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ABSTRACT

The need to align environment (social, political, economic and technological) to its 

organizational structure has received attention since the dawn of the study of management 

as a discipline (Barnard, 1938; Rice and Emery, 1951; Woodward, 1958; Bums and 

Stalker, 1961; Pugh et al., 1969). Most of these studies were carried out in the private 

sector, yet understanding environment-structure linkage in the public sector is equally 

important. Furthermore, None of these studies have examined the role of core

competencies on the relationship between co-alignment variables and organizational 

performance, yet research has demonstrated that managerial core-competencies are crucial 

for success of any organization.

The objectives of this sit iy were to determine the relationship between environment, core

competence, strategy, structure, and firm performance in profit-oriented parastatals in 

Kenya and to establish if the strength of the relationship between the co-alignment 

variables (environment, strategy, structure) and firm performance is dependent on the level 

of core competencies in profit-oriented parastatals in Kenya.

The research design was based on the positivist philosophy of science. The method used to 

carry out the research v\ z a cross-sectional correlational survey since most of the variables 

and their relationships love been established by previous studies.
*

The results of the study showed that there was a positive relationship between co-alignment 

variables and organizational performance and that core-competence moderated the 

relationship between the co-alignment variables and firm performance. That is, the higher 

the core-competencies, the stronger the relationship between the co-alignment variables 

and performance and vice versa.

The unique contribution of this study is the finding that the strength of the relationship 

between the co-alignment variable^\and performance depends on the level of core

competencies. This finding validates the resource-based theory of the firm and its relevance
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in the public sector. The fact that the results of this study are largely consistent with those 

of the studies done in the private sector serves as a confirmation of the robustness of the co

alignment model across economic sectors. The study showed the importance of core

competencies in the link between co-alignment variables and individually or jointly, 

and organizational performance. The effect of core-competencies is significant in as 

much as it shows that they can help organizations to achieve their missions and 

objectives and enhance corporate strategies and structures. There are indications that 

core-competencies can create synergy and thus add value to corporate performance. 

Moreover, the findings of this study imply that what the public enterprises need is the 

modified co-alignment model to improve their performance.
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CHAPTER ONE: INTRODUCTION

1.1 Background

The alignment of firm environment (social, political, economic and technological) and organ

izational structure has received attention since the dawn of the study of management as a dis

cipline (Barnard, 1938; Woodward, 1958; Bums and Stalker, 1961; Pugh et al., 1969). Addi

tionally seminal studies have involved strategy and structure these include: strategy and struc

ture (Chandler, 1962) and environment, strategy, and structure (Lawrence and Lorsch, 1967). 

Most of these studies were carried out in the private sector, yet understanding these linkages 

in the public sector is equally important to their managers given this sector dynamics. These 

variables in many studies (Olsen, West, and Tse, 1993) are referred to as co-alignment vari

ables.

1.1.1 Co-alignment Variables

The co-alignment model in strategic management refers to the linkage between environment, 

strategy, structure, and organizational performance (Olsen, West, and Tse, 1993) and has its 

roots in the environmental and design schools of strategy and organization theory. The envi

ronmental school suggests that the environment is the central actor in the strategy-making 

process. According to this view, organizations must respond to the environment or else be 

selected out (Mintzberg, 1973; Hannan and Freeman, 1977: ,nd Miller, Droge and Toulouse, 

1998).
Am

T he design school proposes a model of strategy making in which a match or fit is sought be

tween internal capabilities and external possibilities. A match between qualifications (inter

nal) and opportunities (external) positions a firm in its environment. Two works were influen

tial in the development of this school: Philip Selznick’s Leadership in Administration (1957) 

and Alfred Chandler’s Strategy and Structure (1962). Selznick introduces the ideas of distinc

tive competence and matching internal state with external expectations, while Chandler intro

duces the notion of strategy and structure.

Organization theory contributes to the co-alignment model through contingency theory, 

which was coined for the first time by Lawrence and Lorsch (1967): “Contingency theory is



guided by the general orienting hypothesis that organizations whose internal features best 

match the demands of their environments will achieve the best adaptation” (Scott, 1998). 

This theory evolved from scientific management (Taylor, 1911), continued through classical 

bureaucratic studies (Weber & Gerth, 1958) and so-called “natural” approaches (Bernard, 

1938), then split into two quite different open-system categories. One is a rational, eco- 

nomic/political branch, and the other is natural, sociological/psychological branch. The for

mer started with bounded rationality (March & Simon, 1958), moved through contingency 

theory, then later blossomed into the “new economics of organization,” based on theories that 

seek to explain the existence and structure of organizations as solutions to cooperation or co

ordination problems. A good example is transaction cost (Williamson, 1985) economies. The 

latter includes garbage can theory (March & Olsen, 1986), population ecology (Hannan & 

Freeman, 1977), and the new sociological institutionalism (Meyer & Rowan, 1977). Ansoff 

(1990) came up with a success formula to complement the design and environmental school: 

in strategy and the contingency theory by advocating that the firm’s optimal performance i . 

assured when the responsiveness of its strategy matches the turbulence in its environment, bu: 

also its capabilities match the aggressiveness of its strategy.

Current research trends in strategic management also support the co-alignment model. The 

re-emergence of internal firm characteristics and the evident emphasize on competitive dy

namics and boundary relationships between the firm and its environment, supported by the 

resource-based view of authors such as Kamani and Wemerfelt (1985), Chen (1996), ard 

Gimeno and Woo (1996), agree with the theory of co-alignment.

From the available research, there is evidence that the co-alignment model contributes to im

provement in firm performance. Al-Tuwaijri, Christensen, and Theodore (2004) found that 

performance is significantly associated with economic performance. Kuprenas (2003) found 

that firm performances in project delivery improved significantly under a matrix structure 

suggesting a link between structure and performance. Baum and Wally (2003) confirmed that 

fast strategic decision-making predicts subsequent firm growth and profit and mediates the 

relation of dynamism, munificence centralization, and formalization with firm performance. 

Covin. Slevin. and Heelev (2001) suggested that different combinations of management style 

and structure predict firm financial performance in high-tech and low-tech environments. 

Carillo and Kopelman (1991) reported evidence in support of the hypothesis that diversifica

tion in technologically related activities resulted in economies of scope and greater firm per

2



formance. Slevin and Govin (1997) found that planned strategies were positively related to 

sales growth among firms with mechanistic structures and operating in hostile environments. 

Emergent strategies, on the other hand, were positively related to sales growth among firms 

with organic structures and operating in benign environments. Miles, Covin, and Heeley 

(2000) argued that environmental dynamism appeared to promote organization structures 

even among small firms. In addition, the relationship between dynamism of the environment 

and structure seems to relate to performance. Chathoth (2002) pointed out that there is inter

relationship among environment, strategy, and structure and that each construct individually 

and jointly has a positive impact on firm performance. However, little is known about the 

contribution of core-competencies to the relationship between the above co-alignment vari

ables and performance in both private and public organizations..

1.1.2 Core-competencies

Core-competencies can be said to have its roots from the studies of Selznick (1957) when he 

introduced the concept of distinctive competencies. Pitelis (2005) when evaluating the work 

of Penrose (1959) argues that by bringing in issues of endogenous knowledge, innovation and 

growth, human resources, the role of “image” and “productive opportunity”, and the dynamic 

interaction between internal and external, agency and structure, Penrose went well further 

than existing economic theories to provide what we consider the first economics based yet 

interdisciplinary organization theory of the firm She emphasizes value creation through in

novative activity affected through internal and external stimuli to growth and innovation.
*

Prahalad and Hamel (1990) define core competencies as those capabilities that are critical to 

a business achieving competitive advantage. They add that over time companies may de

velop key areas of expertise, which are distinctive to that company and critical to the com

pany’s long-term growth. These areas of expertise may be in any area but are most likely to 

develop in the critical, central areas of the company where the most value is added to its 

products. Prahalad and Hamel (1990) comment further, that

"In the 1990s, managers will be judged on their ability to identify cultivate, and exploit the 
core competencies that make growth possible -  indeed, they’ll have to rethink the concept of 
the corporation it self. And that core competencies are not fixed. They change in response to 
changes in the company’s environment. Core competencies are flexible and evolve over time.

3



As a business evolves and adapts to new circumstances and opportunities, so its core compe
tencies will have to adapt and change .

1.1.3 Organizational Performance

Many scholars have investigated the relationship between organizational performance and 

other variables such as environment, strategy, and structure; they include Chandler (1962). In 

his review of the growth and development of large US firms, he found that as each of these 

companies grew through a strategy of product diversification they implemented a divisional 

organizational structure. Rumelt (1974) further expanded on Chandle’s work in a study of the 

financial performance of over 200 Fortune 500 companies from 1949-1969. The resulting 

research showed that certain strategy and structure combinations significantly outperformed 

other combinations. Firms diversifying into a related product line or business, for example, 

showed consistently better performance than either firms diversifying other i irelated busi

nesses or through firms with vertical integration and limited diversification opti ns.

The alignment of strategy and structure is considered a baseline requirement for organiza

tional performance. In fact, at least a minimal fit is viewed as a requirement for firm survival 

(Miles and Snow, 1984). Furthermore, more recent research stresses that external and internal 

contingency factors should be considered when developing and deploying strategies {Porter, 

1980, 1985). Miller and Friesen (1984) suggest that strategic, structural and contextual vari

ables are related and that the detrimental effect on organizational performance stemming 

from :he lack of complementarities among organizational attributes.

1.1.4 Co-alignment Model in Public sector

Many scholars have shown the importance of strategic thinking in public organisations 

(Friedman and Hudak, 1984; Bryson and Roering, 1987; Joubert, 1988; Evans and Bellamy, 

1995; Salauroo and Bumes, 1997; McHugh, 1997; Bennington and Cummane, 1997; Green, 

1998; Wright and Nguyen, 2000). Scholars such as Bower (1986), Porter (1985), and Praha- 

lad and Hamel (1998) argue that public organisations were not exposed to many kinds of 

competition until recently, due to the growing number of external pressures, which call for 

radical rethinking. They propose the following as some of the environmental factors that 

affect public organisations: mergers and acquisitions, changing customer expectations, 

technical discontinuities, emergence of trading blocks, global competition, excess capacity,

4



deregulation, structural changes, market share, anticipating customers’ needs, providing 

timely delivery, producing superior products and services and pricing them competitively, 

and assuring the retention of customer loyalty, struggling for increased productivity through 

better planning, more efficient organisation of work, and automation of production, continu

ally contending with union demands and still maintaining the level of productivity, retaining 

competitive positions on the market, paying confidence-inspiring dividends to stockholders 

where applicable, and generating sufficient retained earnings to meet the company’s growth 

needs.

Public sector organizations find strategic management difficult because of distinctive con

straints and contexts. For example, the beneficiaries of the services of the public sector or

ganizations are not necessarily the service-payers. Also, some objectives in the public sector 

are difficult to measure, since they cannot be quantified (Wemham, 1985; Ring L. and Perry, 

2001; Rainey et al., 1976). Other sc holars argue that the desire for improvement in the quality 

of public services, along with resistance to higher taxes, has acted as the catalyst for change 

(Ansoff, 1990; Hannan & Freeman, 1977; Granovetter, 1985; and Mottram, 1995). Although 

the study of strategy has made tremendous progress, most of the research has been carried out 

in private sector of the developed countries. Haines (1988) argues that the foremost thinking 

in this field reflects business circumstances in the developed countries, since very little re

search has been done in the developing countries. Glueck and Jauch (1984) recognised this 

knowledge gap when they observ. i  that little was known about strategic management proc

esses in developing countries. Not much has changed twenty five years down the line.

Blunt and Merrick (1986) concurred with Haines (1988), Glueck and Jauch (1984), and 

pointed out that little research and analysis of managerial processes in Africa had been done. 

Hussey (1989) and Osigweh (1989) suggested that environmental and organisational differ

ences across countries might affect the way strategic management is practiced and the latter 

stressed the importance of being sensitive to environmental influences. Austin (1991) argued 

that although basic management was practised all over the world, the difference in develop

ing countries lay in the context in which managers operated and the special challenges they 

laced. Das (2000) said that there is a fundamental difference between research in strategy in 

advanced and developing economies and argued that research in advanced economies has fo

cused more on the process of strategy development and implementation, rather than on the 

strategy itself, and suggested that research in developing economies should focus on both
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strategy, its process and implementation. He suggested that the issue is to address the prob

lems of managing strategic changes during transition periods.

A few studies have been carried out in Africa on corporate planning practices, such as Wood- 

bum’s (1984) study in South Africa. Imoisili (1978), Adegbite (1986) and Fubara (1986) fo

cused on key success factors in doing business in Nigeria, while the Kenyan scene was ad

dressed by Aosa (1992), focusing more on the planning and implementation of strategy in 

large manufacturing companies in Kenya. However, none of theses studies focused on the 

environmental factors, strategic behaviour and processes, organizational structures and core 

competencies in public organisations in the developing countries in general and Kenya in par

ticular.

1.1.5 The Public Sector in Kenya

The public sector organizations in Kenya comprise parastatals oi state corporations and gov

ernment ministries or departments. State corporations or parastatals comprise of commercial 

organizations and regulatory agencies owned fully or partially by the government. Profit- 

oriented parastatals have been defined as all the public enterprises owned partially or fully by 

the government and which provide goods or services to customers in exchange for money. 

Aparastatal, through its constitution and budgetary arrangements, enjoys some degree of op

erational autonomy and insulation from direct political interference. In Kenya many parasta- 

tals have been characterized by monopolistic production, highly bidigenised management,and 

appointments of a large number of top managers based on political considerations. The 

memorandum and articles of association of 1972 are the founding documents of the parasta

tals in Kenya. These articles of association define the powers and functions of the different 

organs. A fairly standard provision in every company's articles is the provision that the busi

ness of the firm be managed by an independent board of directors.

The exceptions to the framework outlined above are those that are required by the Companies 

Act or articles of association to hold annual general meetings. Shareholders in a general 

meeting can therefore not deprive directors of such powers. The finance management act 

prohibits the board of a parastatal from taking certain decisions that directors ordinarily are 

empowered to take. For instance, a public entity and its accounting authority (the board) is 

prohibited from participating in a "significant" partnership, trust, unincorporated joint venture
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or a similar arrangement. It cannot acquire or dispose of a significant asset or, more problem

atically, make a significant change in the nature or extent of any interest in a partnership, trust 

or unincorporated joint venture unless it has the prior approval of the minister concerned.

The shareholders also seek to give shareholders more rights than they would usually have in a 

private sector firm. While the framework admits that boards should have total accountability 

for all corporate activities, it still specifies functions such as making decisions, acquisitions, 

disposals and appointing senior management as functions that are "best performed by the 

shareholders". The role of the board is reduced to being a participant in such processes (The 

memorandum and articles of association, 1972).

Since its inception, public sector has undergone several reforms in order to improve perform

ance in the delivery of services and goods in both the developed and the developing coun

tries. At the dawn of their political independence, developing countries such as Kenya intro

duced a series of laws and regulations that not only established public sector commercial en

terprises, but also gave the government power to intervene at will in the economy through, 

among others, business registration and trade licensing (K’Obonyo, 1999). The second public 

sector reform was the establishment of parastatal organizations, including several develop

ment finance institutions, with the mandate to provide financial and technical support to the 

local industrialists and traders. Liberalization in the form of privatization and deregulation 

could be regarded as the third reform measures. To implement these changes, Kenya received 

financial support from the World Bank and IMF (O’Brien and Ryan, 1999). Strategic plan

ning came as the late >. reformmnd was repackaged under various names, among them, result 

oriented management and performance based contract. All Public Service Reform initiatives 

and programmes in Kenya are mandated to ensure that the objectives of the Economic Re

covery Strategy for Wealth and Employment Creation 2003/7 are achieved and in the proc

ess, the country progressively achieves the Millennium Development Goals (MDGs). The 

Government is currently in the process of institutionalizing the theme “results for Kenyans” 

as a tocused approach for the reform process. Further, the government is in the process of ini

tiating reforms in a comprehensive manner through the development of a public sector reform 

strategy (Ntimama. 2005).

The reform measures being undertaken in Kenya can be interpreted in light of the co

alignment model of strategic management, which states that when the environment is chang
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ing. the strategy and structure/firm capabilities should be re-aligned to match the changed en

vironment to ensure good performance. So, the Kenyan government in its attempt to adapt to 

the changing environment has used different strategies (commercialization, liberalization, 

strategic planning) in order to improve its performance. These strategies have led to im

provement in parastatals’ performance, especially since 2003. The current coalition govern

ment, formed in March 2008 is keeping the same spirit and has launched a new strategy 

called Vision 2030 to channel all the efforts aimed at national economic reforms in general 

and public sector reform in particular, that will, hopefully push Kenya to a middle income 

country by the year 2030.

There is strong argument that public sector organizations should embrace the management 

styles and practices of the private business sector (PSM and Privatisation movement). This 

raises the question as to whether private sector approach such as the co-alignment model 

should be bought wholesale by the public sector organizations or should it be re-adjusted to 

suit the particular needs of the public sector? Also, there is a concern that if business models 

can be applied in Public Sector Organisations, then there may be no need to privatise them.

1.2 Statement of the Problem
Several studies have been done on the co-aligmnent variables. Some of these studies have 
linked the co-alignment variables independently while others have linked them jointly to firm 
performance. Chathoth’s (2002) study showed that there was a positive relationship between 
the co-alignment model and organizational performance. He also found that the full model, 
which measured all the variables (risk environmem strategy, and capital structure), explained 
only 59 percent of variance in the firms’ return on equity. This implies that there are other 
factors which account for th^ remaining 41 per cent, not represented in the traditional co
alignment model, that do influence performance. 1 his further suggests a need to expand the 
notion of a co-alignment model to include other relevant variables. From the foregoing, it ap
pears that the co-alignment variables provide only partial explanation of variation (i.e. 59%) 
in firm performance. Specifically, one important factor that is critical for performance has not 
been taken into account. That is, the critical role of core competencies of management is 
missing. Indeed it appears that the fit among the contingency variables is a necessary but not 
a sufficient condition for firm performance (Leiponen, 2005; Miller, 2004; Madhok, 2002). 
The present study is an attempt to modify the co-alignment model by incorporating the core

competencies as a moderating variable on the relationship between co-alignment variables

and firm performance. Apart from the key variables of the model, there is concern with the

context in which previous studies were done. The original co-alignment model had been

tested in large and small business organizations from different industries, such as finance and

information technology. The model has been tested in large and small business organisations
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from different industries, such as finance, information technology, (Carrillo and Kopelman, 

1991; Covin, Slevin and Heely, 2001; Miles, Covin, and Heeley, 2000; Barth, 2003).

The full model comprising environment, strategy, and firm capability (organisational struc

ture) has so far received little attention in public sector organizations, especially from devel

oping countries (Ansoff, 1990). While the application of the co-alignment model in business 

organizations seems to be relatively well documented, its application in the public sector has 

received little attention (Kuprenas, 2003), yet public-sector organizations operate in an envi

ronment which, in some cases, is fundamentally different from that faced by private firms.

For example, unlike private firms, public sector organizations have to deal with social 

objectives that sometimes comprise economic objectives; also, they have to operate within 

broader policy and within strategic direction that is set by the government and which they 

cannot change. Thus, the departure of this study is the modified and more eriiched co

alignment model and the public sector environment. Therefore, this study sought o address 

the questions of whether there was a relationship between co-alignment variables (environ

ment, strategy, and structure), core competencies, and firm performance in profit-oriented 

parastatals in Kenya, and secondly, whether the relationship between co-alignment variables 

(environment, strategy, and structure) and performance depend on the level of core compe

tencies in profit-oriented parastatals in Kenya.

1.3 Objectives of the Study

The ove:all objective is to determine the moderating effect of the core compete.' ;ies on the 

relationship between co-alignment variables and firm performance. This is broken down into 

the following specific objectives: To determine the relationship between environment, core- 

competence, strategy, structure, and firm performance in profit-oriented parastatals in Kenya, 

and to establish whether or not the relationship between the co-alignment variables (environ

ment, strategy, structure) and firm performance is dependent on the level of core competen

cies in profit-oriented parastatals in Kenya.

K4 Significance and Justification of the Study

Strategic management has made tremendous progress, in terms of both its theories and its 

methodologies over the last four decades. However, most of the research has been carried out
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in developed countries Glueck and Jauch (1984); Blunt and Merrick (1986); Haines (1988); 

Hussey (1989); Osigweh (1989); Austin (1991); Das (2000). A few studies have been carried 

out in Africa to document corporate planning practices (Imoisili (1978), Woodbum (1984), 

Adegbite (1986), Fubara (1986) and Aosa (1992). However, none of these studies has fo

cused on core-competencies and its influence on the relationship between co-alignment vari

ables and performance. Therefore is a need to assess the importance of the co-alignment
Imodel in the public domain.

The greatest importance of this study is to determine whether what is needed is indeed the 

privatisation of PSUs or the adoption of some of the business models, such as the co

alignment model, to improve performance in PSUs. There is increased pressure on public or

ganisations to adopt private management models. This poses a big challenge to both scholars 

and practitioners of strategy regarding low best to manage and improve the performance of 

PSUs in the era of environmental discontinuity. The greatest value of the study derives from 

its ability to determine the special factors of the public sector that need to be observed in ap

plying the business model, with the example of the co-alignment model, in helping the PSUs 

to cope with their new environment.
♦

The research contributes to the debates on strategy formulation process and how it interacts 

with other variables such as environment, structure, and core-competencies to influence or

ganization performance. The study v 'll expand the notion of the relationship between core

competencies and other co-alignment variables in explaining firm performance. Hence fur

ther validates the resource baaed view theory which treats enterprises as potential creators of 

value-added capabilities. The study also will foster the principle of generalisability from the 

business world to public and non-prolit-making organisations.

1.5 Scope of the Study

The Public Service Motivation (PSM) Research Center defines the public sector as compris

ing governmental, quasi-govemmental, and voluntary agencies, as well as the new “executive 

agencies and newly emergent forms, such as regional bodies. The public sector organiza

tions in Kenya comprise of organizations such as ministries, departments, and state corpora

tions present in Kenya. This study comprises only commercial state corporations known as
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parastatals which do not receive subsidies from the government on a regular basis but do ex

change goods or services with money to the public. The study focused on the environment, 

strategy, structure, core-competencies and performance of the said parastatals from the period 

covering year 2001 through 2005.

1,6 Organization of the Study

The study is organized in five chapters. Chapter one Introduction gives a brief history of the 

literature pertinent to the various components of the conceptual framework that informs this 

study and revealing literature gaps. Additionally, this chapter identifies the research problem 

and outlines the objectives of the study. The significance and justification of this study form 

the last part of this chapter. Chapter two, the literature review examirus theories and empiri

cal studies conducted on co-alignment variables, firm performance a: 1 public organizations. 

A substantive discussion of each of the key variables is presented. A onceptual framework is 

developed from the foregoing discussion and six hypotheses are derived for examination in 

this study. Chapter three, research methodology lays the philosophical assumptions of the re

search and specifies the methods and procedures for achieving the research objectives 

namely: research design, population, census, and data collection techniques, operationaliza

tion of the study variables, data collection instruments, data analysis procedures and tech

niques. Chapter four presents research findings and discussions. The demographics and per

sonal characteristics of the respondents are discussed and descriptive malysis is presented 

using means, standard deviations, and tests for reliability and validitv. The results of the tests 

for hypotheses and interpretations of the relationships between co-alignment variables and 

firm performance are also examined. Chapter five covers summary, conclusions and implica

tions based on the research findings and discussions. It also discusses the implications and 

contributions of the findings for theory, practice and policy. The chapter also reports on op
portunities for future related research.
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CHAPTER TWO: LITERATURE REVIEW

2.1 Theoretical Perspective

There are several theories in the field of Strategic management. For the purpose of this 

study, the following theories are the most relevant: Structure-Conduct-Performance

(SCP) Model, The Industrial Organization, Porter’s Five Forces Model, and Resource 

Based view theory (RBV). The primary approach of examining market-performance 

relationship has been known as Structure-Conduct-Performance (SCP) paradigm, which 

postulates that certain market attributes (such as barriers to entry and market concentra

tion) affect company conduct (behaviour), which in turn impacts company profitability 

within the relevant market. This approach was originally employed by Bain (1956). The 

author tested the effec. on industry-level profitability of such attributes of market power 

as market concentration and barriers to entry in US manufacturing firms. Later works 

expanded the SCP paradigm by including additional variables to control for both Indus- 

try-and firm-level aspects, but the proponent of the SCP paradigm continued to attribute 

higher profitability to higher market power.

The Industrial Organization was bom out of a number of academic projects in the US, 

already yielding significant results by early 1950s. In Britain the term “Industrial eco

nomics” was preferred By early 1950s Chamberlin and Mason promoted industry-wide 

studies, helping to test the hypothesis that market or Industrial structures determined 

member firms’ condu c an<>performance. While this structure-conduct-performance re

lationship featured prominently in industrial organization studies until the 1970s, its im

portance declined once empirical research yielded only weak practical results and 

scholars began to accept that the widespread market form of oligopoly made business 

behaviour very difficult to forecast. One breakthrough was achieved by Bain who in 

1956 suggested that pricing theory should take account of two relatively neglected fac

tors, namely time and potential entry. Today’s price might be governed by tomorrow’s 

profit targets, while the threat of competition could well be as effective in determining 

business conduct as current market structure.

