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ABSTRACT

This was a case study of Safaricom limited, anatystrategic alliances adopted and
competitive advantage gained by Safaricom Itd. fEsearch objectives of the study were
to establish the strategic alliances that Safarieagaged in and to establish the extent to
which these strategic alliances were sources diasable competitive advantage for

Safaricom. The study adopted a case study desigis 40 undertake an in-depth and
comprehensive inquiry. The study interviewed siriee managers (Chiefs of divisions

and a head of department) in the Company. Contelysis was used to analyse the data

and generate relevant results.

The key findings from the study were that Safaricmgaged more in equity alliances as
compared to joint venture alliances and no instaméecontractual alliances were noted.
Some of the most notable alliances were; Stratalfjmnce with Vodafone PLC which

led to the innovation of M-PESA. M-PESA has beeromstant revenue steam for
Safaricom, contributing 8% of Safaricom’s annualeraue. It has also given banking
services to the rural and many un-banked Kenyadshaa been hailed worldwide as the
greatest Mobile service innovation of the decadrmat&gic alliance with One Comm Ltd

has helped Safaricom get a 79.6% data market ghéne emerging data industry in the
country. Data is expected to be the greatest reveatmeam for Safaricom in years to
come, primarily because marginal revenues in thdittonal voice services have been
decreasing over the years. An alliance with JTLpbeél Safaricom realize significant

savings in capital and operational expendituresnwBafaricom opted to replace its

Micro-wave infrastructure with the fibre system yiced by JTL. Fibre is much cheaper

Xi



that micro-wave and has got great scalability aesilience when used to transport
network traffic. Other key alliances were the altias with commercial banks and several

utility firms in the country.

The study therefore concluded that Safaricom hadedaa sustainable competitive
advantage as a result of entering into strategjanaks. Had the company not engaged in
the above mentioned alliances, it would not haveeghthe market share and the market
leadership that it currently has. The recommendatif the study is that similar studies
be replicated across all other mobile telephonyigess in order to be able to access
whether strategic alliances can lead to competdtheantages to the telecommunications
industry in Kenya as a whole. Another recommendatias to have a similar study to
evaluate if the firms that have partnered with 8eden have realized any competitive

advantages.
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CHAPTER ONE

INTRODUCTION
1.1 Background

Globalization has been one of the main reasonshiorgrowing popularity of strategic

alliances. Due to increased globalization of busses, strategic alliances are gaining
importance worldwide for various reasons which mfrgpm market access to reduction
of risk. Collaboration among competitors has theneebbecome increasingly popular due
to environmental complexities such as globalizatoa shortfalls in internal resource

competences.

Chesbrough (2003) argues that in order to stay etitye, even the most capable and
knowledge intensive companies have to identify dwkrage knowledge produced
beyond the borders of their own organizations as phthe innovation process. A
prominent view of strategic alliances suggests thdér-firm collaboration is a
mechanism by which a firm can leverage its skdlsjuire new competencies as well as
learn (Doz, Hamel, and Prahalad, 1989). For theénpeng firm, alliances represent
interfaces with its environment that provide acdessaluable external information and
knowledge. As such, these arrangements can proyigertunities for firms to assimilate
information, internalize skills, and develop newpakilities. Moreover, research has
suggested that social networks, competencies andethtive configuration of skills and
organizational practices of the partnering firms dafluence the level of learning
through alliances (Hamel, 1991). Strategic manashility in this revolutionized

millennium requires collaboration.



Strategic alliances value creating potential maklesm an important source of
competitive advantage (Das and Teng, 2001; Laresaad., 1998). The firm that can

effectively cope with environmental uncertainty ardbiguity, proactively reposition in

competitive markets and minimize transaction ctistsugh strategic alliances increases
the probability of maintaining competitive advardgag Strategic alliances are an
important value creating option in markets that amere efficient because of the
increasing symmetry of information flows betweemm& and their suppliers and

customers (Oliva, 2001).

1.1.1 Strategic Alliances

Strategic alliances are cooperative arrangememtsaite formed between two or more
firms in order to improve the competitive positiand performance of the firms by
sharing resources (Jarillo, 1988). Varadarajan @adningham (1995) define strategic
alliances as the pooling of specific resources skills by the cooperating organizations
in order to achieve common goals as well as gga¢siic to the individual partners.

Parkhe (1993) defines strategic alliances as emglimier-firm cooperative arrangements
involving flows and linkages that use resources andgovernance structures from
autonomous organizations. He points out that thisor the joint accomplishment of

individual goals linked to the corporate missioreath sponsoring firm.

Strategic alliances are inter-organizational coafez structures formed to achieve
strategic objectives of the partnering firms. Snaitld Smith (2003) observe that strategic

alliances are broad ranging relationships and cexorapass joint ventures, franchises,



joint research and development, joint marketing twess, long-term supply

arrangements, and outsourcing relationships.

Effective alliances can be growth and profitabiggines in both domestic and global
markets (Ernst, Halevy, Monier and Sarrazin, 2003}ategic alliances offer an
opportunity for companies to collaborate in doingsibess thereby overcoming
individual disadvantages. The alliance can be withe same market or across different
markets. Strategic alliances facilitate easier ahdaper access to required resource
inputs and also quick entry into new markets. lcomnpetitive market where there are
various uncertainties, and where firms need to fmsh access to knowledge that is not
available in-house, companies sometimes find itessary to form strategic alliances.

Strategic alliances allow such knowledge to be meduaster and more efficiently.

Strategic alliances can be placed on a continuuerevbontractual agreements lie on one
end of the continuum, representing low control &wl resource commitment, whereas
joint ventures lie on the other end of the contmuuepresenting high control and high
resource commitment (Hill, Charles, Hwang, Petad &im, 1990). The decision to
enter a strategic alliance should be taken segdoglmanagement because history has
shown that alliances tend to be unstable and pfelure (Berquist et al. 1995). This is
because firms that enter into strategic alliancisnofocus on the benefits that the
alliances will provide without considering costsvaived in the formation and

maintenance of the alliance. Despite the cleartifiemtion of the potential benefits, the



costs incurred are often both substantial and difficult to predict (Morris and Hergert,

1987).

