections tiroaffiliations in business groups
where they share resources through intra-group aggsh relations (Chang and Hong,
2000). The resource based view suggests that mEwre main determinants of
diversification and business groups continue toeremiew markets because they
accumulate excessive firm specific capabilities #ra not tradable beyond boundaries of
groups (Yiu et al., 2005). The political-econompmpeoach argues that business groups

can be used as organizational devices by govermsmendchieve political, social, and
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economic objectives, such as to create more jobldatead a nation’s strategic or pillar
industries (Nolan, 2001). On the other hand, bsngroups can enjoy governmental
support by receiving favorable conditions, sucluasls, capital, and technology at lower
costs.

The Kenyan telephony industry has witnessed what bm termed as an exponential
growth over the last 15 years and with only ong/gaian the early nineties, it has grown
in both the number of mobile service providers andtomer base. The Kenyan market
has now four service providers and a customer baseer 22 million subscribers that
keep on increasing annually and according to CAKL{22012), the penetration growth
rate averages 7%. The level of competition haseased greatly and new players have
tended to offer the same products and in most cad@st similar strategies that existing
players have implemented. The competition stratedave taken the form of price
cutting, free promotions and introducing similaoghuct lines. It therefore becomes
imperative that the mobile telephony firms come wph different diversification
strategies that will give them a greater compedifidvantage over their competitors. This
strategy mix requires action plans to implementictvlare closely related to companies’
competitive priorities and designed to achievetstia objectives. Examples of strategies
that can be adopted include adopting a low costtegyy, improving the operational
efficiencies in the firm’s value chain, while difémtiation strategy that focuses on the
customer and providing products and services differfrom rival products. A
differentiation strategy, therefore, would requaigion plans either facilitating a quality

image or creating a distinct product for the newkagenvironment

1.1.1 Concept of Diversification Strategy

Diversification strategy is the “expanding or eirtgrin new markets which are different

from the firm’s existing product lines or marketéRumelt, 1998, p.23). It is a strategy
implemented by the top executives in order to achiausiness growth by entering new
businesses and attaining above-average returnakiygt advantage of the incoming

opportunities. Diversification strategies are of¢he few strategies consistently used by
corporate management to respond to environmentahggs. Three diversification
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strategies are often suggested namely; relatedsifieation, unrelated diversification,

and related-linked diversification (Porter, 198&lthough various reasons are given for a
firm to diversify, the most commonly quoted themederlying these reasons is the
realization of economic benefits. Diversificatiohoslld enable enterprises to obtain
economies of scale or scope economies by sharsgurees and diffusing capacity
(Chen and Ho, 2004).

Related diversification results in the realizatioh®€conomies of scope and economies of
integration and the synergistic economies are thegoy benefits. This can be achieved
through common channels of distribution, commoneatising, or sharing technological
information for mutual benefits. Basically, exchaagf physical resources are involved
in related diversification. Porter (1980) alsomed out that the horizontal strategy of
shared activities is the most viable diversificatistrategy. By establishing tangible
interrelationship, a firm can add more value to Wedue chain because related
diversification represents a competitive advantigehe firm. Unrelated diversification
on the other hand is often regarded as a mearchieva financial synergy, or to reap the
economic benefits of an internal capital marke@chEbusiness unit is considered as an
independent firm or profit centre that operatedinancial criteria in a financial market.
Restructuring is a more conscientious effort of lengenting diversification. The
emphasis is more diversification by sharpening dbquired firm’s focus, so that the

most benefits can reap.

Diversification is favored by business groups ineegmg markets, including transaction
cost (TC) perspective, resource-based view (RBVispextive, political-economic

perspective, and agency theory (AT). First, a TG&pective assumes that diversification
was a strategic response to external market imgtesfes in emerging economies, and
diversification enables firms to overcome these drfgrtions through affiliations in

business groups where they share resources thriigiigroup exchange relations
(Chang and Hong, 2000). Second, RBV suggests ¢lsaurces are main determinants of
diversification and business groups continue toeremiew markets because they

accumulate excessive firm specific capabilities #ra not tradable beyond boundaries of



groups (Yiu et al., 2005). Third, the political-eomic approach argued that business
groups can be used as organizational devices bgrgments to achieve political, social,

and economic objectives, such as to create moregald to lead a nation’s strategic or
pillar industries (Nolan, 2001)

1.1.2 Organizational Performance

Hamon (2003) views Performance Measurement (PM3 astical factor for effective
management. This stems from the reality that witleasuring something, it is difficult
to improve it. Hence, enhancing the organizatiqgmatformance needs identifying and
measuring the influence of SCM on it. However, shubject of performance does not

receive sufficient compensation in supply chain aggment research.

Organizational performance can be measured by diahaims attainment or workers
satisfaction. In the same manner Ho, (2008) poirtet that performance can be
evaluated by efficiency and effectiveness of aitaiament. Furthermore, Venkatraman
et al, (1986) cited that performance can be asddsgdinancial performance namely,
return on investment, growth of sales, profit, oigation effectiveness, and business
performance. Similarly, Delaney et al, (2006) ass#rat organization performance can
be evaluated by quality service and products, fyaigs customers, market performance,
service innovations and employees. That organiagtierformance can be appraised by
the following dimensions of performance: returnrofestment, margin on sales, capacity
utilization, customer satisfaction and product gyallin the same way, Green et al,
(2007) identified that return on investment, sade®l market growth, and profit are
important factors that be measured by organizapierformance. According to these
researchers, there are many factors in this stodtydan be measured by performance
such as market share, financial performance, effy and effectiveness of an

organization’s performance, and human resource gement.



1.1.3 Diversification Strategy and Organizational Performance

Companies whose products are threatened by theoenvwental uncertainty or in decline
phase of their life cycle curve can prefer to emgagan unrelated diversification to
overcome the risk arising from current industri€&riCkland & Thompson, 2003).

Expanding its product line and activities to diffet sectors where the environmental
uncertainty is reduced and, profitability is higharcompany may confirm its survival

which will make its cash flow more reliable.

In related diversification, there are two ways ihieh effects of performance based on
physical resources is felt. First, the potentitédttenship between strategic business units
can be identified and the utility of the resour@n e enhanced so as to be utilized
collectively by all the strategic units. Secondiring the production process, already
existing products which are complementary to edbbrocan be commonly used. In both
cases, the collective use of physical resourceshedp to provide cost savings for
strategic business units. In related diversifiednpanies, advantageous physical
resources refer to the resources such as the grod@rea and technical equipment that
have the flexibility to be used in common. For tteenmon use of these resources the
industries need to be related or similar to eatierofPorter, 1987). From time to time
opportunities may arise for companies. These oppiies in some cases, are detected
with rationale while in some cases may be baseitortion. An executive who feels he
has enough knowledge may capture the opportunikygdf profitability by investing in a
new field by intuition (Craig, 2003).

