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ABSTRACT

Strategic management has been widely embraceddaniaations all over the world in
pursuit of achieving efficiency and effectivene$stt ultimately lead to competitive
advantage over competitors. Organisations emplayegfies that will catapult them into
better organisational performance. A well impleneentstrategy leads to improved
efficiency and effectiveness in an organisatione Tpurpose of this study was to
determine the strategies employed by State Colpagatin Kenya and the extent to
which they influence organizational performancer€hare diverse strategies that an
organisation can adopt. The choice of strategyepeddent on a myriad of factors
including organisational culture, resources, cdpes and external forces and factors.
Organisation must therefore carry out analysislioth@se factors to determine the best
strategies to adopt. The goal of implementing th@ategies is to achieve better
organisational performance. In carrying out thiglgt the target population was 184State
Corporations in Kenya out of which 100 respondedingi a response rate of 54.3%. The
data collection instrument was a questionnaire wivas delivered to the respondents.
Quantitative data collected was analysed by desegistatistics and presented through
percentages, means, standard deviations and cReota.the study it was found out that
State Corporations in Kenya have vision and missiatements that are written down
and communicated to all employees.The study furfoend out that the strategies
employed by State Corporations are mainly basedosh leadership and diversification
of products/services. In addition, the research cmles that measurement of
organizational performance was important in theanizations and that most of the
organizations balance use of both financial and-fir@ncial performance measures.
There was found to be a weak to moderate positireckation between strategy and
resulting performance with majority of the orgamiaas concurring that their
performance had improved as a result of their apgres to business. This weak
correlation implies that strategy is not the onlgtedminant of an organization’s
performance. Other factors internal and externaiht® organization affect the overall
organizational performance. The study recommenawilhmembers of the organization
be involved in the running of the business thusaening idea sharing and consultations
thus fast decision making.In conclusion, the stdetyermined that the strategies empoyed
by State Corporations in Kenya influence perfornegpasitively.



CHAPTER ONE: INTRODUCTION

1.1  Background of the Study

Organizations are created as a means to an emthitva goals, which are to create value
for its stakeholders. A key goal for organizatioiss to achieve efficiency and
effectiveness. This is mainly achieved by effectimeernal management, ensuring
accountability for results, and monitoring the pemiance of different divisions within
the organization in order to better benefit froraittcapital and workers (Haberberg and
Rieple, 2008).

Strategic management has been widely embraceddaniaations all over the world in
pursuit of achieving efficiency and effectivene$stt ultimately lead to competitive
advantage over competitors.The concept of strategitagement has been defined as the
art and science of formulating, implementing andle&ting cross-functional decisions
that enable an organization to achieve its objest(David, 2005).

In Kenya, strategic management is a concept whiatil vecently had been mainly
adopted by private organizations. Historically, Iptbrganizations have focused on cost
management rather than profit generation howeves tmas changed. Increased
environmental turbulence and competition have ptechppublic organizations to
embracing the concept of strategic management thighaim of becoming profitable.
(Aosa, 2000). Organizations operate in a highly petitive business environment that is
subject to regional and global forces and fluctuagi (Ansoff and McDonnnel, 1990).To
maintain comparative advantage and ensure long-gracess, they must constantly
adapt themselves to this highly dynamic atmospbgradopting appropriate strategies
that will keep them relevant and profitable.Ansaffd McDonnel (1990) stipulate that
strategy is a potentially powerful tool for copimgth the conditions of change which
surround the firm today and according to Wheelesh ldanger (2008), organizations that

engage in strategicmanagement generally outpeioose that do not.



1.1.1 Strategy and Organisational Performance

Strategies are the means by which objectives drievad. According to Haberberg and
Rieple (2008), a strategy is the set of actionsufgh which an organization, by accident
or design develops resources and uses them toedaervices and products in a way
which its users find valuable, while meeting theaficial and other objectives and
constraints imposed by key stakeholders. Chandl®62) defines strategy as the
determination of basic long term goals of an orgation and the determination of
courses of actions and the allocation of resourmeessary to carry out these goals.
Organizations therefore put in place strategieadmeve their goals. The strategies are

about using resources to give value to customers.

At any given time an organization has a varietglobices of many strategies that it can
employ to achieve its goals (David, 2009). Straegian be deliberate or emergent. A
deliberate strategy involves formal planning fotemtions to be carried out while

emergent strategy arises in the absence of ortdegpevious intentions (David, 2005).