1.1.2 Competitive Advantage

A competitive advantage is an advantage over cdtopegained by offering consumers
greater value, either by means of lower pricesyquroviding greater benefits and service
that justifies higher prices. A competitive advaygaxists when a firm has a product or
service that is perceived by its target market austs as better than that of its
competitors. When two or more firms compete in Hane market, the firm that
possesses a competitive advantage over its ritaheea consistently higher rate of profit.
Competitive advantagés the ability of the firm to outperform rivals qgprofitability.
Competitive advantage depends on how a firm is abéreate for its customer's value that
exceeds the firm's cost of creating a product. & @what the customers are willing to pay,
and superior value stems from offering lower pritteen competitors or from providing
unique benefits (Narayanan, 2001). Competitive athge can be defined as resource
heterogeneity that gives one firm superior valueaton and hence a greater flow of

profits.

Porter (1985) argues that the concept of competdivantage relates to the ability of an
organization to discover and implement ways of cetimg that are unique and
distinctive from those of their competitors andttican be sustained over time. The
fundamental basis of an organization’s performaiscealled sustainable competitive

advantage (Porter, 1996). Organizations with songbd¢ competitive advantage have



capabilities and competences that enable them ddupe services and products the
market is willing to buy. Porter distinguishes #rgeneric strategies for sustainable
competitive advantage. These strategies are lowests, differentiation, and focus.
Competition is at the core of the success or failfr firms. Competition determines the
appropriateness of a firm's activities that cantrdome to its performance, such as
innovations, a cohesive culture, or good implem@mna Competitive strategy is the
search for a favorable competitive position in raustry, the fundamental arena in which

competition occurs (Porter, 1998).

Strategic alliances value creating potential maklesm an important source of
competitive advantage (Das and Teng, 2001; Largsaa., 1998). The firm that can
effectively cope with environmental uncertainty ardbiguity, proactively reposition in
competitive markets and minimize transaction ctfstsugh strategic alliances increases
the probability of maintaining competitive advargag Strategic alliances are an
important value-creating option in markets that amere efficient because of the
increasing symmetry of information flows betweemm& and their suppliers and
customers (Oliva, 2001). The standard approachhéo sustainability of competitive
advantage focuses on identifying the resourcesuhderlie the competitive advantage
and analyzing the extent to which they will remaicarce (Barney, 1991). Scarcity
requires that competitors cannot readily acquieertsources on factor markets and that

there are barriers to competitors developing teeurce internally (Barney, 1986).



According to Porter (1985), a firm develops its inass strategies in order to obtain
competitive advantage and increase profits over ciigpetitors. It does this by
responding to five primary forces. The threat oWwnentrants, rivalry among existing
firms within an industry, the threat of substityeducts and or services,the bargaining

power of suppliers, and the bargaining power ofdosly

1.1.3 Safaricom Limited

Safaricom Ltd is the leading telecommunications pany operating in Kenya. The
Mobile subscriber base for Safaricom has growndste#o a record high of 15 Million
which represents 78% of the total market sharesnnine years of operation. Safaricom
Ltd started as a department of Kenya Posts andcdmleunications Corporation.
Telkom Kenya launched operations in 1993 basednoanalogue ETACS network and
was upgraded to GSM in 1996. Safaricom Limited we®rporated on 3 April 1997
under the Companies Act as a private limited ligbdompany. It was converted into a

public company with limited liability on 16 May 220

The Government of Kenya held a 60% shareholdinghat time of incorporation.
Safaricom was thus a state corporation within tleammng of the State Corporations Act.
The remaining 40% shareholding was owned by UK da&edafone group Plc. Until 20
December 2007, the GoK shares were held by Telkenmy& Limited, which was a state
corporation under the Act. The Government of Ketrgasferred 25% of the shares it
held in Safaricom to the public in March 2008 thgbwan Initial Public Offering (IPO).

The Government of Kenya thus ceased to have aatlomir majority in Safaricom.



In the modern world of globalization, Safaricom Hzeen able to keep pace with the
global mobile telecommunication market by havingtegic business associations. These
associations add value and help in meeting therdgnehallenges of the modern mobile

telecommunication world.

Some of the most notable alliances that Safaricas formed over the years are: A
strategic alliance with Jamii Telecommunicationmited (JTL), a technology firm that
deals with fibre infrastructure in Kenya. Its mdbusiness is providing bandwidth
capacity and it has the largest footprint in thartoy. Safaricom has also entered into a
key strategic alliance with Vodafone PLC, the wwrldargest telecommunications
company based in Europe. Vodafone has vast experien the telecommunications
industry. Another strategic alliance is with Onen@ounications Limited (One Comm).
One Comm is a Kenyan company that has intereshendata market and also other
emerging technologies. Safaricom also has partipsrstith various commercial banks
in Kenya such as Kenya Commercial bank (KCB) anditggbank. Other key

partnerships are those with cellular dealers liR&EHI and MobiCOM.

1.2 Problem Statement

The dawn of the 21st century was coincided wittbglization, liberalization and internet
revolution as three phenomena that have metamoepghosernational business (Najmaei
and Sadeghinejad, 2009). Traditional competitios I@en abolished by a rising tide of
fierce hypercompetitive challenges in a global schl wake of this situation and under
these tough circumstances, all companies irresgedf the industry and scope of

operation are seeking ways to hone their competigtdge and develop more sustainable



competitive advantages. Many firms have come ty m@h strategic alliances as

necessities for sustaining competitive advantagecagating customer value.

The telecommunications industry in Kenya had begpaeding rapidly and fierce
competition was witnessed in the sector. Safaridoumd itself in a very competitive
market where customers were demanding more valuéh&r money. As the Kenyan
people got more and more educated, they were dentandore quality services,
especially in the data segment of the market. Aschnological firm, Safaricom had to
look at how to get more skilled expertise, betted aheaper ways of acquiring inputs,
ways of acquiring the most recent and sophisticetinology in order to avoid being
obsolete in the market as well as ways to reactemigeographical areas. The firm
realized the need to leverage on economies of swalas to keep its operating costs
lower. The question however, was how to achiewsahobjectives. Safaricom found
itself in a position where it had to form allianog#h other organizations in order to be
able to compete effectively in the telecommuniacationarket. Das and Teng (2001),
argue that strategic alliances have value cregaigntial that makes them an important

source of competitive advantage.

