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ABSTRACT

Strategic alliances have become the most importanot of choice for most
organizations seeking to revolutionize their parfance. Strategic alliances have
enable previously small firms engage with indugiignts to gain an edge of their
competitors and create sustainable competitiveradga. The formation of strategic
alliances has also been necessitated by globalizatid increasing uncertainties and
complexities of the business environment. No silgéganization can claim to possess
monopoly of expertise that will ensure the bestamer service. This is also because
customer needs are dynamic and vary from one emwieat to another subject to
preferences, culture, and technology and governmesitictions. The banking and
insurance sector have also been subjected to $izciges and this has revolutionized
provision of insurance services. Insurance is begmto loose its ambiguity with
consumers through provision of information by natyothe insurer but also the
banking institution that provides financing. Thisaoge in tact has seen performance
in the insurance industry improve significantly ovee last four years. Co-operative
insurance company has been in existence since 11968considered among the
largest insurance service providers in Kenya aedldhgest micro-insurance service
provider. Given the nature of product that it offeahere is constant need for the
company to present ‘insurance’ to the common maa ivay that will defray the
suspicion that exists when customers are approachtke up the products offered.
Reaching the this market has posed a challengkthatrecent developments brought
about by bancassuarance offered by CO-OP bankiamed with CIC. The success of
the alliance arises curiosity as to what charastieror features are important in a
potential alliance partner that would indicate tikelihood of success. | especially
direct my interest to financial organizations suabl banks and micro finance
businesses that would consider such partnershipmbke for the bancassurance line
of business as this has been on the rise in tlemtr@ast. The research was conducted
by case study and primary data collected by usanofnterview guide. This was
administered both at CIC Insurance Company Headeo#ind Co-operative bank at
Co-operative Bank house here in Nairobi. The dali#cted was then analyzed using
content analysis. The study was able to unveilré@sons behind formation of the
alliance as need to increase market share for DI@rsifying into new business,
Acquiring a means of distribution for CIC, Gainiteghnology, Reducing operational
costs, Gaining competitive advantage, cheaper adodsbour for CIC and the need
to gain brand identity. In this study | outline theggested necessary characteristics an
alliance partner should possess for an effectivatesjic alliance. The respondents
suggested that Financial stability, Mutual trustyp&rience in core business,
resilience, knowledge and resource capabilitiesyraon customer base /products and
similarity in strategic direction were key traits he examined in a potential alliance
partner. | also highlight the challenges of thelaalte as staff indifference to
implementation, harmonizing organizational culturaccommodating dynamic
emerging needs and sustaining a mutually benefidliaihce. The study recommends
that Co-operative bank of Kenya should review trens of its engagement with CIC
Insurance Company with a view to increasing itsefieral percentage stake .Further
research should be conducted to assess the outcbre alliance in the face of
current duplication in the bancassurance sectos Will facilitate organisations by
equipping them with a checklist of characterisfios assessing prospective alliance
partners as well as provide a valid negotiatind toensure they make the most out
of the relationship having considered all releviactors.
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CHAPTER ONE
INTRODUCTION

1.1 Background

In the business world today it is of great impoceifior businesses to monitor their
environment with a view to creating strategies tél either set them apart from
their competitors while creating value or will cauhem expand their capacity and
capability by joining ranks with businesses withe teame objectives. Strategic
alliances are a form of corporate level strateggpted by firms to enable them
operate in multiple markets or industries simultarsly. Strategic alliances exist
whenever two or more independent firms cooperatbendevelopment, manufacture
or sale of products and services (Barney,2007).Theese over the years become a
key source of competitive advantage for firms aaglehallowed them to cope with
increasing organizational and technological comfitex that have emerged in the
global market (Elmuti and Kathawala, 2001:Thorne a&viright,2005).According to
Barney (2007) a firm is said to have competitiveyaadage when implementing a
value creating strategy not simultaneously implet@eérby any current or potential
competitor. Competitive advantage creation is a fe@yor and is the main reason

behind companies entering into strategic alliances.

Various theories have emerged to explain why fioingose not to go it alone. These
theories include perspective of strategy theogangaction cost theory, resource-based
theory, knowledge-based theory and resource depeadderspective of strategy
theory attempts to reason that organizations getaliiances for purposes of gaining
competitive advantage and an edge over its compgti(Coase,1937) came up with

the transaction cost theory where he argued thatsfiin examining the overall



production cost make decisions based on whethisrciheaper to produce a good or
service from within the organization or if outsoeuc If it is cheaper to outsource then
the company is not likely to grow. Companies arergfore weighing the cost of
exchanging resources with the environment agaihst bureaucratic costs of
performing activities in-house .Resource basedrihe@s to view alliances from the
perspective of acquisition of resources. Firms sa@ to enter into alliances for
purposes of acquiring the other firm’s resourcesittoown advantage. Firms should
therefore enter into alliances cautiously so asm@xpose their resources to alliance
partners who may eventually take over their buseesIn the knowledge based
theory the main aim of entering into strategicaalties can be for sharing knowledge
and expertise. The knowledge may be in the fornteohnological know-how and
organizational capability. Each member of the afle partnership therefore seeks to
learn from the other. In resource dependence thi@ong enter into alliances to gain
resources which they themselves do not posses& tHerelement of sharing this
particular resource is only on the part of the marivho owns the resource. The other

alliance partner hopes to use the relationshi@in gccess to the scarce resource.

CIC and Co-operative bank of Kenya are among tist ifastitutions to venture into
the bank assurance line of business where provisidnsurance services has been
introduced as an additional bank product. It hanbeeverly included in many of the
banks Micro-finance products where potential lodents are enticed to cover their
assets and family members against damage or to twvelient’s life for the family’s
benefit. This has aided CIC in reaching a widezrdle base and has rebranded their

products by giving it the ‘trusted’ face as mosole trust banks in decision making.



The same model is currently being replicated byothsurance firms hence the need
to study the relationship closely. This study tiemre seeks to provide relevant
information for organizations to use in selectidraliance partners. It will attempt to
determine what traits a company seeking to enteran alliance should look out for

when considering among several firm options.

1.1.1 Strategic alliances

A strategic alliance is a formal and mutually agreartnership arrangement that links
particular aspects of two or more firms. These diragree to pool, exchange or
integrate specific resources for mutual benefitlevitiontinuing to remain separate
and independent. Usually this arrangement enaldesigrs to achieve goals that
would otherwise not be achievable if they contingedingle entities. Since time
immemorial companies have sort to employ variotegesgjic tactics to outwit industry

leaders Strategic alliances are a form if intermaigational co-operation involving

pooling of skills and resources to achieve commbjediives of alliance partners

while retaining separate entities(Varadarajan ayddhandran,2009).

According to Barney (2007) a strategic allianceursavhen two or more businesses
agree a contract to operate a joint project withaam to achieve organizational
growth. Companies make the decision to form alksnio order to get hold of better
technologies, resources, market access amongst wthey possible benefits that
accrue to a company and result in a competitivee e@grategic alliances therefore

play a vital role in enabling a company gain anstan competitive advantage.



The concerned companies get to share fixed costshenassociated risks of product
and technology development while providing a plaitfan which organizations can

bring together complementary skills. (Capon, 2008).

The alliances can be of three kinds. Non-equitgmdie where the firms agree to work
together to develop manufacture or sell productssemvices by agreements or
contracts such as licensing contracts, supply aotg#rand distribution agreements. In
equity alliance the firms involved take up a stakgercentage ownership of the firm
usually through purchase of shares. In a joint wenthe participating firms create
another legally independent firm in which they istvand from which they share any

profits created. (Barney, 2007)

1.1.2 Strategic Alliance and Organizational Perforrance

Most organizations venture into alliances with tiope that their overall performance
will improve. Chief among these expectations wolkdgaining and sustaining this
competitive advantage. Strategic alliances areidered essential in enabling firms
to share resources, learn and as a result theinatatenpetitive advantage. Firms may
make the decision to enter into strategic alliarszeas to obtain resources within the
reach of other firms that are valuable and esdemtiaachieving competitive
advantage. It has become necessary to not onlndeiees position in the market but
also to remain informed about competitor moves sirategies. There is hence need
for constantly innovating new methods of doing hass that will result in
competitive advantage. The attributes associatéld @@mpetitive advantage include
natural resources, access to highly trained pesdpnnew technologies and

information technology.



For a strategic alliance to be a source of competadvantage however it must be
rare and costly to imitate and the firm must béyforganized to exploit the alliance
to the maximum. Synergy and competitive advantagg be another reason why
firms enter into alliances. Competition becomedegaffective when alliance partners
rely on each other’s strengths and thus bringingualsynergy as compare to a firm

that enters the market as a single entity.