Due to environmental turbulence, the realized etpats a mixture of the deliberate and
emergent strategies. The choice of a suitableéeglyao be pursued by an organization
depends on the external environment in which tlgamization operates and its internal
environment characterized by its strengths and nesdes. The strategy must also be
consistent with the firm’s vision, mission and altjees (Johnson and Scholes, 2009).
Before settling on a particular strategy, the fiimust analyze the advantages,
disadvantages, trade-offs, costs and benefits di ed#ternative strategy. The ultimate

success of the identified strategy depends omitdementation. According to Pearce and
Robinson (1988), a well formulated and implemenstchtegy provides long term

direction for the firm and helps the firm cope withange and enables it to focus

resources and efforts in the market.

Overtime, the effectiveness of a strategy is meastw determine its success or failure
which reflects on the organizations performancebdtberg and Rieple, (2008) purport
that to get a full picture of a firms strategiesl dmow well they are succeeding, demands

a very hard-headed kind of analysis, which lookacdtibns rather than words and results
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rather than intentions or opinions. What is verypamant of course is to be able to
sustain performance and achieve performance goads ttme. The measurement of
performance over time together with an assessménthe factors that influence
performance (internal and external environmenta&itoi®) provide evidence of the
sustainability of strategies and approaches adobyedrganizations. The goal of any
business is not merely to achieve the performarm&sgwhich have been set but

achieving them in a sustainable manner (Porter5)198

The measurement of performance is the cornerstbiesiness practice because it assists
in evaluation of the achievement of fundamentaliness goals and sets the scope and
direction of possible improvement actions. Measweimof performance is relative
depending on the industry a business is in. Thereoi one acceptable parameter for
measuring performance and therefore organizationst mlentify their own parameters
by which to measure their performance (Pearce aodinRon, 1988). Performance
assessment can be both qualitative and quantitativieh involves an analysis of
financial and operational performance in firm (DBvi2009). The organization
performance construct is probably the most widebedu dependent variable in
organizational research yet it remains vague andely defined (Shields and Shields,
1998). For effective performance measurement, anlbad presentation of both financial
and non-financial measures is required since nglesimeasure can provide a clear

performance target or focus attention on criticaeba of the business (Miller, 1988).

1.1.2 State Corporations in Kenya

State Corporations are businesses that are owrgtenanaged by the government and
they are formed by the government to meet both ceroia and social goals. They exist
for various reasons including: to correct markelufa, to exploit social and political

objectives, provide education, health, redistribuiteome or develop marginal areas.
Section 2 of the State Corporations Act cap 446hefLaws of Kenya defines a state
corporation as a body that is defined that waythtuge; a corporate body established by
an Act of Parliament; a bank or other financiatitméion or other company whose shares

or a majority of whose shares are owned by goventimieby another State Corporation,

3



and; a subsidiary of a state corporation. The STatporation act is an Act of parliament
to make provision for the establishment of StatepGations and for control and
regulation of State Corporations. State Corporatiamere first established in Kenya by
the colonial government to provide essential sewido the white settlers. At
independence in 1963 parastatals were retooledsefiles for the indigenization of the

economy.

The Kenyan Government acknowledges that over tharsye¢here has been poor
performance in the public sector, especially inrttnagement of public resources which
has hindered the realization of sustainable ecomogrowth (GoK,2005). The
government reiterates in the Economic Recoveryt&jya(ERS) some of the factors that
adversely affect the performance of the publicaetct include excessive regulations and
controls, frequent political interference, poor rgement, outright mismanagement and
bloated staff establishment (GoK, 2003). To imprpesformance, the government has
undertaken a number of reform measures. Howevesetimeasures have not provided a
framework for guiding behavior towards attainmehtesults or ensured accountability
in the use of public resources and efficiency invise delivery. The initiatives for
instance lack the performance information systerommrehensive performance

evaluation system and performance incentive sy$@&oiK, 2005).

