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ABSTRACT

The purpose of the study was to determine how mei@ed acquisitions were used as an
entry strategy by CFC Stanbic bank in the Kenyamketa The research design used in
the study was case study. The researcher usedviewerguides as the main data
collection instrument from the sampled employeethatcompany. The study targeted 9
employees in the management levels of the compamyalitative content analysis was
employed to analyze the respondents’ views abougeng and acquisitions as an entry
strategy by CFC Stanbic bank in the Kenyan markie¢ data was then coded to enable
the researcher to make explanatory assertionssilitly found out that there arevarious
factors affecting the use of mergers and acquistioy CFC Stanbic bank in the Kenyan
market including cultural differences, geographidfedences and differences in
valuation. The study also found out the advantagesdisadvantages of using mergers.
The advantages include increased market shareceddoompetition, higher profits,
economies of scale, buying in bulk which bringshieigdiscounts, greater investment in

R&D, greater efficiency and protecting compani@srfrclosing down.

The disadvantages include diseconomies of scatbeifcompany becomes too large,
making employees redundant which may affect thellef’motivation, clashes of culture

and conflict of objectives of between different imesses making decisions hard to make.

viii



CHAPTER ONE: INTRODUCTION

1.1 Background of the study

The volume of cross-border acquisitions has beewigg worldwide, from 23% of the

total merger volume in 1998 to 45% in 2007. Congalby, cross-border mergers occur
for the same reasons as domestic ones: two firmisnverge when combining them
increases the value (or utility) from the perceptwf the acquiring firm’s managers.
Multinational corporations sit at the intersectiohproduction, international trade, and
cross-border investment. Mergers and or acquistmntinue to be a dominant growth
strategy for companies worldwide. This was partiyeh by key stakeholders’ vigilance
in their pursuit of increased shareholder value Dgltald, Coulthard, & Lange, 2005).
As Lovas and Ghoshal (2000) noted, the internatibnainess offers the possibility of
exploiting three sources of the competitive advg@atainavailable for the national
companies; global efficiencies, the multinationdxibility and worldwide learning

process.

Keegan (2003) notes that most classifications aketaentry modes contain only generic
categories, such as direct or indirect exportimgndhising, licensing, joint venturing,

partially or wholly owned overseas subsidiary, ng@ment contracting and contract
manufacturing. Driscoll, (2005) makes a distinctioetween three broad groupings of
foreign market entry modes; export, contractual amngestment-based. Market entry
mode selection is a particular case of the widerstten process category often referred
to in the literature as market servicing decisi¢Bsnito & Welch, 2004).Root (2004),

three basic approaches to entry mode selectiopaasible: selection in absence of any



market entry strategy, or the sales approachfatherized by, among others, short time
horizons, no systematic selection criteria, fewdpied adaptations and no effort to control
overseas distribution; selection in accordance waititexisting market entry strategy and
selection which considers some strategy rule(s)iamolves systematic comparisons of

alternative modes available.

In the recent past, there has been a steady imclieathe number of mergers and
acquisitions taking place in Kenya and a recenepaone by Export Processing Zone
Authority (2005) brought this out clearly. Accordirto The Competition Authority

formally known as the Monopolies and Price Comnoissif Kenya (MPC), merger cases
presented to them in 2008, were 12% more than thiessent in 2007 (CAK); the figure
however slightly dipped in 2009 but is expectedpick in 2010 keeping in mind the

governments’ directives to banks to increase tménimum share capital.

1.1.1 Concept of International Business

Daniels, Radebaugh and Sullivan (2007), describerrational business refers to all
those business activities which involve cross borbansactions of goods, services,

resources between two or more nations.

International business comprises all commercialsaations that take place between two
or more regions, countries and nations beyond tipaiitical boundaries. These
transactions are both private and governmentalessainvestments, logistics and
transportation. While private companies undertakechs transactions for profit,

governments undertake them for both profit and tigali reasons. Transactions of



economic resources include capital, skills, andppedor international production of

physical goods and services such as finance, bgnikisurance etc.

A multinational enterprise (MNE) is a company thes a worldwide approach to
markets and production or one with operations imentban a country. An MNE is often
called multinational corporation (MNC) or transwaial company (TNC). Examples of
multinational corporations include vehicle manufi@ets such as General motors, Ford
motor company and Toyota, consumer electronics emmeg such as Samsung, LG and

Sony and energy companies such as Shell and BP.

1.1.2 Entry strategies

Mergers as a form of corporate restructuring haaeeived a lot of attention in the

financial environment and in the world economy. désr attributed to this can be

identified as; acceleration of the pace of techgiclal change, reduction in the cost of
communication and transportation, globalization @edmpacts on markets and market
share, emergence of new industries, increased tiydtesgulations in some areas and
deregulations in others (Tichi, 2001). The issuenafket entry strategy continues to be
of great interest to international business acadernd practitioners (Mayrhofer, 2004).
The chosen market entry strategy is important a@etiérmines the manner in which the
companies develop and implement marketing programgrdinate business activities

both within and across markets, and ultimatelyshecess in foreign markets (Malhotra
et al., 2003). From a market entry strategy stamipone of the greatest challenges for
cross border merger is overcoming the liabilitfaeignness i.e. the liability associated

with foreign operations (Miller and Parkhe, 2002).



Cross border Mergers world over are conducted ustliet regulation requiring several
approvals to be sort. For instance, in the Unit&ateS, theSherman Act of 189®as
enacted to control restrictive and monopolisticiérghat was emerging as a consequence
of mergers (Bacon and Gersdorff, 2008). Regulator&enya, August 2011 saw the
operationalization of the competition Act 2009. Ietr entry strategies are inherently
difficult. A firm’s managers need to consider thdluence of numerous factors both
internal and external to the firm in deciding wherd how to enter a market with a new

product (Lieberman and Montgomery, 2001).