Globalization of businesses has also greatly beamrd by the ability of firms to
enter into successful alliances with their courdep enabling them access a global
market without the associated costs of settingnupeiw territory. Organizations that
seek to access new markets can therefore benefit $eeking suitable alliances in
areas previously not ventured into. Since alliar®got always occur between firms
with similar core business structures, productseswices, organizations are able to
diversify their risks while reaping from the bengfiof having a portfolio of
businesses. Alliances therefore come highly reconai®eé for organizations that are

interested in expanding their territory and capacit

1.1.3 Insurance Industry in Kenya

The main players in the Kenyan insurance industmy. ansurance companies,
insurance brokers, insurance agents and risk mesagbe statute regulating the
industry is the insurance Act; Laws of Kenya, Clea@87.The insurance industry is
regulated and supervised by the Insurance Regulatathority (IRA).By the end of
year 2013, there were 48 insurance companies where operating in Kenya. Of
those 48, 25 companies wrote non-life insuranceirgss, 12 wrote life insurance

business while 11 were composite (both life and-lifei



There were 187 licensed insurance brokers, 29 rakdisurance providers (MIPs)
and 4628 insurance agents. Other licensed playetsded 134 investigators, 105
motor assessors, 22 loss adjusters and 27 insusamgeyors. The penetration of
insurance in Kenya is at 3.44% only. Emerging risk&h as micro insurance
(accessed by low income population),oil & gas amtlatives such as adoption of
alternative distribution channels(bancassurancel) @se of technology are key to

improving the insurance penetration level in Ke(4Kl,2013).

Though the insurance industry in Kenya is growihg tndustry still faces major
challenges since the market penetration is low ingahe clientele is limited. Access
to the micro-insurance by the informal sector wslignificantly contribute to
achievement of Millennium development goals 1, @ 8rand promote development
of insurance sector by improving penetration argirggcompetition. Micro insurance
offers affordable premiums, limited risk coversesi®asily understood contracts and

appropriate delivery channels. (Gathigia, 2013).

1.1.4 CIC Insurance Company

The co-operative insurance group is the leadingigen of micro-insurance services
within Kenya. It has been in existence for 33 yeard is owned by over 2000 co-
operative societies and over 3000 individual corafmes. (Otieno, 2012).

The co-operative insurance company begun as amamsel agency in 1968 which
was a department within the Kenya National Fedenatif Co-operatives (KNFC).It
was later licensed as a composite insurance comipah978 to write all classes of

business insurances in the name of Co-operativednse Services Ltd (CIS).



The main target of CIS was the Co-operative moveraad due to the strong support
given to it by co-operative societies back thestéadily grew. In 1999 the company
changed its name to The Co-operative Insurance @oynpf Kenya Ltd. This was
part of marker repositioning strategy to ensutgeitame a recognized insurance firm
and where it operated both life and general instgam 2010 the company changed
its name once more to CIC Insurance Group Ltd ieparation for a demerger
between its life and general business operatiaratdr fully demerged into CIC Life
Assurance Ltd, CIC Asset Management Ltd and ClCeg®ninsurance Ltd. (CIC

profile, 2015).

During its operations it has embarked on a numbstrategic alliances with various
groups such as churches and school associationwiindhe Co-operative bank of
Kenya Ltd. Its insurance services cover the bam&dicline products. The company
was listed in the Nairobi Securities Exchange (N&BY has 17 branches and a
network of 1000 agents countrywide. It's the prefdrunderwriter of the 10 million
member co-operative movement in Kenya which is aldounder member. These

strategies have transformed it into the leadingperative insurer in Africa.

1.1.5 Co-operative Bank of Kenya Limited

The Co-operative bank of Kenya was opened for djperaon the 18 of January
1968 as a government initiative aimed at improvogh internal and external aid as
well as providing relevant financial services te tho-operative movement in Kenya.
It began with a capital base of Kes 469,000 whike required minimum capital then

stood at Kes 20 million as was stipulated by thekbay act.



In 1994 the bank became a full-fledged bank offgran wide range of financial
services beyond the Co-operative sector includingrsgnal, corporate and
institutional customers. This was followed by thank listing itself in the stock
exchange in 2008 by public offer of 701.3 millidmases at Ksh 9.50 which with an
uptake of 81% .The process saw it raise 5.4 billlomdditional capital beyond the
existing capital base of 7.4 billion (Muriuki, 2010n 2011 the bank purchased shares
in the Co-operative insurance company giving it 2o02stake in the insurance
company. By the mid-year 2013, the bank had thersktargest customer base with
over 3.5 million accounts. Co-operative bank nofeisf Bancassurance services to its

customers in conjunction with CIC.

1.2 Research Problem

Many of the companies facing limitations in thegrfprmance have opted or are
considering some form of alliance as a bail ouicopas they seek to gain competitive
advantage and in the process increase profitabditghe long term. Although many
studies have been conducted examining the typedliahces formed by companies
none have been geared towards examining stratégicélliances between financial
institutions and insurance companies. This in essemeans that most of these
strategies have been entered into as a form ofatimit or duplication without
considering strategic fit. That is, what factoredispose these organizations to a

successful alliance?

Similarly there is general consensus that competgidvantage is a key outcome of
well-structured alliances. However the resultamdiés that accrue to either firm as a

result of strategic alliance is yet to be examinkxely. This is crucial information



whose estimation required beforehand to act aggalvang chip during negotiation.
This is especially so since strategic alliancesos&m firms resources to another firm
and this may be risky. Banks and insurance comparthe fast paced globalized
environment have sought to become competitive liyirjg forces and providing
insurance services under the guise of modern bgnKihis has led to the rise of
“Bancassurance” sector both globally and regidndlocally a good example would
be that of CIC Insurance company and Co-operatiaekBof Kenya Ltd which has

largely been successful and which has been imitateather Kenyan banks.

The success of this alliances has seen the reaergmus duplications in the banking
and insurance sector, of this mode of insuranceicgeiprovision and it remains
largely not guided or supported by researched fabisut who is a likely good
alliance partner for such an arrangement. Firms alsed to weigh the expected
impact on performance against the proportionates rizefore entering into alliances.
The key question will therefore be, what factors erucial in formation of strategic
alliances between Insurance Companies and finamsditutions that result in a

successful strategic alliance?

International studies have been carried out byouarischolars focusing on varying
aspects of alliances. Ulijn, Duysters and Meijéd1@) conducted studies around the
influence of culture on international alliances aw@diuced that organizational culture
and its perception had a significant impact ontsgia alliances in a globalizing

world. Baden-fuller, C. and Grant, R.M (2004) hoeefocused on knowledge as the

primary motivation for organizations to enter istoategic alliance.



Their contention was that accessing knowledge wgweadominant motive for
alliance formation especially within knowledge bdsectors where alliance activity
was prevalent.Das,K.T(2000) focused mainly on #s®durce based view. It suggested
that the rationale for alliance formation was theue creation potential of firms
resources when pooled together. They also resahrohehow partner resource
alignment directly affects collective strengths amigrfirm conflicts in alliances and

how they impact on alliance performance.

Locally, studies by Ogega (2010) focused on alkaretationship between Safaricom
and Equity in the money transfer service wheredukdd at the use of technology
between the two firms and challenges therein. OnoM®013) examined alliance
relationships that existed in Barclays Bank of Kehyd with a view to determining
the role of alliances on competitiveness. Othedist focused mainly on CIC
insurance company alone such as Otieno (2012) whaséd more on assessing

attitudes of managers towards alliances and cotiygeidvantage gained.

Gathigia(2013) focused on strategies employed 6y Q¢ for competitive advantage
in micro insurance industry where she examinedctialenges CIC is facing from
competition and she examined strategies adoptatllbis clear from the above that
while some research has been done on aspectsanicalb and even on CIC insurance
group, none has dedicated itself to determining dtrategic fit in an alliance
relationship between a bank and insurance compadytree resultant gains from the
relationship. There are conditions that predispbeancial firms and insurance
companies to a successful alliance and this stoge$ito unveil these conditions and

their resultant benefits.
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Whereas studies have been carried out on stratédigagoces such as Otieno (2012)
who examined perception of managers towards thana#, Gathigia (2013) who
examined it from the standpoint of its advantage€IC and Kananu (2012) who
examined the critical success factors adopted Iy @ne of them addressed the
factors that make for an effective alliance. Theds&s did not narrow down to a
specific alliance relationship within CIC Ltd thabuld provide a detailed account of
what it involved to create a successful alliandati@nship. The studies also did not
show whether the strategic partners involved €.gCd-operative bank benefitted
equally or to what extent the partners benefitdds Study therefore intends to fill the
gap by answering this questions; what factors wagken into account by either CIC
or Co-operative Bank to determine their suitabiis/each other’s alliance partner and
have both CIC Insurance Group and Co-operative BainkKenya Ltd enjoyed

proportional benefits?

1.3 Research Objective

The main objective of this study was to determinkatvfactors are critical in
formation of strategic alliance between insuranm@ganies and financial institutions

i.e. banks as portrayed by CIC and Co-operativé baiKenya Ltd.

1.4 Value of the Study

Strategic alliances are complex in nature and weval lot of collaborative effort and
goodwill. Their success however propels a compangeiw heights of profitability

and opens firms involved to new opportunities aratkets. Strategic alliances have
therefore become the tool of choice for many fireeeking to gain competitive

advantage while sharing risk.
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The study reiterates that for an organization tocessfully implent strategy there
needs to be support from own its internal strustugspecially its manpower.The
strategy also needs to be well communicated and timely manner.Gole(1995)
observed that strategy is often directed by top agament in order to determine

fundamental aims or goals of the organization.

By examining this particular relationship firms enting to pursue alliances are
therefore able to know what the required critmatcess factors are before venturing
into the said alliance relationship and hence imimig chances of success for such
alliance relationships. Firms are also able to mpkeparation for alliances by

aligning their organizational structure, culturelgeople to the aims and goals of the
expected alliance. They are also able to deterthiaeoles of each staff to ensure no

duplication and overlapping in the arrangement.