In the Economic Recovery Strategy for Wealth andpByment Creation (ERS) of
2003-07, the government of Kenya outlined its cotnmant towards the improvement of
the general performance of state owned corporatibmsugh the introduction of
performance contracts as a management tool for uriegs performance against
negotiated performance targets (GoK, 2003). Theeablwes of introducing the
performance contracts were to improve service dgfito the public by ensuring that
top-level managers were accountable for resultgrone efficiency levels and ensure
that public resources were focused on attainmettieokey national policy priorities of
the government; and institutionalize performanderded culture in the public service;
measure and evaluate performance among others.stndg carried out by Akaranga
(2008), it was revealed that all government mirmgstand State Corporations in Kenya

had formally implemented performance contracts.ofding to the study, there was clear
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evidence of improvement in income over expendiasavell as service delivery in the
State Corporations and government ministries. STatg@orations have become a strong
entity in Kenya and very useful engines to promtdéxelopment despite the myriad
problems they face. According to the report on eat@bn of the performance of public

agencies for the financial year 2010/2011, thereevi@4 state corporations.

1.2 The Research Problem

Rapidly changing external environment has led ® riked for organizations to put in
place strategies that will catapult them to betieganizational performance. Strategy
formulation, implementation and control processassttbe adequately monitored to
ensure success of the strategy and timely reviekeép up with changing tides (Johnson
& Scholes, 2002). Performance measuring is a ksge@ in determining the

effectiveness of corporate strategies and the measnt parameters vary from industry
to industry and organization to organization guidigdthe different core activities and

objectives (Pearce & Robinson, 2005). The definismd measurement of organizational
performance in different empirical researches aény.

Increased competition and environmental turbulehas led to the need for public
organisations to seek ways and means of becomaofijginle (Porter, 1980). This is more
SO0 necessitated by competition from private sedaganisations within the same
industries thereby raising the bar for public oigations to perform better to match their
counterparts. Various studies have been conductstlitly the influence of strategy of an
organization and the resulting performance. Diffiéigcholars have explored the specific
strategies adopted by various organizations andsinés and the resulting performance

observed, both financial and non-financial.

Internationally, Liu (2011) explored the relationstbetween strategic orientation and
organisational performance in Born Global; a bussnerganisation seeking resources
and selling products for gaining competitive adaget from multinational markets. The
study determined that there was positive corralabetween strategic orientation and

organisational performance. Fowder et al. (20113n@re the relationship between
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market orientation, service quality and businesfopmance in a survey of stock brokers
in Mauritius. Some form of relationship was estsitdid in all these studies however

further research into the relationships was reconteae.

In a study to analyse the effect of corporate goaece on performance of commercial
State Corporations in Kenya, Muoria (2011) deteadithat well governed firms have
higher firm performance. The study sought to idgrttie relationship between financial
performance, board composition and size. It waaddhat a positive relationship existed
between return on equity, board size and board ositipns of all State Corporations. In
a study on performance contracting by Akaranga &0t was revealed that all

government State Corporations in Kenya had formathplemented performance

contracts. According to the study, there was cwadence of improvement in income
over expenditure as well as service delivery inte&Staorporations. Yagan (2007) in a
study on selected State Corporations on the raekstip between organisational culture
and performance established that a relationshigteki a study of the relationship
between investment in information communicationhtedogy (ICT) and corporate

performance at Kenya Revenue Authority, Maring®08 notes that ICT has

significantly influenced revenue collection and @ompliance thereby concluding that

there is a positive relationship between the ssatend performance.

Wangari (2007) carried out a study on the influenfecompetitive strategies on the
performance of hair salons in Nairobi. The studynatodes that variables of
differentiation strategy in the industry indicategistence of a relationship between
strategy and performance. The effect of corporateegance on financial performance
has also been widely explored: Kiamba (2008);loaathorities in Kenya, Wanjau

(2007); micro finance institutions in Kenya, Ngu@007); Insurance Companies of
Kenya agree that there exists a relationship betwseme aspects of corporate
governance (board size and structure) with perfaoea Biyra (2009), Oimbo (2009),
Omoro (2008), Riungu (2008) and Ogolla (2006) stddihe Strategy — Performance
relationship in the banking sector. In most of gtadies, the researchers suggested
further research into other industries to deternwiimether the relationship exists. In a

study of the effect of mergers on financial perfante of non-listed banks in Kenya,
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Marangu (2007) notes that there was significantrompment on performance after the
mergers. Mwaura (2010), Mulu (2006) and Odhiami@0@ conducted studies on the
companies quoted in the Nairobi stock exchangethdse studies it was determined that
a relation exists between the strategies underystmd resulting organisational

performance.