Unrelated diversification can teach corporate ettees how to create economic values
in different product lines and markets. For inseggnan executive of an unrelated
diversified company who has sufficient environmémérmation can buy out another

business which he considers as being profitable teestructures and re-sells it so as to

attain the expected profit (Khanna et al., 2005).



1.1.4 Mobile Telephony Firmsin Kenya

The rapid growth that the mobile service industrKenya has undergone can be traced
to the partial privatization of Telkom Kenya Ltd €Bember, 2007), divestment of the
government of Kenya’s 25% stake in Safaricom Ltddlgh a public listing (May, 2008),
and the launch of the fourth mobile operator, EtdNeeless Kenya (November, 2008).
This has resulted into some of the World’s bestvkmdelecommunication providers,
Vodafone, France Telecom, Bharti Airtel and Essam@wunication through their
investment in Safaricom Ltd, Telkom Kenya Ltd, AlrKenya and Essar Telecom Kenya

Limited being major players in the Kenyan market.

Currently, there are over 19.4 million mobile pharsers in Kenya which is around 50%
of the population. There are four mobile servicevpters in the country which are,
Safaricom which has approximately 15 million sulizms, that is around 76%, Bharti
Airtel has around 13% of the subscriber base, widlange Telkom having around 8%
and Essar's Yu with 3% (African Telecom, Websiteafricantelecomsnews.com,
accessed 18.6.2011). Safaricom Ltd is a leadingilenabtwork operator in Kenya with
its headquarters based in Nairobi. It was formedd9a7 as a fully owned subsidiary of
Telkom Kenya. In May 2000, Vodafone group Plc af thnited Kingdom, the world's
largest telecommunication company, acquired a 4@%kesand also the management
responsibility for the company. Recent reports ¢atk that Vodafone Plc of UK only
owns 35% of the stake in Safaricom Limited andrémaaining 5% is owned by a little

known company, Mobitelea Ventures Limited.

Bharti Airtel Limited commonly known as Airtel, ian Indian telecommunications
company that operates in over 19 countries acrosthSAsia, Africa and in the Channel
Islands. It operates a GSM network in all countripeoviding 2G or 3G services
depending upon the country of operation. Airtahis fifth largest telecom operator in the
world with over 207.8 million subscribers across dfuntries as at the end of 2010.
Airtel is the second largest GSM service provideKenya after Safaricom Limited. It
started its operations in Kenya in 2010 after indget off Zain Ltd’s business interests.
Essar Telecom Kenya Limited (ETKL) is a unit of imdased Essar Group. ETKL



launched a mobile service network under the braamden“Yu” in November 2008 in
Kenya. They continue to build their network usirt tlatest equipment that ensures

clarity and reliability.

The mobile sector in Kenya is still in its develogmh stage and there is growth
opportunities especially in data traffic as wellvagce services. This can be attested by
the increased revenue and profits over the lagt ywars among some of the mobile
service providers. In addition, there is still aghyercentage of Kenyans still unbanked
and with the money transfer innovation; the prokgdean still capture this market and
thus increasing their revenue base. However, witihhenplayers coming to the market,
there has been a drop of calling charges due t® mompetition and this has led to a
drop in revenue from the voice segment althoughfitihes have had to diversify into

other services to cushion themselves from thenggieiffects.

1.2 Resear ch Problem

The competitive strategy of the firm in the bus&emvironment characterized by
uncertainties in the market is an important managerdecision. Diversification strategy

as one of the competitive strategies of the firtaved a business unit operating in more
than one sector to gain an advantage due to theuitees among themselves and thus
creating an undesirable situation of mitigatingdanng competition for the businesses
operating in same industry (Andrews, 2007). Thiategy allows a firm to expand or

enter new markets which are different from the rmxisting product lines or markets

and in the process attain above-average returngldgg advantage of the incoming

opportunities (Kadri, 2004). Diversification is cdered as a growth strategy whose
rationale is to explore new business areas thahigeogreater profitability and therefore

a firm needs to enter/expand in new markets orymbtines which are related or/and

unrelated to its existing businesses.

The Mobile Service industry in Kenya has been racaagl as one of the fastest growing
sectors and at the same time witnessing high lelvebmpetition in Africa (World Bank
Report, 2010). With one single operator in 1990s,dector has witnessed an increase in

7



number of players to the current four and custobzese of over 24M in the year 2012
according to the Communications Commission of Ke(B@l11-2012). The customers
have at the same time become quite enlightenedlamdnd better services than before
albeit at a lower prices. The regulator, CCK hathatsame time not made matters any
better for the mobile players by reducing the icd@nectivity charges and allowing for
porting of numbers by customers. With the changéeofinology, many customers are
adopting the use of cheap communication means asde internet and Voice over
Internet Protocol. In such an unpredictable matket,managers in a firm need to explore
new opportunities by entering new markets or expanthe existing one in new regions.
Diversification strategy might therefore be a hrett®ve to be adopted in the face of such
level of competition and this can be evidenced ffoms such as Safaricom that have
followed the path whereby its sales and incomeshasvn consistent growth.

Several studies have been done on the area ofsdivation locally. Achuti (2012)

researched on application of diversification sgete at Safaricom Ltd. The research
found out that Safaricom has applied product difieagion strategies over the years to
become the leading telecommunications company i@ ¢tountry and that the
diversification strategies used by Safaricom conte to its growth and help the Firm to

retain its relative position.

Diversification generally requires new skills, négchniques, and new facilities. Thuo
(2008) undertook a research on diversificationtstii@s adopted by Nation media group.
He found that diversification by mode establishieat the company largely used internal
diversification or start-ups in Kenya with an extep of a few and went for external
diversification for all the international venturel. was established that choice of
diversification was mainly due to the strategiemnttof the company. In implementation,
the major structures included the board and thewke committee. Mutahi (2010)
researched on implementation of diversificatioatstyy at the Standard media group and
found that the group adopts diversification stregego maximize profits and compete
effectively in the media market. Diversificatiomagegies are adopted to consolidate the

company's market share and ward off competitiomfits rivals, so as to spread the risks



occasionally by using cost of operation, to maxanan profits. Lole (2009) on his part
researched on diversification strategies in thekimgnindustry in Kenya. The research
revealed that three types of strategies (horizatadrsification, vertical diversification
and geographical diversification) were prevalenthimi the banking industry in Kenya
and in terms of ranking, horizontal diversificatiomas leading followed by the

geographical diversification.

From the above studies, though diversificationtsgi@s employed by different firms

have been explored, there has been no study thath#ds investigated the effects of
diversification strategies on the performance obieotelephony firms in Kenya. This

therefore calls to the following question: whateets do diversification strategies have
on the performance of mobile telephony firms in i&h

1.3 Resear ch Objectives
The objective of the study is to establish the @ffeof diversification strategies on the

performance of mobile telephony firms in Kenya.