The study can be used as a negotiating tool agipating firms can borrow from
research findings to ensure they get a proport@oatigher benefit from the alliance
relationship they enter into. The study also higtéd expected challenges and
required organizational structure preparations dmaalliance is likely to require. This

will ensure well formulated strategic alliance amnd management of change.

1.5 Summary of the Chapter
The findings of this study have provided Insuranm@mpanies and Financial
institutions with a form of checklist to self assi®ir capabilities as prospective

alliance partners in Bancassurance sector.
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Firms that are able to take up this self-examimatidl be better prepared for future
alliances and will have a better bargaining powssud the time come when an
alliance is formed. This study will thus open upanisations to the realities of the

globalized world where collaborations are yieldmgch better results than going it

‘alone’.
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CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

The chapter provides information obtained from mattions on topics related to the
research problem. It examines what various schdélave said about the concept of
strategy as well as strategic alliances. It covbes nature of alliances and role of
strategic alliances in gaining competitive advaetalf also covers strategic &
organizational fit in organizations that are prépgrto venture into an alliance

relationship.

2.2 Theoretical Foundation

Strategic alliances are founded on various theodssthey embrace various
collaborative efforts taken up by organizationsheTactivities range from supplier-
buyer partnerships, outsourcing agreements, teghoigllaboration, joint research
projects, new products development, shared manufagt arrangements, common
distribution agreements, cross-selling arrangemants franchising. The increasing
importance attached to strategic alliances hasltegsun growing interest in

theorizing about their causes and consequences(;RG0¥).

Many studies have been conducted in an attempstmuss the formation of strategic
alliances using various theories and models. Theoribs include perspective of
strategy theory, transaction cost theory, resobesed theory, knowledge-based

theory and resource dependence.
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The perspective of strategy theory suggests thekirsg appropriate alliances can
increase a firms competitive position and createnetitive advantage while in
resource dependency theory the motivations fortegjra alliances stems from the

search of valuable resources which the firms laakfd).2004)

Transaction cost theory was proposed by Coase [1t@3éxplain the decision of
markets or hierarchy in an organizations behauite. attempted to explain why
people chose to organize themselves in businass fiather than each handling the
business as individual entities. Coase believed #hdig section of transactions
happening within firms was not governed by marketés. Outside the firm, price
movements directed production. Price movements weoedinated through a series
of exchange transactions in the market. Coase ws$éhat within a firm the market
transactions are eliminated and replaced by aregrmeur who directs production.
Transaction cost therefore refers to the cost oWigding for a good or a service
through the market rather than having it made withe firm. Transaction cost theory
tries to explain why companies exist, and why comg® expand or source out

activities to the external environment.

The transaction cost theory supposes that companje® minimize the costs of
exchanging resources with the environment, anddbatpanies try to minimize the
bureaucratic costs of exchanges within the compa&ympanies are therefore
weighing the costs of exchanging resources with ¢neironment, against the
bureaucratic costs of performing activities in-r@mu3his theory envisions firms
organizing themselves in various possible forms ambrdinating economic

transactions.
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If the external transaction cost is found to behbigthan a firms internal costs then
the company will grow because it's able to completeduction at a cost-effective
price. If the internal cost is higher than downsigthe company would be an option

S0 as to make in house production cheaper..

According to Coase (1937) a company will expantbag as the company’s activities
can be performed at a cheaper rate within the caynfiaan if outsourced. Therefore,
if companies see the environmental uncertainty askigh, they might choose not to
outsource or exchange resources with the envirohmdeaording to Contractor and

Lorange (1988) Strategic alliances can be basetherdegree of interdependency
between the parties involved. Where there’s théndsy level of interdependence
between parent firms involved is in mergers andisiipns while the lowest level of

interdependence exists in an informal co-operatergure.

A resource-based view seems particularly importargxamining strategic alliances
because organizations essentially use alliancgaitoaccess to other firms’ valuable
resources. Thus, firm resources provide a relelasis for studying alliances. In the
resource based view it is suggested that the rd@dior alliances is the potential of
value creation for organizations or firms when teses are pooled together.
Resource characteristics such as imperfect mohifitigability and substitutability are
likely to add value hence facilitate formation of alliance. A resource-based view
proposes the other perspective on strategic aimby stating that valuable resources
that firm that not possessed by firms are the reofor strategic alliances. The
resources may generally be classified into tanditatencial and technological) and

intangible (Knowledge-based and managerial).
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Competitive advantage will be dependent on a firatidity to respond quickly to a
dynamic environment. Companies should consider twextend the use of limited
resources to develop a sustainable competitiveradga. This can be done through

hierarchy markets or alliances (Huang, 2004),

In knowledge based theory it is assumed that than raan of strategic alliance
formation is for the sharing of knowledge includitgchnology, know-how and
organizational capability. This largely involvesqgacsition of the knowledge of
alliance partners. The outcome may be a ‘compatifar learning’ where each
alliance member seeks to learn at a faster rate itegpartner in order to achieve a
positive balance of trade in knowledge (Hamel, 399iowledge can either be
generated or acquired among alliance partners. Kuge generation points to
alliances as vehicles for learning in which eachminer firm uses the alliance to
transfer and absorb the partner’s knowledge bas@eWnowledge application points
to a form of knowledge sharing in which each memiiren accesses its partner’s
stock of knowledge in order to exploit complemettites, but with the intention of
maintaining its distinctive base of specialized wihexge.(Baden-fuller and

Grant,2004).

2.3 Strategic Alliances

Alliances have become the most popular corporatel Istrategy of choice among
many organizations in Kenya today. The advancenwntechnology has seen
organizations seek cooperation with technologicatfyanced and innovative firms.
This has been seen in sectors such as Banking valieneces exist between mobile

service providers and banks in provision of finahservices.
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Similarly between Banks and insurance service plerg. According to Elmuti and
Kathawala(2001) strategic alliances can be an tffecway to diffuse new

technologies rapidly ,to enter a new market, toasgpgovernmental restrictions
expeditiously and learn quickly from leading(Tonfs in a given field. Strategic
alliance is a formal agreement between two or nsmgarate companies in which
there is a strategically relevant collaboration sofime sort, joint contribution of

resources, shared risk, shared control and muapsmtience (Strickland, 2002).

According to Barney (2002) a strategic alliancesexiwhenever two or more
independent organizations co-operate in the dewsdop manufacture or sale of
products or services. They can be grouped intoethm®ad categories. On-equity
alliance(where they do not take equity positiong#ath other but work together to
develop manufacture or sell services),Equity aflefwhere an organization buys
shares or percentage stake in the other comparjg)ndrventure (co-operating firms

create legally firm in which they invest.

Profits from these firms will be used to compengaaetners of the investment).In
examining the advantages drawn from an allianceavealso categorize alliances as
either symmetric (where the advantages sought by Iparties is similar) or
asymmetric (where advantages sought are dissimilaflances in which firm
interests can be similar to or different from onether are known as mixed alliances.
Firms that enter into symmetric alliances benebinf economies of scale and tacit
collusion while those that are asymmetric in natoeeefit from low cost entry into
new markets/industries and are able to learn frompetitors, mixed alliances are

majorly for managing uncertainty and risks as \aslsharing costs.
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Strategic alliances often create economic valuehatps firms improve their current
level of operation. Firms are able to exploit ecoies of scale as well as learn from
their competitors. The risks involved in the altanare minimized as the costs
involved are shared and knowledge is exchangedan&ks also facilitate low cost
entry into new industries and new industry segmants allow for low-cost and easy
exit from them. Any uncertainty about success obeganization in the new industry

is managed when an organization partners with anathich possesses the expertise.

This is because most firms are competent in somasawvhile they lack expertise in
others. Alliances also result into a competitivesimmnment favorable to superior
performance. Alliances are entered into for somg kenefits for participating
organizations which include exploiting economies setale, learning from
competitors, managing risks and sharing costs adilithting tacit collusion.
Economies of scale become possible when firms lalee ta access cost advantages
based on volumes attained which they would not ratse attain if working

independently(Barney,2002).

Firms also use alliances to learn important skitigl abilities from their competitors.
An example is the joint venture between Generaldvotind Toyota which helped
General Motors learn from Toyota about manufactuhiigh quality small cars at a
profit. This kind of relationship has however beeiticized for having some negative
impact. The competing firm gets to develop thelskihd abilities it needs to compete
more effectively even as a separate entity. Thishwit the alliance partner who acts
as an instructor. It can also be interpreted byeséinms as a violation of antitrust

laws.
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Government regulators may conclude that stratetjignees are forms of tacit or
explicit collusion and therefore slap organizatiamglved with heavy penalties or
scrutinize them intensely. It may also create anieg race which has the effect of
reducing the ability of an alliance to improve mpemiance of the other

‘teaching’alliance partner.

For an organization to emerge successful in aegfi@talliance it needs to consider
whether the partner organization has a compatiipéteg)y and culture. They should
complement each other or be a mirror of each offiee. amount of contribution of
resources should also be considered to ensur@dhate company is putting in more
than it is receiving from the alliance relationshijne benefits gained should exceed
the resource input. The organizations involved khaiso have compatible strengths
in whichever industry or segment they are majormgPreferably, the organization
should be a leader in the market for which it wstalelished. There should also be no
conflict of interest between the parties involv&tere also needs to be a mutual trust

and understanding between parties involved. (LaxadaRoos, 1993)

2.4 Effect of Strategic Alliance on OrganisationaPerformance

Strategic alliances impact organisations by tramsiimg their previous limited
resource capabilities and knowledge to a widerstiwll. This has the effect of
creating competitive advantage. The concept of Gaitiye advantage was presented
by Porter(1985) and it relates to the ability of arganization to discover and
implement ways of competing that are unique andindisve from those of their
competitors and that can be sustained over timef0{2012).The goal of most

businesses is usually to obtain and sustain cotiygetidvantage.
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In alliance relationship it is important to detémm early the prospective benefits of
the relationship to each alliance party. It musbade examined from a holistic point
of view i.e. the alliance visa a vie the relatiopstvith suppliers, customers, new
technology and new entrants. The attributes assatith competitive advantage
include natural resources, access to highly trained skilled personnel, new
technologies, information technology etc. MichaebrtBr also identified cost

leadership advantage, differentiation and focushasbasic sources of competitive

advantage.