According to the Boschetti and Moeller (2008), mkrgers/acquisitions would require
the Authority’s authorization before they are canswated. The aim of this being
establishment of checks and balances that enseretréimsaction does not lead to
concentrated market structures with ramificatiomstiee competition process. (CAK,
2013). When the competitive stakes are high, diearly in a firm’s best interest for its
management to plan carefully such a market entmyng decision by giving careful

consideration to a broad array of information inlohg information on the competitor,

the competitor's product offering, the market, ahe firm’s internal resources and

product offerings.

1.1.3 Mergersand Acquisitions

This is an aspect of corporate strategy, corpdnadémcing and management dealing with
buying, selling and dividing and combining of difat companies and similar entities
that can help an enterprise grow rapidly eitheitsnplace of origin or in a new field

without creating a subsidiary or child entity orngga joint venture. When one company



takes over another and clearly establishes itsetha new owner, the purchase is called

an acquisition.

A merger on the other hand happens when two figfien of about the same size, agree
to go forward as a single new company rather themam separately owned and
operated. Both companies’ stocks are surrenderdchaw company stock issued in its

place.

1.1.4 Banking sector in Kenya

The Kenyan banking sector remains sound and nesiNiereas the Kenyan financial
sector is developing and deepening faster thamtkeall economy. This is according to
the Central Bank of Kenya in a just released Bapl8rctor Development Report for the
second quarters ended 30th June 2012.There arak4 m Kenya. The first three banks
to be formed in Kenya were Barclays, Kenya Comnaéiank and Standard Chartered
bank. They are still the largest banks. Foreignkban Kenya control 40.3% of the
market share in terms of assets, with Barclays &tah chart controlling 30%.The
banking systems in sub-Saharan Africa (SSA) in gdnend Kenya in particular, are
shallow and fragile. This is reflected in low lengilevels, high interest rate spreads, high
levels of non-performing loans and several barlkif@s. The banking system in Kenya is

highly segmented by size and ownership factors.

There are the four segments as: foreign owned baytkernment owned banks, large
private owned banks and small private owned balnksght of the four segments, there
are three different relationships: lending relasioip between a bank and its borrowers;

deposit mobilization a bank and its depositors;pocate governance between the



shareholders and management of a bank. The analysis that different segments of
the banking sector face clients of significantlyfetent size and type and that this
segmentation has a strong impact on performantamis in each of the segments & is
based partly on economic and social factors suchhassize of a bank’s structure of
ownership; trust between banks and their clienégn&ntation affects and influences a
number of things: Lending decisions, Deposit mahiion and Governance of banks.
Structural constraints faced by banks in Kenya\amed, complex and grounded in

social factors.

1.1.5 CFC Stanbic bank

CfCStanbic Bank, which is part of the Standard B&rkup, is now the fourth largest
bank in Kenya measured by total assets. The Starignk Group, which has its head
office in South Africa, is Africa’s largest bank lnyarket capitalization and assets. At the
end of 2007, the Standard Bank Group had totalt@assk over R 1,191 billion
(approximately USD175.0 billion) and employed ovk,000 people worldwide. The
Bank’'s market capitalization as at 3 April 2008 w445 billion (approximately

USD18.6 billion).

CfC Stanbic Bank was formed in June 2008 out oéal that brought together Stanbic
Bank Kenya Ltd and CfC Bank Ltd, which includes @@nk, CfC Life, CfC Financial

Services, Heritage Insurance and Heritage Insurdiangania. CfC Stanbic bank is listed
on the Nairobi Stock Exchange (NSE) and currendly b market capitalization of Ksh

11.7b (USD 129m) at November©8011.



Customers of the previous separate banks contmwese their existing "home" branch
for over-the-counter transactions. The operatiors @oducts of the merged banks have
been pulled together and are able to provide ydh wibroader choice of tailor-made
products and services, delivered to you in a matimar best suites you.Both CfCbank
and Stanbic bank ceased to exist when the two fimegyed, and a new company, CfC

Stanbic, was created.

1.2 Resear ch Problem

Mergers and acquisition is a combination of twarmre enterprises whereby the assets
and liabilities of one are vested in the otherhvilte effect that the former enterprise
loses its identity. There are various ways thatgeesr and acquisition could happen
which include, Horizontal’: between enterprisesthie same product market and at the
same level of the production or distribution cycMertical’: between enterprises that
operate at different levels of the production ostrlbution cycle. ‘Conglomerate’
between enterprises operating in different markétse motivation of mergers and
acquisitions is to diversify the areas of activagd thereby to reduce business risks,
achieve optimum size to reap the benefits of ecgnoinscale and to reduce the duplicate

expenses and thereby to improve the profitability.

Despite the fact that a large proportion of worldevmerger activity involves firms from
different countries, the voluminous literature orrgers and acquisition has focused
primarily on domestic deals between publicly trafieds in Kenya. In recent years, the
growth in mergers and acquisition activity creaiecreased competition for. Different

firms both locally and internationally have poorimadequate understanding international



mergers and acquisition, as they do not addressrder of factors related to country-
based differences between firms, such as culturajemgraphic variables, or factors

associated with the firm’s home country’s economy.

Many researchers have addressed the question thwgeis resulting from mergers and
acquisition (Dalkir & Warren- Boulton, 2001).Accand to Mutambah (2012), the focus
of the operations of multinational corporation®msthe coordination of the allocation of
resources in its international operations in ortterminimize production cost and

maximize revenue. Yip (2006) notes that the succdssiany Japanese firms in the
global marketplace has made much attention to bemrsed on the marketing and entry
strategies and tactics used by Japanese compahadisian and Shenkar (2004)

underscore the importance of the foreign marketyanbde decision indicating that entry
mode chosen has a major impact on the level ofrabtite company has over the

venture.