1.4 Value of the Study

The study will aid various stakeholders in the Telamunication industry in Kenya and
especially the management and staff of the Molaleise providers in Kenya will find
this study an invaluable source of material in d@vi@g and harnessing their strategic
posture in the present day competitive businessr@ment. This study will provide
insight on some of the challenges that may be faredhe development and
implementation of their strategic competitive plams how they can avoid them. The
authorities will strive to avoid the pitfalls andpitalize on the strengths.

Other organizations can also find use in developivgr unique strategic competitive
moves that shall not be easily be imitable and ttnemte their own individual firm
competitive advantages. The government and regslaibthe industry will also find

invaluable information in how diversification stegies can be adopted and as a result put



in place policies that will guide and encourageeotbrganizations within and without the

industry in implementing their strategies in an@hmanner.

For academicians, this study will form the foundatiupon which other related and
replicated studies can be based on. Investorslsargain an insight on the business and
its strategic position within the environment, whican assist them in determining their

investment viability.
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CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter is concerned with the review of litera related to the study. An overview
of theories underpinning the study, concept of tsgy diversification strategies,
organizational performance and how diversificatstrategies affect the performance of

an organization will be covered in this chapter.

2.2 Theoretical Foundation
This study is informed by two theories, namely; tgource based view and the porter’s

five forces theory.

The resource-based theory argues that any firnssengially a pool of resources and
capabilities which determine the strategy and perémce of the firm; and if all firms in
the market have the same pool of resources anditieipa, all firms will create the same
value and thus no competitive advantage is avalabthe industry (Barney, 1991). The
basis of the resource-based view is that succedsimis will find their future
competitiveness on the development of distinctind anique capabilities, which may
often be implicit or intangible in nature. Thusethssence of strategy is or should be
defined by the firm’s unique resources and capadsli Furthermore, the value creating
potential of strategy, that is the firm’s ability éstablish and sustain a profitable market
position, critically depends on the rent generatiagacity of its underlying resources and

capabilities.

The resource based theory suggests that compeditiventage and performance results
are a consequence of firm-specific resources apdbiiities that are costly to copy by
other competitors (Barney, 1991). These resouroek capabilities can be important
factors of sustainable competitive advantage angersar firm performance if they
possess certain special characteristics. They dhmubaluable, increasing efficiency and

effectiveness, rare, imperfectly imitable and nabsditutable (Barney 1991).
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The Porter’s five forces theoretical perspectiv@ms competitive advantage as a position
of superior performance that a firm achieves thioaffering cost advantages or benefit
advantages (Porter, 1980). This model attributeapstitive advantage to the external
environmental factors that a firm must responduchsas erecting barriers of entry to

competitors, product differentiation, capital reganents, and buyer switching costs.

Industry structure determines who will capture Wadue, but a firm is not a complete
prisoner of industry structure - firms can influenthe five forces through their own
strategies. The five forces framework highlightsawis important, and directs managers
toward those aspects most important to long-teramighge. In this framework, gaining
competitive advantage is determined primarily bgponding effectively to industry-
specific requirements. The five forces model coutds a very useful way of thinking
about and analyzing the nature of competition witan industry. However, the model
presents a static picture of competition which tgkgthe role of innovation and de-
emphasizes the significance of individual compaifieinces while overemphasizing
the importance of industry and strategic groupcstme as determinants of company
profit rates (Ghemawat al., 2009).

2.3 Concept of Strategy
The concept of strategy embraces the overall merpaf an organization. It is the

determination of the basic long-term goals and ahjes of an enterprise, adoption of
courses of action and the allocation of resour@xessary for carrying out those goals.
Gole (2005) proposes that strategic management iprogess, directed by top
management to determine the fundamental aims ds gb#he organization, and ensure a
range of decisions which will allow for the achievent of those aims or goals in the
long-term, while providing for adaptive responseshie short-term. The three core areas
of corporate strategy as outlined by Gole (200%perpasses: strategy analysis, strategy
development and strategy implementation. Stratagalysis deals with examining the

environment within which the organization operates.
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Porter's (2007), five forces theory of strategi@arpling provides a framework that
models an industry as being influenced by five ésrcPorter assumed that companies,
when implementing strategies, must do so withinftamework of five forces; the force
of suppliers, the force of buyers, the force of sdilbte products, the force of new
entrants and the force of competitive rivalry. Tiwe-force model looks at the strength
of the five distinct competitive forces, which, wheaken together, determine long-term
profitability and competition. The strategic bussenanagers seeking to develop an edge
over rival firms use this model to understand théustry context in which the firm
operates. The “five forces” model can be used tp B&rategists better understand the
competitive dynamics of their market places andraliheir organization successfully
against each of the forces. The model can alssbeé 0 assess the general attractiveness
of a market place and to help strategists decidethven, where and how to compete in a

market place.

Burkhart's theory of strategic planning points that strategic planning determines the
company’s current position, where they want tolgmy to get there and how they will
know if they got there or not. Current positiontké company can be assessed with the
help of SWOT analysis. Strategic planning shoukpoad to changing circumstances of
the environment in the best possible way. It candbscribed as externally oriented
planning i.e. their own products and competitor doicis will be viewed from an
outsider’s point of view. Therefore setting goasnecessary and an approach must be
developed to achieve these goals. There is ngerfect strategic planning model. Each
organization has to develop its own model of stiatglanning often by selecting a
model and modify it (Burkardt, 2005).

2.4 Diversification Strategies

Diversification strategy is a strategy implementad the top executives in order to
achieve business growth by entering new businessgattaining above-average returns
by taking advantage of the incoming opportunitiBisere are two major diversification

strategies that can be adopted by firms; relatelduamnelated diversification strategies.
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Hill et al, (2001) characterize organizational agament of a related diversifier as a
cooperative organization. Two major ways are usedathieve cooperation among
divisions in order to achieve cooperation betweetsidns in order to share resources
and transfer skills. Coordination is done at thadcheffice while key operating decisions
are done at the decentralized units. Hill et &#Q0() assert that related diversifiers
perform better when they adopt interdivision intggrg activities. Besides the emphasis
horizontal structure, Porter (1985) also suggess the creation of some shared values
within the firm is needed in order to achieve irtdationship. Managers must perceive
that collaboration with other business units is am@nt and will be rewarded, and that
senior management will act fairly in measuring perfance of the individuals units
involved. This kind of cooperative relationship lwilurther be enhanced if the
cooperative management team has similar mindsbsnéw mindset needed by related
diversifiers is basically related to the building of a climate of sharing activities among

the divisions.