Researchers have frequently analyzed issues relatedtrategic activities in the
telecommunications industry. Hudson (2004) studrexl regulatory environment of the
telecommunications industry in specific countrids. concentrated on strategic alliances
conducted by telecommunication firms. In Kenya, ©w(005) looked at strategic

alliances in major oil companies and concluded thatmajor challenge in the industry



was to sustain the alliance. Other scholars wittilar studies include Koigi (2002) who
looked at implementation of strategic alliancesthe Kenya Post Office and Savings
Bank. Wachira (2002) analyzed strategic allianceBharmaceutical drugs development.
None of the researchers analyzed the Telecommionesaindustry in Kenya. The study
therefore aimed to breach the gap by analysingesfi@ alliances and competitive
advantage in Safaricom limited. The study will helpanswering questions such as the
kinds of strategic alliances that Safaricom hagrexdt into and whether or not strategic

alliances have been a source of competitive adgarfta Safaricom Limited.

1.3 Research Objectives

The research objectives of the study were
i.  To establish the strategic alliances that Safarieagaged in.
ii. To establish the extent to which these strategimnales were sources of

competitive advantage for Safaricom.

1.4 Importance of the Study

The study would help strengthen the telecommumnati industry by providing

information on what makes other companies develogitive perceptions to alliances.
The industry would use the information in improvitigir mode of delivery of services
in order to strengthen their stand against posstbi@petition. The study would be
invaluable to the Safaricom management in thatauld provide an insight into the
various approaches towards strategic allianceshamd they could be used to help the

company gain competitive advantage.



The study would be useful to the government ingyohiaking regarding alliances and
other regulatory requirements of the telecommuigoat industry in Kenya. The
Telecommunication sector in Kenya is currently ugdeng reforms that are aimed at
formulating policies and regulations. The study idotherefore provide an insight into
the policy making process. The study would alsg hetprove on literature on the
telecommunications sector in Kenya, which would used by other scholars in the
future. Scholars who would be interested in doeggearch in not only strategic alliances

but also telecommunications would find this studlypé of great importance to them.
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CHAPTER TWO

LITERATURE REVIEW

2.1 The Concept of Strategic Alliances

The concept of strategic alliances has become widgéd in the business language to
refer to the different types of partnership agresidetween two or more companies
that pursue clear strategic collaboration objestivith different levels of possible
integration among the members. Strategic allianmoay be driven by both firm and
environmental characteristics such as uncertaiobeserning product markets, changing
barriers to foreign trade and investment, technoldgvolatility, market turbulence and
rapidly changing economies of scale (Varadarajad &@unningham, 1995). In a
conventional sense, an organization's environmensists of actors and forces outside

the firm, which affect the company's attitudesicact and outcomes (Kotler et al. 2001).

Globalization and international markets uncertasmtnd challenges have made strategic
alliances a strategic necessity that is no longersidered as an option (Parise and
Henderson 2001). In literature survey it has beeeatthed that, strategic alliances are
planned and conducted to share organizational ressuespecially knowledge-based
ones in order to create more advanced competenidiese competencies are valuable,
rare, inter-transferable, inimitable and non-subtible. Therefore, alliances are aimed to
create cumulative value that exceeds the valudedtaadividually by each firm. Firms
combine some of their resources and capabilitietrategic alliances in order to create a
competitive advantage. Competitive advantage alelayecooperative strategy is known

as collaborative or relational advantage. Suchdvamstage is pursued in a mutual basis

11



by participating firms and can outline the way tigb which this advantage is achieved

from organizational resources.

The motives to enter into alliances are compellamgl often explicit. They include
gaining access to specific markets or distributbannels, acquiring new technologies,
leveraging on economies of scale and scope, andnemy new product development
capabilities (Parkhe 1991; Varadarajan and Cunmingh995). Another crucial intention
is to learn from the alliance experience. Learnm@ difficult and lengthy endeavor;
however, it is a subtle and important aspect @datles. Learning is strategically relevant
and learning skills may provide the greatest lagrt benefits to firms (Stata, 1989).
Learning provides the key ability to synergistigadixploit the capabilities firms bring
into an alliance. More and more firms have resottedtrategic alliance partnerships in
recent times as a means of creating customer vahese hybrid, inter-organizational
structures are becoming essential features foaisust) advantage in today’s intensely
competitive marketplace. The various types of atles include joint ventures, strategic
partnerships, supply chain relations, joint markgtand promotions, joint selling and
distribution, joint production sharing, design edlbration, technology licensing, research

and development contracts, and other outsourciagors (Smith and Smith, 2003).

2.2 The Strategic Gap Framework

Osland and Yaprak (1993) state that organizati@ne Istrategic goals which at times are
not realistic by the organization's standards. d@ésired goals and actual goals have a

strategic gap which can be closed by forming aiarade with other companies. The

12



strategic gap can be expressed as a gap betwedrcavhpanies would like to achieve
and what they are able to achieve. In this case,nbtive for forming the strategic
alliance is to reduce the strategic gap. The sizbestrategic gap imposes pressure on
the firm to take action in order to reduce the géipe greater the size of the gap and the
perceived importance of filling it, the more liketlye firm will desire to form an alliance
with another firm (Osland and Yaprak, 1993, p.8®)ese needs of the firm can be
classified using the resource dependency modelselheeeds are market power,

efficiency and competencies.

Market power can be achieved by developing new atarkor present products,

developing new products for present markets, amerieg new product-market domains
(Varadarajan and Cunningham 1995). Alliance fororatallows companies to achieve
market power, in case they do not possess the itigypdb achieve those results.

Efficiency is important, especially for the higrchaology industries (Rai et al., 1996).
Forming alliances allows firms to gain access goueces that make them more efficient.
Alliances with large firms are particularly benddicto smaller firms that lack resources
to invest in R & D and new product development @darajan and Cunningham 1995;

Slowinski et al., 1996).

Competencies, the third need in the strategic gapdwork, relate to the organizational
learning process. Firms use alliances to gain actesother firms' capabilities and
attempt to build their knowledge base with theirtpar's information (Inkpen and

Beamish, 1997). Organizational knowledge providesd with a competitive advantage

13



and is therefore critical to the survival of thenfi Such knowledge creation often results
in increasing the longevity of such alliances. Heare organizational climate plays a big
role in the creation of knowledge. The organizatlatiimate of the firms in the alliance
should facilitate the effective implementation andization of the knowledge (Inkpen

1996).

2.3 Formation of Strategic Alliances

Today, organizations operate in a global envirortmgmraracterized as diverse and
unstable. These characteristics make collaboratidnandamental pillar of maintaining

competitive advantage (Gummesson, 1995). Dicksah Weaver (1997) argue that
organizations are increasingly recognizing thairafividual firm is insufficient to deal

with rapid changes in the environment. Similarlyu€ker (1996) identified relationships
based not on ownership, but on partnership as itha&test change in corporate culture
and the way business is being conducted in theaktonomy. Three principal theories
have been identified that can be used to explagnftnmation of strategic alliances.
Kogut (1988) identifies these theories as traneaatbst economics, organization theory

and business strategy.