From the above it is noted that there exists sataionship between strategy employed
and organisational performance in the various itrthss and public and private

organizations studied. However this was not alwtnyes case. None of the studies
identified sought to establish the influence ohtgy on organisational performance in
State Corporations in Kenya. Majority of the saslivere case studies that provide in
depth knowledge on the studied institutions buhcamuantify adequately the nature of
the relationship between strategy and organisdtipegformance. This survey study
therefore seeks to determine the extent to whichtegy influences organisational

performance and seeks to answer the question: &b extent do the strategies employed

by State Corporations in Kenya influence their orgational performance?

1.3 Research Objectives

The overall objective of this study is to determihe extent to which strategies employed
by State Corporations in Kenya influence their argational performance.

The specific objectives of this study were toe@}ablish the types of strategies employed
the State Corporations in Kenya and (ii)determine influence of the strategies on

performance in these institutions.

1.4  Value of the Study

The purpose of thisstudy is to explore and emglyiceest the general notion that
strategies employed by organizations have a beanmgnhanced performance of the
organization.A contribution that this research nsalseto link theoretically and to test

empirically the influence of strategy onorganisasibperformance.



The experiences learnt from this research shalidegul to the researcher, the Kenyan
State Corporations and scholars of strategic manage The study will sensitize the
researcher on the role strategy plays in the pmdace realized in an organization.
Through the findings State Corporations in Kenyd wave more insight on how to

achieve better organisational performance by adgptesult oriented strategies. The
findings of this study will also be beneficial tohelars of strategic management by
adding to the body of knowledge into the influenzie strategy on organizational

performance.



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter comprises literature review on thecephof strategy, the theories and types
of strategies and the various measures of perfazeaBicholars overtime have given
various definitions of strategy. Several theoriegarding strategy formulation including
the resource based view and industry organisatitinhnhave sought to explain the basis
on which organisations make their strategies. hig thapter, several types of strategies
that are adopted by organisations in various cigtantes are discussed and the various

measures of organisational performance.

2.2 The Concept of Strategy

Strategy has been defined differently by differenholars who have given selective
attention to the various relevant issues depidiiegcritical dimensions of the concept of
strategy. Strategy can be seen as a multi-dimeaisiooncept that embraces all the
critical activities of the firm, providing it witl sense of unity of direction and purpose as
well as facilitating the changes induced by itsiemmment.

Chandler (1962) defines strategy as a means albledting the organisational purpose in
terms of its long term objectives, action prograam&l resource allocation priorities.
Gluek (1976) advanced the notion that strategy ¢sleerent, unifying, integrative blue
print of the organisation as a whole. Argyris (1p8&fines strategy formulation and
implementation to include identifying opportunitiesd threats in the organisations
environment, evaluating strengths and weaknessegh®f organisation, designing
structures, defining roles, hiring appropriate geagnd developing appropriate rewards
to keep those people motivated to make contribatidvintzberg (1979) argues that
strategy is a mediating force between the organisand its environment consistent
patterns of streams of organisational decisiondet with the environment. Bower and
Doz (1979) view strategy as the outcome of thrdeerdint processes contributing to

strategy formulation; the cognitive processes diviiduals on which understandings of
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environment of strategy are based, the social agdnisational processes by which
perceptions are channelled and commitments dewelapd the political processes by

which the power to influence purpose and resourcshifted.

Strategy is a vehicle for achieving competitive aabage. Porter (1980) defines strategy
as a framework for assessing the attractiveness ohdustry and generic strategies for
effectively positioning a firm in an industry. Pert(1985) defined competitive strategy
as a search for favourable competitive positioannindustry, the fundamental arena in
which competition occurs. Johnson and Scholes (R6B&erves that strategic capability
is essentially concerned with how resources ardogleg, managed and controlled to
create competencies in those activities and busipescesses need to run the business.
Johnson, Scholes and Whittington (2008), defingtetyy as the direction and scope of an
organization over the long term, which achievesaatiwge in a changing environment
through its configuration of resources and compmienwith the aim of fulfilling

stakeholder expectations.