Hill et al., (2001) describe the unrelated divecsifion as having a competitive
organizational culture. The culture of competingifdernal resources among the various
divisions facilitates control and enhances perfaroea In order for the internal capital
market to function efficiently, each division musave a relative autonomy than the
related diversification counterpart. Because ofedé@lization, each division is held
accountable for its profit performance and thus banevaluated in more objective
measures. Because the unrelated diversifier isatgmblike an internal capital market, the
corporate  management emphasis is on each divisigorefit maximization.
Competitiveness is encouraged instead of collalmoratfThe emphasis on individual
units’ financial return encourages risk averse beha (Gupta, 2003) and also leads to
low commitment in innovation. Thus the mindsetlod torporate management team will

be short run, focused and competitive — oriented.

2.5 Organizational Performance
Organizational performance is described as thenextewhich the organization is able to
meet the needs of its stakeholders and its own snéed survival (Griffin, 2003).
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According to Swanson (2000), organizational per@moe is the valued productive
output of a system in the form of goods or servi€xganizational performance can be
subdivided into three categories: financial perfance (profit), internal non-financial
performance (productivity) and external non-finahci performance (customer
satisfaction). Private sector organizations stforegood financial results whereas public
organizations are aimed at non-financial aims liledivering good public services to
citizens. To achieve performance through employéss,organization must consider
them as assets and must be treated with attentothat the employees become
productive. There are a number of indicators bycWwhiompany performance may be
judged. The balanced scorecard offers both quaktaind quantitative measures that
acknowledge the expectations of different stakedérsl and related an assessment of
performance in choice of strategy. In this way perfance is linked both to short term

outputs and process management (Johesaln, 2006).

Due to the realization that people are the mostaldé assets in an organization, the
importance of performance management has been ¢gushe¢he fore (Bartlett and
Ghoshal, 2005). The performance measurement systgstoyed in an organization must
therefore measure the performance of all asselsding the human ones. The balance
scorecard of Kaplan and Norton (1996) is a mechanrhich provides a holistic
measure of organizational performance. It is aofeheasures that provide managers a
fast but comprehensive view of the business. ThiarlBad Scorecard is not only a
measurement system but also a management systeigh) wehables organizations to
clarify their vision and strategy and translatenthato action (Kaplan and Norton, 1996).

It provides feedback around both the internal bessrprocesses and external outcomes in

order to continuously improve strategic performaamed results.

Traditional methods of measuring a company's perdmce by financial indices alone
have virtually disappeared from large organizatiofigasu, 2001). Non-financial
measures are at the heart of describing strategyodndeveloping a unique set of
performance measures that clearly communicateegiyand help in its execution. Frigo

(2002) reported the existence of a gap betweenegiraand performance measures,
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which failed to support the communication of stggtevithin an organization. Hudsah

al. (2001) concluded that although there was a wigegbacceptance of the value of
strategic performance measurement amongst firmighbg studied, none had taken steps
to redesign or update their current performancesomeaent systems.

Profitability measures the extent to which a bussngenerates a profit from the factors of
production: labor, management and capital. Prafitalis the most important measure of
success of the business. A business that is nditgie cannot survive, yet a highly
profitable one has the ability to reward its ownerth a large return on their investment.
Profitability analysis focuses on the relationshgiween revenues and expenses and on
the level of profits relative to the size of invesnt in the business (Mesquita & Lara,
(2003). Four useful measures of firm profitabildye the rate of return on firm assets
(ROA), the rate of return on firm equity (ROE), ogéng profit margin and net firm
income.The ROA measures the return to all firm assetsigmdten used as an overall
index of profitability, and the higher the valuketmore profitable the firm business. The
ROE measures the rate of return on the owner'syequployed in the firm business. It
is useful to consider the ROE in relation to ROAd&termine if the firm is making a

profitable return on their borrowed money (HadlécBames, 2002).

2.6 Role of Diversification Strategies on Organizational Performance
According to a number of findings in developed doies such as US, Germany, Britain
and Japan, diversification strategies do not augitiencompany value after the optimal
level. On the contrary, costs of engaging in difeetion strategies start to climb up,
exceeding the benefits, after the optimal levelwkeleer, in emerging markets, the
potential benefits and costs arising from divecsifion and also other criteria have an
effect on performance level (Lins and Henri, 2002) number of benefits to the overall
organizational performance can be derived from fihe’s diversification strategies
ranging from risk reduction, decrease in transactiost, decrease in cost of service,

accessing management skills and foreseeing pdtenti@onmental opportunities.
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Companies whose products are threatened by theoenwental uncertainty or in decline
phase of their life cycle curve can prefer to emgag an unrelated diversification to
overcome the risk arising from current industri@ayid et al, 2001). Expanding its
product line and activities to different sectorsend the environmental uncertainty is
reduced and, profitability is higher, a company roagfirm its survival which will make
its cash flow more reliable. Further, consideriaglestrategic business units of unrelated
diversified businesses as profit centers and tlge tfaat top executives monitor each
strategic unit, the top executives will have theapunity to access all the available
information about regarding each independent bssingnit and the whole of the
company at the lowest transaction cost (Craig,|,e2@04). One of such information is
related to the control of the capital. The transactost in internal capital control will be
less in unrelated diversification than in relatadedsification. Executives in need of
financial resource by the company or any stratbgainess unit will be able to transfer it
selecting from any of the strategic business uaftsvhose information is set to be

available to them without any transaction cost §Lamd Henri, 2002)..

Some activities such as legal services, publicticela, the company's case security,
internal audit and investment decisions can beopad centrally at company level for
all strategic business units. Although there matyl®oa relation in operational sense, on
behalf of the unrelated diversification strategglsactivities can be cost-saving benefits
(Hicheon et al., 2004 The claim that the executives have skills harddisieve promotes
the idea that executives of companies engaged melaiad diversification will be
successful in new investments (Chiu et al., 200v}his perspective an executive that
has the skill and knowledge to manage a single emypnay also have the ability to
manage multiple businesses at the same time. THisbe& an advantage for the

diversified business and will contribute to prdfilay.

From time to time opportunities may arise for comipa. These opportunities in some
cases, are detected with rationale while in sonsesanay be based on intuition. An
executive who feels he has enough knowledge maju@phe opportunity of high

profitability by investing in a new field by intuin (Lins and Henri, 2002). Unrelated
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diversification can teach corporate executives hmwreate economic values in different

product lines and markets. For instance, an exexofian unrelated diversified company

who has sufficient environmental information cary lmut another business which he

considers as being profitable then re-structuresrassells it so as to attain the expected
profit (Chiu et al., 2007).

In related diversification, there are two ways ihiet effect of performance based on

physical resources is felt. First, the potentitédttenship between strategic business units
can be identified and the utility of the resour@n de enhanced so as to be utilized
collectively by all the strategic units. Secondpessally during the production process,

already existing products which are complementargach other can be commonly used.
In both cases, the collective use of physical resgsican help to provide cost savings for
strategic business units. In related diversifiednpanies, advantageous physical
resources refer to the resources such as the grod@rea and technical equipment that
have the flexibility to be used in common. For tteanmon use of these resources the

industries needs to be related or similar to ealsbrqDess, 2004).