When in the early 1970s, the research impetus of the previous two decades appeared to 

slacken the identification of current problems and possible future directions of study.
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Two areas which they specified were the internal organization of the firm and technical 

progress. Despite being a key determinant of US industrial growth, the latter had been 

inadequately analysed, probably being regarded as falling outside the scope of tradi

tional corporate theory. These topics helped to influence thinking in the 1970s, and in 

tum created an empirical renaissance in industrial organization studies during the fol

lowing decade.

The work of Chandler (1962) greatly boosted the progress of studies on internal organi

zation. Other authors extended the work of Chandler. Porter (1999) argues, we can cre

ate competitive advantage as we make tough choices about what we do and not do. 

Competitive advantage is normally defined as the ability to earn returns on investment 

consistently above the average for the industry (Porter, 1985). Barney (1991) indicates 

that a firm is said to have a competitive advantage when it implements a value creating 

strategy not simultaneously being implemented by any current or potential competitors.

The Resource Based View of the firm is one of the most popular theories in strategic 

management literature. It treats enterprises as potential creators of value-added capabili

ties. In this theory organizational competencies are viewed as assets and resources of the 

firm from knowledge perspective (Prahalad and Hamel, 1990). A firm’s resources con

sist of all assets both tangible and intangible, human and nonhuman that are possessed 

or controlled by the firm and that permit it to devise and apply value-enhancing strate

gies (Barney, 1991; Wernerfelt, 1984).

*

Structural Conduct Performance Model, Industrial Organization Theory, Porter’s five 

forces Model and the Resource Based View have all contributed to the co-alignment 

Model in strategic management. The following section aims at giving account of theo

ries and empirical studies conducted to test and validate the importance of the co

alignment model in understanding firm performance. The relevant literature is based on 

the key dimensions of environment, strategy, organisational structure, firm perform
ance, and public organisations.
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2.2 Environment

Austin (1990) identifies the environment as composed of those institutions or forces that 

affect the performance of the organisation over which the organisation has little or no 

direct control. In other words, the organisation’s environment can be defined as its sur

rounding that directly or indirectly affects the organisation and is largely uncontrollable. 

Therefore, the organisation can only try to adapt or die. Adaptation is important for sur

vival in order for organisations to maintain and increase their survival; they should op

erate as open systems. Organisations develop monitoring systems and feedback mecha

nisms in order to identify and respond accordingly to their environments, since changes 

in those environments are inevitable. Different organisations face different kinds of en

vironments, depending upon the degrees of uncertainty, ranging from minimum uncer

tainty to maximum uncertainty. They are respectively the munificent/static environ

ment, the - table/extrapolative environment, and the turbulent/hostile environment.

Emery and Trist (1965) were the first to produce a classification of environment. They 

proposed four types of environments, which they classified as placid randomised, placid 

clustered, disturbed reactive and turbulent field. Placid randomised represents a rela

tively unchanging and homogeneous environment, whose demands are randomly dis

tributed. Placid clustered is relatively unchanging, but its threats and rewards are clus

tered. Disturbed reactive is an environment where there is competition between organi

zations and this may includes hindering tactics. Turbulent Field is described as dy

namic an.’ rapidly changing environment, in which organizations must adapt freq'mtly 

in order to survive. Emery and Trist commenting on turbulent field, say that this type of 

environment is where, existing formal, or bureaucratised, structures are ill suited.

To define and measure the environment, three basic perspectives have evolved the ob

jective, the perceived, and the enacted views. In the objective environment perspective, 

March and Simon (1958) recognised that the objective environment has an impact upon 

organisations. This marked the beginning of a view of the external environment as a 

source of uncertainty, because it constitutes some set of sources impinging on the or

ganisation. The writers who follow suggest that an organisation is embedded within an 

external environment that exists independently of the organisation [Chandler, (1962); 

Emery & Trist, (1965); Thompson, (1967); Child, (1972); Aldrich, (1979)].
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These researchers assume that the organisation and its environment are real and sepa

rate. A debate in the environment literature centres on whether the environment should 

be treated as an objective reality or a perceptual phenomenon. At one extreme, Weick 

(1969) suggests that there is no such thing as an objective environment. Rather, the en

vironment is those parts of the external information flow that the firm “enacts” through 

attention and belief. Other early writers (e.g., Duncan, 1972; Lawrence & Lorsch, 1967) 

were not particularly concerned about the objective environment’s existence, but argued 

that managerial perceptions -  particularly concerning uncertainty -  shaped managerial 

choice. Recently, there has been a resurgence of interest in enactment and managerial 

sense making about the environment (Dutton & Jackson, 1987; Smirchich & Stubbart, 

1985). Following earlier work, these researchers believe that perceptions shape behav

iour, and their research focuses on how such perceptions are formed. The perceived en

vironment perspective considers the environment to be external, real, and material. 

However, uncertainty is a product of strategists’ imperfect and incomplete knowledge of 

the objective environment (Lawrence & Lorsh, 1967; Perrow, 1970; Duncan, 1972 & 

1973; Pfeffer & Salancik, 1978).

A new perspective surfaced in the 1980s. Smircich and Stubbart (1985) clarify the envi

ronment perspective suggested by many writers, including Anderson (1975), Weick 

(1977, 1979), Pfeffer and Salancik (1978), Miles and Snow (1978, 1984), Bourgeois 

(1980, 1984) and Davis (1982). The view that managers can influence their external en

vironment was inspired by Chamberlin (1968), who described how organisations adapt 

to and manipulate their environments. The enacted environment perspective suggests 

that separate objective environments do not exist. Rather, the organisation and its envi

ronment are enacted concurrently through the interaction of principal participants 

(Burrell & Morgan, 1979; Smircich & Stubbart, 1985). Researchers have questioned for 

some time the relationship between managerial perceptions and/or “objective” environ

mental indicators. Several writers (e.g., Downey, Hellreigel, & Slocum, 1975; Tosi, Al- 

dag, & Story, 1973) criticised earlier work for its failure to compare managerial percep

tions to objective criteria. These studies found perceptual and objective measures to be 

unrelated, suggesting several potential explanations. For example, managers’ percep

tions may be too limited, attending only to those environmental sectors that specifically 

uffect their functional areas (Aldrich, 1979). Alternatively, recent environmental events
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may cause managers to over generalise from these events to the overall state of the envi

ronment, thus biasing their perceptions.

The Objective-Environment Perception and Enactment (OEPE) Model of Langford and 

Hunsicker (1996), suggests that each perspective offers insight into the nature of the en

vironment-organisation relationship. However, each perspective suggests diverse ave

nues. OEPE synthesises the three perspectives and related factors into a single concep

tual view of a logical relationship between the external environment, boundary- 

spanning strategists, strategies, and structures. Although some researchers (e.g., Tung, 

1979) attempted to integrate perceptual and objective perspectives into a single frame

work, Aldrich’s (1979) typology of environmental dimensions led the field away from 

perceptual measures. His typology assumes the existence of an objective environment 

and makes predictions about its impact on the firm. It was the theoretical basis for Dess 

and Beard’s (1984) development of measures of the objective environment, which in 

turn became the basis for more recent work examining the relationship of the firm to its 

environment (e.g., Keats & Hitt, 1988; Lawless & Finch, 1989).

The various terms that have been used to describe the environment fall generally into 

three categories: complexity (the level of complex knowledge that understanding the 

environment requires), instability or dynamism (the rate of unpredictable environmental 

change) and resource availability (the level of resources available to firms from the en

vironment). The terms are used in the stream of environmental research from March and 

Simon (1958) to Dess and B*ard (1984).

Thompson (1967) uses two dimensions to describe the environment: “heterogene- 

ity/homogeneity” and “stability/dynamism”. The former dimension describes whether 

the elements in the environment are similar to or different from one another while the 

latter deals with whether the elements are changing unpredictably or are stable. Child 

(1972) uses similar dimensions in his research, labelling them “complexity” and “vari

ability”. Child adds a third dimension, “illiberality”, which reflects the availability of 

resources in the environment, and is similar to munificence (March & Simon, 1958).

Mintzberg (1979) describes three dimensions of the environment similar to those pro

posed by Child (1972), but adds new facets to each dimension. He introduces the term
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“market diversity” to reflect what Thompson (1967) meant by “heterogeneity” and 

Child (1972) by “complexity”, while reserving the term “complexity” for the degree of 

sophisticated knowledge necessary to operate in a given environment of a technical or 

scientific nature. Market diversity and the degree of sophisticated knowledge required 

appear to be distinct aspects of complexity, representing perhaps the breadth and depth 

of knowledge needed. Mintzberg’s concept of “stability” includes both market and 

technological stability, recognising that firms must keep abreast of developments in 

both areas. Finally, he discusses environmental hostility in terms of both “availability of 

resources” (Child’s “illiberality”) and “competition for resources”.

Aldrich (1979) discusses the dimensions of the environment in his synthesis of the two 

bodies of literature. He proposes that six environmental dimensions subsume all others: 

geographic concentration and heterogeneity, stability and turbulence (unpredictability 

based on environmental interconnection), and domain consensus (similar to competi

tion) and capacity. These tliree pairs of constructs roughly correspond to and expand the 

meaning of each of the three dimensions proposed by Child (1972).

The most consistent feature of the environmental literature is the presence of the three 

concepts. Throughout this literature, we have found the discussion of (a) the degree to 

which the number and sophistication of elements in the environment make understand

ing it more difficult, (b) the stability/predictability of an environment, and (c) the level 

of resources available in an environment, relative to the number of firms competing for 

those resources. +

Aldrich advanced the field theoretically; however, he devoted little attention to how 

these dimensions might actually be measured. Dess and Beard (1984) operationalised 

these dimensions, using a variety of archival data. These authors made an important ad

vance by their use of industry-level data (using Standard Industrial Classifications, or 

SICs) to operationalise Aldrich’s environmental constructs.

Porter (1985) defines the task or industry environment in terms of five forces, 

namely customers, suppliers, creditors, competitors (existing as well as new- 

entrants) and substitutes. These are factors with which the organisation is in con
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stant contact. A more concise definition of task environment is those environ

mental elements with which the focal organisation has direct interaction and that 

influence the achievement of organisational goals and objectives use the same re

sources, compete directly with the organisation or produce close substitutes, or are 

customers or potential customers (Dess & Beard, 1984; Starbuck, 1976; Yucht- 

man & Seashore, 1967).

The remote or general environment consists of all other environmental elements 

that impact the firm only indirectly (Dess & Beard, 1984). This is constituted by 

the political, economic, socio-cultural, technological, and geo-ethical factors that 

are beyond the organisation’s control. Ultra-remote environment encompasses 

factors that the management cannot imagine occurring, although there is a small 

probability that they will occur. Examples are earthquakes, natural calamities, 

wars, etc. The management should not lose sight of any of these levels.

Theoretical approaches to understanding the environment’s effect on organisations in

clude task/decision uncertainty (Duncan, 1972; Lawrence & Lorsch, 1967; Leblebici & 

Salancik, 1981), environmental conditions and perceived uncertainty (Downey, Hell- 

reigel, & Slocum, 1975; Duncan, 1972; Tosi, Aldag, & Storey, 1973), the environment 

as a source of resources (Pfeffer & Salancik, 1978; Thompson, 1967; Yuchtman & Sea

shore, 1967), and as a source of variation in organisational forms (Aldrich, 1979; Han

nan & Freeman, 1977, Aldtich, 1979,; Des & Beard, 1984 and Tung, 1979)

2.3 Strategy

Different authors have defined strategy according to their respective schools of thought. 

There are ten schools, each focusing on a certain perspective. Each, at least, is one as

pect of the strategy formation process. The Design School, with Chandler (1962) among 

other pioneers, views strategy formation as a process of conception (design or conceive 

ideas). The Planning School, championed by Ansoff (1965), sees strategic process as a 

formal process (formal planning process). Porter (1980) stimulated interest in the posi

tioning school. In his book, Competitive Strategy, he looks at strategy formation as an 

analytical process. He argues that companies should position after analysis. Mintzberg
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(1973) suggested the chief characteristics of the entrepreneurial school which is vision. 

It defines strategy formation as a visionary process (vision is to entrepreneurs). The 

Cognitive School views strategy formation as a mental process (cognitive is to the 

mind). The Learning School believes that strategies arise or emerge as strategists con

tinue learning or gaining experience, the school was initiated by Lindblom (1959). 

Quinn (1959) is among the early contributors to the power school. He views strategy 

formation as a process of negotiation (active discussions, the powerful take it all). The 

Culture School defines strategy formation as a collective process (culture is many 

things). Pettigrew (1985) says that culture is important in the way organisations are run. 

The Environmental School defines the strategy formation process as a reactive process 

(we react and produce to the environment). This school grew from the so-called “con

tingency theory”, which describes the relationship between particular dimensions of the 

environment and specific attributes of the organisation (e.g. the more stable the envi

ronment, the more stable the organisational structure). Mintzberg (1973) is among the 

pioneers of .his school. Other theorists, called “population ecologists”, added tht-ir 

voices. They postulated that external conditions force organisations into particular 

niches. The organisation does what the environment dictates. Contributors to the ecol

ogy view include Hannan and Freeman (1977). The configuration school sees strategy 

formation as a process of transformation. As you configure or make meaning you 

change or transform. The school has two main sides described as configuration and 

transformation. Configurations are the states of the organisation and its surrounding 

context while Transformation is the strategy making process. The ten schools of thought 

attempt to identify how strategy is formulated and each school has its credibility and ns 

critics.

Whittington (1993) developed four basic conceptions of strategy: rational, fatalis

tic, pragmatic and relativist. They correspond, respectively, to the four generic 

approaches to strategy. All have radically different implications for how to go 

about formulate and implement strategy. The classical approach, the oldest and 

still the most influential, relies on rational planning methods and is the most 

dominant in the literature. Next, the evolutionary approach draws on the fatalistic 

metaphor of biological evolution, but substitutes the discipline of the market for 

the law of the jungle. Processualists emphasise the sticky, imperfect nature of all
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human life, pragmatically accommodating strategy to the fallible processes of 

both organisations and markets. Finally, the systematic approach is relativist, re

garding the ends and means of strategy as inescapably linked to the cultures and 

powers of the local social systems in which it takes place. The four approaches 

differ fundamentally along two dimensions: the outcomes of strategy and the 

processes by which it is made.

Associated with authorities such as Ansoff (1965, 1990) and Porter (1980, 1985), the 

classical approach defines strategy as a rational process of deliberate calculation and 

analysis, designed to maximise long-term advantage. For the classicists, good planning 

is what it takes to master internal and external environments. Strategy matters, in that 

rational analysis and objective decisions m?i;e the difference between long-run success 

and failure.

Evolutionists, such as Hannan and Freeman (1988), reply that strategy, in the classical 

sense of rational future-oriented planning, is irrelevant. The environment is typically too 

implacable, too unpredictable to anticipate effectively. They argue that the dynamic, 

hostile and competitive nature of markets means not only that long-term survival cannot 

be planned for, but also ensures that only those firms that somehow do hit upon profit- 

maximising strategies will survive. Businesses are like the species of biological evolu

tion: competitive processes ruthlessly select out the fittest for survival; the others are 

powerless to change themselves quickly enough to ward off extinction. From the evolu

tionary perspective, then, Tt is the market, not managers, that makes the important 

choices. Successful strategies only emerge as the process of natural selection delivers its 

judgment. The only thing that managers can do is to ensure that they fit as efficiently as 

possible to the environment demands of the day.

Processualists agree that long-range planning is largely futile, but are less pessimistic 

about the fate of businesses that do not somehow optimise environment. For them, the 

processes of both organisations and markets are rarely perfect enough for either the 

strategising of classical theory or the survivalism of the evolutionists. According to 

Cyert and March (1963), people are too different in their interests, limited in their un

derstanding, wondering in their attention, and careless in their actions to unite around
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and then carry through a perfectly calculated plan. In any event, the plan is bound to be 

forgotten as circumstances change. In practice, strategy emerges more from a rational 

series of grand leaps forward (Mintzberg, 1987). It does not matter much if the emer

gent strategy is not quite optimal. The selection processes of the market are actually 

rather lax. As no one else is likely to know what the optimal strategy is and no one 

would be able to stick to it anyway, failure to devise and carry out the perfect strategic 

plan is hardly going to deliver any fatal competitive disadvantage.

From the systematic perspective, strategy does matter, but not quite in the sense that 

classicists believe. Systematic theorists are much less pessimistic than processualists 

about people’s capacity to conceive and carry out rational plans of action, and much 

more optimistic than evolutionists about their ability to define their strategies in defi

ance of market forces. Following Granovetter’s (1985) stress on the social “embedded

ness” of economic activity, the systematic view proposes that the object' >es and prac

tices of strategy depend upon the particular social system in which strategy-making 

takes place. Strategists often deviate from the profit-maximising norm quite deliber

ately. Their social background may give them interests other than profit -  professional 

pride, managerial power or national patriotism, perhaps. The pursuit of these different 

objectives, even at the cost of profit maximisation, is, therefore, perfectly rational, even 

if the rationale may often be disguised.

Alternatively, strategists may deviate from the textbook rules of rational calculation, not 

because they are stupid, burbecause, in the culture in which they work, s ch rules make 

little sense. These deviant strategies matter because they can be carried through effec

tively. Competitive pressures do not ensure that only evolutionary profit-maximisers 

survive: markets can be manipulated or bamboozled and societies have criteria for sup

porting enterprises other than mere financial performance. The systematic approach, 

therefore, believes that strategy reflects the particular social system in which strategists 

participate, defining for them the interests in which they act and the rules by which they 

can survive. Class and country make a difference to strategy. Thus, each perspective has 

its own view of strategy and how it matters for managerial practice.

Miles and Snow (1978) developed a theory that there are three superior performing 

business types and all others are average or less than average, defenders, analysers, and
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prospectors. Their theory holds that, in order to be superior, there must be a clear and 

direct match between the organisation’s mission/values (their definition), the organisa

tion’s strategies (their basic strategy set), and the organisation’s functional strategies 

(their characteristics and behaviour).

2.4 Structure

Organisational structure designates formal reporting relationships, including the number 

of levels in the hierarchy of the span of control of managers and supervisors. Organisa

tional structure identifies the grouping together of individuals into departments and of 

department into the total organisation. Organisational structure includes the design of 

systems to ensure effective communication, coordination and integration of efforts 

across departments.

Weber (1930) was the first to look at management from a structural perspective. He de

veloped a theory of authority structures and described organizational activity as based 

on authority relation and described an ideal type of organization, that he called bureauc

racy. Bureaucracy was a system characterized by division of labor, a clearly defined hi

erarchy, detailed rules and regulations, and impersonal relationships. His theory became 

the design prototype for large organizations. The detailed features of Weber’s ideal bu

reaucratic structure are job specialization, where jobs are broken down into simple, rou

tine, and well-defined tasks, authority hierarchy pertaining to offices and positions, or

ganized in a hierarchy, eaclr. ,«wer one being controlled and supervised by a higher one, 

formal rules and regulations to ensure uniformity and regulate the actions of employees 

and managers, impersonality of rules and controls and career orientation.

Barnard (1938) was influenced by Weber’s writings. But unlike him who had a mecha

nistic and impersonal view of organizations, Barnard saw organizations as social sys

tems that require human cooperation. He argued that success depend on maintaining 

good relations with people and institutions outside the organization with whom the or

ganization regularly interacts. Barnard introduced the idea that managers had to exam

ine the environment and then adjust the organization to maintain a state of equilibrium. 

The contingency approach can be traced back to Barnard’s work.
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Lawrence and Lorsch (1967) were the first to coin the label, contingency approach. 

They seek to answer the questions, what kind of organization does it take to deal with 

various economic and market conditions. The major emphasis of their study was on the 

states of differentiation and integration in organizations. Differentiation was defined as 

the mere division of labour or specialization. It also referred to the differences in atti

tude and behaviour of the managers concerned. Integration was defined as the quality of 

the state of collaboration that exists among department. What they hoped was to provide 

a systematic understanding of what states of differentiation and integration are related to 

effective performance under different environmental conditions. Effective performance 

was judged in terms of change in profits over the past five years, change in sales volume 

over the same period, new products introduced over the period as a percentage of cur

rent sales. The main conclusions were that, the more dynamic and diverse the environ

ment, the higher the degree of both differentiation and integration required for success

ful organization; less changeable environments require a lesser degree of differentiation, 

but still require a high degree of integration; the more differ? ntiated an organization, the 

more difficult it is to resolve conflict; high-performing organizations tend to develop 

better ways of resolving conflict than their less effective competitors. Improved ways 

of conflict resolution lead to states of differentiation and integration that are appropriate 

for the environment. Where the environment is uncertain, the integrating functions tend 

to be carried out by middle and low-level managers; where the environment is stable; 

integration tends to be achieved at the top end of the management hierarchy.

Bums and Stalker (1961) te*>k a sample of 20 firms in the ’ ectronics industry and stud

ied them from the point of view of how they adapted themselves to deal with changing 

market and technical conditions. The researchers were interested in how management 

systems might change in response to the demands of a rapidly changing external envi

ronment. As a result of their studies, they came up with two distinctive “ideal types” of 

management system, mechanistic systems and organic systems.

Mechanistic systems are appropriate for conditions of stability. By contrast, organic sys

tems are appropriate for conditions of change. Woodward (1965) conducted a study, 

which established the key role of technology as a major variable affecting organization 

structures. Her researches strongly suggested that not only was the system of production
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a key variable in determining structure, but that also there was a particular form of or

ganization which was most suited to each system.

Pugh et al. (1969) studied the various aspects of structure, technology, and environment. 

They adopted a multi-dimensional and attempted to develop the idea of an organiza

tional mix, which can be applied to an organization at a particular point in time in order 

to achieve successful results. The group distinguished six primary variables of structure 

(specialization, standardization of employment practices, standardization of procedures 

and methods, formalization, centralization and configuration), and considered them 

against a number of contextual variables (origin and history, ownership, size of organi

zation, charter, technological features, and interdependencies). The conclusions reached 

showed the relevance of size to structural variables. As an organization grows beyond 

the stage at whic* it can be controlled by personal interaction, it has to be more explic

itly structured. C- -ganization with large size tends to lead to more specialization, more 

standardization, more formalization, but less centralization. The overall conclusion was 

that, it was possible to predict fairly closely the structural profile of an organization on 

the basis of information obtained about the contextual variables (Pugh et al., 1969).

The environments, both internal and external to the organisation, are constantly chang

ing. Consequently, the organisation must change, adapt, and modify all the time to fit 

the new requir ments. This requires constant innovation through incremental and/or 

radical change. Incremental change occurs through established structures and manage

ment processes ..tsing new-^echnologies, etc. Radical change involves creation of new 

structures and new management processes. Depending upon the levels of chains-of- 

command, there are large bureaucratic and small flexible types of organisational struc
tures.

All formal organisations have a structure of roles and a set of arrangements to achieve 

the organisation’s objectives. This is known as the organisation’s design. It embraces 

the distribution of tasks that organisation members perform and the mechanisms of co

ordination and control. Design is thus more than the simple lines of authority and ac

countability shown in the organisational chart. In organisational analysis, three dimen

sions of structure are usually seen as fundamental. Centralisation, the number of levels 

in the hierarchy and the extent to which decisions are taken at the top of the organisa
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tion. Specialisation, the extent to which the total activities of the organisation are broken 

down into specialised jobs for individuals. Standardisation is the extent to which the 

conduct of activities necessary to achieve the organisation’s goals are controlled and 

coordinated by standard, written rules.

Organisations differ along these dimensions depending on their environments and 

strategies. The following are some of the different types of organisational structure: 

mechanistic organisation, organic/organismic organisation, functional structure, prod

uct-based structure, H-form, and matrix structure. The terms “mechanistic organisation" 

and “organismic organisation” were first used by Bums and Stalker (1961) to contrast 

two different types of organisation. Mechanistic organisations are characterised by high 

and rigid job specialisation and centralised decision-making, with vertical channels of 

communication. Organismic organisations, by contrast, display loose job definitions, 

greater horizontal communication, and some evolution of decision-making to lower lev

els of the hierarchy.

Matrix structure is a design in which individuals report to managers in more than one 

department or function. The simple chain-of-command found in the classic bureaucracy 

is replaced by potentially a multiplicity of reporting relationships. This type of structure 

may characterise part of the organisation -  for project team management, for instance, 

where a project manager assures authority over team members drawn from a number of 

departments -  or it may extend to the entire organisation (Bums and Stalker, 1961).

H-form is a form of company structure in which constituent companies are completely 

or partially owned by a holding company. Generally, such structures arise out of merger 

or acquisition activity. The product range, production, facilities and management struc

tures are often left largely unchanged and constituent companies can thus be said to be 

undigested. Little direct control is exercised by the holding company, other than receipt 

of profits. The absence of central direction is often contrasted with that in an M-form 

company, but in so far as the holding company confines itself to acquisitions, divest

ment and simple financial control, it could be said to be a “pure” form of the letter 

(Bums and Stalker, 1961).
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Product-based structure is an organisational structure where activities are grouped ac

cording to product or service, and formal coordination of management functions occurs 

separately for each. This structure duplicates management functions, potentially losing 

some economies of scale. It enables their activities to be tailored to the requirements of 

a particular product and its market. It is, therefore, said to be an appropriate structure for 

a diversified organisation. The locus of authority and coordination occurs at a relatively 

decentralised level compared to functional structures, thereby facilitating swift adjust

ment to changing market conditions. The geographically based structure takes a similar 

form. Each unit is based on a particular geographical area. Mixed geo-product-based 

structures are quite common. An extension of this form is the multidivisional or M- 

product company. Here, the units are organised as separate divisions or profit centres, 

with considerable autonomy in operational decision-making (Bums and Stalker, 1961).