This paper evaluates the extent to which thesenat®nal factors influence the decision
of firms to merge. It focuses on cross-border mergad acquisition but is not present to
the same extent in domestic mergers and acquisisach as cultural differences,
geographic differences, country-level governancH#eminces, and international tax
effects. It looks at the use of Mergers and actjois as an entry strategy by CfC
Stanbic in the Kenyan market. The research widrafit to answer the question: how has
CfC Stanbic used mergers and acquisitions as ary sirategy to access the Kenya

market?



1.3 Resear ch Objectives

To establish mergers and acquisitions as an etrtegy by CfC Stanbicin the Kenyan

market.

1.4 Value of the Study

To the Kenyan multinational enterprises, the studly be of valuable to the Kenyan
multinational enterprises management in that it pibvide an insight into the use of
mergers when entering a new market for effectiveé successful marketing strategy and

increase of profits.

The study will be useful to the government in pgi@king regarding taxation and other
regulatory requirements of the multinational entiegs merging with the local

companies in the country.

To the academicians, the study will provide a uskefsis upon which further studies on
market use of cross border mergers in the privatdos could be conducted. This is
because, the study will add to the existing podtrafwledge and therefore form part of

literature on use of cross border mergers by matitmals



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter presents theoretical foundation aneewe of past literature on the use of
mergers by multinational companies to access locahew markets. Therefore, the

chapter is structured into theoretical foundatiod ampirical review.

2.2 Theoretical foundation

The theoretical foundation looked into are the nmdéional Entrepreneurship theory

(IET) and the bargaining power theory. These tlesoare discussed below.

2.2.1International Entrepreneurship theory (IET)

This theory is about the trend and behavior obserirgernationally concerning
entrepreneurship with a major focus on how compuigcover, enact, analyze and

exploit opportunities in the production of goodsl &ervices.

According to Masum, & Fernandez, (2008), entrepuestap is one of the most common
forms of internationalization as the entrepreneas the knowledge on how to measure
the opportunities in the market with the abilityd@ate relationships that are stable with
other organizations, consumers, suppliers and a&ctars in the market (Sauvant,

Mendoza, & Irmak, 2008).

The entrepreneur should be objective and a riskrtakd should be able to commit
resources in a more efficient manner in order taimtcompetitive advantage for the

company. In this theory, the entrepreneur needeée opportunity in other countries and

10



exploit ay new opportunities that may arise in tharket (Sauvant, Mendoza, & Irmak,

2008).

2.2.2 Bargaining power theory

Bargaining power theory asserts that the entry madem chooses depends on the
relative bargaining power of the firm and the fgregovernment (Franko, 1971; Tallman

and Shenkar, 2004).

As noted by Gomes-Casseres (1990) and others whe dmployed the bargaining
power framework, access to foreign markets is otlett by political actors at home and
abroad, so that the initial market entry decisi@s ko include the political imperative.
Without these actors' explicit or implicit permi@sj no subsequent marketing activity is

possible (Boddewyn and Brewer, (1994).

International firms often negotiate with a variefygovernmental actors to accomplish all
or part of their objectives (Wells, 1973).Thus; ttergaining power of the political and
corporate actors in market entry decisions becomeslient consideration (Gomes-
Casseres, 1990). Bargaining power theory starts fhee premise that a firm has a natural
preference for a high-control mode of entry, sitlds is the most desirable arrangement
in terms of the firm's long-run ability to dominateforeign market. However, the firm

may be forced to settle for a lower control modermty if it has low bargaining power.

As used in this study, the term bargaining powégrseto a bargainer's ability to set the

parameters of the discussion, win accommodatiom® fithe other party, and skew the

11



outcome of the negotiation to the desired ownerahgrnative (Lax and Sebenius, 1986;

Tung, 1988).

A primary source of the host government's powettha negotiations is its ability to

control the market access and to hand out or wiglvdn incentives for the investment
project. On the other hand, as noted by Kumar ambreBnanian (1997), BP theory
suggests that much of the firm's bargaining powems from ~“ownership advantages"
that it possesses, such as the ability to emplayplpeand contribute to the local
economy. According to the bargaining power theding actual mode of entry a firm

eventually settles for will depend on the relatbargaining power between the firm and

the host government.

2.3 Factors Affecting Use of Mergers by I nternational Companies

Di Giovanni (2005) considers cross-border mergaitgesflows in the 1990-1999 period
for a broad set of 193 countries and estimatesrglsi gravity model using a Tobit
specification that controls for possible bias caulsg censored data. The results indicate
that geographical distance negatively affects thkeies of international deals, which are
also influenced by GDP and financial variables.msiralso tend to invest more in

countries with which they trade more and with whilcey share a common language.

In a similar vein, Hyun and Kim (2010) analyze t8lal M&As in 101 Organization for
Economic Co-operation and Development (OECD) anetld@ing countries worldwide
over the 1989-2005 period. By estimating a Tobiteipthey show that market size and
a common language have positive and significargcesf while distance is negatively

related to cross-border M&ASs.

12



Coeurdacier, De Santis and Aviat (2009) analyzesszhwrder M&As in the
manufacturing and service sectors for a sampleldE®opean and OECD countries for
the 1985-2004 period. They include GDP, the degfemapitalization, the presence of a
common language, and trade integration as contfots country characteristics.
Geographical distance is found to have a no sigamti impact on cross-border M&ASs,
potentially because the sample consists primarilydeveloped countries, where the

information costs measured by geographical distanedess important.

The contribution by Ragozzino (2009) is based om-fevel data and focuses on 608
international deals made by US companies worldwinlethe 1993-2004 period.