It is claimed that even a simple transfer betwees wnits of a related diversified
company would benefit all of its strategic businesgs. Since the customers are already
familiar with the products manufactured by the gmgs strategic business unit (Hicheon
et al., 2004 the company's well-known brand value contribupesitively to the
performance of strategic business units. Reputatiodependent of brand, refers to
people’s awareness of the firm’s quality, etc. Tégansion of a company with a
reputation in the related field will contribute tmmpany’s competitive advantage.
Companies evaluate their existing technologicalabdpies so as to contribute to its

growth and competitive advantage (Hicheon et 8042

The companies that are aware of their technologiopEriority can invest in new areas
after analyzing where and how to use their supgyiarhich can be seen by the Japanese
technology companies such as Canon, Matsushitésiufoshiba, and Sony. Canon is

noteworthy among these firms as it has realizegkelaroportion of growth in the last two
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decades by using its technological ability (Johnsemnal., 2002 Some technical or
market relatedness is needed when resources aabilit#gs are transferred and shared
among strategic business units of diversified camgsa The capabilities transferred are
not only functional skills but also are in relatiom general management skills. Top
executives can make some suggestions to busine#gs regarding the general
management skills and such suggestions do not sitatesa close relation or a related
diversification between strategic business unit®rms of customer or in technical sense.
General management skills encompass the ideaithgarities in management skills are
possible due to the collective use by corporate singtegic business unit managers
(Dess, 2004).
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction
This chapter covers the research methodology tosed for the study. It describes the

research design, the population of the study, claitaction and data analysis.

3.2 Resear ch design

The study adopted a descriptive cross sectionaignieiccording to Cooper and
Schindler (2000), a descriptive research desigrorscerned with finding out the; who,
what, where, when and how much. The cross-secteuaky will use variables aimed at
establishing the effects of diversification stragsgon firm performance among mobile
telephony firms in Kenya. The design is deemed @pjatte because the main interest
was to determine how the diversification strategieployed by mobile service providers
in Kenya affects their organizational performance.

A cross sectional study seeks to collect datapaiodides a snapshot of the population at
a single point in time. This design provided furtiresight into the research problem by
describing the variables of interest.

3.3 Population of the Study

The population of the study consisted of Mobilev&er Providers operating in Kenya.
According to the Communication Commission of Ke3@11-2012), there are currently
four firms offering mobile services in the countrgmely: Safaricom, Airtel, Orange and
Yu (Appendix II).

The selection of the industry players was necdssithy the present level of competition
being experienced in the sector that has involvedepwars and counter promotions
among the players. In addition all the firms hawartheadquarters in Nairobi and thus it
was easy to collect adequate data by the researBeeause of the limited number of the

population targeted in the study, the researchax@nsus survey.
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3.4 Data Collection
The study used primary data that was collectedutiiva self-administered questionnaire

that consisted of structured questions made uplasied endedjuestions designed to

elicit specific responses for quantitative analysis

The questionnaire was made up of two sections nardeimographic and respondents
profile and the relationship between diversificatistrategy and firm performance. The
choice of questionnaire as a data collection imsént was appropriate to provide
confidentiality where necessary and also due tdotlsy schedule of the executives who
were the targeted respondents.

The target respondents were key senior staff resplenfor strategy formulation and
implementation and at middle-level managerial led&lwn from Sales and Marketing,
Business Development, Intelligence Units, Operatiand Research and Development

departments.

The questionnaires were administered in the orgéinizs offices whereby the researcher
with prior arrangement, visited the target firmsffiees and administered the

guestionnaires to staff in the respective departsen

3.5 Data Analysis

The data was analyzed by the use of descriptivestsita to summarize and relate

variables to be attained from the administered tipmsaire. The data was classified,
tabulated and summarized using descriptive megsyesentages and frequency
distribution tables while tables and graphs weredu$or presentation of findings.

However, before final analysis was performed, datas cleaned to eliminate

discrepancies and thereafter, classified on thés ldssimilarity and then tabulated. In

accomplishing all analysis details with efficieneyd effectiveness, the researcher
utilized the Statistical Package for Social Scien@&PSS) software
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CHAPTER FOUR: DATA ANALYSIS, RESULTSAND DISCUSSION

4.1 Introduction

The research objective was to establish the effectsdiversification strategy on
performance of mobile telephony firms in Kenya. sTbhapter presents the analysis and
findings with regard to the objective and discussaf the same. The findings are
presented in percentages and frequency distribajtiorean and standard deviations. A
total of 8 questionnaires were issued out anchall& questionnaires were returned. This
represented a response rate of 100%.

4.2 Demographic Information
The demographic information considered in this gtwere length of continuous service
with the mobile telephony companies, duration ahpany existence, ownership of the

company and the areas of operation.

4.2.1 Length of Servicewith the Company

The respondents were asked to indicate the durétiey have continuously worked in
the company and the results are presented in figjire

Figure4.1: Length of servicewith the company
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The findings indicate that 50% of the respondemtgehworked in the companies for a
period of between 5 and 10 years, 25% of the redgms indicated that they have
worked in the company for over 10 years while 2584he respondents indicated that
they have worked in the company for less than Bsy@de results indicated that majority
of the respondents have worked in the companiesafonger duration of time and
therefore they understand the influence that difreasion strategies have on

performance of the companies.

4.2.2 Duration of Company Existence

The respondents were requested to indicate theiolurthe companies have been in

existence. The results are presented in table 4.1.

Table4.1: Duration of company existence

Years Frequency Percent Cumulative Pergent
6-10 2 25.0 25.0

11-15 6 75.0 100.0

Total 8 100.0

The results on the duration of company existendécate that 75% of the companies
have been in existence for a period of between id ¥ years while 25% of the
companies were indicated to have been in existéorca period of 6 to 10 years. The
results indicate that the companies have been istegice for a longer duration and
therefore they understand the market dynamics laadtrategies that need to be adopted

in order to improve organizational performance.
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4.2.3 Company Ownership

Table 4.2: Company Owner ship

Company Ownership| Frequency Percent CumulativeeRerc
Public 2 25.0 25.0
Government/ private 2 25.0 50.0
ownership

Private ownership 4 50.0 100.0

Total 8 100.0

The findings indicate that 50% of the respondentd that the companies are privately
owned, 25% of the respondents indicated that thepemies are public owned while
another 25% of the respondents indicated thatdhgenies are both government/private
ownership. The results indicate that the presemngeivate companies gives rise to high
competition in the industry which necessitates ifieation in order to improve the firm

performance.

4.2.4 Area of Company Operation

The question sought to establish the areas of bperaf the telephony companies.