Functional structure is an organisational structure where activities are group-'d into de

partments by functions and formal coordination occurs at the apex. Such structures pro

vide a generally effective means of coordination, both within departments and across 

the organisation as a whole, when there is a single product or service. They also provide 

clear cancer paths for functional specialists, though there is a possibility that loyalty to 

departments will displace loyalty to the organisation. Functional structures become less 

appropriate when an organisation diversifies. It can be difficult to adapt functions to 

p( Nsibly varying product or service requirements, since the centralisation of authority in 

this model tends to encourage uniformity. This type of structure is often referred to as 

U-iOrm, since authority within the organisation can be traced up the chain-o1-command 

to a unitary source (Bums and Stalker, 1961).

Critical function structure is an organisational structure in which one management func

tion is considered so important that it is organised separately to some extent from the 

rest of the organisation. For example, in retailing, the overall structure is often the geo

graphical variant of the product-based structure, with centralisation of authority to an 

area or regional manager. Standardised merchandising, however, is considered so criti

cal to the organisation’s success that this function is centralised on a functional basis.
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2.5 Core Competencies

The term “core competency” has its root from the concept of distinctive competencies 

that Selznick (1957) defined as those things that an organization does especially well in 

comparison to its competitors. However, as perceived by Prahalad and Hamel (1990) 

core competencies are those capabilities that are critical to a business achieving com

petitive advantage. Core competence can cover a number of themes such as one busi

ness may feel that the way it serves customers is its core competence, another may have 

an excellent sales force and expert maintenance and repair personnel and that constitutes 

its core-competencies, a manufacturer may feel that quality and innovation are its core 

competence, or a company may hire expert technicians and engineers and use state-of- 

the-art technology and consider them its core-comepetncies.

Ever since Prahalad and Hamel introduced the term in the 1990’s, many researchers 

have tried to highlight and further illuminate the meaning of core competence. Accord

ing to Hunger and Wheelen (1993), capabilities are considered core if they differentiate 

a company strategically. Their central idea is that over time companies may develop key 

areas of expertise, which are distinctive to that company and critical to the company’s 

long term growth. Gallon, Stillman, and Coates (1995) made it explicit that core compe

tencies are more than the traits of individuals. They defined core competencies as ag

gregates of capabilities, where synergy is created that have sustainable value and broad 

applicability. That synergy needs to be sustained in the face of potential competition 

and, as in the case of engine, must not be specific to one product or market. Therefore, 

core competencies are harmonized, intentional constructions.

Coyne, Hall, and Clifford (1997) proposed that a core competence is a combination of 

complementary skills and knowledge bases embedded in a group or team that results in 

the ability to execute one or more critical processes to a world class standard. On the 

other hand, Galunic and Rodan (1998) argue that a core competence differentiates not 

only between firms but also inside a firm it differentiates amongst several competencies. 

In other words, a core competency guides a firm in recombining its competencies in re

sponse to demands from the environment. According to Chandan (2003) a competency 

ls an internal capability that a company performs better than other internal capabilities.
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A core competency is a well-performed internal capability that is central, not peripheral, 

to a company’s strategy, competitiveness, and profitability.

Researchers such as Prahalad and Hamel (1993) argue that the concept of competencies 

thus implies that resources should avoid being standardized and easily available if the 

firm is to achieve a competitive advantage over its rivals. Proponents of this framework 

emphasize the importance of a dynamic strategy in today’s more dynamic business en

vironment. They argue that a strategy based on a “war of position” in industry structure 

works only when markets, regions, products, and customer needs are well defined and 

durable. As markets fragment and proliferate, and product life cycles accelerate, “own

ing” any particular market segment becomes more difficult and less valuable. In such 

environment, the essence of strategy is not the structure of a company’s products and 

markets but the dynamics of its behaviours. A successful company will move quickly in 

and out of products, markets, and sometimes even business segments. Underlying it all, 

though, is a set of core competencies or capabilities that are hard to imitate and distin

guish the company from competition. These core competencies, and a continuous stra

tegic investment in them, govern the long-term dynamics and potential of a company.

How a business achieves and sustains strategic advantages, such as competitive advan

tage, comparative advantage, and distinctive advantage has long been the central focus 

of strategic management research. The dominant pattern in the field has been the com

petitive forces approach that states that intensity of competition determines that profit 

potentional for individual jSrms (Porter, 1985). According to this framework, a firm 

seeks a position in an attractive market that can be defended against both existing and 

potential competitors.

The internal analysis emphasizes building distinctive and core competencies, resources, 

advantages, and decision-making into a firm such that it continues to thrive in a chang

ing environment. The four concepts are inherently interlinked; starting with the basic 

concept of assets, upon which capabilities are established, and thus developing core 

competencies and distinctive advantages. Therefore, as mentioned before, a core com

petency is a well-performed internal capability that is central, not peripheral, to a com

pany’s strategy, competitiveness, and profitability whilst a distinctive advantage is a 

competitive valuable capability that a company performs better than its rivals.
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More recently, there has been growing interest in the role of resource-based capabilities; 

or rather competencies have on attaining competitive advantage (Hunger and Wheelen, 

1993). As mentioned above, relying on the traditional strategic management construct 

of distinctive competence (Bartol and Martin, 1991), the resource-based view suggests 

that the resource of firm’s strategic advantages is rooted in a firm’s resources and capa

bilities (competencies). Resources include capital equipment, skills of individual em

ployees, reputation, and brand names (Lamb, 1988). Capabilities, on the other hand, re

fer to a firm’s skill at effectively coordinating its resources. In other words, resources 

are the source of a firm’s capability, and capabilities refer to a firm’s ability to bring 

these resources together and to deploy them advantageously (Rumelt, 1974). Capabili

ties also differ from resources in that they cannot be given a monetary value, as can tan

gible plant and equipment, and are so deeply embedded in the organizational routines 

and practices that they cannot be easily imitated (Chandan, 2003).

Hunger and Wheelen (1993) argue that with technology circumventing the use of many 

scarce elements in production (for example, ceramics substituting for aluminium) and 

many less developed countries reaching a basic maximum level of development, com

petitive advantage replaces comparative advantage as the most useful concept in inter

national trade. Every organization possesses many capabilities that enable it to perform 

the activities necessary to provide its products or services. Some of these activities may 

simply be performed adequately, while others may actually be performed rather poorly. 

However, successful organizations conceivably possess certain capabilities allowing 

them to perform key activities exceptionally well. These capabilities have been termed 

“distinctive competencies” and generally refer to the unique skills and activities that a 

firm can do better than rival firms (Hunger and Wheelen, 1993), enabling it to achieve 

both a competitive and comparative advantage. Moreover, these are the distinctive ca

pabilities that support a market position that is valuable and difficult to imitate. Leader

ship is among the key managerial capabilities that together with tangible and intangible 

assets form core competencies.
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2.6 The Interaction between the Environment, Strategy, Structure And 

Core-competencies

Lenz (1980) reports the findings of an empirical field study of savings and loan associa

tions. The investigation centres upon whether combinations of environment, strategy, 

and organisational structure of high-performance firms differ from combinations associ

ated with low-performance firms. Results show that such combinations differ, both sta

tistically and with respect to their basic character. There is also evidence that norms 

held by managers of competing institutions and the nature of relationships between or

ganisations and populations served to influence the vigour and form of inter-firm rival

ries and, in turn, organisational performance. The performance implications of different 

combinations of environment, strategy and organisation may be largely explained by 

three interrelated circumstances. These are: the form of inter-firm rivalries within a par

ticular competitive context, differences in the level of consensus about original missions 

and domains, and the character of relationships between organisations and populations 

served. The success of high-performance firms is partly attributed to having fewer direct 

competitors, i.e. other thrift institutions in the environment.

Slevin and Govin (1997) analyzed the effects of a company’s organizational structure 

and environmental context on the relationship between that company’s pattern and its 

sales growth rate. Results indicate that planned strategies are positively related to sales 

growth among firms with mechanistic structures and operating in hostile environments. 

Emergent strategies, on the other hand, are mo^ positively related to sales growth 

among firms with organic structures and operating in benign environments. They con

cluded that the context in which strategy is formed does affect the level of firm per

formance (growth) associated with particular strategy formation patterns. Neither the 

planned nor the emergent approach appears to be universally effective, and each must 

be matched to a congenial context before success in implementation can be reasonably 

expected.

The link between strategy and performance remains elusive. No causal relationship has 

been established between strategy and company performance, lhune and House (1970) 

observe that companies that engage in formal long-range planning have historically out

performed informal planners. They add, however, that it would be naive to conclude
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that formal planning is the sole cause of success in firms. Firms may be using other 

management practices that contribute to success, e.g. organisation design, good human 

resource practices, corporate culture, etc. They conclude that it is more likely that for

mal planning is a characteristic of a well-managed firm than the single cause of success

ful firm performance. Ansoff et al. (1970) add that formal planners out-perform non

planners in virtually all-relevant financial criteria. They continue by saying that formal 

planning pays and appears to assist firms to achieve success.

Greenley (1986), reacting to Thune and House (1970), Ansoff et al. (1970) and Buzzell 

and Gale (1984), says that the relationship between strategic planning and performance 

is yet to be established, that studies linking strategic planning and performance are in

conclusive, and that more research needs to be done in this area. He also says that it 

cannot be concluded that strategic planning causes improved company performance. 

There is a range of potential advantages, however, to be gained from utilisation of stra

tegic planning. Hence need for further research on the relationship between strategy and 

structure. Baum (2003) contributing on the debate finds that fast strategic decision

making predicts subsequent firm growth and profit and mediates the relationship of dy

namism, centralization and formalization with firm performance. Though Baum (2003) 

made a great contribution to the debate, there is still need however, to look at other as- 

pects/attributes of strategy and how it interacts with structure in terms of less flexible, 

flexible, or highly flexible; environment in terms of less changing, changing, and highly 

changing; core-competencies in terms of less competencies, moderate competencies and 

high competencies; and fiaally performance in terms of sales growth and return on as

sets.

Miles, Covin, and Heeley (2000) investigated the organizational structures, strategic 

postures, business practices, and performance levels of small firms in stable and dy

namic environments. After examining the issue of how small firms behave under differ

ent levels of environmental dynamism, they made the following general conclusions: 

environmental dynamisms appear to promote organic structures even among small 

firms; the relationship between dynamism and structure seems to relate to performance; 

and the organic structures correlate positively with performance in dynamic environ- 

ments and negatively with performance in stable environments. Their findings also indi

cate that entrepreneurial strategic postures are more prevalent among small firms in dy-
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namic environments, while stable environments seem to favour more conservative stra

tegic postures. These results are consistent with prior research, which examined larger 

firms (Harvey, 1968; Khandwalha, 1977; Miller, 1983; Dean, 1993).

Gordon et al. (2000) re-examined the strategic orientation, a change in strategy com

bined with change in at least two of organizational structure, power distribution, and 

control systems, presented by Lant, Milliken, and Batra (1992), by using archival data 

(1987-1993) for firms in the stable furniture and turbulent computer software industries. 

While enabling direct comparability of results from the two studies, they specify an ex

tended, integrated model of change forces, and test the hypotheses with a more robust 

data analytic technique, hierarchical regression analysis. The results support industry 

turbulence and CEO turnover as precursors to strategic reorientation, and suggest that 

industry turbulence conditions managers’ external attributions for negative financial 

performance in influencing strategic orientation. Alternatively, the results indicate that 

top management team turnover is negatively related to strategic reorientation. The re

sults do not support the conclusion of Lant et al. (1992) that low past financial perform

ance, top management team heterogeneity, awareness of environmental changes, and 

external attributions for negative financial performance outcomes are significantly asso

ciated with strategic reorientation. Structural equation analysis indicates the predictive 

superiority of the re-specified model, and they offer suggestions for theoretical refine

ment and development of strategic reorientation.

Covin, Slevin, and Heeley*(2001) describe how the relationship between decision

making style and firm performance is impacted by technological sophistication and or

ganizational structure. The findings suggest that different combinations of managerial 

style and structure predict firm financial performance in high-tech and low-tech envi

ronments. For example, in high-tech environments, sales growth rates were found to be 

higher when the technocracy dimension of decision-making style and the organicity di

mension of organizational structure are negatively related. In low-tech environments, on 

the other hand, sales growth rates were found to be higher when these dimensions are 

positively related. Different results were observed, however, when firm financial per

formance was operationalized in terms of return on sales.
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Barth (2003) argues that the fit among the competitive strategy followed by a firm, the 

utilization of administrative mechanisms, and the performance of the firm are related to 

industry maturity. He conducted a comparative study on manufacturing industries and 

software firms. The findings support the assumption that firms in new industries grow 

faster than firms in mature industries. Few cases of misfits with a high level of manage

rial skills are found, and the distribution of firms indicates that the fit between differen

tiation strategy and decentralized structure is the more common one. Some small busi

ness managers undertake little or no systematic analysis of their environment prior to 

making a strategic decision.

Kuprenas (2003) analyzed the implementation and performance of a matrix organization 

installed at the city of Los Angeles, Bureau of Engineering. The study found that, al

though implementation problems had occurred, the performance of the organization 

while operating under a matrix structure has improved with respec- to project delivery. 

He commented further that there is little research available to demonstrate: what core 

competencies are considered to exist in organizations, how they have been identified, 

how they have been used, or how their existence can be verified objectively. However, 

there are some factors within the organization, which are believed to be associated with 

successful managers and organizations such as leadership and governance and their de

rivatives like motivation and employee commitment (Kuprenas, 2003).

Madhok (2002) came up with a model which he called the triangular alignment between 

the triumvirate of governance structure, transaction, and resource - tributes and demon

strates how the identity and strategy of a particular firm influences how its resources 

interact with the transaction and how the firm chooses to govern it. The general argu

ment is then applied to the context of inter firm collaborative relations where the key 

focus is broadened from just cost to include also skills, knowledge, and the interdepend

ence between cost and skills with respect to firm boundaries, both in terms of choice 

and nature. Such a broadening of focus enables us to additionally examine the transact

ing process as a productive endeavour, which underpins the co-evolution of the compe

tencies of partner firms.

Miller (2004) demonstrates that while agency theory claims managerial self-interest 

creates a diversification discount, strategic theory explains that firms with certain kinds
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of resources should diversify. Longitudinal data on 227 firms that diversify between 

1980 and 1992 reveal that the sample firms invest less in Research and Development (R 

& D) and have greater breadth of technology than their industry peers prior to the diver

sification event. Also, acquiring firms that use internal growth rather than acquisition 

pursue less extensive diversification. These findings help explain how diversification 

and financial performance are endogenous. Leiponen (2005) argues that the technologi

cal and institutional environment drives firms’ decisions to organize innovation and in

vest in learning, which determine firm performance in terms of innovation and growth; 

however, independent government activities of complementarities may become optional 

when depreciation of knowledge is rapid due to radical technical change.

Leiblein and Miller (2003) developed a model based on insights from transaction cost 

economics, the resource-based view, and real options theory to examine how transac

tion-level characteristics, firm specific capabilities, and product-market scope influence 

the governance of production. Empirical evidence derived from analysis of 469 make -  

or-buy decisions involving 117 semiconductor firms indicates that decisions regarding 

the governance of production activities are strongly influenced by both transaction and 

firm-level effects.

Scarbrough and Medcof (2001) argue that a linking of the Resource Based-View (RBV) 

of the firm, resource dependency theory and the Vroom-Yetton model of leadership is 

used to show that when important technical R&D are located offshore for strategic and 

efficiency reasons, resource^ased power goes with them. The extra-national technology 

units that embody those strategically important resources should be managed with in

clusive methods that respect that power shift. This analysis suggests that when strategi

cally important technical work is located overseas, resource-based power goes with it. 

Putting strategically important work offshore carries with it the necessity of managing 

that work with systems that respect the location of the resource-based power. An inclu

sive method of management is recommended. If a top management team is not prepared 

to use inclusive methods, it should resist the temptation to place strategically important 

technical work at extra-national locations. Core, Holthausen, and Larcker (1999) sug

gest that firms with weaker governance structures have greater agency problems that 

CEOs at firms with greater agency problems receive greater compensation and that 

firms with greater agency problems perform worse.

34



Lee, Lee and Pennings (2001) examined the influence of internal capabilities and exter

nal networks on firm performance by using data from 137 Korean technological start-up 

companies. Internal capabilities were operationalized by entrepreneurial orientation, 

technological capabilities, and financial resources invested during the development pe

riod. External networks were captured by partnership and sponsorship-based linkages. 

Partnership-based linkages were measured by strategic alliances with other enterprises 

and venture capitalists, collaboration with universities or research institutes, and partici

pation in venture associations. Sponsorship-based linkages consisted of financial and 

non-fmancial support from commercial banks and the Korean government. Sales growth 

indicated the start-up’s performance. Regression results showed that the three indicators 

of internal capabilities are important predictors of a star-up’s performance. Among ex

ternal networks, only the linkages to venture capital companies predicted the start-up’s 

performance. Several interaction terms between internal capabilities and partnership- 

based linkages have a statistically significant influence on performance. Sponsorship- 

based linkages do not have individual effects on performance but linkage with financial 

institutions has a multiplicative effect with technological capabilities and financial re

sources invested on a start-up’s performance.

Lorenzoni and Lipparini (1999) through a study of three lead firm-network relationships 

at two points in time used data on companies in the packaging machines industry and 

studied the process of vertical disintegration and focused on the ability to coordinate 

competencies and combine knowledge across corporate boundaries. They argued that 

the capability to interact with other companies-which they call relational capability-, 

accelerates the lead firm’s knowledge access and transfer with relevant effects on com

pany growth and innovativeness. This study provides evidence that interfirm networks 

can be shaped and deliberately designed: over time managers develop a specialized sup

plier network and build a narrow and more competitive set of core competencies. The 

ability to integrate knowledge residing both inside and outside the firm’s boundaries 

emerges as a distinctive organizational capability. Their main goal was to contribute to 

the discussion on cooperative ties and dynamic aspects of interfirm networks, adding 

new dimensions to resource-based and knowledge-based interpretations of company 

performance.
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Lorezon and Lipparini (1999) conclude that interfirm networks can be shaped and de

liberately designed: overtime managers develop a specialized supplier network and 

build a narrower and more competitive set of core competencies. The ability to integrate 

knowledge residing both inside and outside the firm’s boundaries emerges as a distinc

tive organizational capability. Interfirm relationships play a significant role in the de

velopment of new products and in the fine-tuning of competencies of partnered organi

zations. The Table 1 below summarises the empirical studies that have been carried out 

on co-alignment variables either individually with performance or in combination and 

bring out the knowledge gap especially about the effect of the core-competencies on the 

relationship between co-alignment variables and firm performance.

Table 1: Empirical Studies on Co-Alignment Model
A u 
th o r ^ )

S tu d y  T itle M a in  h y 
p o th es is

S ta t is t ic a l
T e sts

K e y  fin d in g s M a jo r  C c ;  tr i-  
b u tio n

L enz
(1980

em pirica l fie ld  
s udy  o f  sav ings 
and loan asso c ia 
tions on  w hether 
com binations o f  
env ironm ent, s tra t
egy, and  o rg an iza
tiona l struc tu re  o f  
h igh -perfo rm ance 
firm s d iffe r from  
com binations a s so 
c ia ted  w ith  low - 
perfo rm ance firm s

*

T he success o f  
high-
perform ance 
firm s is partly  
a ttribu ted  to 
hav ing  few er 
d irec t com peti
tors, i.e. o ther 
th rift institu
tions in the 
environm ent. 
H ow ever, bo th  
th rif t institu 
tions and 
com m ercial 
banks can 
m ake m ort
gage loans.

R eg ression
A naly s is

R esu lts  show  th a t 
such com binations 
differ, bo th  s ta tis
tica lly  and  w ith  
respect to  th e ir  
basic  character. 
T here is also  ev i
dence that norm s 
he ld  b y  m anagers 
o f  com peting  in sti
tu tions and  the 
nature  o f  re la tio n 
sh ips betw een  o r
gan iza tions and  
popu la tions served  
to  in fluence the 
v igo r an d  form  o f  
in ter-firm  riva lries 
and, in turn , o rg an 
izational p erfo rm 
ance.

T he p erf  rm- 
ance inv -ica- 
tions o f  d e f e r 
en t co m b in a 
tions o f  en v i
ronm en t, s tra t
egy , an d  o r
gan iza tion  m ay  
be  la rge ly  ex 
p la in ed  by th ree  
in te rre la ted  c ir
cum stances: 
T h ese  are  the 
fo rm  o f  'iter- 
firm  rivalries 
w ith in  a pa; ticu - 
la r co m t . f iv e  
con tex t, d iffe r
ences in  the 
level o f  co n sen 
sus abonl o rig i
nal m issions 
and dom ains, 
and  the ch a rac 
te r  o f  re la tio n 
sh ips b e tw een  
o rgan iza tions 
and p o p u la tions 
se rved

A rm 
strong
(1986)

S tra teg ic  P lann ing  
Im proves M an u fac
tu ring  P erfo rm ance

S tra teg ic P lan 
n ing  Im proves 
M anufactu ring  
P erform ance

Q u an tita 
tiv e  cri- 
tiques o f  
28  stud ies

N ine  s tud ies found  
fo rm al p lann ing  to  
be  associa ted  w ith 
b etter perfo rm ance 
and  none found  
detrim en ta l p e r
fo rm ance

R eac tin g  to 
T hune and 
H ouse (19701. 
A n so ff  e t al. 
(19 7 0 ) and 
B uzze ll and  
G ale  (1984), 
says th a t th e

36



v

re la tionsh ip  
betw een  stra te
gic p lann ing  
an d  perfo rm 
ance is ye t to  be 
estab lished , tha t 
stud ies link ing  
strateg ic p lan 
n ing  and  p e r
fo rm ance are 
inconclusive, 
and  tha t m ore 
research  needs 
to  be  done in 
th is area. H e 
also  says th a t it 
canno t be  c o n 
cluded  tha t s tra 
teg ic  p lann ing  
causes im 
p roved  co m 
p any  p e rfo rm 
ance. T here  is a 
range o f  p o te n 
tia l advantages, 
how ever, to  be 
gained  from  
u tiliza tion  o f  
stra teg ic  p lan 
n ing

S lev in 
and  G o- 
vin
(1997 )

T he effects o f  a 
co m p an y ’s o rgan
izational structure 
and  environm ental 
con tex t o n  the re la 
tionsh ip  betw een  
tha t com pany ’s 
pa ttern  and  its sales 
g row th  rate

*

P lanned  
stra teg ies  are 
positive ly  re 
la ted  to  sales 
g row th  am ong  
firm s w ith  
m echan istic  
s truc tu res and  
o p era ting  in 
h ostile  er  i -  
ronm ents. 
E m ergen t 
stra teg ies, on 
th e  o ther hand, 
a re  m ore p o si
tive ly  rela ted  
to  sales g row th  
am o n g  firm s 
w ith  organ ic  
s truc tu res  and 
o p era ting  in 
ben ign  env i
ronm ents.

R egression
A nalysis

T hey  conc luded  
tha t th e  con tex t in  
w h ich  stra tegy  is 
fo rm ed  does a ffec t 
the level o f  firm  
perfo rm ance 
(g row th ) asso c i
ated  w ith  p articu la r 
stra tegy  fo rm ation  
patterns. N eith er 
th e  p lan n ed  no r the 
em ergen t app roach  
appears  to  be  un i
v ersa lly  effec tive , 
and  each  m u st be 
m a tch ed  to  a  con 
genial con tex t b e 
fore success in 
im plem en ta tion  
can  be  reasonab ly  
expected .

L oren- 
zon i &  
L ipparin i 
(1999 )

T he L everag ing  o f  
In terfirm  R ela tion
ships as a D istinc
tive O rganizational 
C apab ility

H I :  L ead  firm s 
po ten tia lly  can 
low er the 
overa ll coo rd i
na tio n  and  
p rod u c tio n  
cos ts o f  a  net-

L ong itud i
nal
th rough  a 
study o f  
th ree lead  
firm - 
netw ork

T his study  p ro 
v ides ev idence  th a t 
in te rfirm  netw orks 
can  be  shaped  and 
delibera te ly  d e 
signed: o ver tim e 
m anagers deve lop

T heir m ain  goal 
w as to co n trib 
ute to the d is
cussion  on  c o 
opera tive  ties 
and  dynam ic 
aspects o f  inter-
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w ork  th rough  
m ultip le , re 
peated . T rust- 
based  re la tio n 
ships w ith  key  
suppliers.
H2: m ultip le , 
repeated . 
T rust-based  
rela tionsh ips 
w ith  key  sup
pliers favor 
lead  f irm ’s 
access to co m 
plem entary  
capabilities 
and specia l
ized  know l
edge w ith  
positive effects 
on the n e t
w orks as a 
w hole

re la tio n 
ships at 
tw o  po in ts 
in tim e 
u sed  data  
on co m p a
n ies in the 
packag ing  
m ach ines 
industry  
and  stud 
ied  the 
p rocess  o f  
vertical 
d is in teg ra
tion  and 
focused  on 
the ab ility  
to  co o rd i
nate  co m 
petenc ies 
and  com 
bine
k n o w ledge
across
co rpo ra te
boundaries

a specia lized  sup
p lie r ne tw ork  and 
bu ild  a  narrow  and 
m ore  com petitive 
se t o f  core co m p e
tencies. The ab ility  
to in tegrate kn o w l
edge resid ing  bo th  
inside and  ou tside 
the  f irm ’s b ounda
ries  em erges as a 
d istinc tive  o rg an 
izational capability

firm  netw orks, 
add ing  new  
d im ensions to  
resou rce-based  
and  know led g e- 
b ased  in te rp re 
ta tio n s o f  co m 
pany  p e rfo rm 
ance.