Ragozzino demonstrates that acquirers prefer sttavedrship deals in remote locations
and full ownership in proximate locations due te fitresence of asymmetric information.
Moreover, he finds that if cultural distance anditpal risk are high, firms seek higher

ownership stakes in more distant locations thasidser ones.

Lerner (1995) examines the role of geographic d#aas a determinant of board
membership of venture capitalists (VCs) in entrepugial firms, finding that proximity
significantly increases the likelihood of directrpapation by VCs in these firms. In
turn, the monitoring function of VCs reduces th&ksi of agency problems that tend to

surface when appropriate controls (such as dir@digipation) are not in place.

2.3.1 Cultural Differences

Cultural differences have been often indicated s af the main drivers of economic
relationships between countries, as the closer éa@nomies are in terms of social

behavior, the lower the transaction costs and,umm,tthe higher the probability of

13



observing movements of people and the exchangaepifat and goods. However, several
contributions have proxied for cultural closenegs smply including a dummy for

sharing a common language.

Recently, Ragozzino (2009) employed the well-kn@uttural index originally proposed
by Hofstede. In his seminal contributions, Hofst€#i@80, 2001) grouped countries on
the basis of four cultural dimensions, namely, podistance, uncertainty avoidance,
individualism versus collectivism, and masculinigrsus femininity. Two other cultural
dimensions were subsequently added to define theralprofile of a nation: long-term

orientation and indulgence versus restraint.

Cultural factors in IM&As can be studied at botte tbrganizational and the national
levels. These two levels of culture should be &eéas separate variables to show how
they relate to other aspects of IM&As (organizagiorstructure, performance, and
acculturation). Larsson and Lubatkin’s (2001) assest shows that most researchers
have treated organizational and national cultureresfactor in their analyses; and have
concluded that culture clash results in a decinghiareholder value at the buying firm, it
affects organizational restructuring, it cause®tewboration of operating performance at
the acquired firm, it lowers employee commitment aooperation, and it results in

greater turnover among acquired managers.

Acknowledging the importance of culture in the st of IM&As, researchers have
recommended a harmonious integration of the be&ef$ values of merging firms and
say that the ability to integrate organizationaltunes ( achieve acculturation) is more

important to merger success than financial or egjiatfactors. In summary researchers,

14



consider cultural synergy an important successofa¢Marks and Mirvis 2001).
However, most researchers have treated cultuteeabrganizational level and discussed
success factors of cultural integration in M&Asihe exception of few (Rondinelli and
Black 2000) who have treated culture at the natiteneel but have analyzed IM7As and

trends in a specific region.

A few researchers who acknowledge that national amnizational cultures act at
different levels still include them in their anal/ss one factor. One of the most cited
studies is Malekzadeh and Nahavandi's (1998) workhe role of leadership in IM&AS.

They acknowledge that acculturation takes place tvad levels, national and

organizational concept that has been called a ddalkred acculturation process.
However, they consider both levels of culture ag p& the leader's mindset, with a
major impact on the acculturation course leadinthéoeventual success or failure of the

merger.

National culture sets the direction of how foreignestors are perceived by the host
country and defines the host government’s prefa®mt economic and social forms and
consequently in its trade policies. Through thestitutions, nations affect the norms

according to which buying firms manage the postigition process.

The influence of national culture on acculturatmnIM&As might be hard to specify
empirically, but also hard to deny (Larsson and dtkim, 2001). To support this
argument, Larsson and Lubatkin compare SwedishAanerican cultural preferences in
IM&A. They argue that Swedish buying firms are mditeely than American buying

firms to achieve acculturation. Swedish firms, tsay, are more likely that U.S. firms to

15



govern the post-acquisition process in ways thatinmze culture clashes and improve
the likelihood of achieving acculturation (egahitenism, collective responsibility,

cooperation, jointly negotiated agreements andntaly compliance).

Executives of different nationalities have a diéfier perception of risk, which affects
their evaluation of a merger. The perception d ostheir attitude toward uncertainty is

one of the national cultural dimensions that allmve to measure cultural differences.

2.3.2 Geographic Differences

While it has been argued that the relevance of iggdac distance should decrease over
time, as telecommunication, information technolagyy transportation systems advance
(Grosse & Trevino 1996), there is a growing bodyvofk that has studied the economic
importance of geography to firms' ability to growjnovate, and even survive

(Audretsch& Stephan 1996).

The recent literature has emphasized that geogralpHistance helps to explain how
managerial perceptions of foreign countries maytesyatically influence decisions
regarding firms’ international activities (Hakans&hAmbos, 2010). The geographical
distance (GEO) between countries has been commsgethe distance in kilometers
between the countries’ capital cities where theceatration of economic activity is

typically highest.

Evidence of the importance of geographic distarsca proxy for information asymmetry
exists in the M&A area as well. A recent paper bpt® and Rticker (2007) shows that
the wealth effects experienced by German firms igioguforeign targets vary greatly

based upon the proximity of their investments. Mprecisely, these authors show that
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all else constant, acquirers experience positiveautative abnormal returns of 6.5
percent when buying a firm in a neighboring counirile they lose an average of 4.4
percent in other deals. In a related paper, Gnoteléamber (2006) study a sample of US-
based acquisitions and bring evidence of firmsagrereturns in proximate investments
than in remote ones, owing in part to the avaiigbdf better information on targets in

less distant deals.

2.3.3 Differencesin Valuation

A potentially important factor in international ngers is valuation. Given that markets in
different countries are not perfectly integratedluation differences across markets can
help to motivate cross-border mergers. Supposeahfam’s currency rises for some
exogenous reason unrelated to the firm’s profigbilThis firm would find potential
targets in other countries relatively inexpensleading some potential acquisitions to be
profitable that would not have been profitable ls bld exchange rates. Therefore, we
expect to observe more firms from this countrynigage in acquisitions, since they will

be paying for these acquisitions in an inflatedeunicy (Tallman and Shenkar, 2004).