Transaction cost economics was developed by Wilam(1975), who suggested that
firms chose alternative arrangements that minirthiezesum of production and transaction
costs. According to Kogut (1988), transaction casfer to the expenses incurred for
writing and enforcing contracts, for haggling owerms and contingent claims, for

deviating from optimal kinds of investments in arde increase dependence on party or

14



stabilize a relationship, and for administeringransaction. Transaction cost theory
predicts that strategic alliances are designedhi@ege a minimum cost arrangement. The
second approach suggested by Kogut (1988) was I@niaation theory approach,
specifically the resource dependency approach. fEseurce dependency approach
reckons that organizations depend on other orgémizawithin their environment to
acquire needed resources (Pfeffer and Salancik8)19he formation of strategic
alliances is a means for stabilizing the flow asaerces that a company needs and for
reducing the uncertainty confronted by the comp&gsource dependency theastgtes
that firms have specific resources but that few games are self sufficient in these
resources. Therefore, Glaister (1996) argues thaipanies must depend on others for
these important resources. A deficiency in one orenstrategic resources is seen as the
driving force for collaboration and a means of @dg uncertainty and managing this

dependency.

Business strategy theoaddresses the issue of a firm’s behaviour from aagerial,
rather than a marketing approach. Companies areectegh to form cooperative
agreements if they believe that these arrangenvetitbetter enable them to meet their
strategic objectives with the focus being on mazing profits (Kogut 1988). Business
strategy theory proposes that firms form strategliances as a means of acting
proactively and in so doing, altering their enviment. This approach to strategic
alliances deals with competitive strategies of &irrhloraguchi and Toyne (1990) argue
that the strategy to form an alliance is not jwesictive; it is also proactive in that it

creates new products, new markets, new organiztieew management techniques, and
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new technology. Based on the competitive strategigsoach, Kogut (1988) points out
that alliances are formed as a defensive mechamsonder to hedge against strategic
uncertainty. Varadarajan and Cunningham (1995) estgghat the three conceptual
frameworks of transaction cost approach, the omgdion theory approach, and the
competitive strategy approach mentioned above ghbelconsidered as complements,

rather than as rivals.

2.4 Motives for Strategic Alliance Formation

The reasons for getting into an alliance are mafoly market growth and or profit
growth. Varadarajan and Cunningham (1995) arguetbieacompetitive approach gives
the greatest motives for formation of strategitaaltes. However, Kogut (1988) argues
that the motives for formation of strategic alliaeacan be classified under each of the

three approaches discussed above.

2.4.1 Transaction Cost Approach

The two main motives for the formation of strategliances based on the transaction
cost approach are the enhancement of resourceffuseney and resource extension
(Kogut, 1988). Enhancement of resource use effigigds another compelling motive.

Alliances allow firms to lower their manufacturirgpsts, achieve efficiencies in the
production process, and allow them to gain expegeeffects. Resource extension is
another reason for firms that lack the resourceshSirms, mostly small firms often

enter into alliances in order to acquire researah@evelopment resources, which could

be capital or equipment.
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2.4.2 Organizational Theory Approach

The motives under this classification are mainlguasition of new skills and entry into

new product market domains (Kogut, 1988). Entrp inew product market domains is
another compelling factor. Firms that operate agsant or mature industries often enter
alliances to gain a foothold in emerging industrieBis move helps such industries to

increase the market share for their products.

The acquisition of new skills is another motive.drtedge acquisition is an important
element in formation of alliances. Partners in Biarece often attempt to learn as much
as possible from the other partner while guardivegrtdistinctive skills. An organization
that endeavours to learn gains a unique competitx@ntage. This is because such an
organization is able to regenerate it from withia groduce ideas that can spur the firm
into great success. Senge (1990) defined learniggnizations as those that are
continually expanding their capacity to createrdgsults they truly desire and continually
discovering how they can create reality and howy tben handle change in a rapid

environment.

2.4.3 Competitive Position Approach

Market entry in the international arena is one lué tmain reasons for entering into
strategic alliances. Due to increase in global cetitipn, firms tend to enter foreign
markets in order to improve their profitability all as their market share. Strategic
alliances benefits firms that seek complementaspueces in a foreign partner. Firms

that want to evade trade barriers also find it appate to form strategic alliances. New
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international markets, especially developing makate often difficult to enter due to
government regulations regarding full ownershipacfubsidiary. Strategic alliances can

be helpful in circumventing these barriers to en@w international markets.

Protection of the home market's competitive positis another major motive of
formation of strategic alliances. By entering inggional markets through alliances,
firms force foreign competitors at home to divémeit resources away from expansion
into the international markets, thus protecting lbene market. There is also the need to
broaden product line or fill product line gaps.nkdr often enter alliances to increase the
product line or fill gaps in the existing productd. Lack of technology or high cost of

production may force a firm to seek a foreign parto fill their product lines.

The need to reduce the potential of future comipetis another motive that makes firms
form strategic alliances. By entering into an altia with another organization, firms tend
to reduce potential future competition of that migation. Another major reason is to
raise entry barriers for the particular market.siey entry barriers by joining forces with
other organizations is a powerful motive to entdo ialliances. However, firms have to

be careful not to violate the anti-trust laws df@tnation.

The motives discussed above can be classified uh@ethree approaches defined by
Kogut (1988). Table 1 lists the motives and théassification in each one of the three

approaches.
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Table 1: Classification of Motives for Formation ofStrategic Alliances

Transaction

Approach

Cost

Organization Theory
Approach

Competitive Position
Approach

Enhance resource

efficiency

u

sécquire new skills

Entry into new markets

Resource extension

Entry into new produc

market domains

new markets

t Circumvent barriers to enter

Protect competitive positio
in home market.

-

Broaden product lines/fill
gaps

Entry into new markets

Reduce threat of future
competition

Raise entry barriers

Source: Kogut, B. (1988, p319) Joint Ventures: Tagoal and Empirical Perspectives,

Strategic Management Journal, 9.