A firm’s value chain can also be a source of coitigetadvantage. Value chain
analysis describes the activities within and aroamarganization and relates them to
an analysis of competitive strength the value addgdeach process is carefully
analyzed through value chain analysis. Porter (L88fues that the ability to perform
particular activities and to manage the linkageveen these activities is a source of
competitive advantage. Molina et al suggest alteraaindicators of the level of
competitive advantage. They include Market Sharefit8, Technological provision,
Financial management, Quality of products-serviédtersales services, Manager’s
educational background, customer loyalty, supptigalty, location of establishment,
employees commitment and employees professional kmmwv as well as a firm’s
reputation. Competitive advantage is a key berafijpyed by organizations that

engage in alliances.

According to Otieno (2012) strategic alliances arfast and flexible way to access
complementary resources and skills that resideharacompanies and hence alliances

have become an important tool for achieving suatdén competitive advantage.
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Strategic integration is an essential prerequisite the competitiveness of

organizations. Achieving long-term competitive acheege involves the design and
operationalization of appropriate business strategat take into account both the
mutations registered in the business environmedttha development stage of the
organization. A firm may have competitive advantagea result of carrying out its
activities at low cost or from product differentgat. This implies that the source of its
competitive advantage lies in the more efficienpy. Normally the company is

either focused on cost reduction or product difiéegion. Organisations that engage
in alliances therefore ultimately benefit from ecpnes of scale, lower transaction
costs hence lower production costs, skill enhano¢éna@d ultimately experience

industry growth.

2.5 Strategic Fit

Strategic fit expresses the degree to which annizgtion has aligned its resources
and capabilities in order to capture opportuniiiethe external environment, implies
the efficiency with which organizational resour@esl capabilities are aligned with
the complementary resources and capabilities thadlleance brings. For alliances
there’'s need to reconcile competing needs of panmpeirms in order to ensure

effectiveness in performance in a successful gii@talliance both parties need to
have strategic intents that are reconcilable, aislrhatch should be quite explicitly
stated earlier on. Almost by default the two partigill come to the table with

different strategic intents, will seek differentniedits from the alliance in relation to

their own strategies.
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These two strategic intents must however be safiity compatible so as to allow
room for co-operation. (Lorange & Ross, 1993)Thisurn will ensure strategic fit
between the two organizations in interpreting ttosired outcomes. Outcomes of
alliances may be varied. Some are favorable to, bmitrers have favored one party
over the other while yet others have favored neittfieghe parties involved. It all boils

down to considerations that were made before ewtehie alliance.

If not well thought out the results can be negatiStrategic fit or coalignment is a
notion that asserts that the environment and org#inhal strategy interact in a
dynamic coalignment process and a match between lizes significant and positive
implications on performance. With respect to alliesy the concept of strategic fit or
coalignment has not been previously empiricallyneixeed and it is a major and
continuing challenge for alliance managers to alighiance attributes with

organizational capabilities (Zaman and Mavondo,4®ccording to Doz & Hamel

(1998) success in alliances often stems from thwmes#actors that drive good
management and in particular successful collalmradnd integration between units
of the same firm. Alliances are more likely to seed if entered into with the right

attitude and organizational habits.

The assumptions held by managers of alliances amd they interact and work
preconditions the alliance for success or fail@erporate values and the extent to
which employees are encouraged to balance co-operahd competition strongly
influence alliance outcomes if the culture of anfisupports a mix of collaboration,
competitiveness, creativity and imagination in hoxlue is created in the

organization the success is likely. Culture therefs crucial in examining readiness
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of firms for alliances. Open communication, expecee of effective teamwork and
steadfastness of shared purpose are also aspatisréipare organizations to create
effective alliances. Firms that are truly “allianemady” view alliances as a tool for
actively discovering or creating the future androeening resource disadvantages.
They are wiling to accept the difficulties of infiem collaboration since
collaboration helps them accomplish otherwise wifda objectives (Doz & Hamel,

1998).

Information is a source of power and in alliancéspiovides leverage during
negotiations. As much as strategic alliances offew business opportunities to
prospective partners through competitive advantaggroved productivity and
efficiency, it simultaneously exposes the orgarsat resources and skill set to
misuse. The resultant benefits from the arrangemeust therefore significantly
outweigh the costs or risks. Adequate assessmeatpaitential partner is therefore

crucial in ensuring the success of an alliance.

2.6 Empirical Studies and Research Gaps

Studies have been carried out by various scholaaasfng on varying aspects of
alliances. Baden-fuller, C. and Grant, R.M (200d4¢used on knowledge as the
primary motivation for organizations to enter irsttbategic alliance. Their contention
was that accessing knowledge was a pre dominanivenfir alliance formation
especially within knowledge based sectors whereiaralé activity was
prevalent.Ulijn, Duysters and Meijer (2010) conautstudies around the influence of
culture on international alliances and deduced trganizational culture and its

perception had a significant impact on stratediamates in a globalizing world.
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So while determining culture as influential in afice success, he did not extend the
search to cover all aspects of alliance formatias,R.T(2000) focused mainly on the
resource based vie .Partner resource alignmenfouasl to directly affect collective

strengths and interfirm conflicts in alliances swpon alliance performance.

Locally, studies by Ogega (2010) focused on alkaretationship between Safaricom
and Equity in the money transfer service wheredukdd at the use of technology
between the two firms and challenges therein. Onom®&013) examined alliance
relationships that existed in Barclays Bank of Kehyd with a view to determining
the role of alliances on competitiveness. Othedisti focused mainly on CIC
insurance company alone such as Otieno (2012) whaséd more on assessing
attitudes of managers towards alliances and cotiygetiadvantage gained.
Gathigia(2013) focused on strategies employed I8y IG¢ for competitive advantage
in micro insurance industry where she examinedctimdlenges CIC is facing from

competition and she examined strategies adoptétd by

It is clear from the above that while some resedrah been done on aspects of
alliances and even on CIC insurance group, nonalediated itself to determining
the strategic fit in an alliance relationship begwea bank and insurance company and
the resultant gains from the relationship. There aonditions that predispose
financial firms and insurance companies to a swsfakesalliance and this study

unveiled these conditions and their resultant benef
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2.7 Summary of the Chapter

The study aimed at closing in on the identifiedessh gaps by providing a
wholesome focus on an alliance relationships irchasurance sector .It examined the
alliance between CIC and CO-OP Bank from’ intentitmn enter’ stage to the
implementation stage and drew out relevant informmatoncerning what it takes for
an organization to be truly alliance ready. Rathan focus on one characteristic the
study was able to identify a range of attributesl aapabilities that are to be

possessed by a truly ‘alliance ready’ firm.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter presents the research methodologywhsitused to carry out the study,
what informed the selection of the research dedigm,target population, sampling
method to be used, and data collection instrumewdt l@ow data was analyzed,

interpreted and presented.

3.2 Research Design

The research design was case study. Case studiete @me to give a holistic account
of a research. In particular case studies help ridsearcher to focus on the
interrelationships between all factors such as lge@poups, policies and technology
which make up the case study. Case studies areahlgoto accommodate both
qualitative and quantitative information. Case msdlace more emphasis on a full
contextual analysis of fewer events or conditionsl @heir interrelations (Fisher,

2010).

A case study therefore allowed in depth understandf the behavior pattern of the
concerned unit. Case studies are also appropateximining processes by which
events unfold as well as exploring causal relatigpss as they provide holistic

understanding of the phenomena (Kitay and Call988)L
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3.3 Data Collection

Primary data was used and data was collected throsg of an interview guide. This
refers to a set of questions tailored by the imgsver for purposes of obtaining
responses that will contribute to the researchctdpi depth interviews enable one on
one interaction which aids in reducing distancewken the interviewer and

interviewee (Johns and Lee-Ross, 1998).

The questions were unstructured so as to encouheggeespondents to provide in-
depth responses and give detailed account of aefiviThe respondents interviewed
were the firm’s key managers. These were the Coatipe Bank Banc assurance
managers at the Head Office at Co-operative Haudéairobi and CIC management
staff at their Head Office in Upper Hill. They casted Finance managers,
Underwriting managers, Claims managers, Marketirgnagers, Human resource
managers, Medical manager, CIC Asset manager, noent manager, Customer
care Manager, ICT managers, Legal manager and Q@ftexfnal auditors. This is

because they are responsible for formulation, impletation and control in the

various departments under their control.

3.4 Data analysis

The collected data was analyzed using qualitatieasures. Qualitative data analysis
makes general statements on how categories or thefrdata are related. This also
allowed for elaboration, interpretation and crgrai of the subject matter. It will also

gave room for criticism, elaboration and detailedciptions of the subject matter.
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The qualitative analysis was done through conteatyais. Mugenda and Mugenda
(2003) observes that content analysis is a systemaitative description of the
composition of the objects or materials of the gtud involves observation and
detailed description of objects, items or thingaalsis of data collected is was done
by comparison of theoretical approaches and doctatiens cited in the literature

review.