M iles, C ovin, 
and  H eeley  
(2000)

O rgan izational 
structures, s tra
teg ic  postures, 
business p rac 
tices, and  p e r
fo rm ance levels 
o f  sm all firm s 
in stable and  
dynam ic env i
ronm ents.

*

E nvironm ental 
dynam ism s 
appear to  p ro 
m ote organic 
structures even  
am ong sm all 
firm s; the re la 
tionsh ip  b e 
tw een  dyna
m ism  and  
structure 
seem s to  re la te  
to  perfo rm 
ance; and  the 
organic s truc
tu res co rrela te  
positive ly  w ith  
perfo rm ance in 
dynam ic env i
ronm ents and 
negatively  
w ith  perfo rm 
ance in stab le 
env ironm ents.

R eg ression
A nalysis

T hey  m ade the 
fo llow ing  general 
conclusions: env i
ro nm en ta l d y n a
m ism s appear to  
p rom o te  organ ic  
structu res even 
am ong  sm all 
firm s; the re la tio n 
sh ip  betw een  d y 
nam ism  and  s truc
tu re  seem s to  relate 
to  perform ance; 
and  the organ ic  
structu res co rrela te  
positive ly  w ith  
perfo rm ance in 
dynam ic  en v iro n 
m en ts and  neg a
tive ly  w ith  p e r
fo rm ance in  stable 
env ironm ents. 
T h e ir  find ings also 
ind icate  tha t en tre
p reneuria l strateg ic 
p ostu res  are m ore 
p rev a len t am ong  
sm all firm s in d y 
nam ic  en v iro n 
m en ts, w hile stable 
env ironm en ts seem  
to  favo r m ore con 
serva tive  strateg ic

These results 

are consistent 

with prior 

research, 

which exam

ined larger 

firms (Har

vey, 1968; 

Khandwalha, 

1977; Miller, 

1983; Dean, 

1993).
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postures .
G ordon  et al. 
(2000)

re-exam ined  
the strateg ic 
o rien tation , a 
change in 
stra tegy  com 
b in ed  w ith  
change in at 
least tw o  o f  
o rgan izational 
structure , 
po w er d is trib u 
tion , and  con 
tro l system s, 
p resen ted  by 
L an t, M illiken, 
and  B atra  
(1992)

W hile  en a
b ling  d irec t 
com parab ility  
o f  resu lts  from  
the tw o  stud 
ies, they  sp ec
ify an  ex 
tended , in te
g ra ted  m odel 
o f  change 
fo rces, an d  test 
the hypo theses

By using  
archival 
data 
(1987- 
1993) fo r 
firm s in 
the stab le  
furniture 
and  tu rb u 
lent co m 
puter 
softw are 
industries. 
W hile 
enabling  
d irec t 
com para
b ility  o f  
results 
from  the 
tw o s tu d 
ies, they  
specify  an 
extended, 
in tegrated  
m odel o f  
change 
forces, and  
test the 
hypo theses 
w ith  a 
m ore ro 
bust da ta  
analytic 
techn ique, 
h ie ra rch i
cal reg res
sion an a ly 
sis

T he resu lts  suppo rt 
industry  tu rbu lence 
and  C E O  tu rn o v er 
as p recu rso rs  to 
s tra teg ic  reo rien ta 
tion , and  suggest 
th a t industry  tu rb u 
lence  conditions 
m an ag e rs ’ ex ternal 
a ttribu tions for 
n ega tive  financial 
perfo rm ance in  
in fluencing  s tra te
g ic  o rien tation . 
A lte rna tive ly , the 
resu lts  indicate 
th a t to p  m an ag e
m en t team  tu rn 
o v er is nega tive ly  
re la ted  to  strateg ic 
reo rien ta tion .

T he resu lts do 
no t suppo rt the 
conclusion  o f  
L an t et al. 
(1992) th a t low  
p as t financial 
perform ance, 
top  m an ag e
m en t team  h e t
erogeneity , 
aw areness o f  
env ironm enta l 
changes, and  
ex ternal a ttr ib u 
tions fo r n eg a 
tive financial 
perform ance 
ou tcom es are 
sign ifican tly  
associa ted  w ith  
strategic reo ri
entation . S tru c 
tural equation  
analysis ind i
cates the p red ic 
tive  superio rity  
o f  th e  re 
specified  m odel, 
and  they  o ffe r 
suggestions for 
theore tical re 
finem en t and  
deve lopm ent o f  
strateg ic reo ri
entation.

C ovin , S levin , 
and  H ee ley  
(2001)

S tra teg ic d e c i^  
sion  m ak ing  in 
an  in tu itive Vs. 
technocra tic  
m ode: s truc
tu ral and  env i
ronm enta l con 
sidera tions

T he re la tio n 
ship  betw een  
dec is io n 
m ak in g  sty le 
and  firm  per
fo rm ance is 
im pacted  by 
te chno log ica l 
soph istica tion  
and  o rg an iza
tiona l structu re

C ross- 
sectional 
study  u s
ing the 
reg ression  
analysis.

T he find ings sug
gest th a t d iffe ren t 
co m b inations o f  
m anageria l sty le 
and  structu re  p re
d ic t f irm  financ ial 
perfo rm an ce  in 
h ig h -tech  an d  low - 
tech  env ironm ents

In h igh -tech  
environm ents, 
sales g row th  
rates w ere 
found  to  be 
h igher w hen  the 
technocracy  
d im ension o f  
decision
m aking  sty le 
and the organ ic - 
ify d im ension  o f  
o rgan izational 
structure  are 
negative ly  re 
lated. In low - 
tech  en v iro n 
m ents, on  the 
o ther hand, 
sales g row th
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rates w ere 
found  to  be 
h ighe r w hen  
these  d im e n 
sions are  p o s i
tive ly  re la ted

Lee, Lee and
Pennings
(2001)

In ternal C ap a
b ilities, E x te r
nal N etw orks, 
and  p e rfo rm 
ance: A  study  
on  techno logy - 
b ased  ven tu res

jt

T he level o f  
en trepreneuria l 
o rien tation  is 
positively  as
sociated  w ith 
technologica l 
sta rt-u p ’s per
form ance

L agged  
dependen t 
variab le  in 
a co rre la 
tional 
analysis

R egression  resu lts  
show ed that the 
th ree ind icators o f  
in ternal capab ili
ties a te  im portan t 
p red ic to rs o f  a 
s ta r-u p ’s perfo rm 
ance. A m ong  ex 
ternal netw orks, 
on ly  the linkages 
to  ven ture cap ita l 
com pan ies p re 
d ic ted  the s ta rt
u p ’s perform ance. 
Several in teraction  
te rm s betw een  
in ternal cap ab ili
ties and  p a rtn e r
sh ip -based  link 
ages have  a s ta tis
tically  sign ifican t 
in fluence on p e r
form ance. S pon 
so rsh ip -based  link 
ages do no t have 
ind iv idual effec ts 
on  perfo rm ance 
bu t linkage w ith  
financial in stitu 
tions has a m u lti
p licative effec t 
w ith  techno log ica l 
capab ilities and 
F iianc ia l resources 
invested  on a s ta rt
u p ’s perform ance

T h is  study  can  
p ro v id e  several 
m an ag eria l im 
p lica tions for 
en trep reneu rs  o f  
techno log ica l 
start-ups.

C hathoth
(2002)

C o-A lignm en t 
be tw een  E nv i
ro n m en t R isks, 
C o rpo ra te  
S tra tegy , C ap i
ta l S tructu re , 
and  F irm  P er
fo rm ance: an 
E m pirical In 
vestiga tion  o f  
R estau ran t 
F irm s

C o-A lignm ent 
betw een  E nv i
ronm ent R isks, 
C orporate 
S trategy, C ap i
ta l S tructure, 
and  F irm  P er
form ance im 
p roves firm  
perform ance 
m ore  than the 
ou tcom e o f  
individual 
variables.

R egression
A nalysis

T he study  show ed  
th a t th e re  w as a 
positive re la tio n 
sh ip  betw een  the 
co -a lignm en t 
m odel and  o rg an 
izational p e rfo rm 
ance. H e also  
found  th a t the full 
m odel, w h ich  
m easu red  all the 
construc ts (risk  
environm ent, stra t
egy, and  cap ita l 
structu re), ex 
p la ined  on ly  59 
p ercen t o f  variance 
in the firm s’ re tu rn

T h is im plies 
th a t th e re  are 
o ther fac tors 
w h ich  accoun t 
fo r the rem a in 
ing  41 p e r cen t, 
n o t rep resen ted  
in the trad itio n a l 
co -a lignm en t 
m odel, tha t do 
in fluence  p e r 
fo rm ance . T h is  
fu rthe r suggests 
a  n eed  to e x 
p an d  th e  n o tio n  
o f  a co 
alignm en t 
m odel to  in-
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on equity . elude o ther 
re levan t vari
ables

M adhok
(2002)

R eassessing  
T he F unda
m entals A nd 
B eyond:
R onald  C oase, 
T he T ransac
tion  C ost A nd 
R esource- 
B ased  T h eo 
ries O f  The 
F irm  A nd T he 
Institu tional 
S tructure O f  
P roduction

the identity  
and  stra tegy  o f  
a  particu la r 
firm  in fluences 
h ow  its re 
sources in ter
ac t w ith  the 
tran saction  and  
how  the firm  
chooses to 
g overn  it im 
p rove firm  
perfo rm ance

T he gen 
eral a rg u 
m en t is 
then ap 
p lied  to  the 
con tex t o f  
in terfirm  
co llab o ra
tive  re la 
tions
w here  the 
key  focus 
is b ro ad 
ened  from  
ju s t  co s t to  
inc lude 
also  skills, 
kn o w l
edge, and  
the in te r
dep en d 
ence b e 
tw een  cost 
and  sk ills 
w ith  re 
spect to  
firm  
b o u n d a
ries, bo th  
in te rm s o f  
cho ice  and 
nature .

d em onstra tes  how  
the iden tity  and 
stra tegy  o f  a  p a r
ticu la r firm  in flu 
ences h ow  its re 
sources in teract 
w ith  th e  tran sa c 
tion  and  how  the 
firm  chooses to  
govern  it

S uch  a b ro ad e n 
ing o f  focus 
enables us to  
add itiona lly  
exam ine the 
tran sacting  
process as a 
p roductive  E n 
deavour, w hich 
underp in s the 
co -evo lu tion  o f  
the co m p eten 
cies o f  partner 
firm s.

B aum  and 
W ally  (2003 )

S trategic d ec i
sion  speed and  
firm  p erfo rm 
ance

S tra teg ic  dec i
sion  speed  
m ed ia tes the 
re la tion  b e 
tw een  envi- 

’ ronm en ta l and 
o rgan izational 
characteristics 
and  perfo rm 
ance

D ata  w as 
co llec ted  
from  318 
C E O s 
from
1996-2000
an d  w as
ana lyzed
using  the
structu ra l
equation
m odelling .

T he  study  finds 
th a t fast stra teg ic  
dec is ion -m ak ing  
p red ic ts  su b se
qu en t firm  g row th  
and  p ro fit and  m e
d ia tes th e  re la tio n  
o f  dynam ism , cen 
tra liza tion , and  
fo rm aliza tion  w ith  
firm  p erfo rm ance

C ontribu te  to  
the deba te  on  
stra teg ic  de ■ • 
sion -m ak ing  
theory  and  o r
gan iza tion  ti - 
ory.

B arth  (2003) F it am ong 
com petitive 
strategy, ad 
m in istrative 
m echanism s, 
and  perfo rm 
ance: A  co m 
parative study 
o f  sm all firm s 
in m ature and 
new  industries.

the fit am ong 
the com peti
tive strategy  
fo llow ed  by  a 
firm , the u tili
za tion  o f  ad 
m in istra tive 
m echan ism s, 
and  the p e r
fo rm ance o f  
the firm  are 
re la ted  to  in
du stry  m atur-

R egression
analysis

T he  find ings sup 
p o rt the assu m p 
tion  th a t firm s in  
n ew  industries 
g ro w  faste r than  
firm s in  m atu re  
industries. Few  
cases o f  m isfits  
w ith  a  h igh  level 
o f  m anageria l 
sk ills  are  found, 
and  the d is trib u 
tio n  o f  firm s indi-

T he study  o ffers 
a t least tw o d if
feren t ad m in is
tra tive m ech a
n ism s fo r the 
sm all business  
m anager to d e 
velop  and to  
pu rsue a  c o m 
petitive stra tegy
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ity cates th a t the fit 
be tw een  d ifferen 
tia tion  strategy  and 
decen tra lized  
structu re  is the 
m ore com m on one. 
Som e sm all b u si
ness  m anagers 
undertake  little o r 
no system atic 
analysis o f  the ir 
env ironm ent p rio r 
to  m aking  a s tra te
g ic  decision.

K uprenas
(2003)

T he im p lem en
ta tion  and  per
fo rm ance o f  a 
m a trix  o rgan i
za tion  s truc
ture.

*

perfo rm ance 
o f  the o rgan i
za tion  w hile 
opera ting  un 
der a  m atrix  
structu re  has 
im proved  w ith  
resp ec t to  p ro 
je c t  delivery

C ase study  
o f  the c ity  
o f  L os 
A ngeles, 
B ureau  o f  
E ng ineer
ing

T he study found 
tha t, a lthough  im 
plem en tation  p rob
lem s have oc
curred , the per
fo rm ance o f  the 
o rgan iza tion  w hile 
o p era ting  under a 
m a trix  structure 
h as  im proved  w ith  
respect to  p ro jec t 
delivery .

T he benefits  o f  
th is w o rk  are as 
fo llow : how  the 
need  fo r a m a 
trix  structu re  
w as iden tified ; 
steps in  the 
c rea tion  o f  the 
m a trix  an d  the 
o rgan iza tional 
op tions; p rocess 
p rob lem s asso 
c ia ted  w ith  th e  
im plem en ta tion ; 
tang ib le , tested  
so lu tions to 
p rocess  p ro b 
lem s associa ted  
w ith  the im p le
m en tation , and 
eva lua tion  too ls 
to  m easu re  the 
e ffec tiveness o f  
the p ro jec t 
m an agem en t 
p rocess  w ith in  
the m a trix  o r
gan iza tion .

L eib lein  and 
M iller (2003)

exam ine how  
transaction - 
level ch a rac 
teristics, firm  
specific  cap a
b ilities, and 
p ro duct-m arke t 
scope in flu 
ence the g o v 
ernance o f  
p roduction

transaction - 
level cha rac
teristics, firm  
specific  cap a
b ilities, and  
product- 
m arke t scope 
in fluence the 
governance o f  
p roduction

d eve loped  
a  m odel 
b ased  on  
insigh ts 
from
transaction  
cost eco 
nom ics, 
the re 
source- 
based
v iew , and  
rea l o p 
tions th e 
ory

E m pirica l evidence 
derived  from  
analysis o f  469  
m ake -o r-b u y  d e 
cisions involving 
117 sem iconducto r 
firm s ind icates that 
decisions reg a rd 
ing the governance 
o f  p roduction  ac 
tiv ities are strongly  
in fluenced  by  both  
transaction  and  
firm -level effects.

T he study 
show s a positive  
rela tionsh ip  
betw een  the 
environm ent, 
firm  ch a rac te r
istics and  firm  
perfo rm ance

M iller (2004) F irm s’ T ech 
no log ica l re-

H I: P rio r to 
the d iversifica-

L o n g itu d i
nal da ta  on

D em onstra tes tha t 
w h ile  agency  the-

T hese  findings 
help  explain
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sources and the 
perform ance 
effects o f  d i
versification:
A  longitudinal 
study

tion  event, 
d iversify ing  
firm s have 
low er R & D  
in tensify  than 
m atched  firm s 
tha t stay  fo 
cused.
H 2: P rio r to 
the d iv e rsifica 
tion  even t, 
d iversify ing  
firm s hav e  less 
spec ia lized  
know ledge 
assets than  
m a tch ed  firm s 
th a t stay  fo
cused.

227  firm s 
that d iver
sify  b e 
tw een  
1980 and 
1992 using 
co rre la 
tional 
analysis.

ory  claim s m an a
geria l se lf-in terest 
crea tes a  d iv e rsifi
ca tion  d iscount, 
stra teg ic  th eo ry  
exp la in s tha t firm s 
w ith  certa in  k inds 
o f  resources 
shou ld  d iversify . 
T h ey  rev ea l th a t 
sam ple  firm s in 
ves t less in R & D  
to  have  grea ter 
b read th  o f  tech n o l
ogy  than  th e ir 
low er perfo rm ance 
b ecause  o f  ac 
coun ting  con v en 
tions and  because 
firm s th a t u se  in 
te rn a l g row th  
ra th e r than  acq u isi
tio n  pursue less 
ex tensive  d iv e rs i
fication .

h ow  d iv e rs ifica 
tion  and fin an 
cial p e rfo rm 
ance are  e n 
dogenous.

L eiponen
(2005)

C ore C om ple
m entarities o f  
the C o rpo ra
tion: O rgan iza
tion  o f  an in 
novating  F irm

4

T he tech n o 
log ical reg im e 
ind irec tly  in 
fluences o r
gan iza tion  
cho ice , and 
sim ilarly , the 
in stitu tional 
en v ironm en t 
ind irectly  in 
fluences lea rn 
ing  invest
m ents.

>

E conom ic
m odel

T he techno log ica l 
and  institu tional 
env ironm en t d rives 
f irm s’ dec isions to  
o rgan ize  inn o v a
tion  and  invest in 
learn ing , w h ich  
determ ine  firm  
perfo rm ance  in 
te rm s o f  in n o v a
tio n  and  grow th ; 
ho w ev er, in d e
p en d en t g o v ern 
m en t ac tiv ities o f  
com p lem en tarities 
m ay  becom e o p 
tio n a l w hen  d ep re 
c ia tion  o f  kn o w l
edge is rap id  due 
to  rad ical technical 
change.

A new  fram e
w ork  fo r  a n a 
lyz ing  in n o v a
tion . K n o w l
edge and  o rg an 
izational 
choices in  
firm s.

2.7 Organisational Performance

Cole (1997) argues that organisational performance relates to the efficiency and effec

tiveness of the firm. Understanding organisational goals and strategies is the first step 

toward understanding organisational effectiveness. Organisational effectiveness is the 

degree to which an organisation realises its goals. Efficiency is a function of the quan
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tity of resources used to produce a unit of output. Efficiency sometimes leads to effec

tiveness, but not always. In other organisations, efficiency and effectiveness are not re

lated. When managers tie performance measurement to strategy execution, this can also 

be valuable for helping organisations reach their goals.

Bonoma (1989) says that success has much to do with management’s expectations ver

sus results obtained. When trying to assess performance, there is no business function 

top executives worry about more than marketing. Management’s expectation of the 

products is the relative performance of any market programme. Programme managers 

and brand managers have to arrange and conduct their marketing projects to avoid 

arousing undue optimism on the part of their superiors. Personnel performance appraisal 

is the process of considering and evaluating the performance of an employee, with the 

objective of improving job performance. Employees are individuals who, over a given 

time, invest a large proportion of their lives in their organisations. Thus, much of their 

personal lives, as well as their role as employees, depend upon the success or failure of 

the corporate strategies adopted by their employers.

Qualitative performance refers to other concerns of top management, including a review 

of performance in terms of the company’s mission statement, qualitative goals, and 

conduct of its policies. These indicate how responsibly and how ethically the organisa

tion has behaved in carrying cut its business goals during the period under review. Mis

sion statements, once made, are unlikely to be frequently changed. Nevertheless, it is 

important for an organisation ’o assess its adherence to its missions and policies, which 

are major aspects of its culture (Cole, 1997).

Cole (1997) highlights the key areas of concern that organisations must focus on when 

measuring strategic performance: corporate strategy; corporate objectives; corporate 

policies and review procedures; Strategic Business Units’ objectives; efficiency in the 

use of resources as allocated, especially personnel and physical. Assessing organisa

tional performance concerns the extent to which a strategy has achieved its broad goals. 

Goals can be either qualitative or quantitative, thus, assessing whether the organisation 

has done the right things (efficiently).
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Regarding financial performance, Ansoff et al. (1970) prove that properly installed stra

tegic planning can more than pay for itself in terms of better performance. One of the 

earliest research studies asked the question whether strategically planned mergers and 

acquisitions produced better results than ad hoc acquisitions based on intuition and ex

perience. The findings of analysis of the financial performance of planners vs. non

planners, according to a variety of measures (sales growth, earning growth, eam- 

ings/share growth, total assets growth, eamings/common equity growth, payout ratio 

growth, total equity growth, total capital growth, stock price growth, debt/equity 

growth, price/eaming growth, debt/equity ratio, payout ratio, price/equity ratio, total 

equity, and eaming/total equity), show that planners perform overwhelmingly better 

than non-planners. Goldsmith and Clutter (1984) identify what constitute success: high 

growth in assets, turnover and profit over the past ten years; a consistent public reputa

tion within the industrial sector as a leader; and a solid public reputation.

Linking strategy to budgets is important for successful strategy implementation. Aosa 

(1992) confirms that a major purpose of strategy is the identification of key issues and 

priorities in a company. The budget is then used as a tool for control and resource allo

cation. Resources are best allocated according to the key issues and priorities identified 

in a company’s strategy. Hence, the importance of specifying strategy before budgets.

2.8 Public Organizations

Weber (1930) defined the^eore features of the modem organization in his analysis of 

bureaucracy. In his view, the bureaucratic organization is the dominant mode of organi

zation in modern industrial societies. Organizations of this sort are often also called 

formal organizations, since they exist independently of the individuals who belong to 

them at any given time and the roles and activities of organization members are for

mally prescribed, at least to some extent. Barnard (1938) describes an organization as “a 

system of consciously coordinated activities or faces of two or more persons”. Other 

public administrative theorists have largely equated public administration with govern

mental administration, that is, with carrying out the mandates of government.

Some authors assert that public organizations are large, complex, and are said to be 

groups of people brought together to accomplish some purpose; they are seen as direct
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ing the activities of many individuals, so that some particular goal can be achieved. In 

addition, the direction of these activities occurs through a series of authority relation

ships, in which superiors and subordinates interact. Characteristically, in these relation

ships, authority flows primarily from the top down. Bureaucratic organizations are also 

defined by their structure, or hierarchy, which results from dividing labor and clarifying 

authority relationships (so that each person has only one boss).

Public-sector units and business organizations were considered different, due to their 

perceived vision, mission, and objectives, and as such should pursue different strategies 

(Gunn, 1988, and Salmon), 1994. Parry (1992) notes that the following seven variables 

that bear upon public sector managers and constrain the extent to which they can set and 

pursue objectives as private sector managers can: electoral process, management of pub

lic expenditure and taxation, working with rules, accountability, facelessness and se

crecy, security and tenure, and risk taking. The conflict between commercial and politi

cal objectives can also be observed in the financial dealings of public firms, as state 

ownership restricts their access to capital in several ways. For instance, their claims on 

public money must compete with other demands for development of infrastructure, such 

as roads, schools, hospitals, and other popular claims on governmental funds.

Denhardt, (2000) argue that the New Public Management grew out of the mainstream 

interpretation of public administration, especially as augmented by market models and 

public choice economics, and is concerned with reducing red tape and increasing gov

ernmental efficiency and productivity (Denhardt, 2000). The New Public Management 

puts the emphasis on giving administrators great latitude to acts as entrepreneurs. As 

entrepreneurs, the new public managers are judged to be accountable if they are effi

cient, cost effective, and responsive to market forces (Denhardt and Denhardt, 2000). 

Public servants today are called upon to be responsible to a host of various sources of 

accountability: the public interest, statutory and constitutional law, other agencies, other 

levels of government, the media, professional standards, community values and stan

dards, contingency factors, democratic norms, and citizens. Denhardt and Denhardt 

(2000) also point out that these accountability sources (institutions and standards) inter

act in complex and dynamic ways, and for this reason the action of public servants af

fect, and are affected by, demands for public services by the citizens. This means that 

public servants influence and are influenced by all the different sources of accountabil
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ity. The competing values and standards of democratic government interact in complex 

and dynamic ways to present challenging and sometimes conflicting points of responsi

bility.

The New Public Service (NPS) deals with these responsibilities by recognizing that 

public officials must answer to conflicting value systems and expectations. Its concern 

is on how best to serve citizens (public interest). The NPS recommends that public ser

vants not make decisions independently. They should instead join with citizens in a 

process of dialogue, brokerage, citizen empowerment, and broad-based citizen engage

ment in determining and implementing policy. To improve the process of discourse in 

responsibility, public servants must make citizens aware of all conflicts and parameters. 