2.5 Types of Strategic Alliances

Gomes (2003), states that alliances may be stedttas complex equity joint ventures or

they may be looser arrangements for cooperatingeagents. There are a variety of types

of strategic alliance; some may be formalized hotgyanizational relationships or at the

other extreme, there can be loose arrangementsoplecation and informal networking

between organizations with no shareholder or owmersnvolved. While strategic

alliances have a great variety of forms, many meteasis agree that the basic forms of
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alliance include joint ventures, minority equityiahces, and contractual alliances (Das

and Teng, 2001).

2.5.1 Joint Ventures

Joint ventures are the most integrative form oéatles. A joint venture represents a new
entity, that is, equity creation that combines partfirms in a selected area. Not only do
firms have shared equities, but their operatiorals combined in the selected area.
Centralized control and collaboration are the hatknof joint ventures. Joint ventures
refer to separately incorporated entities jointiyned by partners. It is a project in which
two or more parties invest. A joint venture agreetrresults in the formation of a new
company in which the parties have shares. The @amtp firms shares both in the

ownership and management of the resultant firm.

Joint ventures (JVs) are defined as legal arrangewehere ownership and management
of an organization are shared by more than onenarg@on. Interactions between
organizations can take many forms; from markets@ations to relationships so close
that it is difficult to distinguish where one orgaation ends and the next begins. Lorange
and Roos (1993) examined inter-firm relationshipeng two dimensions; first, as a
continuum ranging from vertical integration, or faichies, at one end to free market
transactions at the other, and second, by the dexgrimterdependence. The coordination
of partner firms through dense communications ahdimistrative systems can be called
operational integration. When partnering firms waeogether in a joint venture, their

behaviour can be directly observed and measuredtralieed procedures and policies
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can also be developed, which provide a uniformeddsrd for all parties. Thus, joint

ventures are preferred in more complex types débotations (Garcia-Canal, 1996).

2.5.2 Equity Alliances

Minority equity alliances, by comparison, have adest level of structural integration.
When one firm owns a meaningful portion of anotliem, the two are partially
integrated through ownership. However, the equitgrayement is partial because only a
limited portion of equity is involved. Minority edy alliances include an acquisition of
equity shares by either one or more partner firfgtgiity arrangements are believed to
help align the interests of partner firms (Guldt995). When there is shared equity,
partner firms realize that their interests arertmtmed and hence opportunistic behaviour
tends to be discouraged. In addition, shared egeityes as a mutual hostage for partners
to retaliate and punish an opportunistic party (#pd988). Since equity arrangements
are not easily terminated, it is difficult for apportunistic party to quickly exit the
alliance after taking advantage of the other pdrntysum, an equity arrangement can ease
partners’ concern over opportunism in alliancesar&t equity often facilitates the

coordination and control of the collaborative efffor

According to Gulati (1995), although joint venturasd minority equity alliances have
the common characteristic of shared ownership, theyht to be separated along the
dimension of hierarchical control. As compared dm{ ventures in strategic alliances
which all equities for the new entity are sharedharity equity alliances feature limited
equity exchange and thus represent a lower levedgoity exchange. In addition, in

contrast to joint ventures, minority equity alli@scusually do not have integrated
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processes and centralized control. Without fornangew entity, partner firms carry out

their cooperative activities separately.

2.5.3 Contractual Alliances

Contractual alliances involve no equity transactayncreation of a new entity in the
agreement. Contractual alliances have the loweagtedeof structural integration among
the three alliance types. The partner firms dohaee an integrated entity to carry out the
joint activities, nor do they have any equity agaments. According to Gulati (1995),
contractual alliances are operated merely basétleoagreements for the partner firms to
work together in a certain way, such as in pursyamgt research and joint marketing.

Again, such tentative structures lack centralizeatiol that come with a joint venture.

2.6 Strategic Alliances and Competitive Advantage

Organizations might have many reasons to enter stittegic alliances, but the most
important is to achieve a sustainable competitoheaatage. Porter (1985) introduced the
concept of competitive advantage and it relateght ability of an organization to

discover and implement ways of competing that aigue and distinctive from those of

their competitors and that can be sustained owee.tiAccording to Porter, a business
should adopt a competitive strategy that will erablto secure a competitive advantage.
Competitive advantage is anything which gives omaization an edge over its rivals in

the products it sells or the services it offers.

According to Porter (1980), the nature and degfemmpetition in an industry hinge on

five forces. They are threat of new entrants, theghining power of suppliers, the
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bargaining power of buyers, the threat of sub#tifptoducts and rivalry among firms.
Porter (1980) provided three generic strategies ehantost leadership, product
differentiation, and focus. These generic strategi® used in conjunction with the five
forces in order to outperform competitors. The cetitipe position of an organization
can be measured by their capacity of creating vdlueompetitive terms, as stated by
Porter (1985), value is the amount buyers are mgllio pay for what a firm provides
them. A firm assures its profitability if it hasetltapacity of generating sufficient value
that exceeds the costs involved in creating theymst and this creation of value shall be

the goal of any generic strategy.

Strategic alliances value-creating potential makkem an important source of
competitive advantage (Das and Teng, 2001). T fitat can effectively cope with
environmental uncertainty and ambiguity, proacyivedposition in competitive markets
and minimize transaction costs through stratediarales increases the probability of
maintaining competitive advantages. Beyond thifarales are an important value-
creating option in markets that are more efficieetause of the increasing symmetry of

information flows between firms and their suppliarsl customers (Oliva, 2001).

In the global economy, a well developed ability ¢toeate and sustain fruitful
collaborations gives companies a significant coitigetleg up. The ability to form and
manage strategic alliances more effectively thampetitors can become an important
source of competitive advantage (Dyer et al., 2@0137). Strategic alliances are a fast

and flexible way to access complementary resoueresb skills that reside in other
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companies. Cooperating to compete in any form gdagcipants greater opportunity for
growth and a stronger competitive edge. Accordmd@arney (1991), a firm is said to
have a competitive advantage when it is implemgntnvalue creating strategy not
simultaneously implemented by any current or paégbmpetitors. The reason such a
strategy is not ordinarily implemented by competites that they may not possess the
appropriate resources. This therefore leads tantipertance of evaluating the resource

dependency approach as a means of gaining a alsacompetitive advantage.

The resource based view suggests that valuable fasources are usually scarce,
imperfectly imitable, and lacking in direct substds (Barney, 1991). Therefore, the
trading and accumulation of resources becomes ategic necessity. When efficient
market exchange of resources is possible, firmsnare likely to continue alone and rely
on the market. However, efficient exchanges arenoftot possible on the spot market.
Certain resources are not perfectly tradable, ay @wre either mingled with other
resources or embedded in organizations (Chi, 198%9.resource based view considers
strategic alliances as strategies used to acchss fitims’ resources, for the purpose of

garnering otherwise unavailable competitive advgedaand values to the firm.