3.5 Summary of the Chapter

The use of content analysis to establish charatitesinecessary for alliance between
financial institutions and Insurance sector in BBi@mn of Bancassurance services was
appropriate. It allowed the interviewees to givecmweontent on the subject matter
without limiting themselves to a directed or guideew. It also allowed elaboration
giving insight into the process flow and how siateracted with the alliance and how
they viewed it. Factors that supported the fornmated the alliance were also

identified which allowed for identification of rekd desirable characteristics.
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CHAPTER FOUR

DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

The study was designed to determine the factorsritieal in formation of strategic
alliance between insurance companies and financistitutions i.e. banks as
portrayed by CIC and Co-operative bank. This wasiyao establish the factors are
considered in choosing strategic alliance partsach as in the above alliance .To
achieve these objectives, a total of 21 out of asjde 30 gave out relevant
information that was used to discuss the findingshis chapter.11 were from CIC

insurance while 10 were from Co-operative bank.

4.2 Background information

The researcher sought to gather information onouariaspects of the respondents’
background. This was to establish years of expegieand also necessity of certain
skills that arose from the alliance and whethaaadle success has reflected on staff

through promotions.

4.2.1 Respondent’s years of experience with CIC logance group Limited

Out of the 16 prospective respondents at CIC ohlpdrticipated in the study. Out of
these 11, nine respondents had been with CIC Insar&ompany for greater than
four years and were present during the alliance#bion. They were therefore able to

provide the relevant information regarding thisigtu
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4.2.2 Respondent’s years of experience with Co-ojautik
Out of 14 prospective respondents at Co-operatamkBtd only 10 participated in the
study. Out of the 10 who participated 6 had beeh wie bank for greater than four

years and were able to provide relevant informatsgarding the study.

4.3 Factors leading to alliance formation

Strategic alliances have in the past been soughvddous reasons. This research
sought to reveal the reasons behind strategicnaéliformation between the two
organizations Co-op bank and CIC Insurance. Inigdrtant to note that the two have

for long been seen as industry leaders in theppeets/e operational environments.

4.3.1 Increasing market share

It was a common opinion among respondents that ehatiare of Co-operative bank
was much larger than that of CIC Insurance Compdhgy observed that entering
into the alliance could have largely been drivemkgd for CIC to access this wide
customer base for its advantage. As compared ter atfsurance companies CIC
would grow its market share significantly withirshort duration. They observed that
customer reach for Co-op Bank as compared to ditheks was especially enhanced
by services offered to SACCO customers throughROSA’S(Front Office Sacco
Account) .The banks also has a wide branch and A€M ork with over 500 ATMS
countrywide. Similarly the bank was relying on Qi&Cimprove its young insurance

business segment by expanding its product offerings
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Now the bank offers not just IPF as it was previpusit a range of many other
insurance services under bancassurance. The neadcfeased market share thus

observed to be one of the reasons for formation.

4.3.2 Diversifying into new business

The respondents also observed that for Co-operdtark, the move to join the

alliance may have come as an initiative to boost IRF (Insurance premium

financing) business. The bank had been competinggalde giants in the asset
finance business such as NIC bank and Diamond liargt . They seemed to have the
upper hand with IPF as it was offered jointly witte asset financing loan facilities

for which their clientele were more suited as coragado CO-OP Bank.

The competitor banks had a pool of few Indian, Sormaad Arab based account
holders with big businesses and factories who dougmancing for new

equipment.CO-OP bank which serves majorly the commaananchi had to ward
off the imbalance and improve its IPF business tgueng they obtain the requisite
expertise on all other insurance service offeriagel combine it with adequate

numbers which would see performance improve.

4.3.3 Acquiring a means of distribution

The respondents also noted that CIC had not esteduliitself adequately within the

market especially in the rural areas where CO-Ofk lmaay have been represented.
This included areas like Mwingi, Busia, and Malaidzere it did not have offices. On

the other hand the bank had mobile sites or ati@aiches and the staff there would

be able to engage customers and provide informasonell as answer queries on the
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products offered. CIC would hence be able to use-GFObank resources to
effectively distribute information on its produ@sd give customers a representation

of them at local level.

Some of the respondents however felt that thisoreagas skewed in favor of CIC
more than CO-OP bank. They felt that the bank h&drt a short cut and was trying
to arm twist staff into selling insurance alongsiteir usual jobs which would
demand a lot of time and effort. They felt theirfpemance targets had been stretched
incredibly and had no clear strategy on how to boua it as the alliance was not

communicated in good time before roll out.

4.3.4 Gaining Technology

Most respondents expressed that CIC has benefilbechensely from the
technological capacity that Co-operative bank holdey cited the call center as one
such example. This is because it provides a platftor customer enquiries and
enables faster problem resolution which eventuadlises the level of customer
satisfaction. By taking advantage of the helplinéC s able to ensure their

customers’ needs are attended to while making Ll€©eOP bank infrastructure.

CIC on the other hand has shared with co-op bankancassurance platform and
Bancassurance officers at the bank are able tosadeustomers on premium
payments, due dates and insurance status as viiveatly from CIC. This provides

real time data to all CIC customers when at Co-apkb This has greatly improved

customer service for the customers.
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4.3.5 Reducing Operational cost

It was also observed that in order for CIC to readmilar number of customers as it
is currently doing it would have been necessargrtbark on extensive advertising
campaign. This would have included, roadshowsyisten adverts and radio adverts.
If they chose to go it alone the budget would hbgen massive without guaranteed
returns. The effectiveness of the campaign wousd aleed an analysis and all this
would have translated in costs for the organizatOlC would also have needed a

huge staff pool to undertake the sales exercises.

In the alliance however respondents felt that uselready hired bank staff would
reduce the costs tremendously and guarantee remsilthe sale of insurance was
cleverly included in each bank staff performancegdts. Guaranteed results at

minimal costs was therefore key in influencing deeision to join the alliance.

4.3.6 Gaining competitive advantage

It was observed by the respondents that the cle@$an for the formation of the
alliance was also to gain competitive advantageeftiter of the companies within
their respective industries. The micro-insurancsiiess segment has distinguished
CIC from other insurers who had previously shiedaywirom small enterprise
businesses for fear of high default in premium pagts as well as a perceived low
value of the business sector as compared to cagsordome of the respondents said
that CIC had taken advantage of the perceived vessies and the large numbers of

small businesses to provide a wide array of bothefdic and life insurance policies.
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According to Lorange & Roos (1993) by combiningoef§ vis-a-vis customers, firms
are able to provide a fuller range of products amraintain a stronger sales force thus
being in a better position to satisfy customer se&hs (2000) also points out that
alliances are inter-firm agreements aimed at agigegompetitive advantage for the

partners.

4.3.7 Cheaper access to skilled labor

The respondents from co-operative bank had a cormwporion that CIC benefitted
immensely from having well trained and articulateffs present their product
offerings to the general public. This is becauseo@erative Bank frequently train
and certify their staff and ensure they keep abngdh current market developments,

selling skills and customer needs.

This is done for every staff at their training e@nin Karen. This in comparison with
other financial institutions sets Co-op bank aparthe other banks limit training to
particular departments such as lending officersk Rhanagement staff and branch
managers as opposed to all staff as is the cabeGuitop Bank. If CIC would have
decided instead to pursue the option of sourcsmguin staff from the public to carry
out sales, they may not have had the relevantsskilldo as effective a job as that

done by the Co-op Bank staff.

4.3.8 Gaining Brand identity and Reputation
It was also observed that the alliance arose asuwtrof the desire to improve brand
identity for CIC insurance products from their poews obscurity to a new

recognizable and desirable identity.
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Co-operative bank on the other hand by the yeat 2@H made significant strides in
ensuring it spread the word concerning its ownisesvand products through the MD

liability campaign.

In this arrangement staff were awarded for havireghtighest recruitment numbers for
funded accounts. This saw the staff reach customleoswere previously out of reach
during the normal working hours of the bank. Itoaisvoked a desire to constantly
talk about the banks products even out of officehsas at social events. This
campaign also coupled with other government fundingh the Uwezo fund for

groups have seen the bank reach millions of acduniders.

This had strengthened brand identity for Co-op ban#é CIC was salivating at the
chance to ride on this influence and wave. Accgdio Buckle (2011) the

opportunity to grow market size with a partnerghipsents the additional opportunity
to increase awareness of the brand. If your braveteness isn’t growing then your
business isn’t growing. Strategic alliances allawaaganization to reach a broader

audience without putting in the extra time or calpit

4.4 Level of involvement of respondents in mappingut the alliance

57% of the relevant respondents at CIC felt thegg haen adequately engaged in
alliance formation however only 30% at Co-op baglk $ignificantly involved in the

alliance process and they were mainly from the bdd&ncassurance department.
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4.5 Alliance Characteristics

Majority of the respondents were not aware of atheiosuggested company for the
alliance .There was consensus that given the sirbdakground of service to Co-
operative societies which was unique for both tid, no competing firms name
emerged. They cited the following reasons as plessadidations for their choice of

alliance partner

4.5.1 Financial Stability

Majority of the respondents from both companiestfet either of the companies had
strong financial standing .They cited strong preseim the equity market and large
capital structure as factors that were indicatif/éirmncial stability. They also drew

yearly comparison of continued record of profitaypifor Co-operative bank and CIC.