According to Johnson and Scholes (2009), thereddferent perspectives on strategy;
strategy as design, as experience, ideas or asudssc Organizations strategic issues are
best seen from a variety of perspectives as suggybstthe four strategy lenses. A design
lens sees strategy in logical analytical ways. Apegience lens sees the strategy as the
product of individual experience and organizatiotidture. The ideas lens sees strategy
as emerging from ideas within and around an orgaioiz. The discourse lens highlights
the role of strategy language in shaping understgsdvithin organizations and points to

the importance of being able to talk this langueffectively.

Strategy operates at different levels of an orgdion; corporate level, business level,
and functional level (Andrews, 1980). Corporateelestrategy is the highest level of
strategic decision making in an organization andect® actions dealing with the
determination of the objectives of the organizgti@tquisition and allocation of
resources and coordination of strategies of varistrategic business units in the
organization for optimal performance. These deosiare made by top management of

the organization. The nature of strategic decistensls to be value-oriented, conceptual
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and less concrete than decisions at the busindesaronal level. The corporate strategy
sets the long-term objectives of the organisatiod the broad constraints and policies
within which the strategic business units withire tbrganisation operate. (Pearce &
Robinson, 2005).Business-level strategy is applécabthose organizations, which have
different businesses and each business is treatetrategic business unit. Functional
strategy relates to a single functional operatiod the activities within the organization.

Decisions at this level within the organization aféen described as tactical and are
guided and constrained by some overall strategisiderations. Below the functional

level strategy, there may be operations level egras as each function may be divided

into several sub functions.

2.3 Theories of Strategy

Getting and keeping competitive advantage is emsdefar long term success in an
organization (Porter, 1985). The resource based aied industry organization theories
of organizations present different perspectives hmw best to capture and keep
competitive advantage. A firm must strive to ackisustained competitive advantage by
continually adopting to changes in external treadd events and internal capabilities,
competences and resources and by effectively fatimgl, implementing and evaluating
strategies that capitalize upon those factors.

Strategies are potential actions that require tapagement decisions and large amounts
of the firm’s resources. Strategies affect an ogion’s long term prosperity, typically

for at least five years and thus are future oreknte

The RBV gained popularity in the 1990s and is aantig to day. According to David,
(2009), the RBV approach to competitive advantag#ends that internal resources are
more important for a firm than external factorsachieving and sustaining competitive
advantage. In this view, organizational performaiscprimarily determined by internal
resources including physical resources, human ressuand organizational resources.
The mix, type and amount and nature of a firm’snnal resources should be considered
first and foremost in devising strategies that daad to sustainable competitive

advantage. Managing strategically according to RiBxlves developing and exploiting
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a firm’s unique resources and capabilities andinaatly maintaining and strengthening
those resources. The theory asserts that it isnd@lyaous for a firm to pursue a strategy
that is not currently being implemented by any otb@mpeting firm. Such resources

must be either rare or hard to imitate or not gasibstitutable.

The industry organization (I/O) approach to contpati advantage advocates that
external (industry) factors are more important tin@ernal factors in a firm achieving

competitive advantage. Porter contends than orgaarmmal; performance will be

primarily determined by industry forces. Porteitgefforces model focus upon analyzing
external factors and industry variables as a bisigetting and keeping competitive
advantage. Managing strategically from this perspecentails firms striving to compete
in attractive industries, avoiding weak of faltgrinndustries and gaining a full

understanding of key external factor relationshkyigin that industry (David, 2009).

According to Porter (1985), strategies allow orgations to gain competitive advantage
from three generic strategic bases; cost leaderdgtiiferentiation and focus. Cost

leadership emphasizes of providing standardizedymts at a very low per unit cost for
consumers who are price sensitive. Cost leadersdnpbe low cost strategy that offers
products or services to a wide range of custometbealowest price available in the

market or a best value strategy that offers pradwdt services to a wide range of
customers at the best price- value available onntagket. This strategy aims to offer
customers a range of products or services at thedbprice available compared to rivals
products with similar attributes. Porter’s genesitategy in differentiation is a strategy
aimed at producing products or services considenggue industry wide and directed at
consumers who are relatively price insensitive.gkding to Porter (1985), focus alludes
to producing products and services that fulfil treeeds of small groups of consumers.
Low cost focus strategy offers products or servicea small range of customers at the
lowest price available on the market while besugdiocus strategy offers products or

services to a small range of customers at thedvest value available on the market.