The logic by which valuation differences can leadctoss-border mergers depends on
whether participants believe these movements amgdeary or permanent. If the
valuation differences are temporary, then crossidromergers effectively arbitrage these

differences, leading to expected profits for theuaers.

Shleifer and Vishny (2003) develop a behavioral etad which firm values deviate
from their fundamentals. Managers of an overvalwdjuirer consequently have

incentives to issue shares at inflated prices tpdssets of an undervalued or at least a
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less overvalued target. This transaction transfatie to the shareholders of the
acquiring firm by arbitraging the price differenbetween the firms’ stock prices. The
key component of this model is that the sourcehef valuation difference is private

information owned by managers.

While it is implausible, that one particular firmmanagers have superior information
about the valuation of the overall market or anytipalar currency. Baker, Foley, and
Wurgler (2009) argue that cross-border mergers dcaiimilarly occur because of
mispricing of securities from fluctuations in rigkersion by local investors or irrational
expectations about a market's value (each accore@ay limited arbitrage), implying

that managers of target company would be willingaotept payment in a temporarily

depreciated currency or overvalued stock.

If the valuation differences are permanent, theaetitveness of mergers, especially the
ones that involve targets with cash flows in locatrency, would be unaffected by the
valuation movement. However, there are a numbechainnels through which even
permanent valuation differences can affect mergepgnsities. As Kindleberger (1969)
originally observed, cross border mergers can obeaause under foreign control, either

expected earnings are higher or that the costmfatas lower.

If domestic firms produce goods for sale oversgasompete in their domestic market
with overseas competitors, then the profits of dstmefirms potentially increase the
following permanent currency depreciations, makihg firms attractive to potential
foreign acquirers. Alternatively, when a foreigmfis value increases relative to that of a

domestic one, for example through unhedged exchaaigechanges or stock market
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fluctuations, its cost of capital declines relatteethat of a domestic firm because of a
reduction in the magnitude of the information pesbs it faces in raising capital (Froot

and stein (1991).

This argument implies that permanent changes inat@n can lead to cross-border
mergers because the value changes lead to a l@septcapital under foreign control,
allowing potential foreign acquirer to bid more eggpively for domestic assets than
domestic rival bidders. Because this explanation dorelation between currency
movements and cross-border mergers is based omresyim information, it is likely to
be particularly relevant in the case of privateyéas, for which asymmetric information

tends to be high relative to otherwise similar putdrgets.

2.3.4 Advantages of use of mergers

A merger occurs when two firms join together tonfoone. The new firm will have an
increased market share, which reduces competifiis. reduction in competition can be
damaging to the public interest, but help the fgean more profits. However, mergers

can give benefits to the public (Marks and Mirvix)2).

Economies of Scalehis occurs when a larger firm with increased autpan reduce
average costs. Lower average costs enable loweesprior consumers. Technical
economies, if the firm has significant fixed co#ten the new larger firm would have
lower average costs. Bulk buying, a bigger firm ggt a discount for buying large
guantities of raw materials. Financial benefits velvy better rates of interest are offered
for large companies. Organizational advantage, l@sa office rather than two is more

efficient (Grote & Umber 2006).
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International Competition, mergers can help firnealdwith the threat of multinationals
and compete on an international scale. Mergers aflaw greater investment in R&D.

This is because the new firm will have more prafitich can be used to finance risky
investment. This can lead to a better quality addgofor consumers. This is important for
industries such as pharmaceuticals which requlcg af investment. Another advantage
is greater efficiency, redundancies can be meritethey can be employed more

efficiently(Hyun & Kim 2010).

Mergers and acquisitions help protect industriesnficlosing business. Mergers may be
beneficial in a declining industry where strugglifigns are to stay afloat in the hard
times. In the UK government allowed a merger betwelyods TSB and HBOS when

the banking industry was in crisis.

2.3.5 Disadvantages of use of mergers

The disadvantages of mergers and acquisitionsdiseconomies of scale if business
becomes too large, which leads to higher unit cesis clashes of culture between

different types of businesses can occur, redutiagffectiveness of the integration.

The companies may need to make some workers reduedpecially at management
levels and this may have an effect on motivatidmer€ may be a conflict of objectives
between different businesses, meaning decisionsmame difficult to make causing

disruption in the running of the business (Coeurta®e Santis&Aviat2009)

20



CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

This chapter covers the research design and réseathod used to carry out the study.
In particular issues related research design, tmulption, the type of data that was
collected, data collection instrument, validity argiability of the instrument and the

technique for data analysis and presentation augsed.

3.2 Resear ch design

A case study plan was used for this study. The dsdy research design is an
appropriate method because it is an essential asp&wquiry that is preliminary to the

formulation of types and generalizations. The cdgdy is a way of ordering social data
with the view of preserving the unitary charactefswhatever is being studied. The
function of the case study is to describe the @agerms of the particularities that are
observable. This makes it possible for the researdlo undertake an intensive

examination of the specific factors implicatedhe tase.

According to Mugenda and Mugenda (2003), samplirgggdure refers to a systematic
process of selecting individuals to represent #rgdr group from which they will be
selected. The researcher used a stratified sam@tipgpach to cover the total population
given the nature of the respondents. The main ddganof sampling was that it was
difficult to observe the whole population; theref@ampling helps to reduce costs and

time related to observing the entire populatiorsdable case in census
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Sample size refers to the number of subjects. Alicgrto Mugenda and Mugenda
(2003) the sample size should be as large as pessibas to produce the salient
characteristics of the accessible population toaeceptable degree. The sample size
should be in such a way that it is within plus anas 0.05 of the population proportion

with a 95 percent level of confidence

Ramenyi et al (2003) argue that 10 % to 20% of sgibée population is acceptable in a
descriptive research. The researcher will examisample of 9 which is 20% of whole
population in CFC Stanbic bank. Stratified rand@mpling technique was used in order
to divide members of the population into homogesesubgroups before sampling and

subdivided into group or strata to obtain a repregese sample

3.3Data Collection

In order to investigate the use of mergers by matibnal companies, interview guide
was used to gather information from sampled em@ogyat the company. Interview
guestions were designed to investigate the useeofens by CfC bank and Stanbic bank

to enter the Kenyan market.