Figure 4.2: Area of company operation
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The findings on the areas of operation of the cangsaindicate that 50% of the
companies operate in other countries while andibét of the respondents indicated that
the companies do not operate in other companies.operation of some companies in
other countries will result in stiff competition the local market as the companies would
replicate the strategies which have been put tobitesther countries and work. This
therefore necessitates diversification by the congsin order to improve and enhance

performance.

4.3 Diverdification Strategy and Organizational Performance

Companies whose products are threatened by theoenvwental uncertainty or in decline
phase of their life cycle curve can prefer to emgag an unrelated diversification to
overcome the risk arising from current industrié&xpanding its product line and
activities to different sectors where the environtak uncertainty is reduced and,
profitability is higher, a company may confirm garvival which will make its cash flow

more reliable.

A number of benefits to the overall organizatiopatformance can be derived from the
firm’s diversification strategies ranging from riskduction, decrease in transaction cost,
decrease in cost of service, sharing and accessamaigement skills and reduce risk by

forseeing potential environmental opportunities.

4.3.1 Influence of Diversification Strategies on Organizational

Performance

Respondents were asked to indicate the extent tmhwHiversification strategies
influence organizational performance. They ratemhtlon a scale of 1 to 5 with 5- being
very great extent and 1- being not at all. The ns=ores were computed for each item.
Means below 3.0 indicate low levels of satisfact@wnong the respondents. The findings

are presented and discussed below.
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Table4.3: Influence of Diversification Strategies on Organizational
Performance

Diversification strategies and organizational perfance Mean | Std. Deviation
Return on investment 4.125( .6408
Market share growth 3.875( .8345
Total cost reduction 4.250( 7071
Sales growth 4.250( 1.0351
Financial liquidity 3.625( 1.1877
Reduction of response time for product design chang 3.250( 1.0351
Reduction of response time for product volume clkang 3.375( 1.060¢

The findings presented in table 4.3 indicate theritution of responses on the level of
influence by diversification strategies on orgatimaal performance at the mobile
telephony companies. The findings indicate thatagonty of the respondents expressed
high level of influence in regard to total costwetion (mean 4.25), sales growth (mean
4.25) and return on investment. The respondentsesged low level of influence by
diversification strategies in regard to reductiohresponse time for product design
change (mean 3.25). The results indicate that siiieation strategies influence the
performance of the companies and ultimately thairvisal in the competitive

environment.

4.3.2 Effects of Unrelated Diversification on Performance

Table 4.4 presents findings on the frequency otioence for the influence of unrelated
diversification on organizational performance. Tiaetors were rated on a five-point
Likert scale with the ratings applied as follows:=5strongly agree; 4 = agree; 3 =
moderate extent; 2 = disagree; 1 = strongly disagf@e distribution of responses for

each item was tabulated as shown in Table 4.4.
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Table4.4: Effects of Unrelated Diver sification on Perfor mance

Effects of unrelated diversification on performance

Mean

Std. Deviation

The firm’s products and services that havenbéeeatene
by the environmental uncertainty or in decline ghad
their life cycle curve have managed to reduce thisk
through diversifying to different sectors from toarren
main sector

4.000(

.9258

By expanding our product line and activities different
sectors where the environmental uncertainty iscedwand
profitability is higher, the company has confirméd
survival which will make its cash flow more reliabl

4.375(

7440

The unrelated strategic business units being ceresidas
profit center help the top managers to monitor
strategic unit more effectively through access
information and as a result help in reducing theral
costs.

3.500(

1.069(

Executives in need of financial resource by the gamy o
any strategic bsiness unit have been able to transfer
selecting from any of the strategic business unit®se
information is set to be available to them witharty
transaction cost

3.250(

1.1649

Some activities such as legal services, publiciogia, the
company's case security, internal audit and invest
decisions can be performed centrally at compangl &
all strategic business units despite being diviebifanc

such measures act as a cost savings move

4.250(

1.0351

Since managers have skills haal achieve, promotes t
idea that executives of companies engaged in ued

diversification will be successful in new investrt®en

3.875(

.6408

Diversification helps the managers on how to ci
economic values in different product lines and retglue

to their sufficient environmental information.

4.500(¢

.5345
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The company has a higher level of absorptive cap#uat 3.875( .8345
allows it to more fully capture the benefits of sitaneou
exploitation and exploration

The company benefit from aagizational slack, whic 3.250( 1.2817
increases the incentives for firms to take risk g@uodsug
unrelated diversification

The company diversifies due to swsurance effect that h 3.625( 1.1877
a positive influence on the company debt capadity tb
the reduction in the volatility of firm revenuesdaprofits

The findings with means above 3.0 were regardeprégent aspects that are moderate
extent, agree and strongly agree by the respondémé¢sfindings indicate that unrelated
diversification helps the managers to create ecanoalues in different product lines
and markets due to their sufficient environment#gbrimation (mean 4.50), expand
product line and activities to different sectorsend the environmental uncertainty is
reduced and profitability is higher, the company lcanfirmed its survival which will
make its cash flow more reliable (mean 4.375), sautvities can be performed
centrally at company level for all strategic busmeinits despite being diversified and
such measures act as a cost savings move (mean #h&5%irm’s products and services
that have been threatened by the environmentalranagy or in decline phase of their
life cycle curve have managed to reduce their tlglough diversifying to different

sectors from the current main sector (mean 4.00).

The findings further indicate that unrelated divfezation results in promoting the idea
that executives of companies engaged in unrelatestsification will be successful in

new investments, enables the company to have &highel of absorptive capacity that
allows it to more fully capture the benefits of sitaneous exploitation and exploration,
enables the company to benefit from organizatistadk, which increases the incentives
for firms to take risk, results in co-insuranceeeffthat has a positive influence on the
company debt capacity due to the reduction in tiatiity of firm revenues and profits,

help the top managers to monitor each strategicrare effectively through access of

information and as a result help in reducing theral costs and that it enables the
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executives to select from any of the strategicress units whose information is set to be

available to them without any transaction cost.

4.3.3 Effects of Related Diver sification on Perfor mance

The respondents were asked to indicate the effécretated diversification on

performance of the companies. The results are pieden table 4.5.

Table4.5: Effects of Related Diver sification on Performance

Effects of related diversification on performance

Mean

Std. Deviation

The potential relationship between strategic bissneits i
the firm can be identified and the utility of thespurce ca
be enhanced and therefore can be utilized collegtivy al
the strategic units to increase the returns

4.500(

.9258

During the production process, already existingdpotg
which are complementary to each other can be cory
used to boast the sales growth and reduce cost.

4.750(

4629

Since the customers are already familiar wihbk product
manufactured by the existing strategic business, uhg
company's welknown brand value contributes positively
our market share and return on investment

4.625(

7440

Due to diversification, the firm’s ability of martieg
research, disbution channel management, and new még
access has helped it gain competitive advantageighrthe
transfer of their brand name as well as their ntarg
capabilities.