Porter’'s five strategies imply different organipaial arrangements, control procedures
and incentive systems. According to Porter (198&ger firms with greater access to

resources typically compete on a cost leadership andifferentiation basis whereas
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smaller firms often compete on a focus basis. P¢1@89) stresses the need for firms to
effectively transfer skills and expertise amongoaotmous business units in order to gain
competitive advantage. Depending upon such fae®type of industry, size of the firm

and nature of competition, various strategies cougtl advantages in cost leadership,

differentiation and focus.

Low cost and differentiation are the commonly atedmeneric dimensions of strategy
that have successfully withstood many empiricaistés the strategy literature (Robinson
and Pearce, 1988, Nayyar, 1993). A low-cost gsatepresents attempts by firms to
generate a competitive advantage by becoming tivesibcost producer in an industry
(Porter, 1980). Organisations can pursue a prodiifferentiation strategy that

emphasizes a chosen form of uniqueness that stiéines fom the product, process or
service. Miller (1988) argues that there are astéwo types of differentiation strategies:
product differentiation and marketing differentati Unlike a product differentiation

strategy, a marketing differentiation strategy @&sdx on creating customer loyalty by

uniquely meeting a particular psychological need.

2.4  Types of strategies

According to David (2009), organizations simultangly pursue a combination of two or
more strategies. However, no organization can @ftor pursue all the strategies that
might benefit the firm and therefore priority must established. Organizations must
therefore choose among alternate strategies. a0@P) stipulates that there are various
levels of strategies namely integration strategiatgensive strategies, diversification

strategies and defensive strategies.

Integration strategies include forward integratibackward integration and horizontal
integration. These strategies allow a firm to gaontrol over distributors, suppliers and
or competitors respectively. Intensive strategieslude market penetration strategy
which seeks to increase share market for presenlupts or services in present markets
through greater marketing efforts, market develaptm&hich involves introducing
present products or services into new geographiea and product development which

is a strategy that seeks to increase sales by inmgr@r modifying present products and
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services and entails large research and developragpénditures. Diversification
strategies can be related or unrelated. Businemseselated when their value chains
posses competitively valuable cross-business gicaties. Businesses are unrelated when
their value chains are so dissimilar that no coitipely valuable cross-business
relationships exist. David (2009) notes that difeation strategies are becoming less
popular as organizations are finding it more diffico manage diverse business activities
and according to Porter (1989), businesses arn@g@lt closing less profitable divisions

in order to focus on core business.

Defensive strategies that can be pursued by annizajeon include retrenchment,
divestiture or liquidation. Retrenchment occurs wla@ organization regroups through
cost and asset reduction to reverse declining salé%rofits. Divestiture involves selling
a division or part of an organization and is oftesed to raise capital for further strategic
investment or acquisition and can be part of arralveetrenchment strategy to rid an
organization of businesses that are unprofitaklguire too much capital or that do not fit
well with the firms other activities. This stratebgs become a popular one for firms to
focus on their core businesses and become lesssifiwd. Liquidation involves selling
all of a company’s assets in parts, for their thlegorth. This is in recognition of defeat

and consequently can be an emotionally difficuit ba an emotionally difficult strategy.
2.5 Measuring Organizational Performance

The organisational performance construct is prob#ieé most widely used dependent
variable in organisational research yet it remaiague and loosely defined (Shields &
Shields, 1998). The definition and measurement @famizational performance in
different empirical researches vary. Scholars s$etmmcepts of different levels of
performance according to the objective in empiriclidy, including operating
performance (Jaworski and Kohli, 1993) and finanperformance (Zahra and Covin,
1995) inter alia. The American Heritage Dictiond®009) defines performance as the
results of activities of an organization or investinover a given period of time. Due to
the distinction on the nature of industry and motlerofit, it is difficult to set a general
indicator to measure organizational performanceasdeement of performance should be

based on different purposes and use different padoce indicators and depends on the
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environment, strategies and objectives of an osgdioin. To measure organizational
performance with a single indicator may not applyall organizations.