According to Ngechu (2004), a population is a vagfined or set of people, services,
elements, events, group of things or household$ #na being investigated. The
population of interest /respondents of this stugyenthe staff at CFC Stanbic bank. The
study targeted9employees in the company,3 fromléegt management, 3 from mid-

level management and 3 from low-level managemetitarcompany.

22



In order to obtain views aimed at investigating tise® of merger by CFC bank and
Stanbic bank, employee in the three managemenislevere selected. The researcher
used the interview guide as the main data collaciistrument. The interview was in

depth allowing the interviewer to ask opinions et gnrestricted comments allowing the

researcher to take notes for analysis and givemewndations for the study.

3.4 Data Analysis

Before processing the responses, the case studytaisearch for data patterns that help
in the analysis. A qualitative content analysis wagployed. The content analysis was
used to analyze the respondents’ views about teeofisnergers by CFC bank and
Stanbic bank. The data was then be coded to enlableesearcher make explanatory

assertions. Narratives have been used to desbebaverall results.
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CHAPTER FOUR: DATA ANALYSIS, PRESENTATIONS AND
INTERPRETATION

4.1 Introduction

This chapter presents the data presentation arlgsandl he main objective of the study
was to establish mergers and acquisitions as awy strategy by CfC Stanbic in the
Kenyan market. The study targeted 9 employees & nfanagement levels of the
company. The researcher used the interview guidlieeahain data collection instrument.

A gualitative content analysis was employed.

4.1.1 Response Rate

Sample size was 9 employees in the managemenslef/€fC Stanbic bank. However,
due to various study limitations only 6 staff memsbe@ere successfully interviewed. This
translates to 66.67%. According to Mugenda and Mdge(1999), a response rate of
50% is adequate for analysis and reporting; ach&9% is good and a response rate of
70% and over is excellent, so from Mugenda (1988 ,response was excellent, hence,

the response rate was deduced as excellent.

4.2 Demographic infor mation

4.2.1 Thelevel of management in the company

The study found out the level of management of rdiepondents and elaborated their
roles. According to the study, findings there winee levels of management that were
indicated. These included top-level managementdkaitevel management and lower

level management. The majority of the respondamdgcated that they were in middle
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level management, which was comprised of differaahagerial levels. The study also
asked them to indicate the roles they play in tH€ Gtanbic. Bank Supervisor:

responsible for a small group of people, usuallngdhe same job or very similar jobs.
The supervisor handles work assignments, timekgeand problem solving. They are
responsible for quality, motivation, and trainingank Manager: responsible for the
planning, organizing, directing, and monitoring ragement functions, but usually in

partnership other managers; also, they are redgensir quality, schedule, and budget,
but not for the people related functions like tnagnand discipline. Manager: responsible
for HR responsibility, and more discretion. Senidanagers: responsible for the
administrative and functional direction of a groobemployees. They generally have
more discretion and greater financial authority.n&al Managers: responsible for
supervising the other managers of all their funian the company, they are also the

hiring authority for the company and decision-makin

4.2.2 Education level of therespondents

The study sought to find out the education levethef respondents. The results obtained
indicated that majority of the respondents had hredccollage education; another had
university education while a few had postgraduakecation. This implies that majority
had adequate knowledge and could therefore proxetge information with regard to
the aim of the study. It also emerged that majoofythe respondents were still

continuing to upgrade their education level throughous institutions of learning.
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4.2.3 Period worked in the company

The study sought to find out the period the respatsihave worked in this company this

would be essential in determining

Their experience and knowledge about theme geehteyethe company. The results
obtained showed that majority of the respondentewad worked for 6-10 years there
are those who have worked for between 1- 5 yehesetare those for who have worked
for 11-15 years, others forl6-20 years and thenadfethem haveworkedabove20 years.
These findings imply that the majority had adequatperience with the company and

therefore knew more about the mergers.

4.2.4 The opportunities that influenced the choice of Kenya as a market for
the company

The study sought to find out the opportunities thduenced the choice of Kenya as a
market for the company. According to the study ifigg, the respondents indicated the
opportunities influencing the Kenyan market as aiah is credited to the Kenya’'s
expanding banking sector. The large number of gemaeking better terms in the
banking services influenced the need for the bankadnsider the Kenyan market as
viable. The virgin property market financing als® indicated by majority of the
respondents as untappeds sector that the bankppeetunity to venture. The growing
demand for financial products among various sectorKenya is also ideal to make
business. According to the majority of the respomslethe unique products of the bank

gave it confidence that the Kenyan market is idealtheir business. It is therefore
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indicated that majority of the respondents in #tisgdly mentioned market share, finances,

name brand and customer base which is similar ionda and Shenkar, (2004) findings.

4.2.5 Reasons for using mergers as an entry strategy for your company to the
local market

The study sought to find out the reason why thepamres chose this mode of strategy to
enter into the Kenyan market. The results obtaindtle study indicated divergent views
from these respondents interviewed. Majority inthdathat improving market research
as the main reason for using mergers as this wowtk them to understand their clients
better and broaden the base. According to the sitligr respondents indicated that the
reason was to maintain a competitive ensure thatstrategies employed are better to
remain a floating a competitive market such as leeere are those who indicated that
enhancing performance and cost efficiency as onthe&fe as on of rising this entry
strategy as this woulden sure that both the conegsamiit their resources together to be
able to attain this goal. The cost efficiency istier issue which some respondent raised

as reasons for the companies choosing this modetof.