Supporters of the NPS argue that government should not be run like a business; it 

should be run like a democracy. What is most significant, and most valuable, about pub

lic administration is that public administratot > serve citizens to advance a common 

good. The soul of the profession should be grounded in public interest, in the ideals of 

democratic governance, and in a renewal of civic engagement. New Public Service 

flows more clearly from the democratic, humanistic tradition in public administration 

and is concerned with issues of citizenship and community. Public Sector Enterprises 

(PSEs) were set up specifically to meet felt gaps in social and economic development, 

such as industrial growth, economic development of weaker sections of society, em

ployment creation, and provision of amenities, health, and education (Panwar).

There are three different approaches to publk >rganizations: the political approach, the 

generic approach, and the professional approach. In the political approach, the public 

bureaucracy is recognized not only as being an arm of government, but also as playing a 

significant role in the governmental process. Public organizations are said to affect the 

“authoritative allocation of values” in society (Easton, 1965). The advocates of the ge

neric approach, such as Wilson (1887), argue that the basic concerns of management are 

the same, whether one is managing a private corporation or a public agency. That is, in 

either case the manager must deal with issues of power and authority, with issues of 

communication, and so forth. This approach has its origin in business administration 

through scientific principles to increase the productivity of public organizations. Waldo 

(1975) pioneered the professional approach and states:
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“There is no single, unified theory of illness or health. Theories and technologies 

based on them constantly change, there are vast unknowns, there is bitter controversy 

over medical questions of vital importance, the element of “art” remains large and im

portant. “Health” proves, on close scrutiny, to be as “good administration”.

2.9 Conceptual Framework

The theoretical framework of the present study is based on co-alignment model and the 

theory of organisations serving the environment. The independent variables: environ

ment, strategy, structure and core competencies are believed to have a positive influence 

on the dependent variable (firm performance) in parastatals in Kenya. The environment 

comprises internal factors and the task, remote, and ultra-remote environments -  can be 

classified as stable, changing, or turbulent, depending upon the degrees of i certainty 

that it purports to the organisation (Porter 1980 and Ansoff, 1993). The strate y can ei

ther be defensive, reactive or proactive to match the levels of uncertainty in its envi

ronment. But only parastatals in Kenya that use proactive strategies in highly turbulent 

environments will perform well. The organisational structure to implement the corpo

rate strategy should be sufficiently flexible and in line with that particular strategy, in 

order for the organisation to achieve great performance.

Th.: Management competencies can either be motivational, forward planning, acting as 

a team, or communicating. The core competencies to lead to great success are character

istics of firms that are ableMo create new products/ services, with skills that enable a 

business to deliver a fundamental customer benefit, and with a competence that other 

competitors wish had within their own business. The nature of goods/services will in

fluence other factors of the hexagon model depending on whether goods or services are 

highly commerciable on one end spectrum or not commerciable at all on the other end 

of the spectrum. These variables are interrelated and influence one another continu

ously.

Strategic organisations are those that have performed well and, due to their high per

formance resulting from the co-alignment model, are able to influence their environ

ment for their own advantages, making the environment to depend on firm performance, 

its strategy, and structure. The relationships are reciprocal, giving rise to two scenarios.
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In the first scenario, the organisation’s performance depends upon environment, strat

egy, and structure. In the second scenario, the environment becomes the dependent vari

able.

As evident from the literature review, the independent variables in the core-alignment 

model are environment, strategy, and structure. The core competencies are the moderat

ing variables, which need to be re-aligned with the independent variables. Firm per

formance is the dependent variable. Evidence from the study indicates that performance 

is moderated by core competencies such that the higher the core competencies, the 

stronger the relationship between the co-alignment variables and performance, and vice 

versa. The review has exposed the following gaps in knowledge, that is, omission of 

core competencies of management. Clearly, without competent management, a firm’s 

performance will be sub-optimal, the fit among environment, strategy, and structure not 

withstanding. The impact of the public sector context has not been tested in the previous 

studies. This omission is significant because public sector organizations face constraints 

from their stakeholders that are different in magnitude and substance from their private 

sector counterparts. First and foremost, public sector organizations’ primary purpose is 

to provide public goods and services as opposed to commercial goods and services.

The environment can be classified as stable, changing, or turbulent, depending upon the 

degrees of uncertainty and complexity to the organization. The strategy as proposed by

Miles and Snow (1984) can be defensive, reactive, or proactive depending on the levels 

of uncertainty in the organisation’s environment. Leadership is part of managerial capa

bilities and tangible and intangible assets, which are organizational capabilities, consti

tute core competencies. The core competencies that lead to success are characteristic of 

firms that are able to create new products or services, with skills that enable them to de

liver a fundamental customer benefit, and with a competence that other competitors 

wish they had within their own business; firm resources and capabilities such as core 

competencies and the structure should therefore reflect the particular strategy in use. 

These variables are interrelated and influence one another continuously. Their align

ment will ensure high performance, arising from synergistic affects created by their 

complementary functions. These variables and their interrelationships are summarised 

in table 2 and figure 1. The table depicts the match between the different levels of the 

variables.
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Table 2:Co-Alignment Variables
E N V IR O N M E N T S T R A T E G Y S T R U C T U R E C O R E  C O M P E T E N 

C IE S

Less changing Reactors
Defenders

Less flexible Fewer core compe
tencies

Changing Analyzers Flexible Moderate core 
competencies

Highly changing Prospectors Highly flexible High core compe
tencies

Author (2009)
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Figure 1: The Relationship between the Co-alignment variables, core

competencies, and Performance

Figure 1 presents the conceptual framework depicting the variables and how they are 

linked. The framework is constructed from the ideas and arguments in section 2.10 of 

the thesis. The van, :Tes in Table 2 and their linkages constitute a conceptual framework 

presented as Figun .



2.10 Hypotheses

Hypotheses drawn from the above conceptual framework and related to research ques

tions and objectives are presented below. The main hypothesis suggests that the higher 

the core competencies, the stronger the relationship between the co-alignment variables 

and performance.

H3: There is a positive relationship between environment and structure.

H4: The greater the link among the co-alignment variables, the stronger their joint 

influence on performance.

H5 (a): There is a positive relationship betwee: strategy and firm performance.

H5 (b): There is a positive relationship between environment and firm 

performance

H5 (c): There is a positive relationship between structure and firm performance

HI: There is a positive relationship between environment and strategy.i\ \

H2: There is a positive relationship between structure and strategy.

H6: The strength of the relationship between the core-alignment variables and 

firm performance depends on core-competencies.



CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

This chapter specifies the methods and procedures used to achieve the research objec

tives. The design served to minimise the dangers of collecting data haphazardly and en

suring that data collected met the requirements of the research objectives and, therefore, 

fulfil the information needs. From a philosophical perspective, there are two broad 

methodological positions. The first is positivism, which is the underlying philosophical 

assumption of research in most pure and applied sciences. Positivism is based on ideas 

of objectivity, scientific method, and empiricism. Positivism was a reaction to the idea 

that metaphysical speculation could provide a basis for obtaining “true” knowledge of 

phenorr . na.

The sec nd position is phenomenology which has risen out of rejection of the vi< v that 

scientific empiricism can be applied to the social world. There is no one philosophical 

basis, but phenomenology is seen as providing the basis for what is generally called in

terpretative research where the assumption is that social reality can only be understood 

through social conrtructions based on language, consciousness and shared meanings. 

Interpretive research does not predefine variables, but explores human sense making in 

natural settings.

There ■ a middle position jeferred to as triangulation method, which combine1 wo or 

more methods of data collection. Triangulation makes it possible to combine quantita

tive and qualitative research methods and has the added advantage of overcoming the 

deficiencies that can result from employing one method. The methodology used in this 

study was based on positivism. This approach was considered appropriate for this study 

because of the need to collect data from across-section of organizations in parastatals 

sector in Kenya to facilitate generalization of the research findings and to allow the re

searcher to compare the research findings of this study with those of the previous stud

ies on co-alignment variables and performance It is worth noting that the previous stud

ies were designed almost exclusively within the positivist paradigm.
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3.2 Research Design

This study is a cross-sectional, correlational survey of the parastatals in Kenya that util

ized multiple design elements and applied quantitative methods. Data was collected 

only once on the 46 profit-oriented parastatals in Kenya for environment, strategy, 

structure and core-competence variables. For performance variable, the researcher used 

the composite score of five years form year 2001 through 2004. The use of retrospective 

(past performance) of parastatals from the period covering year 2001 through 2005 was 

to minimize the shortfalls of the cross sectional design. Adding retrospective (past be

haviour) and prospective (future propensities) items to a cross-sectional survey may 

help to minimize the shortcomings of the cross sectional survey in analyzing the direc

tion of causal relationships. This study is concerned with describing and analysing the 

environments, strategies, structures, ore competencies, and performances of these^, 

parastatals. Hence, a cross-sectional < :sign was deemed most appropriate. This is the 

most commonly seen survey which as ;s questions of people at one point in time.

3.3 Population

The list of parastatals in Kenya as per December 15th, 2006 came from the Kenya Bu

reau of Statistics and is presented in appendix 5. it comprises of a total of 156 Parasta

tals, among them are 46 which do not receive regular subsidies from the government 

and wherg-therefore perceived by t’v researcher as being able to compete fairly with 

their counter-part in private sector c,r thus referred to as profit oriented. The population 

of this study therefore, consists of ■! the 46 profit-oriented parastatals out off the 156 

commercial state corporations. Th.. remainder 110 are commercial, that is, they ex

change their services or goods with money, however, and they are regularly subsidized 

by this study.- '

3.4 Sampling technique

A Census survey was conducted, as the population was not very large e.g., 46 profit- 

oriented parastatals which sampled managers using judgemental teelmique performing 

the functions of planning, human resource, and finance. The selected managers are bet

ter placed to having knowledge in the area of study in the absence of strategic managers.
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The targeted respondents therefore were 138 (i.e., 46 parastatals and three managers 

(planning, human resource, and finance) from each parastatal) from which only 74 re

sponded, that is, 53.6 per cent respondent rate. This approach was to ensure that nothing 

important is omitted and to facilitate checking for consistency of respondents from the 

same parastatal.

3.5 Type of Data and Data Collection

Both primary and secondary data were collected. A questionnaire was used to collect 

data from key people (planning, human resource, and finance managers) who formulate 

and implement strategies from the parastatals in Kenya. A wide range of publications 

was also used, including annual financial reports as secondary data.

The survey questionnaire was the main primary data collection ins vument. The ques

tionnaire using Likert scale was used to collect the data. This questio inaire was divided 

into four sections: Section A asked them about organization’s characteristics such as 

name, sub-sector, and number of employees; Section B asked for personal information 

such as age, job title, and educational qualifications. Section C had questions focusing 

on environment, strategy, structure, and core-competencies. Section D targeted organ

izational performance. However for C and of D of the questionnaire, the Cronbach’s 

Alpha Coefficient was computed from a pilot study to confirm reliability because the 

scales were adaptations and not exact scales that have been used previously ( Porter 

1985, Miles and Snow 1978* Bums and Stalker’s, 1969, Prahalad i > d Hamel 1990, and 

Stillman and Coates ,1995).

3.6 Reliability and validity of the measurement instrument

Reliability of the measurement scales on section C and D was assessed using data ob

tained from a pilot study to compute Cronbach Alpha. The results are presented in Table 

3. The five-item environment scale showed high reliability (a = 0.841). Strategy scale 

had 42 items and showed a high reliability (a = 0.909). The scale for structure had 7 

items that showed high reliability (a = 0.837) the scale for measuring core-competencies 

had 39 items that showed high reliability (a = 0.942)

Table 3: Summary of Test for Internal Consistency
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V ariab le N um ber o f  
Item s

C ronbach  A l
pha

E nv ironm ent 5 0.841
Strategy 42 0.909
S tructure 7 0.837
C ore-com petencies 39 0.942

3.7 Data Analysis Techniques

To test the hypotheses, we have used several data analysis techniques among them cor

relation analysis and multiple regression analysis. In probability theory and statistics, 

correlation (often measured as a correlation coefficient) indicates the strength and 

direction of a linear relationship between two random variables. A regression analysis is 

a collective name for techniques for the modelling and analysis of numerical data con

sisting of values of a dej • -ndent variable (also called response variable or measurement) 

and of one or more inde. endent variables (also known as explanatory variables or pre

dictors).

3.7.1 Correlation Analysis

Hypotheses one , two and three sought to determine if there is a relationship between 

environment and strategy, structure and strategy and environment and structure 

respectively, whereas hypotheses five(a), (b), and (c) sought to determine if 

environment, strategy a : 1 structure respectively and individually has a relationship with 

performance. Correlation analyses using the Pearson coefficient moments were used to 

study the relationship between the co-alignment variables among and with each co

alignment variable individually with performance.

The closer the coefficient is to either -1 or 1, the stronger the correlation between the 

variables. If the variables are independent then the correlation is 0, but the converse is 

not true because the correlation coefficient detects only linear dependencies between 

two variables. Cohen (1988) has observed, however, that all such criteria are in some 

ways arbitrary and should not be observed too strictly. This is because the interpretation 

of a correlation coefficient depends on the context and purposes.
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3.7.2 Regression Analysis

Most of the study data was on relationships between the dependent variable (firm per

formance) and the independent variables (environment, strategy, and structure). Hy

pothesis four sought to determine if the co-alignment variables jointly explained greater 

variation in performance than the sum of the individual co-alignment variables whereas 

hypothesis six sorts to determine if the strength of the relationship between co

alignment variables and firm performance depends on the level of core-competencies. A 

regression analysis and a moderated multiple regression analysis were used for that pur

pose. We anticipated the use of the hierarchical linear model to help find the best fitting 

line. The correlation coefficient helped in determining the strength as well as the nature 

of these relationships. The multiple regressions can be mathematically represented by: 

Y= a + (31X1 + (3 2X2+ P 3X3 + P 4X4 + Ps X1X4+ p , X2X4+ P7 X3X4+ e 

Where Y= the dependent variable performance (Average growth in Sales and 

Average Growth in Return on Assets)

Xi = the independent variable environment

X2 = the independent variable strategy

X3 = the independent variable structure

X4= the moderator variable core competencies

X,X4= the interaction term

X2X4— the interaction term

X3X4= the interaction term

e=error term *

3.8 Measurement Techniques: Operational definition of the study variables

Bergh and FanBank (2000) summarise the requirements for measuring and testing 

change in the following terms:

“The most basic approach to conceiving measuring change is as a simple 

difference between multiple measures of the same variable. From an opera

tional perspective, change is most directly defined as Cx = xl-x2, where Cx 

is called a change score and variable X is measured. The issues of satisfying 

reliability assumptions and removing the correlation between the change

57



score and its initial component measures influence how to measure and test 

change more effectively.”

There are two types of performance indicators: efficiency indicators and effectiveness 

indicators. These indicators are based on specific criteria and also relate to such aspects 

(goods and services) as quantity, quality, timeliness, and cost. The performance in sam

pled parastatal was assessed using the financial measures (return on assets) and qualita

tive measures (growth in sales).

Neither a single set of constructs nor a single set of measures of the organisational envi

ronment is widely accepted. The study used the five constructs, new entrants, threat of 

substitutes products, bargaining power of buyers, bargaining power of suppliers and ri

valry among the existing players, common to most industry environmental research to 

measure organisational environment (Porter, 1985) to determine if the environment was 

less changing, changing, or highly changing.

The study measures strategy based on Miles and Snow’s (1978) strategy topology that 

there are three superior performing business types and all others are average or less than 

average namely reactors/defenders, analysers, and prospectors. Their theory holds that, 

in order to be superior, there must be a clear and direct match between the organisa

tion’s m isjn/values (their definition), the organisation’s strategies (their basic strat, qy 

set), and the organisation’s functional strategies (their characteristics and behaviour) 

Management adheres to a particular strategy-structure relationship that is not relevar. to 

the environment.

Bums and Stalker’s (1969) model measures organisational structure in contrasting two 

different types of organisation. Mechanistic organisations are characterised by high and 

rigid job specialisation and centralised decision-making with vertical channels of com

munication. Organistic organisations, by contrast, display loose job definitions, greater 

horizontal communication and some evolution of decision-making to lower levels of the 

hierarchy. The study adopted Bums and Stalker’s model to determine if the structures of 

the parastatals were not flexible, flexible or highly flexible.
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Prahalad and Hamel (1990) suggested that core competencies are those capabilities that 

are critical to a business achieving competitive advantage. Core competence can cover a 

number of themes such as one business may feel that the way it serves customers is its 

core competence, another may have an excellent sales force and expert maintenance and 

repair personnel and consider it its core-competencies, a manufacturer may feel that 

quality and innovation are its core competence, or a company may hire expert techni

cians and engineers and use state-of-the-art technology and consider them its core

competencies. According to Hunger and Wheelen (1993), capabilities are considered 

core if they differentiate a company strategically. Their central idea is that over time 

companies may develop key areas of expertise that are distinctive to that company and 

critical to the company’s long term growth. Stillman, and Coates (1995) made it explicit 

that core competencies are more that the traits of individuals. They defined core compe

tencies as aggregates of capabilities, wlure synergy is created that have sustainable 

value and broad applicability. That synergy needs to be sustained in the face of potential 

competition and, as in the case of engines, must not be specific to one product or mar

ket. Therefore, core competencies are harmonized, intentional constructions. The pre

sent study used Prahalad and Hamel (1990) constructs to measure organizational com

petencies and an adaptation of Stillman and Coates (1995) to measure managerial com

petencies. The main study variables are operationalized as per Table 4.

Table 4: Operational Definition of Study Variables
C O 
A L IG N M E N T
V A R IA B L E S

IN D IC A T O R S Q U E S T IO N S

E n v iro n m e n t E n tr y  o f  c o m p e ti to rs A ppend ix  2
•  H ow  easy o r d ifficu lty  it is fo r new  en tran ts  to  sta rt com - Section  B -

peting , w h ich  barriers do exist. 
T h re a t  o f  su b s t i tu te s

Q-8

•  H ow  easy can  a  p roduct o r serv ice be substitu ted , espe- Section  B

d a l ly  m ade cheaper 
B a rg a in in g  p o w e r  o f  b u y e rs

•  H ow  strong  is the position  o f  buyers?  C an  they w ork

Q -9

to g e th er in o rdering  large vo lum es?
Section  BB a rg a in in g  p o w e r  o f  su p p lie rs

•  H ow  strong  is the position  o f  se lle rs?  D o m any  po ten tia l 
supp liers ex ist o r only  few  po ten tia l supp liers, m onopo ly?

Q -10

R iv a lry  a m o n g  th e  ex is tin g  p la y e rs .
Section  B• D oes a  strong  com petition  b e tw een  th e  ex istin g  p layers

ex ist? Is one p layer very  dom inan t o r  are  all equal in 
streng th  and  size?

Q - l l

Section  B
Q -7
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C o re  C o m p e te n 
cies

O rg a n iz a tio n a l C o m p e te n c ie s A ppend ix  2

C o re  co m p e te n ce  can  c o v e r  a n u m b e r  o f  th e m es  su ch  as S ection  E
•  one business m ay feel tha t the w ay  it serves cu s to m ers is 

its core com petence,
•  It m ay  have an  excellen t sales fo rce and expert m a in te 

nance and  repair personnel.
•  a  m anu factu re r m ay feel th a t quality  and  innovation  are 

its co re  com petence , or
•  It m ay hire expert techn ic ians and  engineers and  use  

sta te -o f-the-art techno logy .

Q 61-73

M a n a g e r ia l  C o m p e te n c ie s
Section  E

In fo rm a l s e a rc h Q 74-94

•  G athers m any d iffe ren t k inds o f  in form ation  and  u se s  a
Section  E-w ide varie ty  o f  sources to bu ild  a  rich  in fo rm ational env i-

ronm ent in p repara tion  fo r d ec is ion  m aking  in the o rg an i
zation.

Q 75

i

C o n c e p t fo rm a tio n
•  B uilds fram ew orks or m odels o r fo rm s concepts, h y 

po theses, o r ideas on the basis o f  in form ation ; becom es 
aw are o f  patterns, trends, and  cause /effec t re la tions by

S ection  E 
Q 76

linking d ispara te  in form ation.
Section  H-

C o n c e p tu a l flex ib ility
•  Iden tifies feasib le  a lternatives o r m ultip le  op tions in 

p lann ing  and  decision  m ak ing ; ho lds d iffe ren t o p tions in

Q 76-78

focus sim ultaneously  and evaluates th e ir  p ros and cons.
In te rp e r s o n a l  s e a rc h

• U ses o pen  and  p rob ing  questions, sum m aries, p arap h ra s
ing, etc., to  understand  the ideas, concep ts, and  fee lings 
o f  another; can  com prehend  events, issues, p rob lem s, op-

Q 79-81

portun ities from  the v iew po in t o f  others. S ection  E
M a n a g in g  in te rv e n tio n

•  Involves o thers and  is ab le to  bu ild  coopera tive  team s in 
w h ich  group  m em bers feel va lued  and em pow ered  and

Q 82-83

have shared  goals. S ection  E
D e v e lo p m e n ta l o r ie n ta tio n

•  C reates a positive c lim ate  in w h ich  s ta f f  increases the ac 
curacy  o f  th e ir  aw areness o f  th e ir ow n strengths an d  lim i
ta tions; p rov ides coach ing , tra in ing , and  deve lopm en ta l

Q 84-85

resources to  im prove perfo rm ance. S ection  E
Im p a c t

•  U ses a varie ty  o f  m ethods (e .g ., persuasive argum ents, 
m odelling  behav io r, inven ting  sym bols, fo rm ing  a lli
ances, and appealing  to  the in te rest o f  o thers) to  g a in  sup 
po rt for ideas and  strateg ies and  values.

•  S tates ow n  “ stand” o r position  on issues; u n hesita ting ly  
takes decisions w h en  requ ired  and  com m its s e lf  an d  o th-

Q 86-90

ers accord ing ly ; expresses confidence in  the fu ture sue- Section  E
cess o f  the ac tions to  be  taken.

P re s e n ta tio n
•  P resen ts ideas c learly  w ith  ease  and  in terest so th a t the 

o ther person  (o r aud ience) understands w hat is be in g

Q 91-92

com m unicated ; uses techn ica l, sym bolic, nonverba l, and S ection  E
visual aids effectively .

P ro a c tiv e  o r ie n ta t io n
•  S tructures the task  fo r team ; im plem en ts p lans an d  ideas; 

takes responsib ility  fo r all aspec ts o f  the situation  even

Q 93-95
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S tr a te g y

beyond  o rd inary  boundaries and  fo r the success and fa il
u re o f  the group.

A c h ie v em en t o r ie n ta tio n
P ossesses h igh  in ternal w ork  s tandards an d  sets am b i
tious, risky , and  ye t a tta inab le  goals; w an ts  to do th ings 
better, to  im prove, to  be  m ore e ffec tive  an d  efficien t;

_________m easu res p rog ress  aga in st targets._______________________

D efen d e rs  are o rgan izations tha t
•  A ggressive ly  m ain ta in  p rom inence  

w ith in  th e ir  chosen  m arke t segm ent.
•  Ignore deve lopm en ts  ou ts id e  o f  th is do 

m ain .
•  P enetra te  d eeper into cu rren t m arke ts.
•  N orm ally , g row  cau tiously  and  incre

m entally .
P ro s p e c to r s  are  o rgan izations

C haracteristics and  B ehav iou r:
•  E xh ib it a  b road  dom ain , in  a  con tinuous 

sta te o f  deve lopm en t
•  M onito r a w ide range o f  env ironm en ta l 

cond itions, trends, and  events.
•  C reate change in th e ir industries
•  G row  p rim arily  from  n ew  m arke ts  and 

new  p roducts
•  E xh ib it is uneven, spu rt-like  g row th
•  S ingle core techno logy , o ften  vertically  

in tegrated , updates cu rren t tech n o lo g y  to  
m ain ta in  effic iency

•  S table structu re  and  process
•  D om inan t coa litions a re  finance  and 

p roduction
•  P lann ing  is in tensive , n o t ex tensive
•  P rom ote from  w ith in
•  Functional structure
• E x tensive  d iv is ion  o f  labo r and  h igh  de

gree  o f  fo rm alization
•  C en tra lized  contro l
•  V ertical in form ation  flow s
•  S im ple and  inexpensive coo rd in a tio n
•  M anagers  eva lua ted  on e ffic ien cy  versus 

the past

S ection  E 
Q 96-99

A p pend ix  2 
S ection  C 
Q16-18

S ection  C 
Q 18-33

A n a ly z e rs  are  o rgan iza tions S ection  C
C haracteristics and  B eh av io u r: Q 34-48

• Not efficient
•  C hang ing  structure  and tech n o lo g y
•  F requen t p ro to type p roduc tion , m ultip le  

techno log ies
•  T echno log ies in p eop le  n o t m ach ines
•  D om inan t coa litions are  m a rk e tin g  and 

research  and  d eve lopm en t
•  K ey  execu tives as like ly  to  com e from  

outside as inside
•  E xecu tive tenure  is sh o rte r  than  d e 

fen d e r’s
•  P lann ing  is b road , n o t in ten siv e
•  P roduc t b ased  structure
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•  L ess d iv is io n  o f  labor, low  fo rm alization
•  C on tro l is resu lts-o rien ted
•  Info flow  to decen tra lized  dec is io n 

m akers
•  C om plex  and  expensive coord ination
•  C onflic t d irec tly  con fron ted  and  reso lved
• M anageria l appra isal versus s im ila r o r

gan iza tions

S ection  C 
Q 49-56

R e a c to r s  are  organ izations:
C haracteristics an d  B eh av io r:

• D ual techno logy  core , m odera te  effi
c iency

•  D om inan t coa lition  is m arketing , app lied  
research , and  production

•  P lann ing  is bo th  in tensive and  co m p re
hensive

•  S tructu re  is m atrix , functional and  p ro d 
uct

•  C on tro l d ifficu lt; m ust be  able to  trade 
o f f  e ffic iency  and  effec tiveness

•  C oo rd in a tio n  is bo th  sim ple and  com plex
•  M anageria l is dual effic iency  versus 

past, e ffec tiveness versus sim ila r o rg an i
za tions

• M an ag em en t fails to  articu la te  a  v iable 
o rgan iza tiona l strategy.