4.125(

9910

Diversification has helped in the sharing of mamaget
skills amomgy the different products which has enhancec

firm customer base

4.250(

4629

The findings presented in Table 4.5 indicate tistrithution of responses on the extent of

influence by related diversification on companyfpenance. The findings indicate that

related diversification resulted in existing prottugvhich are complementary to each

other being used to boast the sales growth andceedost (mean 4.75), the company's

well-known brand value contributing positively tarket share and return on investment
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(mean 4.625), potential relationship between gjratbusiness units in the firm can be
identified and the utility of the resource enhaneadl utilized collectively by all the
strategic units to increase the returns (mean 4/lps in the sharing of management
skills among the different products which has ewkdnthe firm customer base (mean
4.25) and that it has helped the company gain ctitiveeadvantage through the transfer
of their brand name as well as their marketing bapias. The findings also indicate that
related diversification influences the company’sfgenance as the customers already
associate a successful brand with the company.

4.4 Discussion

The study found out that diversification resultstatal cost reduction, sales growth,
return on investment, market share growth, findrigjaidity and reduction of response
time for product design change and product volulmenge. The findings are consistent
with Lins and Henri (2002) findings that a numbef benefits to the overall
organizational performance can be derived from finas diversification strategies
ranging from risk reduction, decrease in transactiost, decrease in cost of service,
accessing management skills and foreseeing padtemiéronmental opportunities. The
prevailing resource-based view of diversificatiomstulates that resource relatedness can
allow the production of super additive value ant-additive costs that improve firm
performance. However, the logic of synergies artti papendence of the resource-based
view is too narrowly defined to account for unrethiversifications that are motivated
by the firm’s efforts to alleviate the risk attadh® resource allocation in conditions of
market failure. Moreover, the resource-based amgbradoes not consider the firm’s
ability to develop asymmetries (Miller, 2003) —wable and inimitable resources that are
however unrelated to the firm’s core resources at ttan yield sustainable economic

rents.

Companies whose products are threatened by theoenwental uncertainty or in decline
phase of their life cycle curve can prefer to emgagan unrelated diversification to
overcome the risk arising from current industriea\id et al, 2001). The transaction cost
in internal capital control will be less in unra&dt diversification than in related
diversification. The results are supported by thdihgs that unrelated diversification in
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the company results in influencing the performan€ghe companies as it helps the
managers on how to create economic values in diffeproduct lines and markets,
expand its product line and activities to differsattors where profitability is higher, cost
savings through performing some activities centrattduce risk for the firm’s products
and services that have been threatened by theoenwémtal uncertainty. The findings
also support the argument that synergies gaineu fitte application of management
expertise in unrelated diversification venturesdfedo success in the new investments

which eventually results in increasing the firmiegth rate.

The findings of the study reinforce the view thatelated diversification results in risk

reduction, improved cash flows, economies of scapea result of higher absorptive
capacity, decrease in transaction costs and shafintanagement expertise in different
business units or domains. However, there are ashrative problems associated with

implementing unrelated diversification. Competitibetween strategic business units
may create rivalry and administrative problems #dredefore erode the benefits realized
from the diversification. This disadvantage is higiited in the study where transfer of
financial resources between strategic units foundti@ have a lower positive effect than

the other drivers of unrelated diversification.

Related diversification is observed to have a nsageificant impact on firm performance
as it enhances profits by achieving strategicSitategic fit allows an organization to
achieve synergy and enhancement of resource tittizaollectively by all the strategic
units or product lines. This is done by way of ctenpentary marketing, operating,
financial or management efforts and endeavourss Tdads to higher sales growth and
also reduces costs thereby giving the firm a coitipetadvantage in the market. By
engaging in related diversification, the mobileef#lony firms have made use of their
well-known brand value to contribute positivelyn@arket share growth and also increase

return on investment.
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CHAPTER FIVE: SUMMARY, CONCLUSION AND
RECOMMENDATIONS

5.1 Introduction
This chapter covers summary of the findings, casioly recommendations,
recommendations for further research and limitatbdrthe study. Key aspects of the

results of the data analysis are highlighted afade@ to the objectives of the study.

5.2 Summary of Findings

The study found out that the respondents have wlomethe company for a longer
duration of time and thus understand the influeihe¢ diversification strategies have on
performance of the companies. The results inditetethe duration the mobile telephony
companies have been in existence varied due téirtteethe company was licensed to
operate and therefore all of them have studiedntlagket and have the data on the
strategies to be adopted to increase or maint&nrthrket share. The ownership of the
companies was private in the case of Airtel andaEspublic for Safaricom and
Government/private in the case of Orange. The pmesef several companies in the
market offering similar services leads them to ieovative in order to improve their
performance. The area of operation for the comgawias local while some companies
have operations in some other countries as welk ddmpanies that operate in some
other countries have the experience and undersiidigdent markets and therefore will
use the strategies applied in other countriesftoance the local market for their benefit
and this necessitates diversification for the comgm in order to improve their

performance.

The effects of diversification strategies on fir@rfermance was on total cost reduction,
sales growth, return on investment, market shawewtly, financial liquidity, and;
reduction of response time for product design ckaagd product volume change.
Unrelated diversification involves diversifying cmwhatever industries and businesses
that hold the promise for attractive financial gamd pursuing strategic fit relationships
that assume a back-seat role. The study establtblaeédinrelated diversification strategy
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influences the performance of the companies aslfishthe managers to create economic
values in different product lines and markets, exptneir product line and activities to
different sectors where profitability is higher,h@eve cost savings through performing
some activities centrally, reduce risk for firm'soducts and services that have been
threatened by the environmental uncertainty, shiamewledge and thus reduce
transaction costs, achieve a higher level of alts@gapacity that allows firms to more
fully capture the benefits of simultaneous explwmta and exploration, enables the
company to benefit from organizational slack whictreases the incentives for firms to
take risk, and results in co-insurance effect tieet a positive influence on the company

debt capacity due to the reduction in the volgtiit firm revenues and profits.

The study found out that by pursuing related diMeegion the companies were able to;
use the existing products which are complementargach other to boast the sales
growth and reduce cost, use the company's well-kntnand value to contribute
positively to market share and return on investmestlize benefits of resource
enhancement and utilization collectively by all 8tetegic units to increase returns and
share management skills among the different predantl gain competitive advantage

through the transfer of their brand name as wethas marketing capabilities.