4.5.2 Years of experience in core business

The respondents also cited years of experiencanas@ the chief reasons for the
considering the other partner as suitable for thiange. They observed that both
these firms had been in existence since the 19@8&ad successfully retained their
core business which was banking and Insurance. fiadyot only retained their core

business but had managed to grow them by leapbaunts.

Managers at both CIC and Co-op bank cited areak ascconsultancy at Co-op
consultancy, brokerage at Kingdom securities andingodity trading through
COFEC as evidence that the bank had successfuiydiied its business alongside

strengthening its core functions.
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CIC on the other hand had involved itself in offigria wide array of insurance
services not the formerly the preserve of otheuriguisce firms. These included Micro

insurance and Co-operative insurance schemes.

4.5.3 Resilience of the firms

Respondents from both the firms agreed that tivensfwere reliable and would be in

existence for the long haul. Respondents citedintgts when Co-op bank was on the
verge of collapse such as after the 1998 bombinigsofo-operative House branch

which was then its main headquarter. The bank wdes ® turn around the loss

making situation and emerge as one of the top fanks in Kenya by the year 2010.

Similarly CIC was on the verge of collapse .lt @bulot meet the minimum share

capital requirements even after injection of USO Million by grant from the

international cooperative and mutual insurancerigdm.

However in 1999 it developed its first compreheasly year strategic plan and
relaunched itself under a different trade name ¢eo@erative Insurance Company
limited and begun to experience transformation. Jiesrs later in 2009 it was able to
begin trading at the stock market after confideheel been fully restored in its
financial abilities. Respondents therefore noteat the ability of both the firms to

emerge victors in averse economic situations wadrkereating confidence in either

firms’ ability to sustain an alliance

4.5.4 Mutual trust
Respondents were also in agreement that a gresgadefjtrust in an alliance partner
is necessary for an alliance to be effective. Thisecause a great number of activities

occurs in the absence of the other partner aneftiver compliance with the alliance
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arrangement cannot be forced on either party. Siiyithe intent of either party can
only be presumed to be sincere and there’s alwagddar of being driven out of
business or losing face when it comes to an aiaRespondents however said the
trust arose largely from the confidence that Corajpee societies have placed on
both firms and the fact that a large number ofrfgial dealings occurred between co-

operative societies and either of the firms.

This means a large part of the trust arose fromctiramonality they have with a
trusted financial client, according to Johnson akt(2005) trust is an important
ingredient for success if present and a major ihigré for failure if absent. It can be
competence based or character based. Competerex tbathe extent of confidence
in resources and capabilities of the partner amdactter based to the extent of trust in
motives and comparable attitudes of integrity, oss, discretion and consistency of

behavior.

4.5.5 Knowledge and resource capabilities

The respondents both agreed that the resource ittbgabof either firms were
satisfactory. The firms both had a large capitaleband strong market presence. Both
these firms also had skilled professionals drawmfthe industry and whose talents
were coveted by competitors. This comprised aggessales officers, business
development officers, IT personnel just to nameewa.fThey observed that both
companies also boast of wide network reach thoumoperative bank is further
boosted by its ATM network, mobile sites and ageetivorks. The presence of both
companies in the stock market also seems to bbestiew that the companies’

liquidity positions are favorable for financial deration in business transaction.
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4.5.6 Common customer base and similar nature of pducts and services

It was observed throughout the study that there w@#inuous mention of the

commonality of both firms in serving the Co-operatisocieties sector. This was
interpreted by the respondents to mean that theie a@mmonality of purpose and
even strategy. This commonness they observed hald@reated several platforms in
the past where CIC and Co-op bank employees hathtted severally and compared
notes even before the alliance. These forums iedutthe Ushirika day for Co-

operative societies where both the firms were mred annually and similar

meetings at county levels where interest of Co-ajper societies was at the core.
They felt that the common client base was a majotriuting factor to the partners

overall appeal for alliance consideration.

The nature of services offered to the CIC and Cdsapk customers were also
complementary in nature. The respondents felttti@fproducts or services were not
competing against each other. They believed thist ¢bntributed largely to the
heightened level of trust between the two firmschedirm viewed the other as

providing an additional service to its core busimes

4.5.7 Similar strategic Direction

The respondents felt that both organizations heateggically aligned themselves to
improve financial service provision to SACCOS arit members as well as
improve market share and ensure wide reach of pineduct offerings. This similarity
in strategies was therefore highlighted as key#teiring an alliance between the two

organizations
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4.6 Alliance Implementation

The respondents here were expected to describeprégarations they involved
themselves and respective departments in and @lbvmpact the alliance had on
their respective firmsThe necessary adjustments to roles were alsosdisduat this

point

4.6.1 Preparational Changes

Respondents noted constant training as one ofrdmamtions for the alliance. There
were also technological modifications to their eyss$ to create a platform for enquiry
of customer information that was similar both fdretbank and the insurance
company. There was also requirement for manageretd regularly with their teams

for update on progress of preparations and toetiterging challenges as they arose.

4.6.2 Resulting impact on the organization performace.

Respondents observed that in the year 2012, Cl@&gas rise in profits by 110%
from 787 million in the year ended 2011 to 1.6Tidml in 2012.This was attributed to
rise in investment income and improved premium ineoBoth of these were a direct

effect of entering into strategic partnership vitib bank.

Co-operative bank on the other hand experiencednamase in its non-funded
income from a loss of 148,145,000 in 2011 to aipaif416,529,000 by end of year
2012.This saw profitability rise from 5.3 billion 7.7 billion which was equivalent to
a 46% rise. Some respondents however noted attifoa@ieges among their peers and

staff under them.
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Staff at Co-operative bank reported discontent ampmior staff who had been
tasked with pushing insurance products sales aldagsrmal business performance
targets. They felt ill prepared and over workedttesy were unable to confidently
approach the customers at the respective brandiowtitreferring to the designated

bancassurance officer at the branch or call Centre.

Some of the management felt it was an attempt ép kdeck on employee rising cost
by issuing stretched targets to ensure lower bpaysout in 2013.They continued to
cite stretched targets and low employee moralesdting directly from the alliance.

Respondents from CIC were however more satisfietheg said the alliance made
their products more recognizable in the market apgroaching customers had
become slightly easier than before. Most managessroed that there was improved

staff morale and increased customer confidencleeim products.

4.6.3 Role Adjustments

The respondents observed that there was a reslfifftee Board of directors at CIC
Insurance to include a representative from co-dperabank. The cited it as a
statutory requirement but also observed that iteskto raise the level of trust among
both alliance partners. Co-op bank via the compatyetary Mrs. Githaiga was able

to listen in, participate and to know what the otbarty was up to.

The marketing department at Co-op bank was al$@dtawith ensuring branding and
marketing tools were available and this includeghbi direct sales staff whose sole
responsibility was to promote bancassurance aw#nous branches. At CIC there

was created a liaison position for the domesticldadnsurance segment who would
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act as the go between on these issues betweewdhtrins. At Co-operative bank
there was created a Banc-assurance department tatdérbanking and staff with

appropriate expertise were sought to head the thepat.

4.7 Alliance Implications

Here respondents discussed the general implicatibiigse alliance on their overall

opinion of their firms and the partner firms.

4.7.1 Opinion of respondents on the alliance andsitsustainability.
Most of the respondents felt that as a result efaliance they were more confident
of the stability of their respective firms. Theydiot envision an end to it in the next

decade and observed that there was likelihood gdiging in similar alliances.

4.8. Challenges of the alliance

The alliance has largely been successful but is doene with a few challenges both

inherent within the participating organizations ami$ing out of the alliance itself.

4.8.1. Staff Indifference to implementation

Respondents at Co-operative bank observed thaintfeduction of bancassurance
was not received very well by lower cadre staffignisable) who had been tasked
with ensuring they sold the product. This had beeoerporated into their balanced
score card and would affect each individuals oVerahrly performance. Staff felt

that they had not been equipped with prior knowdedf the products and were not

involved in the launch and that the decision wafied.
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This was especially so when bancassurance salesdiiovm being the preserve of
the direct sales staff at the branches to all rastaff. Staff therefore did not take
complete ownership of the bacassurance producex@ected. At CIC however the
news was received differently with most staff wahting the decision since it would
enable their brand name become more recognizablérasted and hence making it
easier to sell. Some CIC staff however noted wihcern that the alliance with an
established firm like the bank may lead to its évahswallowing up and that the firm
was at a risk of completely losing its identity. Maers also felt that some of their

views had not been incorporated in preparing feratiance

4.8.2 Harmonizing organizational culture

Various organizations put in a considerable amotitiitme and resources to ensuring
that staff acquire certain traits or way of condugthemselves that is in line with the
company’s mission, vision and corporate valuessT§ito enable them portray the
corporate image of the organization positively. Fmth CIC and Co-op bank

respondents this was the case. There was condielezfibrt put towards ensuring

staff acquired certain values such as Executingpaed, Doing things right the first
time, Growing talents and improving capabilitiesedting the customer as the king,

Empathy when serving clients amongst many otheregl

In both CIC and Co-op bank there was concern thatet had never been any
deliberate attempt to merge these values or incatpmne another’s value systems.
This essentially means that staff from either fiimterprets their goals and insurance

targets as per their own firms culture and expextatwhich may not be at par.
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This they felt was especially the case for Co-opkbstaff who dealt with both bank
and CIC products therefore were prone to downpa@ihC sales. CIC staff on the
other hand felt they were not exposed to Co-op Baalkes and systems yet they
dealt with Co-op bank customers regularly and wexpected to portray similar
image with those of bank staff. This was especially since compared to their
counterparts in Co-op bank, they did not receiili@ training on customer service

and corporate image.