•  M an ag em en t articu la tes an  appropriate  
stra tegy , b u t techno logy , structure , and 
p rocess are  n o t linked  to  strategy  app ro 
p riately .

•  M an ag em en t adheres to  a  p articu la r stra t
egy -stru c tu re  re la tionsh ip  tha t is no t re le 
van t to  the  environm ent.

S tru c tu r e S p e c ia liz a tio n
•  T he  ex ten t to  w hich th e  to ta l ac tiv ities o f  the o r

g an iza tion  are b roken  dow n in to  specia lized  jo b s  
for ind iv iduals, e.g ., ro les and functions,

S ta n d a rd iz a t io n  o f  em p lo y m e n t p ra c tic e s
•  E x ten t to  w h ich  the co n d u c t o f  em p loym en t a c 

tiv ities to  ach ieve the o rg an iza tio n ’s goals are 
con tro lled  and  coord ina ted  by standard , w ritten  
rules,

S ta n d a rd iz a t io n  o f  p ro c e d u re s  a n d  m e th o d s ,
•  E x ten t to  w h ich  the conduc t o f  ac tiv ities to 

ach ieve th e  o rg an iza tio n ’s goals are con tro lled  
and  coo rd in a ted  by standard , w ritten  rules,

A p pend ix  2 
S ection  D 
Q 57

Section  D 
Q 58

Section  D  
Q 59

F o rm a liz a tio n

C e n tra liz a tio n

C o n f ig u ra t io n

E xten t o f  w ritten  ru les, p rocedures, etc,

T he n um ber o f  levels in the h ie ra rchy  and  the 
ex ten t to  w h ich  decisions are taken at the top  o f  
the o rgan ization , and

H as to  do  w ith  the shape o f  the o rgan iza tion  e.g ., 
p roduct, functional, m atrix .

S ection  D 
Q 60

Section  D 
Q 61-62

S ection  D
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Q 63

F IR M  P E R 
F O R M A N C E

IN D IC A T O R S Q U E S T IO N S

F inanc ia l p erfo rm 
ance

•  A nnual percen tage  g row th  in to ta l sales fo r the 
last five years

•  P ro fitab ility  ra tio  (R O A )

S ection  F 
Q 100, 102- 
108

O rg a n iz a t io n a l
A ttr ib u te s

•  In d ic a to r s Q U E S T IO N S

Size •  N um ber o f  perm anen t em p loyees S ection  F Q3

S ecto r •  B e long ing  to ag ricu ltu ral, industria l, finance or 
com m ercial

S ection  F 
Q l-2
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CHAPTER FOUR: RESEARCH FINDINGS AND DISCUSSION

This chapter presents and discusses the findings of the study. After the data collection, 

a number of statistical tools were used to analyse the data and test the hypotheses. 

Descriptive statistics are first presented followed by inferential statistics obtained from 

the test of hypotheses. The parastatals used in the study were coded using alphanu

meric values to maintain confidentiality.

4.1 Demographic Results

The various characteristics captured in the study were the types of organizations and the 

corresponding sectors, number of employees as an indicator of firm size, various posi

tions held (current and previous) by respondents and the length of time in the position 

was important as an indicator of how knowledgeable the respondents were about the 

operations of the firm. Sections A and B of the questionnaire sought data on the charac

teristics of the organizations and the individual respondents and the results are presented 

from table 5 through table 13. The descriptive analyses were used for that purpose and 

their findings are reported and discussed below. The results are presented in form of 

frequency tables, charts and graphs.

4.1.1 Characteristics of the Firms

Findings in Table 5 suggest that 25.7% of the firms were in the financial or commercial 

sector, 14.9% were in the industrial sector, 42.5% were in the service sectors and 1.4% 

came from the agricultural sector. The rest of the firms, another 25.7% did not disclose 

the area in which they operate. Most of the Kenyan parastatals (58.25%) are in services

(either financial, commercial, or others).

T y p e  o f  O rg a n iz a tio n F re q u e n c y P e rc e n t
A gricu ltu ral 1 1.4

F inancia l/C om m erc ial 19 25.7

Industrial 11 14.9

Service 24 32.5

N on  response 19 25 .7

T o ta l 74 100.0

Source: Primary data 2009
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Table 6 shows the distribution of the firms by number of employees, which in turn indi

cate the distribution of the firms by size. It shows that the average number of employees 

among the firms studied was 1315; the firm with the largest number of employees had 

9000 while the lowest had 15 employees while the most common number of employee 

is 1000. That means that most of the Kenyan parastatals are moderately large enough.

Table 6: Distribution of Firms by Number of Employees

N u m b e r  o f  E m p lo y ees F re q u e n c y P e rc e n t
100 and  below 14 21 .9

101-500 em ployees 25 39.1

501-1000  em ployees 6 9 .4

O ver 1000 em ployees 19 29 .7

T otal 64 100.0

System 10

T otal 74

M ean 1315.05

M ode 1000.00

Std. D ev ia tion 2279.98

M inim um 15.00

M axim um 9000 .00

Source: primary data 2009

The findings in Table 7 show that 29.7% of the respondents were in the finance section, 

33.8% were in the human resource management, 29.7% were in the area of planning 

and strategic management and only 4.1% were managing directors. This shows that 

most parastatals in Kenya give more weight to finance and Human resource than they 

fve to planning. So planning is, in most of the parastatals that is 63.5% a subsection in 

either finance or human Resource department.

fable 7: Distribution of Respondents by Positions held within the Organize ■ ion

P o sitio n  he ld  by th e  R e sp o n d e n t F re q u e n c y P e rc e n t
N on  response 2 2.7

Finance 22 29.7

H um an R esource  M anagem ent 25 33.8

M anag ing  D irec to r 3 4.1

P lann ing  and  stra teg ic  m an agem en t 22 29.7

T otal 74 100.0

Source: primary data 2009

Findings presented in Table 8 showed that most of the respondents, 33.8%, had previ

ously worked in the human resource management section, 25.7% had worked in the area 

finance and accounting while another 25.7% previously worked in the planning and

strategic management sections and 8.1% had worked as managing directors before their 

current positions. Based on this, it can be assumed that the respondents were knowl-
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edgeable enough about the questions that the study was concerned with.

Table 8: Distribution of Respondents by Jrevious Positions Held

Prev ious position  held  by the responden t F requency Percent
R  N on  response 5 6.8

F inance or accoun ting 19 25.7

H um an  R esource M anagem ent 25 33.8

M anaging  d irec to r 6 8.1

P lanning  and  stra teg ic  m anagem ent 19 25.7

T otal 74 100.0

Source; primary data 2009

Although the findings indicated in Table 9 show that the most common duration in the 

current position is 4 years, the average length of time on the current position is 5 years 

while the shortest and longest is half a year and 25 years respectively. The findings in 

Table 9 also show that over 60% of the respondents have worked in their current posi

tion for between one to five years and about 25% of them have been in their current po

sitions for between five to ten years. Those who have been in the current position for 

over ten years are about 6%.

Table 9: Distribution of Respondents by Length of Time in the Current Position
Mean 5.18

Mode 4.00

Std. Deviation 4.75

Minimum 0.50

Maximum 25.00

Source: primary data 2009

4.1.2 Classification of parastatals by Co-alignment Variables

In order to understand how the firms adjust their operation in order to fit into the ever- 

changing business environment and hence re-align their strategies, structures and core

competencies the firms were further classified in terms of the environment in which 

they operate. Strategic adjustments, structural adjustment, and their co-competencies 

were also classified. The findings in Table 10 shows that about 14.9% of the parastatals 

sampled are operating in an environment that is less changing, 54.1% in just changing 

and 31.1% in highly changing. This shows that over the 4 years, the environment in 

which Kenya parastatals that is 85.2% are operating in is no longer stable, but rather 

changing. This change is attributable more to the external factors (customers, competi-
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tors, supplies, new entrants) and to some extend to internal environment in terms of 

management capabilities.

Table 10: Classification of Firms by Types of Environment

T y p e  o f  e n v iro n m e n t F re q u e n c y P e rc e n t
L ess chang ing 11 14.9

C hang ing 40 54.1

H igh ly  chang ing 23 31.1

T o ta l 74 100.0

Source: primary data 2009

Table 11 shows that about 4.1 % of the parastatals sampled are reactors/defenders, 2.7% 

prospectors and 93.2% analysers.

Table 11: Classification of Firms by Types of Strategy

T y p e  o f  S tra te g y F re q u e n c y P e rc e n t
R eac to rs/ D efenders 3 4.1

P rospecto rs 2 2.7

A nalysers 69 93.2

T otal 74 100.0

Source: primary data 2009

The findings in Table 12 show that about 9.5% of the parastatals sampled have less 

flexible structures, 71.6% flexible structures and 18.9% highly flexible structures.

Table 12: Classification of Firms by Types of Structure

T y p e  o f  S tru c tu r e F re q u e n c y P e rc e n t
L ess flex ib le 7 9.5

F lex ib le 53 71.6

H igh ly  flex ib le 14 18.9

T otal 74 100.0

Source; primary data 2009 *

Table 13 shows that about 14 % of parastatals sampled have few number of core com

petencies, 83.8% have moderate number of core competencies and 14.9 % have high 

number of core competencies. It could be said further that most of the Kenyan parasta

tals that is 98.7% have moderate core competencies that is 83.8% that helped them capi

talize on the alignment between environment, strategy, and structure to ensure great per

formance.

Table 13: Classification of Firms by Core Competencies
C o re  C o m p e te n c ie s F re q u e n c y P e rc e n t
F ew  num ber o f  core com petencies 1 1.4

M odera te  n um ber o f  co re  com pe
tencies

62 83.8

H igh  nu m b er o f  co re  com petencies 11 14.9
T o ta l 74 100.0
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The findings in the tables 10, 11, 12 and 13 show that about 85% of the firms sampled 

are operating in an environment which is either just changing or highly changing and 

therefore over 93% used analysing strategy as their main competitive strategy. It also 

show that due to the changing environment and strategies over 89% of the firm have 

either flexible or highly flexible structures to enable then cope with changing environ

ment and strategies, while almost the all of them 99% have either moderate or high core 

competencies. As evident from the descriptive statistics shown in Table 15, environ

ment variable has a mean score of 3.78, implying that the firms under study are operat

ing in an environment that is changing to a great extent. Owing to the fact that the envi

ronment is changing greatly, the strategy variable with a mean score of 3.14 out of a 

possible score of 5 implies that the firms are mainly use analyser strategy. This means 

that these firms adjust their strategy to environmental change only moderately. Also, 

their structures mean score of 3.69 are flexible to a great extent. On the average these 

firms have high core competencies. This re-alignment does explain the high perform

ance of Kenyan parastatals as shown in the next session.

4.2 Co-alignment Variables and Core-Competencies

The chi-squares results helped in interpretation conclusion about inferences that we 

made in generalizing the research findings to the all population.

Table 14: Chi-Square Results of the Test of Association between Environment and 

Structure

E nvironm ent
Structure T otal

L ess flex i
ble

F lex i
ble

H igh ly  flex i
b le

L ess chang ing F requencies 3 4 4 11
Percen tage

27 .3% 36.4% 36 .4%
100.0

%
C hanging F requencies 3 32 5 40

Percen tage
7 .5% 80.0% 12.5%

100.0
%

H ighly  changing F requencies 1 17 5 23
Percen tage

4 .3% 73.9%
*

21 .7%
100 0

%

Total F requenc ies 7 53 14 74

Percen tage
9 .5% 71.6% 18.9%

100.0
%

Source: primary data 2009
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Chi-square statistic was used to test for the significance of the association between envi- 

ronment and structure. As shown in Tablel4, the association was significant (X = 9.54,

df = 4, p<0.05) meaning that there is a positive relationship between the environment of 

Kenyan parastatals and their structure.

Table 15: Chi-Square Results of the Test of Association between Environment and Core 
Competencies _______________ ____________________________________

E nvironm ent

C ore com petencies T o ta l
Few  core com 

petencies
M odera te  core 
com petencies

H igh  core 
com petencies

L ess chang ing F requencies 1 8 2 11
P ercentage 9 .1% 72 .7% 18.2% 100.0%

C hang ing F requencies 0 35 5 40
Percen tage .0% 87.5% 12.5% 100.0%

H igh ly  chang- 
ing

F requencies 0 19 4 23
Percen tage .0% 82.6% 17.4% 100.0%

T otal F requenc ies 1 62 11 74
Percen tage 1.4% 83.8% 14.9% 100.0%

Source: primary data 2009

Chi-square test of association was used to test for the significance of the association be

tween environment and core-competencies. The test showed that the association was not 

significant (X2 = 6.288, df = 4, p<0.179) meaning that there is weak relationship be

tween environment and core-competencies. The degree of freedom, df = (n-1) (m-1) 

where n is n the number of rows and m the columns in the table.

Table 16: Chi-Square Results of the Test of Association between Strategy and Structure

Strategy
S tructure

T otalL ess flexible F lexible
H igh ly  flex i

ble
R eactors F requenc ies 2 1 0 3

P ercen tage 66.7% 33.3% .0% 100.0%
D efenders F requenc ies 1 1 0 2

P ercen tage 50.0% 50.0% .0% 100.0%
A nalysers F requenc ies 4 51 14 69

P ercen tage 5.8% 73.9% 20 .3% 100.0%

Total F requenc ies 7 53 14 74

P ercen tage 9.5% 71.6% 18.9% 100.0%

Source: primary data 2009

Chi-square test of association was used to test for the significance of the association be

tween Strategy and structure. The test showed that the association was significant (X2 = 

16.64, df = 4, p<0.02) meaning, Kenyan parastatals re-aligned their strategy and struc

ture to ensure great performance.
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Chi-square statistic was used to test for the significance of the association between envi
ronment and structure. As shown in Table 14, the association was significant (X2 = 9.54, 
df = 4, p<0.05) meaning that there is a positive relationship between the environment of 
Kenyan parastatals and their structure.
Table 15: Chi-Square Results of the Test of Association between Environment and Core

Competencies

E n v iro n m e n t

C o re  c o m p e te n c ie s T o ta l
F e w  c o re  c o m 

p e te n c ie s
M o d e ra te  c o re  
c o m p e te n c ie s

H ig h  c o re  
c o m p e te n c ie s

L e s s  c h a n g in g F re q u e n c ie s 1 8 2 11
P e rc e n ta g e 9 .1 % 7 2 .7 % 1 8 .2% 100.0 %

C h a n g in g F re q u e n c ie s 0 35 5 40
P e rc e n ta g e .0 % 8 7 .5 % 1 2 .5 % 100.0 %

H ig h ly  c h a n g -  
in g

F re q u e n c ie s 0 19 4 23
P e rc e n ta g e

.0 % 8 2 .6 % 1 7 .4 % 100.0 %

T o ta l F re q u e n c ie s 1 62 11 74
P e rc e n ta g e 1 .4% 8 3 .8 % 1 4 .9% 100.0 %

Source: primary data 2009

Chi-square test of association was used to test for the significance of the association be
tween environment and core-competencies. The test showed that the association was not 
significant (X2 = 6.288, df = 4, p<0.179) meaning that there is weak relationship be
tween environment and core-competencies. The degree of freedom, df = (n-1) (m-1) 
where n is n the number of rows and m the columns in the table.

Table 16: Chi-Square Results of the Test of Association between Strategy and Structure

S tra te g y

S tru c tu re

T o ta lL e s s  f le x ib le F le x ib le
H ig h ly  f le x i

b le

R e a c to rs F re q u e n c ie s 2 1 0 3

P e rc e n ta g e 6 6 .7 % 3 3 .3 % .0 % 1 0 0 .0 %

D e fe n d e rs
4m

F re q u e n c ie s 1 1 0 2

P e rc e n ta g e 5 0 .0 % 5 0 .0 % .0 % 1 0 0 .0 %

A n a ly se rs F re q u e n c ie s 4 51 14 69

P e rc e n ta g e 5 .8 % 7 3 .9 % 2 0 .3 % 1 0 0 .0 %

T o ta l F re q u e n c ie s 7 53 14 74

P e rc e n ta g e 9 .5 % 7 1 .6 % 1 8 .9% 1 0 0 .0 %

Source: primary data 2009

Chi-square test of association was used to test for the significance of the association be
tween Strategy and structure. The test showed that the association was significant (X2 = 
16.64, df = 4, p<0.02) meaning, Kenyan parastatals re-aligned their strategy and struc

ture to ensure great performance.
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Table 19: Chi-Square Results of the Test of Association between Structure and Core 
Competencies_______ ____________________________________________

,tructure
C ore  com petencies

T otal
Few  core co m 

petencies
M odera te  core 
com petencies

H igh  core 
com petencies

—— L ess flexible F requencies 1 6 0 7
Percen tage 14.3% 85.7% .0% 100.0%

F lex ib le F requencies 0 48 5 53
Percen tage .0% 90 .6% 9.4% 100.0%

H igh ly  flexible F requencies 0 8 6 14
P ercen tage .0% 57 .1% 42.9% 100.0%

otal F requencies 1 62 11 74
Percen tage 1.4% 83.8% 14.9% 100.0%

Source: primary data 2009

Chi-square test of association was used to test for the significance of the association be

tween Structure and Core-competencies. The test showed that the association was sig

nificant (x2 = 20.52, df = 4, p<0.00). The findings show that there is a positive relation

ship between the structure of Kenyan parastatals and their core-competencies.

In conclusion, the chi-square further validates the findings from other descriptive statis

tics such as the means and standard deviations discussed earlier and confirm that Ken

yan parastatals re-aligned their strategy and structure to their changing environment. 

However, core-competencies had mix reactions. The core-competencies had positive 

relationship with strategy and structure meaning, the more aggressive the strategy, that 

is analysers, the more flexible the structures of the parastatals which also deployed more 

core-competencies. But the relationship between core-competencies and environment 

was not established directly, unless by extension from strategy and structure, suggesting 

more research. Chi-square results of the test of association among the co-alignment 

variables (as per Table 2), are summarized in Table 20.
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Table 19: Chi-Square Results of the Test of Association between Structure and Core 
Competencies____________________ __________________________

S tru c tu re
C o re  c o m p e te n c ie s

T o ta l

F e w  c o re  c o m 
p e te n c ie s

M o d e ra te  c o re  
c o m p e te n c ie s

H ig h  c o re  
c o m p e te n c ie s

L e s s  f le x ib le F re q u e n c ie s 1 6 0 7
P e rc e n ta g e 1 4 .3% 8 5 .7 % .0 % 100.0 %

F le x ib le F re q u e n c ie s 0 48 5 53
P e rc e n ta g e .0 % 9 0 .6 % 9 .4 % 100.0 %

H ig h ly  f le x ib le F re q u e n c ie s 0 8 6 14
P e rc e n ta g e .0 % 5 7 .1 % 4 2 .9 % 100.0 %

T otal F re q u e n c ie s  . 1 62 II 74
P e rc e n ta g e 1 .4% 8 3 .8 % 14.9% 100.0 %

Source: primary data 2009

Chi-square test of association was used to test for the significance of the association be
tween Structure and Core-competencies. The test showed that the association was sig
nificant (x2 = 20.52, df = 4, p<0.00). The findings show that there is a positive relation
ship between the structure of Kenyan parastatals and their core-competencies.

In conclusion, the chi-square further validates the findings from other descriptive statis
tics such as the means and standard deviations discussed earlier and confirm that Ken
yan parastatals re-aligned their strategy and structure to their changing environment. 
However, core-competencies had mix reactions. The core-competencies had positive 
relationship with strategy and structure meaning, the more aggressive the strategy, that 
is analysers, the more flexible the structures of the parastatals which also deployed more 
core-competencies. But the relationship between core-competencies and environment 
was not established directly, unless by extension from strategy and structure, suggesting 
more research. Chi-square results of the test of association among the co-alignment 
variables (as per Table 2), are summarized in Table 20.
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Table 20: Alignments of Co-Alignment Variables

E N V I R O N M E N T S T R A T E G Y S T R U C T U R E C O R E -C O W P E T E N C IE S

C o re -C o m p E n v S t" ’ 1 C o re -C om p b n v —

R
/

A P L
/

F H
/F

F M H L/C C H
/
c

L/F F H
/F

F M H V

C
C H

/
C

R
/
D

A F M H U

C

C H R
/
D

A
F

IJ
C

9

1

8
1

9

1

2
7

3 
6
4

3 
6
4

9
1

7
2.
7

1
8
2

R
/
I>

9.1 2.
5

2.
7

66 .
7

3
3.
3

6
0

3
3
3

66 .
7

0.
0

1/f 2
7.
3

7.
5

4
3

6
6.
7

5
0.
0

5.
8

1
4
3

8
5.

0 .
0

F 9.
1

0.
0

0.
0

3
3.
3

0 0 4
3

0

C 2

5

9
2

5

0

7

5

8
0.
0

1
2 .
5

0.
0

8
7.
5

1
2.
.5

A 81
8

9
2.
5

9
3.
2

50
0

5
0.
0

0 .
0

0.
0

100.
0

0.
0

F 3 
6.
4

8
0.
0

7
3
9

3
3
3

5
0.
0

7
3
9

0
0

9
0.
6

9
4

M 7
2.
7

8
7.
5

8
2.
6

6
6.
7

0.
0

3.
8
5 6 1

H /
C

2

7

9
3

2

4

1

4

3

7
3
9

7
3.
9

0.
0

8
2
6

1
7.
4

P 9.1 5
0

4.
1

5 8 7
3.
9

2
0.
3

0.
0
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1
1
5.
9

H
/F

3 
6.
4

1
2.
5

7

3.
9

6.
0

0.
0

2
0.
3

0.
0

5
7.
1

4
2
9

H 1
8.
2

1
2.
5

1
7.
4

6.
0 0 5.

9
0 4 9

KEY: STRA = STRATEGY
STRU = STRUCTURE
CORE-COMP = CORE-COMPETENCIES
ENV = ENVIROMENT
R/D = REACTORS/DFENDERS
A = ANALYSERS
P = PROSPECTORS
LC = LESS CHANGING
C = CHANGING
HC = HIGHLY CHANGING
LF = LESS FLEXIBLE
F = FLEXIBLE
HF = HIGHLY FLEXIBLE *
F = FEW
M = MODERATING
H = HIGH . ,

Table 20 shows that there is significant association between most of the co-alignment variables and this further validate previous researches on 
the relationship between co-alignment variables.
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4.3 Performance of the firms

The performance of the firms was measured through the growth of returns on assets and 

total sales. This was to make it possible to relate the performance of the firms and their 

various core-competencies. Section D in the questionnaire captured the performance of 

parastatals and the results are presented in figures 5 and 6, respectively.

The Kenyan government in its attempt to adapt to its changing environment has used 

different strategies (commercialisation, liberalization, strategic planning) in order to im

prove its performance. These strategies have led to improvement in parastatals perform

ance, especially for the last four years with the coming to power of the National Rain

bow Coalition (NARC) government, which the grand coalition government between 

ODM and PNU is also fostering. Figure 2 and 3 show an aggregate of the rate of return 

on assets and growth in sales respectively of all the parastatals under study.

Figure 2: Annual Growth Rates in Total Sales

Source: Primary data 2009

Figure 2 shows an increase in the annual growth rate in total sales over the last four year 

from about 13.6% to 15.8% that is a change of about 2.2% indicating a growth rate of 

0.55% every year. This could be attributed to the strategic planning (Performance con

tracts and Results for Kenyans) initiated in the early 1990s which is now bearing fruit.



Figure 3: Annual Rate of Return on Assets

Figure 3 shows that there has been a steady increase in the rate of return on assets over 
the last four years. That is, there has been an increase from about 4.6% to 9.1%, (a 
change of about 5%), indicating a growth of about 1% every year. The improved per
formance by Kenyan parastatals from year 2000 through year 2004 could be explained 
by the increased liberalization of the Kenyan economy in the late 1990s, which was fol
lowed by an aggressive strategic planning in the public sector, and more specifically by 
parastatals.