According to David (2009), measuring organizatiopatformance involves comparing
expected results to actual results, investigatimyialions from plans, evaluating
individual performance and examining progress bemgde toward meeting stated
objectives. David (2005) observes that strateggluation is vital to an organisations
wellbeing and involves three basic activities; exany the underlying bases of a firms
strategy, comparing expected results with actuslilte and taking corrective actions to
ensure that performance conforms to the planstegtyaevaluation is based on both
guantitative and qualitative criteria dependingpamticular organizational size, industry,
strategy and management philosophy. Quantitatiiterier commonly used to evaluate
strategies are financial ratios used to comparditimes performance over different time
periods, comparing the firm’s performance to contpet and comparing the firm’s
performance to industry averages. Some ratios diecheturn on investment, return on
equity, profit margin, market share, debt to equégrnings per share, sales growth and
asset growth.Rosen (1995) notes that measuremegmertdrmance for most industrial
organisations includes profit, earnings/share, etaskare, sales/employee dividend rate,
return on capital, productivity, sales, costs, fstafnover. Rosen further observes that

most of the parameters measure the efficiency witich resources are used.

Authors from differing management disciplines temo categorize the various
performance indicators that are available includomgnpetitive advantage, flexibility,
financial performance, resource utilization, Quabf service and innovation. These six
generic performance dimensions either reflect thecass of the chosen strategy
(competitive advantage, financial performance) ordetermine competitive success
(flexibility, resource utilization, Quality of seice and innovation). According to
Fitzgerald et al. (1991),these sets of indicatoay miso be categorised as upstream or as

downstream indicators as detailed in table 1 below:
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Table 2.1: Upstream Determinants and Downstream Rsilts

Performance Dimensions Types of Measures

Relative market share and position
Competitiveness
Sales growth, Measures re customer base
Profitability, Liquidity, Capital Structure,
Financial Performance
Market Rations, etc.
Reliability, Responsiveness, Appearance,
Cleanliness, Comfort, Friendliness,
Communication, Courtesy, Competence, Access,
Availability, Security etc.

Quality of Service

Volume Flexibility, Specification and Speed of

Flexibilit . e

y Delivery Flexibility
Resource Utilization Productivity, Efficiency, etc.

: Performance of the innovation process,
Innovation

Performance of individual innovations, etc.

Financial performance refers to a subjective measfihow well a firm can use assets
from its primary mode of business and generaten@®® This term is also used as a
general measure of a firm's overall financial Healer a given period of time, and can
be used to compare similar firms across the samhestry or to compare industries or
sectors in aggregation. There are many differeryswia measure financial performance,
but all measures should be taken in aggregatiow liiems such as revenue from
operations, operating income or cash flow from apens can be used, as well as total

unit sales. (www.investopedia.com)

Financial evaluation systems generally focus oruahar short-term performance against
accounting yardsticks. Financial measures andustitcg rations are used to evaluate
financial performance of organisations. Some swtdiging financial measures include
Mwaura (2010) return on capital employed, returnA@sets and Return on investment.

Wangari (2007) sales profits, cash profit, retunnequity, growth, Wanjau (2007) return
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on assets. Marangu (2007) return on assets, peofd, total liabilities/total assets and
shareholder’s equity/total assets.

Ittner and Larcker (2000) suggest that financigldaave limitations as a measure of
company performance and note that other measwreh, & quality, may be better at
forecasting, but can be difficult to implement. Mioancial measures have a closer link
to long term organizational strategies and deah witogress relative to customer
requirements or competitors and other non-finanmigéctives that may be important in
achieving profitability, competitive strength anshgier-term strategic goals. According
to Ittener and Larcker (2000) non-financial measwan be better indicators of future
financial performance. Even when the ultimate geahaximizing financial performance,

current financial measures may not capture long+-teenefits from decisions made now.

Ittner and Larker (2000) argue that despite thdtipesattributes of using nonfinancial
measures, the costs of a system that tracks a margéer of financial and non-financial
measures can be greater than its benefits; evadugierformance using multiple
measures that can conflict in the short term cao lbé time-consuming and non-financial
data are measured in many ways and there is no oandenominator making evaluation
difficult. Non-financial measures also lack statigk reliability - whether a measure

actually represents what it purports to repregattier than random "measurement error”.

Ittner and Larcker (2000) stipulate thatalthougim-financial measures are increasingly
important in decision-making and performance ew#dna organisations should not
simply copy measures used by others. The choiereaisures must be linked to factors
such as corporate strategy, value drivers, orgtair objectives and the competitive
environment. Performance measurement choice isianig process - measures may be
appropriate today, but need to be continually resssd as strategies and competitive

environments evolve.

For effe