To develop and exploit a competitive advantagepdimust possess capabilities that can
be used to create valuable, rare and imperfectalni@t resources (Barney, 1991).
Researchers and practitioners of this idea attilsusstainable competitive advantage to
the possession of valuable, non-substitutable anditable resources. Knowledge of

these underlying sources of competitive pressueiges the groundwork for a strategic
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agenda of action. This model focuses on the extevide of strategy, helping firms
analyze the forces in an industry that give risegportunities and threats. According to
Barney (1991), firms that use their internal sttBegin exploiting environmental
opportunities and neutralizing environmental theeathile avoiding internal weaknesses,

are more likely to gain competitive advantage tbdner types of firms.

Firm’s resources consist of all assets both taagibld intangible, human and non-human
that are possessed or controlled by the firm aatghrmit it to devise and apply value-
enhancing strategies (Barney, 1991; Wernerfelt419@/ernerfelt (1984) indicated that
resources are tangible and intangible assets thatieal semi permanently to the firm.
Examples of resources are brand names, in-houseldaige of technology and capital.
Resources and capabilities that are valuable, ummmm poorly imitable and non
substitutable comprise the firm’s unique or corenpetencies (Prahalad and Hamel,
1990). They therefore present a lasting competitideantage. Intangible resources are
more likely than tangible resources to generatepatitive advantage (Hitt et al., 2006).
Specifically, intangible firm-specific resourcescbuas knowledge permit firms to add up
value to incoming factors of production. Such amadage is developed over time and
cannot easily be imitated.

Alliances improve the strategic position of firnms competitive markets by providing
resources from other firms that enable them toesbasts and risks. Such resources give
firms a cushion to withstand business downturns athér setbacks, and ensure more
even and predictable resource flows. This bufferamgl cost sharing eases profit

pressures, which are particularly intense in higtdynpetitive industries. It gives firm
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partners the slack they need to ride out diffidittes and to learn better ways to
compete. Core competencies are the collectiveilegin the organization (Prahalad and
Hamel, 1990). Knowledge is one competitive advamtdigat is difficult and time

consuming to imitate. It must be encouraged anckldeed as part of organization
learning and organization memory as it is used.vadge is a core competence that

does not weaken nor is it consumed with use.

2.7 Benefits and Limitations of Strategic Alliances

The benefits of strategic alliances are derivedhftbe motives for formation of strategic
alliances. Lower cost of technology, sharing ok irs high-risk projects, ability to accrue
economies of scale and scope in value-added aesiviiccess to partner’s technology,
knowledge, proprietary processes and a basis fturducompetition in the industry
involved in terms of sustained competitive advaatage all benefits of strategic alliances

(Varadarajan and Cunningham, 1995).

Successful alliances are between firms that achtbee goals and the motives for
formation of the alliance. Management decides tereinto an alliance after conducting
an environmental analysis, both internal and exslerend finding discrepancies in their
goals. These discrepancies are filled with capadsliof other firms by forming an
alliance. These capabilities are termed as motbefere the alliance is formed and
benefits after the alliance is successful. Sevimatations and drawbacks of alliance
formation, however, may accompany the benefitsooiing a strategic alliance. Day

(1995) argued that one of the greatest costsitonad the liquidation cost of the alliance,
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if the partners do not agree. Losing proprietargwahow is considered to be a high
impact drawback of forming alliances. Control rethproblems are a major limitation of
strategic alliances. Strategy implementation ugugdles beyond the control of one party,
and thus is likely to bother some companies. Depeoel on partners for skills is a
potential drawback to one who is dependent (Lei 8lmtum 1991). There is also the
issue of unequal gains. Some partners in the a#lianay gain more than others which
can cause discontentment for the partner gettisg ¢eit of the alliance (Harrigan 1988;

Slowinski et al. 1996).

Another major limitation is the differences in auttl values. There is an increase in the
formation of joint ventures between partners offedlént cultures (Harrigan, 1988).
Corporations encompassing different cultures magyeegnce culture clashes after the
formation of the alliance. These alliances ofteffesudue to the cultural differences
between the partners. Different corporate cultlnetsveen firms of the same nationality
also cause failure of strategic alliances (Vya®letl995). Role ambiguity is another
limitation. Uncertainty about specific roles magnii organizations from fulfilling their
obligations to the alliance. Facing antitrust regjohs is another limitation that can
restrict the benefits of an alliance with a majartper and invite governmental

intervention.

These disadvantages contribute to the failure odteggic alliances. Although the

disadvantages seem to outnumber the advantagesoneshtabove, mutual gains from

alliances can outweigh disadvantages. For thenaltiato be successful, firms should
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possess a change oriented corporate culture (Myak €995), along with continuous
mutual commitment and support (Kogut 1988). Firhret possess culture that allows and

encourages change are usually successful in foratratggic alliances.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

This section sets out the research methodologywhatadopted to meet the objectives
stated in chapter one of this study. The reseagsigd, data collection, data analysis and

presentation technigues were discussed.

3.2 Research Design

This research was a case study. A case study enalésearcher to collect in depth data
on the population being investigated. It providasclmmore detailed information on the

subject under study. A case study affords the rekea an opportunity to undertake

intensive investigation of the particular studytuiiach individual case study consists of
a whole study, in which facts are gathered fromouar sources and conclusions drawn
on those facts. For this research, a case stu@afafricom was used to determine, the
types of strategic alliances Safaricom is engageshd whether these strategic alliances

have helped Safaricom to gain a sustainable cotiygetidvantage in the market.

3.3 Data Collection

In order to investigate the relationship betweeratsgic alliances and competitive
advantage at Safaricom, the researcher interviesg@gen senior managers in the
Company. Of these senior mangers, six of them wiaiefs of divisions and one was the

head of sales and marketing department. Theserseaitagers sit at the highest decision

29



making body in the company and are therefore tloplpecharged with formulation and
implementation of strategic decisions within thenpany. They were therefore very

resourceful in their responses to the issues ungestigation.