4.4 Test of Hypotheses HI t(̂ H4

This section attempts to answer the research questions and also to address the research 
objectives by presenting the results of the tests of hypotheses 1, 2, 3 and 4. Inferential 
statistics, namely Pearson’s product moment correlation analysis, simple linear and 
multiple regression analytical tools were used to test the hypotheses. The results of the 
correlation analysis are presented in Table 21.

c
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Table 21: Mean Scores, Standard Deviations and Results of Correlation Analysis for the 
Relationships between the Key Study Variables___________________________

-̂------
D escr ip tiv e C o rre la tio n s (rs)

V a r ia b le s M ean Std. D ev E n viron m en t S tra teg y S tru ctu re
C ore co m p e

ten cies
E n v iro n m en t 3.78 0.88 1

Strategy 3.14 00.38 .298 . 1

S tru c tu re 3.69 0 .66 .223 .682** 1

ftire c o m p e te n c ie s 3.69 0 .47 .085 .878** .593** 1

"^verage s a le s  g r o w th  r a te 14.56 5.80 .466** .509** .433** .199

average g r o w th  r a te  o f  r e tu r n s  o n  a s s e t s 6.64 12.14 .044 .367* .478** .336*

** Correlation is significant at the 0.01 level (2-tailed). 
Correlation is significant at the 0.05 level (2-tailed). 
Source: Primary data 2009

As mentioned earlier, Table 21 contains the results of the tests of hypothesis 1 through
4. These results are explained below one by one for each hypothesis.

Hypothesis (HI) There is a significant relationship between 
environment rud strategy

In order to establish the strength and direction and significance of the relationship be
tween environment and strategy, Pearson’s product moment correlation analysis was 
performed and the results are shown in Table 21. From the table, it is evident that envi
ronment and strategy are correlated (r=0.298, p<=0.05). Although, the relationship is 
significant it is not strong since the correlation is far below 0.5 midpoint. However, hy
pothesis one is accepted. These results do support the findings by Porter, (1985) who 
said that a firm h: in excellent competitive position may be in such a poor industry that 
it is not very prof table, and further efforts to enhance its position will be of little bene
fit. Industry attractiveness change, industries become more or less attractive over time, 
and competitive position reflects an unending battle among competitors. The weak rela- 

t  tionship between environment and strategy among parastatals in Kenya may be attrib
uted to the fact that, though they are all state owned enterprises, the parastatals did 
compete in different competitive milieu, e.g., industrial, agricultural, financial and 
commercial sectors, and did pursue different competitive strategies. The findings from 
Tables 10 and 11 respectively show that the Kenyan parastatals, to some extent, did 
match their changing environment (54.1 % of parastatals have changing environment) 

with aggressive strategies (93.2 % of Kenyan parastatals are analysers). This conclusion
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is justified because firms applying analyser strategy do make moderate changes in their 
product-market domain (Miles and Snow, 1978). However, the relationship between 
environment and strategy of Kenyan parastatals is weak because they are 93.2% of 
parastatals pursued analysers strategy, while only 54.1 of them said their environment is 
changing.

Hypothesis (H2): There is a significant relationship between 
structure and strategy

To test the above hypothesis, Pearson’s product moment correlation technique was used 
and the results are presented in Table 21. As evident from the table, there is a significant 
correlation between structure and strategy (r=0.682 p<0.01). Thus hypothesis 2 is sup
ported. The results support the findings of Chandler (1962), who established that differ
ent types of strategies generated different levels of administrative need, which called for 
changes in structure. Also, Ansoff (1990) who, in his strategic success formulae, states 
that for optimum return on investment, both the aggressiveness of the firm’s strategy 
and its structure must match the turbulence of the environment. Thus, structures that are 
appropriate for a high level strategy will be costly and wasteful for firms operating in a 
low-level structure and vice-versa. The results presented in Tables 11 and 12 respec
tively show that 71.6% of the parastatals surveyed had flexible structures, while 93.2% 
of the same used analyser strategy. This is consistent with theoretical predictions and 
previous research findings. It is thus a demonstration that a large proportion of the Ken
yan parastatals have matched their structures with their strategies.

Hypothesis (H3): There is a significant relationship between 
environment and structure +

To test this hypothesis, Pearson’s product moment correlation analysis was performed 
and the results are presented in table 21. As shown in the table, the correlation is sig
nificant (r=0.223, p<= 0.05). Although the relationship is significant it is not strong 
since the correlation is far below 0.5 midpoint. However, hypothesis three is accepted. 
These results support the findings by Pugh et al. (1969). The organisation must change, 
adapt, and modify its structure all the time to fit the new requirements resulting form 
constant changes in the environment. From available literature flexible structures are 
appropriate for changing environments. Thus the results of Tables 10 and 12 respec
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tively show that structures of Kenyan parastatals were flexible (73.6%) to match their 
changing environment (54.1%).

Hypothesis (H4): The greater the fit among the co-alignment
variables, the stronger their joint influence on performance

Hypothesis four sought to establish if the co-alignment variables joint relationship with 
performance is significant and higher than each of the individual relationships between 
the co-alignment variables and performance. The co-alignment variables are strategy, 
environment and structure. Firm performance was measured through two variables 
namely Average sales growth rate and Average growth rate of returns on assets. A mul
tiple regression analysis was used to establish this relationship and the summary of the 
results are shown in Table 22. It should be noted that the regression coefficient were 
standardized.

Table 22: Results of Regression Analysis

V ariab les
A verage  G row th  in 

Sales
A v era g e  G ro w th  in 

R eturn  on A ssets
Environment 0.338** 0 .066

Strategy 0.045 0.042

Structure 0.278* 0.463**

Core com petencies - -
Environ x Core com - -
Strategy x Core com - -
Structure x Core com - -
Intercept 34.593*** 3 7 .754***

F (full model) 8.241*** 6 .315***

R 2 0.292 0.231

Adj. R 2 0.256 0 .195

D f 63 66

*p<.05; **p<.01; ***p<.00
Source: Primary data 2009

As shown in Table 22, column one and two, the co-alignment variables together ex
plain up to 25.6 % and 19.5 % of the variance in sales growth and growth in return on 
assets, respectively. The model is significant (F=8.24, p<0.001) for sales growth and 
(F=6.321. p<0.001) for return on assets, indicating that the joint effect of the co
alignment variables on performance as measured by return on assets is significant. 
However, the combine effect of the co-alignment variables is still lower than the sum
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total of the individual effects put together which ranged from 43.3% to 46.6%, all sig
nificant at p<0.001 (see Table 23). Hence hypothesis four which states that the greater 
the fit among the co-alignment variables, the stronger their joint influence on perform
ance is rejected. In this study, the variance in performance (as measured by average 
sales growth and average return on assets (R2= 25.6 and 19.5, respectively) was 
much lower compared to 59% obtained in a study by Chathoth (2002). This may be 
explained by the fact that the present study used different measures of performance. 
Chathoth (2002) used return on equity as a measure of performance.

4.5 Tests of Hypotheses H5 (a), H5 (b), H5(c)
Correlation analysis was used to test Hypotheses 5(a), 5 (b), and 5 (c). The results are 
presented in Table 23.
Table 23: Results of the Correlation Analysis for the Relationship between Individual

Co-Alignment Variables and Performance

V ariab les
C o rre la tio n

A nalysis
A verage sales 

g row th
A verage  g ro w th  of 

re tu rn s  on assets
Environment Pearson Correla

tion (r) ,466(**) .044

n 61 64
Strategy Pearson Correla

tion (r) ,509(**) •367(*)

n 29 32
Structure Pearson Correla

tion (r) ,433(**) ,478(**)

n 61 64

** Correlation is significant at the 0.01 level (2-tailed). 
Correlation is significant at the 0.05 level (2-tailed). 
Source: Primary data 2009

Hypothesis (H5a): There is a sig 1 ficant relationship 
between strategy and firm performance

Jable 23 shows that strategy and firm performance as measured by average sales 
growth are correlated (r =0.509, p<0.01), indicating that there is a positive and signifi
cant correlation between strategy and performance (sales growth) (r=0.509 p<0.01). The 
relationship is significant since the correlation coefficient is above midpoint of 0.50. 
However, the relationship as measured by average growth of returns on assets is weak 
(r= 0.367, p <0.05 which is far below midpoint of 0.50). Hence hypothesis 5a is par

tially accepted. The results support the findings of Baum and Wally (2003), Barth

79



(2003) and Miles and Snow (1984) who found that the strategy of an organization, its 
external environment as well as the internal environment have to be in perfect harmony 
for high organizational performance. As shown in Figures 2 and 3, the improved per
formance by Kenyan parastatals could be attributed partly to their strategies.

ypothesis (H5b): There is a significant relationship between 
Environment and firm performance

The findings shown in Table 23 indicate a positive and significant correlation between 
environment and average sales growth (r = 0.466, p < 0.01). The relationship between 
environment and return on assets is not significant (r= 0.044, p>0.05). Hence Hypothe
sis 5b is partially accepted since the correlation is only significant for one measure of 
performance (Average sales growth). The results on the relationship between environ
ment and average sales growth support the findings of Porter (1985) who affirms that a 
firm in an excellent competitive position may be in such a poor industry that it is not 
very profitable. This could be explained by the fact that only 54.1 ‘/o of Kenyan parasta
tals did acknowledge that their environment was changing.

Hypothesis (H5c): There is a significant relationship between 
structure and firm performance

As shown in Table 23, structure and firm performance are positively and significantly 
correlated (r =0.433, p<0.01) for average sales growth and (r=0.478, p <0.01) for aver
age return on assets. It is noteworthy that the relationship between structure and average 
return on assets is stronger than with average sales growth. Hence, hypothesis 5c, which 
states that there is a significant relationship between structure and firm performance, is 
accepted. The result supports the findings of Miller (2004), Kuprenas (2003), Covin, 
Slevin, and Heeley (2001) who found that different combinations of managerial style 
and structure predict firm financial performance. The parastatals had flexible structures 
(73.6%) as shown in Table 20 to match their strategy (93.1%) and environmental needs 
(54.1%), hence good performance.
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The moderated multiple regression analyses results are summarized in Table 24. It 

should be noted that the regression coefficient were standardized.
i

Table 24: Results of Regression Analysis for Moderating Effect of Core-Competencies

V a r ia b le s
A v e r a g e  

G r o w th  in 
S a le s

A v e r a g e  
G r o w th  in 
R etu rn  on

A sse ts

C o r e -c o m  as  
M o d e r a to r  

A v e r a g e  G r o w th  
in S a le s

C o r e -c o m  as  
M o d e r a to r  

A v e r a g e  
G r o w th  in 
R etu rn  on  

A sse ts
Environment 0 .3 3 8 * * 0 .0 6 6 l .9 2 8 + 3 .3 1 3 *

Strategy 0 .0 4 5 0 .0 4 2 1.488* 0 .2 4 4

Structure 0 .2 7 8 * 0 .4 6 3 * * 3 .6 2 5 * 4 .0 3 4 * * *

Core competencies - - 2 .0 2 9 0 .7 2 3

Environ x Core com - - 4 .5 8 7 + 2 .3 2 0

Strategy x Core com - - 3 .0 9 3 * 0.081

Structure x Core 
corn

- -
5 .2 7 4 * 5 .5 0 0 * *

Intercept 3 4 .5 9 3 * * * 3 7 .7 5 4 * * * -6 1 .8 8 0 -62 .021

F (full model) 8 .2 4 1 * * * 6 .3 1 5 * * * 3 .5 6 8 * 3 .8 7 0 * * *

R 2 0 .2 9 2 0 .231 0 .6 1 0 0 .5 8 8

Adj. R : 0 .2 5 6 0 .1 9 5 0 .4 3 9 0 .4 3 6

Df 63 66 23 26

Sour

*p<.05; **p<.01: ***p<.001 

ce: Primary data 2009

The effect of changes in environment on performance (measured by average growth in 

sales) is greater when core-competencies are present ([3 =4.587. p<0.05) than when they 

are controlled for ((3 = 0.338. p<0-.05). indicating that the effect of environment on per

formance (average growth in s<}Jes) is moderated by core-competencies. The same is 

true when performance is measured by average growth of return on assets, where (3 = 

2.320. p<0.01 when core-competencies are present compared with (3 =0.0066. p< 0.01. 

when core-competencies are controlled for.

The effect of changes in strategy on performance (measured by average growth in sales) 

is greater when core-competencies are present ((3 =3.093. p<0.05) than when they are 

controlled for ((3 =0.045. p<0.05). indicating that the effect of strategy on performance 

(average growth in sales) is moderated by core-competencies. The same is true when 

performance is measured by average growth of return on assets, where [3 = 0.081. 

p<0.01 when core-competencies are present compared with [3 =0.0042. p< 0.01. when 

core-competencies are controlled for.
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The moderated multiple regression analyses results are summarized in Table 24. It 
should be noted that the regression coefficient were standardized.

Tab e 24: Results of Regression Analysis for Moderating Effect of Core-Competencies

V ariab les
A verage 

G ro w th  in 
Sales

A verage 
G ro w th  in 
R e tu rn  on

Assets

C ore-co in  as 
M o d e ra to r  

A verage G ro w th  
in Sales

C ore-co in  as 
M o d e ra to r  

A verage 
G ro w th  in 
R e tu rn  on 

A ssets
Environm ent 0.338** 0.066 1.928t 3.313*
Strategy 0.045 0.042 1.488* 0.244

Structure 0.278* 0.463** 3.625* 4.034***

Core com petencies - - 2.029 0.723
Environ x C ore com - - 4.587+ 2.320
Strategy x C ore com - - 3.093* 0.081
Structure x  Core 
com

• •
5.274* 5.500**

Intercept 34.593*** 37.754*** -61.880 -62.021

F (full m odel) 8.241*** 6.315*** 3.568* 3.870***

R 2 0.292 0.231 0.610 0.588

Adj. R 2 0.256 0.195 0.439 0.436

D f 63 66 23 26

*p<.05; **p<.01; ***p<.001 
Source: Primary data 2009

The effect of changes in environment on performance (measured by average growth in 
sales) is greater when core-competencies are present (P =4.587, p<0.05) than when they 
are controlled for (P = 0.338, p<0.05), indicating that the effect of environment on per
formance (average growth in sales) is moderated by core-competencies. The same is 
true when performance is measured by average growth of return on assets, where p = 
2.320, p<0.01 wher core-competencies are present compared with p =0.0066, p< 0.01, 
when core-competencies are controlled for.

The effect of changes in strategy on performance (measured by average growth in sales) 
is greater when core-competencies are present (P =3.093, p<0.05) than when they are 
controlled for (P =0.045, p<0.05), indicating that the effect of strategy on performance 

(average growth in sales) is moderated by core-competencies. The same is true when 
performance is measured by average growth of return on assets, where p = 0.081, 
p<0.01 when core-competencies are present compared with p =0.0042, p< 0.01, when 
core-competencies are controlled for.

82



The effect of changes in structure on performance (measured by average growth in 
sales) is greater when core-competencies are present (P =5.274, p<0.05) than when they 
are controlled for (P =0.278, p<0.05), indicating that the effect of structure on perform
ance (average growth in sales) is moderated by core-competencies. The same is true 
when performance is measured by average growth of return on assets, where p = 5.50, 
p<0.01 when core-competencies are present compared with P =0.0463, p< 0.01, when 
core-competencies are controlled for.

The values of F were found to be significant (F=3.5668, p<0.05 for Average growth in 
Sales and F=3.870, p<0.001 for Average growth in return on assets). The F ratio implies 
that the regression of performance respectively on

{[61.880+1.928environment+1.488strategy+3.625strcuture+4.587(environment x core- 
competencies)-^.093(strategy x sore-competencies)+5.274(structure x core
competencies)] and [Y (Average growth in return on Assets)=- 

62.021+3.313environment+3.313strategy+4.034structure+2.320(environment x core- 
competencies)-^.081 (strategy x sore-competencies)+5.500(structure x core
competencies)]} are statistically significant at less than 0.05 and 0.001 level respec
tively.

Also shown in the table are the Beta coefficients for independent variables (environ
ment, p =1.928), (strategy, p =1.488), (structure, p =3.625) for Average growth in Sales 
are not statistically significant except for structure, while (environment, p =3.313), 
(strategy, p =3.313), (structure, p =4.034) for Average growth in return on Assets are all 
statistically significant.

*

The findings in Table 24 further shown core competencies moderated the relationship 
between co- alignment variables and performance explaining up to 43.9 % of the vari
ance in performance (R= 0.439 p < 0.05 from R=0.292 p < 0.05, Average Growth in 
Sales) and 43.6% of variation (R= 0.436 p < 0.05 from R= 0195 p < 0.05,Average 
growth in return on Assets). The model did not explain 56.1 percent for Average 
Growth in Sales and 56.4 per cent of Average growth in return on Assets variation, im
plying that there are other factors associated with performance that were not captured in 

the regression model. However, the presence of core-competencies has improved this
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relationship. Hence the core-competencies do moderate the relationship between co
alignment variables and firm performance.
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CHAPTER FIVE: SUMMARY, CONCLUSIONS AND IMPLICATIONS

This chapter provides a summary, conclusions and implications of the research find
ings and discussions. Attempt is made to relate the results to the objectives of the 
study and hypotheses.

5.1 Summary

Table 26 outlines the objectives and corresponding hypotheses that guided the study. 
The type of analysis and interpretation of the results are also shown. The variables were 
measured using various rating scales. Co-alignment variables were measured using in
terval scales. Statistical tools used were Pearson’s correlation, linear and multiple re
gression analysis, and moderated multiple regression analysis. Research objectives, hy
potheses, analysis and summary of the results are presented in Table 25.
Table 25: Summary of the Researc i F ■ ldings

Objective H yp oth eses T j j e  o f  A nalysis Results
Objective 1

to determine the re la tion 
a l between environm ent, 
w-competence, s trategy, 
picture, and  firm  per- 
imance in profit-o rien ted  
mstatals in K enya.

H I : T h e re  is a  po sitiv e  re la 
tio n sh ip  b e tw een  e n v iro n m en t 
a n d  strategy.

H 2: T h e re  is a  po sitiv e  re la 
tio n sh ip  b e tw een  s truc tu re  
a n d  strategy.

P e a rso n ’s p roduc t m o m en t 
co rre la tion  coeffic ien t (r) 
M ean, s tandard  dev ia tion

P ea rso n ’s p roduc t m o m en t 
co rre la tion  co effic ien t (r) 
M ean, s tan d a rd  dev ia tion

(r= 0 .298  p> 0 .05 ) hypo thesis  is accep ted  

(r= 0 .6 8 2  p < 0 .01 ) hypo thesis  is accep ted

H 3: T h ere  is a  positive  re la 
tio n sh ip  b e tw een  e n v iro n m en t 
and  structu re .

P ea rso n ’s p roduc t m o m en t 
co rre la tion  coeffic ien t (r) 
M ean, s tandard  dev ia tion  
M ” ltip le  reg ression

1
(r= 0 .223  p< = 0 .05 ) h y p o th esis  is accep ted

H 4: T h e  g re a te r th e  fit am o n g  
th e  co -a lig n m e n t variab les, 
th e  s tro n g e r th e ir  jo j0 re la 
tio n sh ip  w ith  perfo rm ance .

M ultip le  reg ression  analysis 0 .2 5 6 ,p< 0 .05  fo r av erag e  g ro w th  in sales 
a n d  0 .1 9 5 ,p< 0 .05  fo r R O A  hy p o th esis  is 
re jec ted

H 5 (a): T here  is a  po sitiv e  
re la tio n sh ip  b e tw een  stra tegy  
a n d  firm  perfo rm ance .

P ea rso n ’s p ro d u c t m o m en t 
co rre la tion  coeffic ien t (r) 
M ean, s tandard  dev ia tion

r= 0 .509 ,p< 0 .01  and  r= 0 .367 ,p< 0 .05  hy
p o thesis  is pa rtia lly  accep ted

H 5 (b): T h ere  is a  po sitiv e  
re la tio n sh ip  b e tw een  en v i
ro n m en t a n d  firm  p e rfo rm 
ance

P ea rso n ’s p roduc t m om en t 
co rre la tion  co effic ien t (r) 
M ean, s tandard  dev ia tion

r= 0 .466 , p<0.01 and  r= 0 .044 ,p< 0 .01  hy 
p o thesis  is pa rtia lly  accep ted

H S (c): T here  is a  po sitiv e  
re la tio n sh ip  be tw een  s truc tu re  
a n d  firm  p e rfo rm ance

P ea rso n ’s p roduc t m om en t 
co rre la tion  co effic ien t (r) 
M ean, s tandard  dev ia tion

1=0.433,p<0.01 and  1=0.478, p <  0.01 hy 
p o thesis  is accep ted
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•gjjjeclive 2: T o establish  
whether o r n o t the rela- 
onsHip betw een the co- 

jignm ent variables (env i- 
^ n ie n t, strategy, struc- 
^  and firm  perform ance 
spends on th e  level o f  

Lpu com petencies in 
^ fit-o rie n te d  parastatals  
(Kenya

H 6 : T he re la tionsh ip  betw een  
the  c o re -a lig n m en t variab les 
a n d  firm  perfo rm ance  d e 
pen d s  on  co re -com petenc ies.

R eg ress ion  A nalysis  and,
R  2= 0 .4 3 6 ,p < 0 .0 5  for av erag e  g row th  in 
sa les  a n d  0 .4 3 6 ,p< 0.05  fo r R O A  
h y p o th esis  is accep ted

The first objective sought to determine the effects of environment, strategy and organi
zation structure individually and jointly on firm performance and was addressed by test
ing hypothesis one, two, three, four and five using correlation and multiple regression 
analysers. In order to fulfil the first research objective, the tests were either viewed as 
leading to rejection or acceptance of the hypotheses.

Hypothesis one stated that there is a relationship between environment and strategy was 
accepted (r=0.298 p>0.05). The results obtained from correlation analysis show that 
there is a positive, though weak, relationship between environment and strategy. Hy
pothesis two suggested that there is a relationship between structure and strategy was 
accepted (r=0.682 p<0.01). The results from correlation analysis show that there is a 
strong positive relationship between structure and strategy. According to hypothesis 
three there is a relationship between environment and structure. This hypothesis was 
accepted (r=0.223 p<=0.05). The results obtained from correlation analysis show that 
there is a positive, though weak, relationship between environment and structure. Hy
pothesis four stated that the greater the fit among the co-alignment variables, the 
stronger their joint relationship with performance was rejected (r=0.?.56, p<0.05 for av
erage growth in sales, r=0.195 p<0.05 for ROA for the joint effect against r=0.433 
p<0.05 for average growth in sales, and r=0.4660 p<0.05 for ROA for the total sum of 
the individual variables). The results obtained from multiple regression analysis show 
that though the co-alignment variables explained the variation in performance, the total 
sum of individual ca-alignment variables was greater than their joint effect. Hypothesis 
five (a) suggested that there is a relationship between strategy and firm performance was 
partially accepted (r=0.509, p<0.01 and r=0.367, p<0.05). The results from correlation 
analysis show that there is a positive relationship between strategy and performance. 
According to hypothesis five (b) there is a relationship between environment and firm

86



performance was partially accepted (r=0.466, p<0.01 and r=0.044, p<0.01). The results 
from correlation analysis show that there is a positive relationship between environment 
and performance. Hypothesis five (c) stated that there is a relationship between structure 
and firm performance was accepted (r=0.433, p<0.01 and r=0.478, p< 0.01). The results 
from correlation analysis show that there is a positive relationship between structure and 
performance.

The second objective sought to determine the effect of core competencies on the rela
tionship between environment, strategy and structure jointly and corporate performance. 
This objective was addressed by testing hypothesis six using moderated regression 
analysis. Hypothesis six suggested that the relationship between the core-alignment 

variables and firm performance depended on core-competencies. This hypothesis was 
accepted. The results of moderated regression analysis show that R2 =0.436, p<0.05 for 
average growth in sales and 0.436, p<0.05 for ROA from 0.256, p<0.05 for average 
growth in sales and 0.195, p<0.05 for ROA.

5.2 Conclusions

From the results summarised above, the following conclusions are drawn. There is a 
positive, though weak relationship between environment and strategy (see Table 21). 
Based on this, it can be concluded that to a larger extent the Kenyan parastatals have not 
aligned their strategies to the environment.

The results of the correlation analysis for hypothesis 2 presented in Table 21 show that
*

there is a strong positive relationship between structure and strategy. Kenyan govern
ment is changing its overall strategy to embrace the vision 2030, the government and all 
PSUs among them the parastatals are also changing structures to match the aggressive
ness of its strategic vision.

Further, results of the correlation analysis (see Table 21) show a positive, though weak, 
relationship between environment and structure. This may be attributed to the fact that 
all the parastatals operate in environment where their structures are also dictated by the
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Act of parliament and the government vision. This situation may explain the poor per
formance of Kenyan parastatals in the past.

The results from the multiple regression analysis show that though the co-alignment 

variables explained a good portion of variation in performance (r=0.256, p<0.05 for av
erage growth in sales, r=0.195 p<0.05 for ROA for the joint effect. However, the total 
sum of the correlation coefficients of individual ca-alignment variables was greater that 
their joint coefficients (r=0.433 p<0.05 for average growth in sales, r=0.4660 p<0.05 for 
ROA for the total sum of the individual variables). This may be attributed to the fact 
that the co-alignment variables of the Kenyan parastatals are not optimally aligned as 
implied by the results of the tests of hypothesis one and three. This leads to the conclu
sion that Kenyan parastatals need to do more to achieve greater realignment among their 
environment, strategy, and structure to realize maximum synergies.

The results reported in Table 23 show that there is a positive relationship between strat
egy and performance of the Kenyan parastatals. This may be attributed to the strategic 
planning exercise that the Kenyan government and parastatals embarked on since the 
late 1990 and the subsequent introduction of performance contracts. These changes 
have partly led to the improved performance of the parastatals.