4.8.3 Accommodating dynamic emerging needs for ttaliance partners

The respondents also observed that organizatiome dgnamic and needed to be
responsive to customer needs. They also needed tedponsive to environmental
changes. Both organizations had been subjectecrious regulatory changes that
required adjustment of their core business in a wWat possibly will affect the
alliance. They observed that change in CBK basdimgnrate and introduction of
requirement for the bank to expose all lending cii@rges had resulted in a reduction
in growth of loan book yet majority of the CIC imance product uptake were

dependent on this.

4.8.4 Sustaining a Mutually Beneficial Alliance

Respondents also pointed out that the alliance sgeta majorly benefit CIC
insurance since it had the most impact on themrfamal performance between the
years 2012 and 2013.There was concern over thigyaloit the alliance to result in

sustainable meaningful benefit for Co-op bank d@lkerduration of the alliance.
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Respondents were in agreement that co-op bank dradhitted its staff to the cause
of the project at the expense of staff morale &ad €IC had largely benefitted from
this arrangement. They felt there was need to k@rag the terms of the alliance in
the light of these recent observations to ensunefiis accrue favorably to both the

parties.

4.9 Discussion of results

The study revealed the reasons for formation of dience, the characteristics
necessary for an organization to be considereddia® for strategic alliance and the

challenges experienced within an alliance.

4.9.1 Comparison to theory

The objective of this study was to determine thetdiss that are critical in formation
of strategic alliance between insurance compamesfiaancial institutions as is the
case with CIC and Co-operative bank Itd. Resuldécate that mutual trust is key in
ensuring the success of an alliance. Accordingam®y (2007) Firms entering into
strategic alliances continue in them as long ab ffatners behave in a trustworthy
manner. He also observes that successful alliaadagys typically do not specify all

the terms and conditions in their relationship ie@al contract.

They instead involved a willingness to be flexjlheist and willingness to learn from
the alliance in order to develop in ways not apated by their partners. Similarly
Griffins and Pustay (2003) observe that a firm $th@elect a partner that it can trust
and with whom it can work effectively. Without maturust an alliance is unlikely to

succeed
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The study also revealed that a firms resource aontvledge capabilities were vital in
selection of appropriate partners for a successfidnce. An alliance is likely to
succeed if partners have skills and resource chiedbithat complement one another.
According to Doz and Hamel(1998)if partners sensenky the limits of their own
resources and are possessed by an ambition tetathets beyond their own resources
they are driven to leverage their alliances effetyi and will strive to get the most
from them. According to Gamble et al (2007) alliemdetween strong and weak
companies rarely work because the alliance is alliko provide the strong partner
with useful resources or skills and hence theregreater chance of the alliance

producing mediocre results.

The nature of services or products offered alsorgeteas key to ensuring successful
alliances. The products and services offered by ghenering firms should be
complementary in nature so as not to compete watbheother. This is further
supported by Griffin and Pustay (2003) who obsertleat firms should ally
themselves with a partner whose products and snace not directly competitive
with its own. Wortzel and Wortzel (1997) observdwmtt Firms that bring in
complementary skills to the alliance may find thia alliance generates numerous
opportunities to blend and mix technologies frorfiedent and existing competence

and skill sets to create entirely new skills.

It also emerged from the study that financial diigbiyears of experience and
resilience are also valuable considerations foiaratke partner selection. This is
majorly because these three areas speak to the finnderstanding of its core

competence and skills.
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According to Wortzel and Wortzel (1997) Competenskjll and discipline
enhancement depend upon a corporate perspectivieaohing that is deeply
entrenched throughout the firms many activitieseyl'further observes that the single
most important step that managers must take terbaetiderstand how alliances relate
to building competitive advantage is to define amaderstand their own core
competencies and skills. This can be obtained lysyef experience in nurturing an

organizations own set of distinctive skills and patencies

From the study it also emerged that keeping alBapersonnel long term aided
continued alliance success. Wortzel and wortze¢oles that each time managers are
replaced the alliance loses a critical opportutatyform a mass of knowledge and the
alliances day-to-day operations effectively becom@ggotiated at the expense of the
firm and to the partner’s benefit. Therefore itigical for managers and key staff to
be supported by partnering firms in the alliancemsure uninterrupted learning and

observation continue.

From the study it also emerged that culture is kegreating a successful alliance.
Organizations therefore need to take a consideramieunt of effort to ensure that
partnering firms create a sense of uniformity angroence in cultural setting. This is
further supported by Doz and Hamel (1998) who olesdhat corporate values and
the extent to which employees are encouraged t@nbal co-operation and

competition strongly influence alliance outcomes.
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If the culture supports a mix of collaboration acmimpetitiveness, employees are
encouraged to be imaginative and creative in hay treate value and if they feel
comfortable in making their commitments and deiivgron them, the preconditions

for success will have been met.

From the study similarity in strategic directionsn@so mentioned as a consideration
to further support choice of strategic partner. i&rand Wortzel supports this view
and states that partner screening at the alliafeenimg stage tests for strategic
compatibility by analyzing a potential partners mation and ability to live up to its
commitment .Lorange and Roos (1998) observe thata irsuccessful alliance
relationship both parties must have strategic istéimat are reconcilable, this match

should be quite explicitly stated and establishetier on.

The study also confirmed that organizational celtuevel of staff involvement,
monitoring of emerging partner needs and sustaiaimgutually beneficial alliance
continue to be some of the major challenges expesig in alliances. Griffin and
Pustay (2003) observes that changing circumstaatfest viability of a strategic
alliance. The economic conditions that necessitétedalliance may no longer exist
or the technological capacity once considered soipenay now be obsolete.
Adjustments should therefore be made to accommartataging market conditions
in order to establish an effective working relasbip. This may influence the attitude
of partners in the alliance negatively and causgigsato withdraw. Gamble et al
(2007) observes that many alliances fail because aynboth partners are unhappy

with what they are learning.
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Also if either of the partners withholds informatiand tries to take advantage of the
other then the alliance ceases to be mutually beakfOrganizational culture may
also have an impact on motivation of employees whaverall may affect

productivity and therefore alliance performance.

4.9.2 Comparison to other empirical studies

The objective of the study was to determine factbeg are critical in formation of
strategic alliances between insurance companies farahcial institutions as
portrayed by CIC and Co-operative bank of KenyasuRe indicate that financial
stability, level of experience and firm resiliensgoke to the ability of the firm to
understand its core competencies. The understamdiogre competencies and skills
was therefore cited as a characteristic which garoration should possess prior to
entering an alliance. Mutual trust was also citedaagely impacting the nature of the
alliance and opinion of the alliance. Firms entgrinto an alliance are therefore
expected to be highly trustworthy. Knowledge andotgce capabiliies common
customer and product base and similarity in stratdgection were also identified as

key considerations for a strategic alliance.

The study also cited level of staff involvement strategy implementation and
organizational culture compatibility as other fastdhat needed to be considered
before venturing into an alliance. The findings o Ogega (2010) who analyzed
both challenges of alliances and reasons for aiidarmation. He identified resource
compatibility, strategic compatibility and harmosakz culture as crucial for the

success of an alliance.

50



In addition he emphasized that mutual trust, clparformance measures and
coordinated commitment would enable a positive destefit analysis for alliance
partners. He also suggested that open communicatimnd have the effect of
motivating staff and ensuring they feel part of pfinecess and hence was a suggested

solution to staff indifference to alliances.

4.10 Summary of the Chapter

The study was able to identify good resource armhkedge capabilities, similarity in
nature of services and products, financial stabiltimilarity in strategic direction,
similarity of organizational culture, high level stiaff involvement as key sources for
success in the alliance. It can also be deducex fine findings that understanding of
an organisations core business and success imals@snecessary to ensure it's not
diluted as the alliance progresses. Organisatiomsaso to periodically review the
needs of the alliance partners in order to acconat@odmerging or dynamic needs

and in order to sustain a mutually beneficial altie.
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CHAPTER FIVE
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Introductions

This chapter presents a summary of key findings$liggted and recommendations
made thereto. The conclusions and recommendaticade nare done in order to
establish the characteristics necessary for amagion to be considered favorable

for strategic alliance

5.2 Summary

The study established that CIC was facing challengigh marketing its insurance
products and did not have good market reach aastlimited by its minimal number
of branches. Similarly Co-operative bank was stlinggto introduce its insurance
products to the public and had only one produdfter which was IPF or Insurance
Premium Financing which had not been well receibgdthe public. Given the
adverse conditions the organizations were faciey tlesorted to forging an alliance
in order for either of them to ensure they driveitiespective business interests. The

study was able to establish that the alliance wiagml by a number of factors.

There was need for CIC to increase its market psby ensuring a wide reach .The
alliance therefore enabled CIC to increase itsesharthe country and register its
presence nationally. For CIC the alliance was asmove to acquire a means of
distribution for its products by taking advantagewide branch network of Co-
operative bank and the superior technological appéins of the bank. This included
the internet banking platform for enquiries andwdly of instruction, the call center

for clarification and marketing through its telessatiepartment.
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For Co-operative bank it was largely to diversifyoi new business thereby ensuring
minimization of risks associated with startup irswe ventures. For both the
organizations there was need for significant redaciof costs. This would be
achieved as there would be resource sharing arehjgroductivity for the staff at

the organizations.