The researcher personally conducted the interviBw. interview guide was more
appropriate in the study for the purposes of ggttietailed information on the area under
investigation. Open ended questions were useckimtensive interviews in order to help
measure sensitivity or disapproval behaviour, diece® salience and encourages natural
modes of expression. The interviewer obtained jptiuelata through the use of probing
which allowed collection of data relevant to thee&rch objectives through clarifications
of intended choices. The kind of documents thatewesed as sources of data for the
study included existing case reports, administeatiocuments, and multimedia online
resources. In the interest of triangulation theutdeents served as a confirmation of the

evidence from other sources.

3.4 Data Analysis and Presentation

Before processing the responses, the informatidairedd from in-depth interviews was

edited for completeness and consistency. Contealysis was used to analyze the
respondents’ views about strategic alliances atcthrapany. Tables, percentages and
discussions were used to present the data colldatescase of understanding and
analysis. The researcher summarized the variousiong, assessed the degree of
consensus or differences expressed by the respsnded synthesized the themes and

patterns that emerged.
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CHAPTER FOUR

DATA ANALYSIS, FINDINGS AND DISCUSSION

4.1 Introduction

The research objectives were to establish theegfiaalliances that Safaricom is engaged
in and to establish the extent to which these egjratalliances have been a source of
sustainable competitive advantage for Safariconis Thapter presents the analysis and
findings with regard to the objectives and disamssiof the same. The data was collected
from seven senior managers, six of them are cloiefsarious divisions in the company

and one is the head of sales and marketing depairt@éthe seven respondents only six
were interviewed, this represent 86 percent respoate which the researcher felt was

adequate. The findings were presented in percesitdgEussions and tables.

4.2 Demographic Information

Demographic information covered issues relatingtit® respondents work station in
terms of division, current position in the divisiamd the number of years worked in
Safaricom. Length of service in the organizatiortetdeined the reliability of the

information given by the respondents. The respotsdeere asked to state the length of

service and their position in the organization. Tésults are as shown in table 4.2.1.
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Table 4.2 Respondents Length of Service

Years of Service

Number of Respondents

0

1

2

3

4

Above 4

NN =E=l=)=

The findings presented in table 4.2 shows thatttal respondents have worked at
Safaricom for a period of four years and above.cBipally chief of technical, chief of
risk and strategy, chief of commercial servicesvall as the head of sales and marketing
had worked for more than four years. On the otlzerdh the chief of new products and
innovation division and chief of information techogy had worked for a period of four

years. This shows that the information obtainedhftbe respondents would be relied on

as they are based on long terms of service witlotganization.
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4.3 Strategic Alliances

This section covers findings from the specific dioes that were asked in order to
determine the strategic alliances the company igaged in, the extent to which
Safaricom has used identified forms of strategi@mtes, motives for the formation of
alliances by Safaricom and the benefits and chgélerfaced by the company when
engaging in the identified strategic alliances. Tésearch found out that Safaricom has

largely been involved in strategic alliances.

The findings indicate that Safaricom has engageiknmoequity alliances as compared to
other forms of strategic alliances. The company dalgg engaged in one Joint Venture
and it had not engaged in any contractual alliafddes is mainly because in equity
alliances, no one firm looses its identity to thieen because complete integration is not a
feature in equity alliances. Each firm retains @emplete identity and control
mechanisms unlike in joint ventures where new siines have to be formed. Equity
alliances also help align the interests of partimens. When there is shared equity,
partner firms realize that their interests arertmtmmed and hence opportunistic behaviour

tends to be discouraged.

4.3.1 Joint Ventures

Joint venture alliance was used by Safaricom touieeq51% stake in One
Communications Ltd (One Comm), a local company whprovides various data
communications services including fixed WIMAX acseservices. The alliance was
made after Safaricom acquired a 3G license anckfibrer the partnership came on the

back of Safaricom’s successful entry into the bb@axl market. One Comm was already
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involved in rolling out broad-band services in wais parts of the country. It had the
expertise but not the financial muscle. Safaricad the finances, the license to operate
but not the mush needed expertise. This acquisitias very strategic to Safaricom as it
complimented Safaricom’s current mobile broadbagise offering with robust fixed
broadband services especially for corporate cuswmmgt the time of forming the
alliance, One Comm had been offering WiMAX servieath video, voice and data over
Internet Protocol (IP). The company was also logkio handle data security, disaster
recovery and business continuity, services thanateyet well developed in Kenya. The
company had also set up five WIMAX base stationdl aas looking to expand
throughout the country. Safaricom was entering bhead-band market at the time
following positive changes in the telecommunicasiargulatory environment which
allowed telecommunication companies to offer anyaaf services without extra licenses
and was therefore seeking an established partnerelsir each could leverage from the

other.

4.3.2 Equity Alliances

The strategic partnership between Safaricom andUKebased Vodafone group of
companies is an equity alliance. This partnerskiptd the great innovation of M-PESA.
M-PESA allows Safaricom clients to transfer casimgi@ mobile phone. It has been a
great revolution throughout the country and esplgceéanong the rural population, who
have no access to such facilities as a bank accoumtredit card. M-PESA is an
innovation that has won numerous global awardsh&ping the poor rural un-banked

Kenyan population have a way of transferring castmsaction in businesses and paying
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various bills including school fees. Vodafone pd®d the technical expertise needed to
set up the infrastructure while Safaricom had tlhentele base. The brand M-PESA is
now being studied in world class institutions likarvard and being replicated in Asian

and African countries.

Safaricom has a strategic partnership with comraktmnks namely Equity bank and
Kenya Commercial Bank (KCB). The alliance with KB@Bs helped improve availability
of M-PESA in the market. Under this arrangementhatized agents can instantly access
M-PESA once they make cash deposits at the banént&geed both M-PESA and cash
to serve customers. Before this alliance, to obkRESA, agents had to deposit cash
into the M-PESA Holding Company bank account. Ie #vent that they needed to
convert M-PESA into cash (withdrawal) agents hathitbiate a request on the M-PESA
system which had to go through an internal prodesfore the money was finally
transferred to the agent’s bank account througBFh (Electronic Funds Transfer). With
KCB as a super agent, M-PESA agents now have amative and shorter process to
access M-PESA or cash at a nominal commissiongd&mk. Agents are therefore able
to access M-PESA or withdraw money by means obatfIThis has enabled the agents,
acting on behalf of Safaricom be able to servearnsts more effectively and efficiently.
This new service has increased M-PESA availahititthe market. The partnership was a
timely response to the growing need for an effectivobile telephone money transfer
service. M-PESA, which has been hailed as oneefmbrid’s best financial innovations,
has been a revelation in the country due to itslread affordability facilitating transfer