5.3 Conclusion

Intense competition in the market place is forcorganizations to examine different
ways in which they can enhance or retain their cstitipe edge. The present day
customer stresses prompt delivery, unique innomatand continued optimization of
service quality, and all of these are determinedaliyechanism that can improve the
performance of routine tasks and non-routine ptsjdry enabling the organization
personnel to collaborate and optimize processe®ltécting, transforming, storing, and
sharing the existing knowledge. The utilizationrefated diversification as a source of
competitive advantage in today’s world is a realNp matter the size of the organization
or the industry in which it participates, most orgations see diversification as an
interesting opportunity of growth, knowledge, efficcy and profitability.
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The results reveal the predominant role of theciffit view argument; that is, the
benefits of diversification outweigh its costs (mgibased on opportunistic problems). In
an institutional context, firms mainly diversify rfofinancial purposes; to reduce
asymmetric information problems and to obtain bigmdfom the creation of internal
capital markets. The pursuit of related diverstima is as a result of the need to achieve
improved performance such as total cost reducBaftes growth, return on investment,
market share growth, financial liquidity, reductioh response time for product design
change and product volume change. These resulgesughat the impact of related
diversification on a firm’s performance is positivEhis implies that the decision to
diversify is made in the shareholders’ best interésese results are consistent with the
efficient view of corporate diversification, whickBuggests that managers invest
efficiently in diversification. The pursuit of e#gh related or unrelated strategy by the

firms would result in several benefits to the comipa.

5.4 Limitation of the Study

The study confined itself to all the mobile telepidirms operating in Kenya and the
findings may not be applicable in other sectora assult of uniqueness of the industry. It
is therefore recommended that the study is reglitam other sectors to establish the

influence of diversification on organizational pmrhance.

5.5 Recommendations

It is recommended that in order to improve thenclkea of success, companies must
follow a careful, organized process from startitash; from strategic conception to the
adoption of the diversification to be pursuedslimportant to take time to properly set
the strategy for the diversification strategy, teate the optimum structure for the
diversification to flourish, to set clear rulesggivernance, and to monitor the results on a

timely basis.

The study established that the companies deriveflberas a result of engaging in

diversification. It is recommended that the compargonsiders the sector they want to
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diversify into in order to ensure that the compdogs not suffer losses in the short run

as a result of failure of the diversification tdave the intended objectives.

The study established that the companies can ephesue related or unrelated

diversification and it is recommended that the cam@s should ensure that they consider
all the factors that influence the choice of divfezation so that they pursue the strategy
which will ensure that the company maximizes shalddrs wealth and at the same time

not deviate from its core business.

5.5.1 Recommendationsfor further Research
A study can be undertaken to determine the factbed influence the choice of

diversification strategy. Also a study can be utalen on the challenges firms face
when undertaking diversification strategy as evdnysiness undertaking has its

challenges.
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APPENDICES

Appendix I: Questionnaire

DIVERSIFICATION STRATEGY AND PERFORMANCE OF MOBILE
TELEPHONY FIRMSIN KENYA

Please give answers in the spaces provided andtick the box that matches your

response to the questions where applicable.
PART A: DEMOGRAPHIC AND RESPONDENTS PROFILE

1) Name of the COMPANY: ... ... e e e e e e ee e

2) What is your designation at the organization... ... . oo veeveiieiieienineneennns

3) Length of continuous service with the organiza®

a) Less than five years ()
b) 5-10years ( )
c) Over 10 years ( )

4) For how long has your company been in existence?
a) Under5years ( )b) 6 —10 year9 (

c) 11 —15years ( )d) Over 16 year}(
5) What would you say is the ownership structurthefcompany?
a) Government Owned ()
b) Government/ Private ownership ()
6) Do you operate in other countries outside Kény&es ( ) No ()

If yes, please give the countries that you operate



PART B: DIVERSIFICATION STRATEGY AND FIRM

PERFORANCE

7) The statements below describe various measturgsriormance and which can be
influenced by a firm’s diversification strategi€dease indicate the extent to which your

organization performance has been influenced bylitrersification strategies adopted:

Key:
5)Very great extent  4) Great extent 3) Moder ate extent
2)L ow extent 1) Very low extent
Perfor mance I ndicator 5 4] 3|2

Return on Investment

Market share growth

Total cost reduction

Sales growth

Financial liquidity

The reduction of response time for product desltange

The reduction of response time for product voluma&nges

8) Below are some of the diversification strategiest can be employed by a firm, Please
tick appropriately the extent to which you recognilze effect that the organization’s

diversification strategy has on the firm’s performe.




Key;
5) Strongly agree; 4) Agree; 3) Moderate extent; 2) Disagree; 1) strongly

disagree

Unrelated Diversification 5

The firm’s products and services that have beeeatened by thg

117

environmental uncertainty or in decline phase @irtlife cycle curve
have managed to reduce their risk through divargifyto different

sectors from the current main sector.

By expanding our product line and activities tofefiént sectors where
the environmental uncertainty is reduced and, tabiity is higher, the
company has confirmed its survival which will matgecash flow more

reliable

The unrelated strategic business units being ceresidas a profit center
help the top managers to monitor each strategit more effectively,
through access of information and as a result imetpducing the overall

Costs.

Executives in need of financial resource by the gamny or any strategic
business unit have been able to transfer it bycgetefrom any of the
strategic business units whose information is cddet available to them

without any transaction cost

Some activities such as legal services, publidiozia, the company's
case security, internal audit and investment deasscan be performed
centrally at company level for all strategic busmenits despite being

diversified and such measures act as a cost sawings

Since managers have skills hard to achieve, prantie idea that
executives of companies engaged in unrelated diiaton will be

successful in new investments.

Diversification helps the managers on how to creatsomic values in

different product lines and markets due to theffi@ent environmental




information.

The company has a higher level of absorptive cépdcat allows it to
more fully capture the benefits of simultaneous lexgtion and

exploration

The company benefit from organizational slack, \whiocreases th

incentives for firms to take risk and pursue urtedladiversification

D

10

The company diversifies due to co-insurance efteet has a positive

influence on the company debt capacity due to¢dection in the volatility

of firm revenues and profits

Related Diversification

The potential relationship between strategicrmss units in the firm ca
be identified and the utility of the resource cangmhanced and therefq

can be utilized collectively by all the strategioits to increase the

returns

n

re

During the production process, already existimgdpcts which are

complementary to each other can be commonly usduobast the sale

growth and reduce cost.

n

Since the customers are already familiar withptfeelucts manufactureg
by the existing strategic business unit, the compgamell-known brand

value contributes positively to our market share aturn on investment

Due to diversification, the firm's ability of markkeg research
distribution channel management, and new marketsscbas helped
gain competitive advantage through the transfetheir brand name a

well as their marketing capabilities.

it

Diversification has helped in the sharing of mamaget skills among

the different products which has enhanced the éustomer base

THANK YOU FOR YOUR TIME




Appendix I1: Mobile Telephony Firmsin Kenya

1. Safaricom Limited
2. Airtel Networks Kenya Limited
3. Essar Telecom Kenya Limited

4. Telkom Kenya Limited (Orange)

Sour ce: Communications Commission of Kenya, 2011-2012pvai Report.