4.2.6 Thechallengesinvolved in the CfC Stanbic merger.

The respondents were asked to indicate the chake@fC Stanbic Company is facing in
Kenya and according to the study findings the Ct@nBic Company was faced with the
challenges of profitability of other operators fioig them to streamline their operations
and develop new revenue streams in this marketrd$@ondents also indicated that one
of the greatest challenges for investing abroadCi@ Stanbic is overcoming the liability

of foreignness meaning the liability associatedhwireign operations from a market
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entry strategy point. The respondents also indicdkee challenge of making strong

decisions since they keep on evolving in the market

4.2.7 Wher e the company banking products sell well in the Kenyan market

The study sought to find out the main part in Kerthat respondent well to their
products. There results obtained indicated hat ntyjof the respondents mentioned the
urban areas because this is where majority of éddgaopulation could be found. The
products from the company often target property ketaand loans for the salaried
individuals. There are those who thought that tleket was also entering well in the
rural areas where farmers and others use theircssrto acquire assets. A small section
of the respondents indicated that the market i$ addnced and the bank could be found

in most towns in Kenya.

4.2.8 Whether choice of Kenya as a market influenced your decision to market in
near by markets

These respondents were asked whether the compaergsato the Kenyan market had
any effect on their subsequent access to the neaablet. According to the results from

the study majority of the respondents agreed tmatihfluence this positively. There as

given include that the interaction in the east &drifree market has enabled many
potential clients to know more about the bank potslwhich hasled to an increase of
those seeking these services. As a results the loaohlbeen forced to open branches in
areas outside the country to reach out to thesmtslisuch as in southern udan and

Uganda as similarly found by Coeurdacier, De Saauid Aviat (2009) analyze cross-
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border M&As in the manufacturing and service sexfor a sample of 31 European and

OECD countries for the 1985-2004 period.

4.2.9 Whether the Kenyan market has grown

This study question was aimed at finding out whetthere was any progress in the
Kenyan market by the company since its entry. Mgjaf the respondents in the study
indicated that the bank has tremendously grown teasdcreated a name for it self the
competitive market. This is similar to the findingoy Hyun & Kim (2010) indicating

that another advantage is greater efficiency, rddnoies can be merited if they can be
employed more efficiently. However, a slight majprof the respondents felt that the
company has not grown as was expected as a rdsthie ahallenges it has faced in
trying to adapt its products to the Kenyan markatclv has also derailed their growth,

not forgetting the rampant competition from othearials.

4.2.10 Whether the banking company did any licemsind franchisingr rangements
with any other party in Kenya

The respondents were asked to indicate whether ¢beapany had done any licensing
and franchising arrangements with any party in kemccording to the study findings,
CFC Stanbic Bank has made licensing and franchisirengements with other banking
companies, in order to establish owned subsidiarigsensing and franchising
arrangements are non-equity associations betweeémtemational company and a party

in Kenya.

The study also further ask the respondents howmdiog and franchising arrangements

have influenced the company’s operations and Retarimvestment (ROI). According to
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the study findings, licensing is a common methodireérnational market entry for

companies with a distinctive and legally protectsdet, which is a key differentiating
element in their marketing offer similar to thedings by Coeurdacier, De Santis and
Aviat (2009) in their analysis. The respondentsthier stated that because little
investment on the part of the licensor is requitegnsing has the potential to provide a

very large return on investment (ROI).

4.2.11 Whether the company experienced culture crush after the venture

The study sought to find out whether the differenge culture had any effect in the

company trying to venture in the Kenyan market. Tésults obtained indicated that
majority of the respondents refuted that claim iagrt as not true. This is because the
merger between the companies was well organizecaemadiged and the bank was also
established in the Kenyan market before mergers Echoes the study by Ragozzino
(2009) employed the well-known cultural index oniglly proposed by Hofstede .There
are however a few who indicted that there was &lpm in merging the organization

culture as they had been used to operating diffigren

4.2.12 Whether the banking company has been affected by the geographical
position of Kenya

The study question sought to find out the effecthef geographical position between the
two merging companies. This according to majorityhe respondents was not a major
issue because of the increased level of commuaicdtirough instant messaging on the
internet and mobile phones. The efficiency in comitation has brought far distant

location too close to each other. This is therefooé a major issue as indicated by
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majority of the respondents. There were howevervgw still felt that it the impact as

the geographical position influenced their choiterdry strategy.

4.2.13 whether Kenya isa strategic geogr aphical location

This was aimed at finding out whether the choicesiofry was based on the strategic
position of the country. According to the majority of
therespondentsKenyaislocatedinagoodgeographictitpozinsidering  this is the
entrance out to the eastern and central Africa Edyging a power house in the region. It
is therefore influential when it comes to multioaital company’s decision to tapin to the
local or regional market. The infrastructure in Kans also adequate to facilitate trade
and therefore majority of the companies feel thattimg from the country they would be
able to venture in other countries in the regiohisTechoes the findings by Grote and

Umber (2006).

4.2.14 CfC Stanbic Bank benefitsin terms of risk and market opportunities

According to the study finding, majority of the pesidents indicated that the company
has benefited it is has been able to venture dgdapim Kenyan market. The increase in
the customer base and ability to come out with petsithat suit well in the local market
are some of the issues raised by respondents afidi@into the bank which has seen it
rise in capital and spread to other major townshm country. Similar to findings by
Grote and Umber (2006) study a sample of US-basgdisitions and bring evidence of
firms' greater returns. The handles laid by pooatiicial policies by the state and extreme

competition are some of the risks that the comgaasyfaced and been able to overcome.
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4.2.15 Challenges associated with differencesin valuation

The study was aimed at finding whether there werdeat challenges which come as a
result of valuation. The results showed that mgjaf the respondents the differences in
the market and the exchange rate was a major ohallevhen taking this option. It is

similar to the study by Shleifer and Vishny (20@&)Velop a behavioral model in which
firm values deviate from their fundamentals. Thauld therefore have effect on the
company profitability as the trading currencies ge®n fluctuating. According to the

study when this valuation difference is permandéentit would not have effect on the

company compared to when it sunstable.