For both organizations there was intent to gainsurslain competitive advantage that
would result in capturing a wide market, creatingst in insurance therefore creating
loyalty. For CIC there was the privilege of gainiagcess to highly skilled labour at
minimal cost implications. They were able to inwlkighly qualified financial team
in marketing and driving sales of insurance po$ice all the bank’s branches.
Gaining of brand identity and reputation was a keysideration in forming the
alliance. There was need for both organizationsreate familiarity between the

general public and their insurance product offeging

The study was able to determine that for CIC mamege there was reasonable
engagement for purposes of alliance preparation thrgd resulted in a positive
perception of the alliance while in Co-op bankriterged that managers did not feel
reasonably engaged and that lower level staff ateo/take good ownership of the
product for purposes of marketing. They also ditlhear the adequate knowledge on
the product offerings and relied on designated stafjive full details to customers
when needed. The study was able to identify keysidenations for prospective

alliance partners.
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The study identified financial stability as a keynsideration and this was examined
in the context of sustained profitability and gamapital base. For both organizations
respondents felt that they met the threshold afrfaial stable companies given their
history of profitability. Years of experience inredbusiness was also a driving factor.
There was confidence for either of the organizationits partner’s ability to emerge

leader in the area of their core business. Sudoeas organization’s core business
was interpreted to mean ability to formulate anglament strategies for the long

term good of the organization.

There was also reference to the ability of the vizgtions to emerge victorious out of
difficult situations. The study therefore identdieesilience a one characteristic that
was common to both organizations and was therefu@al in partner consideration.
It was interpreted to mean the partner would gotifier long haul and not bail out
when a slight problem arises. Mutual trust was dtdentified as key by both

organisations.

There was major consensus that trust was a cridaatideration for alliance success.
This is because not all terms and conditions ofaliance are stated or become
apparent at the start of the alliance. Partnersaeaglop a need to alter the terms and
conditions of the alliance over time. The move $tiawot be interpreted insincerely
by the other partner hence there’s need for a gieat of trust. The extent of
exposure of organizations resources and threabhedtng also constantly hung over
the alliance hence each partner had to seek cansgaoroval through clear
communication and ensure openness. It also emémgedthe study that knowledge

and resource capabilities were crucial in formingcgssful alliance.
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Large capital base and knowledgeable staff andledgkipbersonnel were key
considerations for CIC while Co-operative bankeelon in depth knowledge of the
insurance industry as shown by CIC. The naturerodlyct and services offered was
also cited as a crucial consideration. The respusdelt that the products offered by
their respective organization were complementarpdture rather than competitive.
The similarity in targeted customer base was alsipftl since merging of their

respective databases was eased. This was espsoialliyh the SACCOS.

It was also observed that their strategic directi@s similar. They both wanted to
register a nationwide presence and create custdoyaity as one of their key
strategies. They also both were intent on captutiteg co-operative societies with
their product offerings and making them the orgatian of choice for co-operative
societies. Similarity in strategic direction wasighalso key among considerations for

the alliance.

The study was also able to determine some of thkertyes faced by an alliance. The
challenges include staff indifference to an allenehere the alliance receives
minimal effort especially from the managers in ierpkentation. Harmonization of

organizational culture was also cited as a chalemdhere different employees

previously guided by separate mission, vision abjgaiives are expected to have a
unified positive approach in order to meet alliaragectives. The needs of the
alliance partners were also observed to be quiteamtyc and there was a major

challenge in trying to accommodate these emergasgis.
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There was also the problem of ensuring that theramé is creating mutually
sustainable benefits for both the partners. Sosgoredents felt that the alliance may
have been skewed in the other partners favour.chhlenge was therefore to ensure

benefits accrued to both the parties.

5.3 Conclusion

From the study it can be concluded that partnexcteh is a crucial stage in alliance
formation and largely determines the process aridome of alliance relationship.
The objective of the study was to determine théofacthat are critical in formation of
strategic alliance between insurance companiediaadcial institutions as portrayed
by CIC and Co-operative bank. The keys factorsinbthfrom the study are financial
stability, Years of experience in core businesssilRace of the firm, mutual trust,
Good knowledge and resource capabilities, commorstomer base and
complementarity in nature of products offered. Bhady was also able to establish
additional considerations drawn from the challengiethe alliance. This includes the
ability of the resulting alliance to accommodat@aiyic emerging needs and sustain

a mutually beneficial relationship.

5.4 Recommendation

From the discussions in this chapter the reseand@mmmends that Co-operative
bank of Kenya should review the terms of its engag@ with CIC Insurance
Company with a view to increasing its beneficiatqemtage stake .This is due to the
revelation that benefits from the alliance may loeraing largely to CIC at the

expense of Staff morale and Resources at Co-oper#ink.
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Alternatively, the bank should embark on a serstitin and attitude change training
to encourage staff to market insurance productslarm@fore improve performance of
the products in the market. CIC should also researt the impact of the several
alliances it has engaged in with other stakeholdgesnst the resultant benefits as the

arrangements may affect their core business aotedirganizational culture at CIC.

5.5 Limitation of the study

The main limitation in information provision wasng of employment. Some of the
respondents were recent entrants and informatiomiggd was mainly hearsay as
opposed to experiential. The longer serving staffeamore informed and gave better

accounts of the happenings before and immediaftdy the alliance.

5.6 Suggestion for further research

The study restricted itself to the characteristicalliance partners that enable them to
create successful alliances. Enough study has renweet been focused on the
measurement of alliance success especially withrdsgto bancassurance .This is
because there has been a duplication of similenaks in the insurance industry yet

according to theory, alliances draw their beneéinf being unique and unimitable

5.7 Implication of the study on policy, theory andoractice

This study guides policy makers by providing a dethdescription of factors to be
taken into consideration before entering into alamde. It guides the partner
selection process by providing likely suitable etderistics for a good partner in a
successful alliance. It also gives an insight ihi® challenges and the effect that the

alliance may have on staff morale.
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It also examines the key preparational changessrttay be necessitated and thus
gives organisations an idea of what to prioritizesimilar arrangements. The reasons
for entering into an alliance are also uncoverddht&gic alliances are huge ventures

and thus effective guidance goes a long way inramgorganizational preparedness.

The study confirms that the reason why firms enmt¢o strategic alliances is to
increase market share, diversify into new businasquire a means of distribution,
gain technology, reduce operational cost, accesapclabour and gain brand identity
and improve reputation. According to Buckley ands€tm(1988) strategic alliances
facilitate interfirm learning with successful oneeeating synergy and enhancing
economic rents to their partners as a result & mregluction, economies of scale and
scope, production and rationalization, convergeoicéechnologies and better local
acceptance. The study therefore agrees with theaketinding from strategic

research.

Going forward organisations pursuing alliances sthemdeavor to develop their own
internal competencies first and strengthen theie tmsinesses in order to seek to be
attractive to potential alliance partners shoulchsa strategic need arise. They should
examine prospective partners for traits such asuahutrust, complementarity of
product/service offerings and financial stabilitydaensure that both their strategic
directions are aligned in line with their organiaaal structures. The findings of this
study have therefore provided evidence of the@th&nced by strategists concerning

suitable characteristics of prospective allianceneas.
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APPENDICES

Appendix I: Letter of Introduction to Respondents

University of Nairobi
School of Business
P.O BOX 30197
NAIROBI
8/9/2015

Dear Respondent,

RE: COLLECTION OF SURVEY DATA

| am a master’s student at University of Nairolwh&ol of business. In order to fulfil
the master’s program requirements, | am undertakisgategic management research
project on “Strategic alliance and performance & Gsurance co. Limited and Co-
operative Bank of Kenya Limited. “Your organizatibas therefore been selected to
form part of the study. I kindly request you toissme collect data by allowing me to
interview you briefly. The information provided Wie used exclusively for academic
purposes and will be held in strict confidence. Akhgou

Yours Faithfully,
MERCY A OMOLLO

DR.JOHN YABS

STUDENT

SUPERVISOR



Appendix II: Interview Guide

Background Information

1. What company do you work for?

2. What is your position in the organization angatément?

3. Prior to joining your organization have you wedkanywhere else and in what
position?

4. How long have you held your current position?

Alliance formation

5. What in your opinion necessitated an alliandgvben the two companies?
6. In your opinion did the organization seek yoative involvement in mapping out

the alliance and how?

Alliance Characteristics

7. Were there any alternative companies proposettersatives for the alliance and
if so, why were they disqualified?
8. In your opinion why Co-op Bank/CIC was finallglected as an alliance partner?
9. In your opinion, what other possible reasonsHad to the success of the alliance
relationship between the two organizations?

Alliance Implementation

10. What changes did the alliance necessitatecioape for its occurrence in your
department?

11. What changes have been observed in perfornwdribe organization since
implementing the alliance?

12. How has your role been altered since the adidregun?



Alliance Implications

13. Do you consider the alliance a strong and stabe, if yes why?

14. How does your organization benefit from tHmate and do you feel it is
proportionate?

15. Do you think the relationship is sustainabléhiglong run and why?

16. Is your organization considering involving Ifse other alliances after this and

what is the motivation for it?

17. What are the challenges you have experienctgialliance?

Thank you for participating.