There is a positive relationship between environment and performance of the Kenyan 
parastatals as shown in Table 23. This may be due to the fact that the parastatals operate 
in similar environment largely dictated by government. However, since the environment 
is changing, the government relationship with its parastatals should also be changed to 
accommodate the new order thafis, liberalization of the economy with less government 
intervention. It seems that the Kenyan government is doing that through its strategic 
planning exercise that it embarked on since the late 1990, which has been translated into 
improved performance of parastatals.

The results presented in Table 23 further show a positive relationship between structure 
and performance. This could be explained by the fact that all the Kenyan parastatals 
had almost similar structures defined by the Act of parliament. However, the average 

growth has been of 0.55 % for total sales and 1% for return on assets per year, which is
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still very minimal, calling for more action from the government in terms of restructuring 
and re-engineering of the parastatals to ensure greater performance.

The results presented earlier showed that core-competencies moderate the relation
ship between co-alignment variables and firm performance. That is, the stronger the 
core-competencies, the stronger the relationship between the co-alignment variables 
and firm performance. This may be explained by the fact the Kenyan government 
embarked on strategic planning since the late 1990, which has been translated into in
creased core-competencies by the parastatals. One such major change involves competi
tive recruitment of CEOs and senior managers where jobs are advertised and require
ments are clearly specified. Another one is employment of CEOs on contract, which 
ensures that only those who are competent have a chance of having their contracts re
newed or extended. In other word, competitive hiring ensures that the best or the one 
with the greatest potential in terms of competence is hired.

5.3 Implications of the study

There is a positive, though weak relationship between environment and strategy (see 
Table 21). The implication is that Kenyan parastatals will not achieve great performance 
unless they aligned their strategies to the environment. Furthermore, results of the corre
lation analysis (see Table 21) show a positive, though weak, relationship between envi
ronment and structure. The same can be said, unless the parastatals can align their envi
ronment ::rategy and structure, then they will not enjoy the full benefit of their effor* 
This requires further studies to better understand the phenomenon

The results from the multiple regression analysis show that though the co-alignment 
variables explained a good portion of variation in performance for the joint effect. 
However, the total sum of the correlation coefficients of individual ca-alignment vari
ables was greater that their joint coefficients. This requires further studies to better un
derstand the phenomenon

Hypothesis six which was core to the study stated that the relationship between the 
core-alignment variables and firm performance depends on core-competencies was sub
stantiated. It thus contributes to the body of Knowledge in the field of Strategic
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Management by demonstrating that core-competencies moderate the relationship be
tween environment, strategy, and structure individually or jointly and performance. 
This is a key finding as it showed the importance of core-competencies for all the 
co-alignment variables, either used individually or jointly. The effect of core
competencies is significant in as much as it shows that core-competencies can help 
organizations in achieving their missions and objectives and enhance corporate 
strategies and structures since there are indications that this can create synergy and 
add value leading to greater corporate performance. To make the organization more 
vibrant and to improve its performance, proper organization strategy, and structure 
re-aligned with environment need to be put in place.

However, this study has also shown the importance of core-competencies and its in
fluence on the relationship between co-alignment variables and firm performance, in 
that, the higher the core-competencies the stronger the relationship between the co
alignment variables and firm performance. This could lead and explain the slit im
provement in the socio-economic development in Kenya and economic growth of 

the parastatals experienced in the last your years under study.

5.4 Recommendation for Management Policy and Practice

The senior managers in both parastatals and private organizations can benefit from 
the study’s findings to restructure and re-engineer their organizations in order to im
prove their performance by focus more on increasing their firms’ core-competencies 
and re-aligning them with other co-alignment variables in their firm to improve their 
firms’ performance. The coif-competencies are paramount in improving organiza
tion performance. This conforms to another study by Prahalad and Hammel (1993). 
However, to succeed, the core-competencies are to be increased and used concur
rently with other co-alignment variables, so that better results can be achieved in or

der to improve corporate performance.

There is empirical evidence that what the parastatals and other organizations need 
not to use aggressive strategies and structures when the environment is not highly 
turbulent as this will waste their resources and have limited impact to their perform

ance.
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Parastatals should match the level of turbulent of their environments with their corre
sponding strategies and structures according to Ansoff (1990) success formulae. Al
though there is an improvement in the performance of Kenyan parastatals (see Figure 2 
and 3) there is still however need to re-align the structures to the changing environment 
for better performance.

Parastatals and other organizations need to consider co-alignment variables (envi
ronment, strategy, and structure) in their policy formulation and their practice of 
management, as there is more empirical evidence that these variables improve per

formance.

There is further empirical evidence that what parastatals and other organizations 
need is the modified co-alignment model where firms increase their core
competencies and re-aligning them with other co-alignment variables to improve 
their performance.

Moreover, that what the public enterprise need is not necessarily privatization but 
rather the use of the modified co-alignment model and other private sector manage
ment models and practices to improve their performance.

5.5 Limitations of the study

A good number of parastatals did not provide the researcher with information on 
questions 102, 104,105, 106fl07, and 108 from the appendix 2 questionnaire forcing 
the researcher to drop other question on qualitative measures of performance, there
fore using only the annual rate of returns on assets and growth sales rate as indica
tors of performance. Performance was therefore measured using quantitative infor

mation only.

Though the descriptive statistics were sought in the study and their findings presented, 
however, their use in interpreting the results for hypotheses testing was limited because 
of the low response rate from the surveyed parastatals, which led to small subsamples 

that were unable to give meaning lull analysis.
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The Parastatals though from the same industry, are not identical to one another. There
fore, the major source of variability is the individual differences in the behaviour of dif
ferent parastatals. Also, the measurement cannot be taken as accurately as one would 
like for the attributes or behaviour of each research Parastatals. Organisations do not 
respond exactly the same way on two different occasions. This brings about the problem 
of reliability. However, we used triangulation method to minimise the effects of these 
problems.

It is ambitious to say that one study can bridge the gap of the methodological problem 
experienced in correlation studies. There is the issue of the direction of the relationship, 
which is difficult to discern when using correlation analysis, and the third variable ef
fect, which also affects the interpretation of the results. However, the present study en
deavoured to minimise this problem by using largely quantitative analysis together with 
some qualitative analysis. There is still need to carry out more research and explore the 
possibilities of using quasi-experimental design in studying these relationships. There is 
also need to determine whether one can isolate factors affecting performance other than 
environment, strategy and structure and the effect of core-competencies.

5.6 Direction for Future Research

The results obtained from the analyses show that there are weak relationships be
tween environment and structure; and between environment and strategy among 
parastatals in Kenya. There is therefore need for further research on the subject.

The relationship between ca^alignment variables and firm performance explains the 
positive variation in firm performance however; there is still need for further re
search to validate these findings. The variation was not high (25.6% of sales growth 
and 19.5% for ROA), lower that Chathoth’s (2002) return on equity (59%) suggest
ing that using different financial measures of firm performance can have greater 
variation calling more research.

Core-competencies moderate the relationship between environment, strategy, and 
structure individually or jointly and performance and the higher the level of core
competencies the stronger the relationship between co-alignment variables and or-
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ganization performance. This is a key finding which need validation from other re

searches.
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APPENDIX 1: INTRODUCTION LETTER

Dear Respondent,

You have been selected to take part in a nationwide study on the Influence of Core- 
Competencies on the relationship between Co-Alignment Variables and Performance in 
Profit-Oriented Parastatals in Kenya. Please take a few minutes to answer the following 
questions. Your support will assist in attaining two very important goals: (1) inform na
tional policymaking in public sector; and (2) help towards researchers in achieving aca
demic Excellency. Your answers will remain strictly confidential.

Yours faithfully,

Chiyoge B. Sifa 
University of Nairobi ~ 
P.O.Box 4891-00506 

Nairobi
Tel: 0733689023
Email:neuillychiyoge@yahoo.com
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APPENDIX 2: QUESTIONNAIRE 
Section A: Bio Data
1. N am e o f  the organization
2. Type o f  O rganization Industrial 1

Service 2
A gricultural 3
F inancial/Com m ercial 4

3. How many em ployees does your organization have?
4. W hat position do you occupy in your organization (designation)?
5. For how long have you been in your current position? In Years

In M onths ( i f  less than 1 yr)
6. In w hat position were you serving before your current position?

Section  B: E n viron m en t
The following statements describe the nature o f  the environm ent in w hich your organization operates. Rate each statement on the 
scale adjacent to it.

To very 
small 
extent 
(1)

To a 
smal 
1
ex
tent
(2)

To a m od
erate ex
tent
(3)

To a 
great 
extent 

(4)

To a very great 
extent
(5)

7. The com petitive -ivalry in the industry has intensified over 
the years
8. The num ber o f  r w firms entering the industry has increased 
over the years
9. The num ber o f  new  sim ilar products being introduced into 
market has increased over the years
10. The needs and influence o f  the buyers o f  the industry’s 
products has increased over the years
11. The influence o f  the suppliers o f  the industry’s inputs has 
increased over the years.
Section  C: S tra tegy
The following statem ents describe the nature o f  the strategy your organization is pursuing. Rate each statement on the scale adja
cent to it.

To very
small
extent
(1)

To a
small
extent
(2)

To a m oder
ate extent
(3)

To a great
extent
(4)

To a 
very 
great 
extent
(5)

12. Maintain prom inence w ithin its chosen m arket segm ent
13. Involve developm ents outside your market domain
14. Penetrate into current markets
15. Growth occurs cautiously and incrementally
16. M onitor a wide range o f environm ental conditions, trends, 
and events
17. Create change in your industry
18. Grow primarily from new m arkets and new  products
19. Have uneven, spurt-like growth
20. Have single core technology, vertically integrated, updates 
current technology to  maintain efficiency
21. Stable structure and process
22. Dom inant functions are finance and production
23. Planning is intensive not extensive
24. Prom otion is from within
25. Use functional structure
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26. Extensive division o f  labour and high degree o f  formalisation
27. Have centralised control
28. Have vertical inform ation flows
29. Have simple and inexpensive coordination
30. M anagers are evaluated on efficiency versus the past
31. Our organization is efficient
32. Our structure and technology change
33. Use frequent prototype production and m ultiple technologies
34. Have technologies in people not m achines
35. Dominant functions are marketing and research and develop
ment
36. Key executives com e from outside the organization
37. Executive tenure is short
38. Planning is broad, not intensive
39. Have a product based structure
40. Use division o f  labour and form alization
41. Control is results-oriented
42. Information flow to decentralised decision-m akers
43. Coordination is com plex and expensive
44. Conflict in the organization is directly confronted and re
solved
45. Managerial appraisal is versus sim ilar organisations
46. Use dual technology core
47. Planning is both intensive and com prehensive
48. Structure is matrix, functional and product
49. Control is difficult
50. Coordination is both sim ple and com plex
51. Managerial is dual efficiency versus past, effectiveness versus 
sim ilar organizations
52. M anagement articulates an appropriate strategy, but technol
ogy, structure, and process are not linked to strategy appropri
ately.
53. M anagement adheres to a  particular strategy-structure rela
tionship that is not relevant to the environm ent.
Section  D: Structure
The following statements describe the structure your organization has. R ate each statem ent on the scale adjacent to it.

To very 
small 
extent 
(1)

To a
small
extent
(2)

To a m oder
ate extent
(3)

To a great
extent
(4)

To a 
very 
great 
extent

J 5 )______
54. The total activities o f  the organization are broken do- n into 
specialized jobs for individuals e.g., roles and functions
55. The conduct o f  em ploym ent activities to achieve the organi
zation’s goals are controlled and coordinated by standard, written 
rules
56. The conduct o f  activities to achieve the organization’s goals 
are controlled and coordinated by standard, w ritten rules
57. Use o f written rules and procedures
58. Our organisation operate on hierarchical structure with spe
cialized functions/ tasks/skill departm ents
59. Our organisation operate on hierarchical structure with prod- 
uct/customer/ geographical based divisions
60. Our organisation operate on m atrix structure w ith a com bina
tion o f function/ tasks and divisions
Section  E: C ore co m p eten cies
The following statements describe core com petencies your organization has. Rate each statem ent on the scale adjacent to it.
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To very 
small 
extent 
(1)

To a
small
extent
(2)

To a  m oder
ate extent
(3)

To a great
extent
(4)

To a
very
great
extent
(5)

61. Our organization has the best custom er service in the market
62. Our organization has an excellent sales force in the market
63. Our organization has an excellent technical support in the 
market

r 64. Our organization has the best quality products in the market
65. Our organization is the m ost innovative in the m arket
66. Our organization has state o f  the art technology appropriate 
for our operations.
67. Our employees are the m ost com petent in the m arket
68. Our organization has the best m anagem ent team  in the market
69. Our organization has good quality product com pare to similar 
organisations in the market
70. Our organization has product that is com pletely unique from 
all the other products in the market
71. Our organization has a strong position in its industry
72. Our com petitors have difficulty in im itating w hat is unique to 
our organization
73. Our organization’ s core com petencies im prove all the time
74. i Gather different kinds o f  inform ation from  a w ide variety of 
sou ' es to build a rich inform ational base for decision making
75. i connect ideas on the basis o f  inform ation given to under- 
sta. 1 their causes and effects
76. 1 Identify feasible alternatives or m ultiple options in planning 
and decision making
7 7 .1 hold different options in focus sim ultaneously
7 8 .1 evaluate the pros and cons for each alternative
79. I use paraphrasing to understand the ideas o f  another person
80. I use sum m aries to understand the concepts o f  another people
81. I use open and probing questions to  understand the feelings 
o f  another person
8 2 .1 can com prehend events, issues, problem s, opportunities 

; from the viewpoint o f  others
83.1 Involve others and am able to build cooperative team s in 
w ,b h  group members feel valued and em pow ered and have 
sh. ■ id  goals
8 4 .1 Create a positive clim ate in w hich staff increases the accu- 
r.' . o f  their se lf aw areness o f  their strengths and lim itations
85. i provide coaching, training, and developm ental resources to 
improve my s ta f f ‘s perform ance
8 6 .1 use a variety o f  m ethods (e.g., persuasive argum ents, m odel
in g  behavior, inventing sym bols, form ing alliances, and appeal
ing to the interest o f  others) to gain support for ideas, strategies 
and values
8 7 .1 state own “stand” or position on issues
8 8 .1 unhesitatingly takes decisions when required
8 9 .1 commit self and others accordingly
9 0 .1 express confidence in the future success o f  the actions to be 
taken
9 1 .1 Present ideas clearly w ith ease and interest so that the other 
person (or audience) understands w hat is being com m unicated
9 2 .1 use technical, sym bolic, nonverbal, and visual aids effec
tively when com m unicating w ith other person (or audience)
93. I Structure the task for my sta ff
9 4 .1 implement plans and ideas
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9 5 .1 take responsibility for all aspects o f  the situation even be
yond ordinary boundaries and for the success and failure o f  the 
group
9 6 .1 have high internal w ork standards
9 7 .1 set ambitious, risky, and yet attainable goals
9 8 .1 want to do things better, to improve, to be more effective 
and efficient
9 9 .1 measure progress against targets

Section  F: P erfo rm a n ce
100. W hat was your annual growth rate 
(%) in total sales for the last five years?

Year 2001
Year 2002
Year 2003
Year 2004
Year 2005

101. W hat w as your annual rate o f  returns 
on Assets (%) for the last five years?

Year 2001
Year 2002
Year 2003
Year 2004
Year 2005

102. W hat w as the num ber o f  the new 
products developed in the last 1 e years?

Year 2001
Year 2002
Year 2003
Year 2004
Year 2005

103. W hat w as your net pro'.':, ss Year 2001
Year 2002
Year 2003
Year 2004
Year 2005

104. What have your total budget alloca- 
tions from your parent ministry been over 
the last 5 years?

Year 2001
Year 2002
Year 2003
Year 2004
Year 2005

105. W hat is your current m arket share in 
the industry? (%)

Year 2001
Year 2002
Year 2003
Year 2004
Year 2005

106. W hat has your m arke’ ■ are growth 
rate in the industry been tv  :he Ids! five
years? (%)

Year 2001
Year 2002
Year 2003
Year 2004
Year 2005

107. W hat has your sales growth rate been 
over the last 5 years?

Year 2001
Year 2002
Year 2003
Year 2004
Year 2005

108. W hat has your growth in return on 
assets been over the last five years?

Year 2001
Year 2002
Year 2003
Year 2004
Yrar ?nn<;
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APPENDIX 3: SCHEDULE OF ACTIVITIES

A ctiv ity
T im e S ch ed u le  2 0 07-2008-2009

J F M A M J J A s 0 N D

M odification o f  Proposal X X

Survey X X X

Coding and data entry
f

X

Data analysis X

W riting o f  thesis X X

Oral presentation X

Correction and submis
sion

X X X V X



APPENDIX 4: BUDGET

Item s
A m ou n ts in K en yan  S h il

lings (K S h )

Developing the Research Proposal: Journals and other m aterial 90,000

Preliminary test: 1 @  3,000 for 2 days 6,000

Research Assistants: 4 @  2,000 per day for 14 
days 112,000

Data entry person 1 @  3,000 for 7 days 21,000

Com piling the Report 75,000

Photocopying 10 copies 15,000

Binding 10 copies @  200 2,000

Travelling 25,000

Accommodation 25,000

Total 371,000

M iscellaneous (10%  o f the total) 37,100

Total 408,100
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APPENDIX 5: LIST OF PARASTATALS IN KENYA
No. Name paren t ministry
A C om m ercia l S tate  C orp o ra tio n s
1 * A gricu ltu ra l D ev e lo p m en t C orp oration Agriculture
2 * A gricu ltu ra l F in a n ce  C o rp o ra tio n A griculture
3 * A g ro -ch em ica l an d  F ood  C om p an y Agriculture
4 * B om as o f  K enya L td Tourism
5 * C h em elil S u gar  C o m p a n y Agriculture
6 * C on so lid ated  B a n k  o f  K en ya Finance
7 * D ev elo p m en t B an k  o f  K en ya Finance
8 * E ast A fr ica n  P o rtla n d  C em en t Trade
9 * G ilg il T e leco m m u n ica tio n  Industry Inform ation
10 * In d u str ia l and  C om m erc ia l D evelop m en t C orporation Trade
11 * In d u str ia l D ev e lo p m en t B an k Trade
12 * Jom o K en yatta  F o u n d a tio n
13 * K en ya A irp orts A u th o r ity Transport
14 * K en ya B ro a d ca stin g  C o rp o ra tio n Inform ation
15 * K enya E lectr ic ity  G en era tin g  C om pany Energy
16 Kenya Ferry Services Transport
17 Kenya Film  Com m ission Inform ation
18 * K en ya  In d u stria l E sta tes Trade
19 Kenya Literature Bureau Education
20 * K enya M ea t C om m ission Livestock
21 Kenya N ational A ssurance (2001) Finance
22 Kenya N ational Shipping Line Transport
23 * K enya N ation al T ra d in g  C orp oration  (L K) Trade
24 * K enya O rd in an ce  F a cto r ies  C orporation OOP
25 * K enya P etro leum  R efin er ies  Ltd Energy
26* K enya P ip elin e C o m p a n y Energy
27 * K en ya  P orts A u th o rity Transport
28 * K en ya  P ost O ffice  S av in gs B ank Finance
29* K en ya  P o w er  and L ig h tin g  C om p an y  Ltd Energy
30 * K en y a  R a ilw ays C orp o ra tio n s Transport
31 * K en ya  R e-in su ra n ce  C o rp o ra tio n Finance
32 * K enya T ea  and  C o n serv a tio n  C orporation Agriculture
33 K enya Tourist D evelopm ent Corporation Tourism
34 * K en ya  W in e A gen cies Trade
35 * K en y a  Seed  C om p an y A griculture
36 * K en y a tta  In tern a tio n a l C on feren ce  C em Tourism
37 * K isum u W a ter  & S ew era g e  Co. Ltd Local Authorities
38 * M uhoron i S u gar  C o m p a n y  (U R ) A griculture
39* N ational B ank  o f  Kenya-** Finance
40 * N ational H ou sin g  C orp oration
41 * N ational O il C o rp o ra tio n  o f  K enya Energy
42 * N ational W a ter  C o n serv a tio n  and  P ipeline C orp oration W ater
43 * N ew  K C C Cooperative
44* N yahururu  W ater  an d  San . Co. Local Authorities
45 * N yeri W a ter  &  S ew erage  C o. Ltd. Local Authorities
46* N zoia S u g a r  C o m p a n y Agriculture
47 * Postal C orp oration  o f  K enya Information
48 * R ift V a lley  T extiles L td . (U R ) Trade
49 * Safaricom  L im ited Information
50* S ch ool E q u ip m en t P rod u ction  U nit Education
51 * Sou th  N yan za  S u g a r  C o m p a n y A griculture
52 * T elkom  K en ya  Ltd Information & Com munica

tion
B R egu la tory  S ta te  C orp o ra tio n s
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53 Capital M arkets Authority
54 Coast W ater Services Board
55 Central W ater Services Board
56 Coffee Board o f  Kenya
57 C om m unications Com m ission o f  Kenya
58 Com m ission for H igher Education
59 Cotton B oard o f  K enya
60 Eastern W ater Services Board
61 Electricity Regulatory Board
62 Film  C ensorship B oard
63 Horticultural Crops D evelopm ent Authority
64 Hotels and Restaurants Authority
65 K enya A nti-C orruption Authority
66 K enya Bureau o f  Standards
67 K enya Civil A viation Authority
68 K enya Dairy Board
69 K enya Intellectual Property Institute
70 Kenya M aritim e Authority
71 K enya Plant Health Inspectorate Services
72 Kenya Sisal Board
73 K enya Sugar B oard
74 Kenya Tourism  Board
75 Kenya W ildlife Service
'76 Lake V ictoria N orth Region W ater Services Board
77 Lake V ictoria South Region W ater Services Board
78 National C ereals and Produce Board
79 National Council for Science & Technology
80 National Environm ental M anagem ent Authority
81 National Irrigation Board
82 Nairobi Health M anagem ent Service Board
83 Nairobi W ater Services Board
84 Northern W ater Services Board
85 01 K allou W ater Services Board
86 Sports S tadia M anagem ent Board
87 NGO Coordination Bureau
88 Pests Products Control Board
89 Pharm acy and Poisons Board
90 Pyrethrum B oard o f  Kenya
91 Radiation Protection Board

I92 Registration o f  A ccountants Board
Registration o f  C ertified Public Secretaries

94 Rift V alley W ater Services B oftd
95 Sugar D evelopm ent Fund
96 Tea Board o f  K enya
97 W ater Services Regulatory Board
C F a cilita tin g  A gen ts
98 Export Processing Zones Authority
99 Export Prom otion Council
100 Kenya Investm ent Authority
101 National Irrigation Board
102 W ater Service Trust Fund
D G o v ern m en t R even u e C ollectin g  A gen t
103 Kenya Revenue Authority
104 Catering Levy Trustees
105 Higher Education Loans Board
E A p p ea ls  B oard
106 Coffee R esearch Foundation
107 Kenya Agricultural Research Institute
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108 Kenya Forestry Research Institute
109 K enya Industrial and Research Developm ent Institute
110 Kenya Institute o f  Public Policy Research and Analysis
111 K enya M arine and Fisheries Research Institute
112 Kenya M edical Research Institute
113 Kenya Sugar Research Foundation
114 Kenya Trypanosom iasis Research Institute
115 Kenya Veterinary V accines Production and D evelopm ent
116 Tea Research Foundation o f  Kenya
F E d u cation a l and T ra in in g
117 Cooperative College o f  K enya
118 Council for Legal Education
119 Egerton University
120 Jomo Kenyatta Universtiy o f  Agriculture and Technology
121 Kenya College o f  Com m unication Technology
122 K enya Institute o f  A dm inistration
123 Kenya Medical Training College
124 K enya National Exam ination Council
125 K enya Utalii College
126 Kenya W ater Institute
127 Kenyatta University
128 M aseno University
129 Moi University
130 University o f  N airobi
131 U n iversity  o f  N a irob i E n te  irise
132 National Council for Law R< ■ orting
133 W estern University College j f  Technology
G R eg ion a l D ev elo p m en t A u th orities
134 Coast D evelopm ent Authority
135 Ewaso - N g ’iro N orth D evelopm ent Authority
136 Ewaso - N g ’iro South D evelopm ent Authority
137 Kerio Valley D evelopm ent Authority
138 Lake Basin D evelopm ent A uthority
139 Tana and Athi Rivers D evelopm ent Authority
H S ocia l and  H ea lth  S erv ice
140 Kenya N ational Library Services
141 * K en yatta  N ation al H osp ita l
142 Local Authorities Provident Fund
143 * M oi R eferra l and T each ii. • H osp ita l
144 National A ids Control Council
145 National Com m ission on G r rder and Development
146 National Coordinating A g t ,y for Population and D evelopm ent
147 National Council for Peoffle with Disabilities
148 National Hospital Insurance Fund
149 National M useum s o f  Kenya
150 National Social Security Fund
1 C om m ission s
151 Com mission for Gender and D evelopm ent
152 Judicial Service Com mission
153 Parliam ent Service Com m ission
154 Presidential M usic Com mission
155 Public Service Com m ission
156 Teachers Service Com mission

Source: Kenya Bureau of Statistics
Note: The highlighted parastatals with an asterisk on the list are the profit-oriented and 

object of the study.
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