4.2.16 The Company opened fully owned enterprisesin the country

The study was aimed at finding out whether the comyphas fully owned enterprises in
the country which majority of the respondents iatkcthe company did not have fully
owned enterprises. In the same study some of thgonelents indicate that the bank

could have some in other parts of the region btitmthe Kenyan market.

This agrees with study conducted by Grote and Uni®@06) study a sample of US-
based acquisitions and brings evidence of firmsatgr returns in proximate investments
than in remote ones, owing in part to the avaiigbof better information on targets in

less distant deals.
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CHAPTER FIVE: DISCUSSION, CONCLUSIONS AND
RECOMMENDATIONS

5.1 Introduction

This chapter consists of the summary of findinggotusion and recommendation of the

study and there after the suggestions for furthetiss respectively.

5.2 Summary of Findings

The summary of the findings were done accordinght study objective and results
obtained in chapter four. The objective of the gtwdas to establish mergers and

acquisitions as an entry strategy by CfC StanbtbénKenyan market.

On the level of management, majority of those ineavee dare in the low level
management. The level of education of the respdedsrtollege graduates. Majority of
the respondents have worked in the company for@0-years. The opportunities that
influenced the choice of Kenyan market for the campis market share as indicated by
majority of the respondents. The use of mergeranasntry strategy for the company to
the local market majority of the respondents inidamproving market research. There
are many challenges involved majority of the resleons indicated that there were many.
The company banking products sell well in the Kenyaarket majority of the
respondents indicated entire country has been guyi@ products. The choice of Kenya
as a market has influenced the company decisiomaoket in nearby markets as
indicated by majority of the respondent. The Kenyaarket as grown is indicated by
majority of the respondents in terms of market sh@n whether the banking company

done any licensing and franchising arrangements anly other party in Kenya, majority
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of the respondents disagree agree. The compangdhaxperienced culture, crush after
the venture as majority of those who responderdgieed. The banking company has not
been affected by the geographical position of Kenyajority of the respondents agreed.
Kenya is a strategic geographical location, majadree it is entrance to the eastern and
central Africa Kenya being a power house in theaegOn the company benefit in terms
of risk and market opportunities, majority of tespondents indicate that it has been able
to venture deep in the Kenyan market. There arketigees associated with differences in
valuation majority of the respondents agree thatfdeences in the market and the
exchange rate has effect on the company’s prolit\abihe company has not opened
fully owned enterprises in the country as indicatgd majority of the respondents

indicated the company did not have fully owned gntses.

5.3 Conclusions

Despite the goal of performance improvement, resfitttm mergers and acquisitions
(M&A) are often disappointing compared with resyltedicted or expected. Generally,
the companies in our sample design their M&As basedheir long-term development

strategy plans rather than their passive respangeetchanges in external environmental
or irrational behavior. Most companies have cleaalg and plans before they perform
M&As. The company gains its technical knowledge arpertise mainly through organic

growth, including establishing partnerships. EackAVActivity, firms can have multiple

motives, with some as their primary motives.
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5.4 Recommendations

Cross-border infrastructure is found to have amdaeger positive effect on the model.
Economic and population sizes seem to be the dormidavers of both trade and
investment in road infrastructure, while cross-eordoad infrastructure has some

identifiable influence on trade levels.

Firms can have multiple motives, with some as thegmary motives. The motive should
be clearly stated which could include expandingggaphically, achieving more rapid
growth, expanding or improving the product mix, rg@ag economies of scale, and
acquiring technical knowledge & expertise amongemthwhich both merging firms

should have clearly stated

5.5 Limitation of the Study

One of the major limitations was in terms of regpemts ready and willing to respond to
enquiries on the research, also the data colleeésdoo little in relation to the number of
variables; it may be too small to assess the statisignificance of many of the findings
or to generalize them in any way. The single obeewas not familiar with the many
respondents involved; this made it difficult to etetine the reliability of information
provided by the respondents. Limited accessibibtynformation in the organization due
to confidentiality being maintained which straingctessibility of data, there was also a
lack of cooperation from some staff during intewseas they had to go out of their work

schedule to respond.
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APPENDICE: INTERVIEW GUIDE FOR CFC STANBIC BANK
COMPANY STAFF

Introduction: Background question

1. Which level of management are you in? In additiwhat are your roles?

2. What is the level of your education?

3. For how long have you worked with this company?

4. What are the opportunities that influenced the obhaf Kenya as a market for the
company?

5. Why did you choose to use mergers as an entryegydbr your company to the local
market?

6. Are there any challenges involved? Name them.

7. Where the company does’s banking products sell welie Kenyan market?

8. Has the choice of Kenya as a market influenced ylaaision to market in nearby
markets?

9. Since the entry in Kenya, do you think that thekmetithas grown? If yes, explain the
growth.

10.Has the banking company done any licensing andlfiaimg arrangements with any
other party in Kenya? If yes name the parties.

11.Has your company experienced culture crush afeevémture?

12.Has your banking company been affected y the ggbgral position of Kenya?

13.1Is Kenya a strategic geographical location?

14.How does the company benefit in terms of risk aradket opportunities?

15. Are there challenges associated with differencesination?



16.Has the company opened fully owned enterpriselsarcountry?