of funds for a growing number of mobile telephosers.
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The equity alliance with equity bank has helped EBR customers access money from
the bank’s automated teller machines throughout dbentry. The M-PESA ATM
withdrawal service targets over 10 million Safanc®-PESA customers who are now
able to use their mobile phones to access money Equity Bank's over 550 ATMs, the
largest such network in the region. This alliana@swecessitated by the fact that there
were very few M-PESA dealers from who customersIccomake deposits and
withdrawals. M-PESA service was characterized byglgueues. By partnering with
equity bank, customers started experiencing fgstecessing of withdrawals and other
transactions. The service enables registered M-PE&tomers to withdraw amounts
ranging from KShs 200 to Kshs 35,000 from any BgBiank ATM. The Equity Bank
partnership increased the number of access poimsrevM-PESA customers can
withdraw money and presented a novel way of deahitg the liquidity challenges
customers faced when withdrawing money from M-PEfggnts. Customers now have
access to their cash countrywide 24 hours a dayenselays a week. It was a
breakthrough from previous ATM services becausesgorers of financial services do
not need a bank card to access the service, makiagailable to many un-banked
Kenyans. Since ATM withdrawal charges apply in gdims service, Safaricom is able to

generate more revenue and at the same time makertfiee available to many clients.

Another equity alliance that Safaricom has beewlired in is the strategic alliance with
various cellular dealers in the country who supgtyatch cards and other forms of
merchandise for Safaricom. These involve mobilenglso laptops, data modems and
advertisement materials. The most notable dealees SAMCHI and MOBICOM.

However, Mobicom ended its alliance with Safaricarfew months ago. These cellular
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dealers have large distribution network channelslinparts of the country. It was
therefore necessary for Safaricom to partner wigmt in order to take advantage of the

dealers existing distribution infrastructure.

Another equity alliance is the strategic relatiagpsivith Jamii Telecommunications
Limited (JTL). The areas of cooperation would beevebby JTL became Safaricom’s
preferred broadband infrastructure provider, thelwestve provider of Safaricom’s metro
fibre requirements, the re-seller of any excesSafaricom’s capacity on TEAMS and
Seacom as well as deployment of fibre by JTL afepeatial discounted rates. This
relationship is key to the success of Safariconverall data strategy and is an integral
part of the company’'s commitment to continually @mte the value proposition for
shareholders. JTL is one of Kenya’s leading broadhafrastructure providers and this
alliance effectively gives Safaricom access toater 1 000 kilometres’ of state-of-the-
art metro fibre network. JTL has proven technicglegtise in the area of managed fibre
services and the design and quality of their nékw®his partnership allowed Safaricom
to make significant savings in both operational eapital expenses. Safaricom expected
to realize these savings as a result of repla@ggdy micro-wave transmission network
with fibre and to exploit the time to market adages that the JTL fibre footprint gives
in terms of accessing large corporate, homes, sandllmedium enterprises so as to offer
them cutting edge last mile communication solutiddafaricom also realized easier and
faster network expansion at lower capital expemdjtbetter throughput on the network
and provision of a wider choice of data servicesaoy technological platform with

Safaricom’s acquisition of a unified license.
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4.4 Motives for Entry into Strategic Alliances

It was noted that the motives behind the entry sitategic alliances by Safaricom fell
under three major categories. These three categameethe transaction cost approach, the

organizational theory approach and the competjiogtion approach.

4.4.1 Organization Theory Motive

Acquisition of new technologies whereby 51% stales wcquired in One Comm in order
to compliment Safaricom’s current mobile broadbaerdvice offering with robust fixed
broadband services especially for corporate cugstnide move to acquire One Comm
was facilitated by positive changes to the reguatnvironment and it underscored
Safaricom’s commitment to continuously invest invritechnologies that would enable it
provide its WIMAX coverage in major cities to thaustomers. Acquisition of skilled
expertise and knowledge was another major factar lkd Safaricom to enter into an
alliance with One Comm. The engineers at One Coriteady had the know-how of
setting up broadband networks and hence Safari@rardged from this expertise.
Enhancing new product development capabilities &etping capture international
markets was another key factor that led Safariconfotm alliances. The strategic
partnership between Safaricom Limited and the UKebavodafone led to the formation
of the now re-known M-PESA. Besides being one efdreatest revenue streams of the
company, M-PESA has revolutionized the economy efy& by ensuring circulation of
money in the economy. Since its inception in Ma26B7, M-PESA has moved a record

Kshs 405 Billion within the Kenyan economy.
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4.4.2 Transaction Cost Motive

Enhancing resource efficiency and cost-cuttingtted strategic alliance with JTL. JTL’s
fiber technology has enabled Safaricom to gradualigse out expensive micro-wave
technology and take advantage of JTL’'s expansi¥&gtructure spanning over 1000
Kilometers. Fiber technology is more superior inalgy and cheaper to maintain.
Safaricom has therefore been able to realize hagi@gs in its capital expenditure as a
result of this partnership. This cost saving haedtliy translated to higher profits and
value for stakeholdersSharing of organizational resources was a key faittat led
Safaricom to enter into an alliance with KCB in@rdo enable more users load onto the
M-PESA system. Under the deal, Safaricom would igean avenue and channel that
enables its M-PESA customers send money reguld@B would use this platform as
part of its modernization and corporate expansidan pto improve its delivery

mechanisms and improve efficiency.

4.4.3 Competitive Position Motive

Broadening of product lines was another factor.afiance with several utility providers
such as KPLC, Nairobi Water Company, Insurancediand other service providers has
helped Safaricom extend its M-PESA product from pait sending and receiving
money, but also to payment of utility bills. Thensees charges generate a huge revenue
stream for Safaricom. This also helped in creatingtomer value, which is a key factor

motivating the formation of alliances.
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Leveraging on economies of scale and scope asawgdining access to specific markets
or distribution channels was also a key motivatfagtor. The partnership between
Safaricom and Equity Bank to launch a new mobilseyotransfer service that enables
M-PESA customers access money from the bank’'s AitMisughout the country has
been based on the leverage on economies of scaRESA ATM withdrawal service
targeted over 10 million Safaricom M-PESA customgh® would be able to use their
mobile phones to access money from Equity Bankisr &0 ATMs, the largest such
network in the country. Previously, customers woaldy be able to withdraw from
designated agents who were far apart. The partipersith Equity bank has helped
Safaricom take its products and services closéin@@eople. Safaricom has also greatly
benefited from the partnership with cellular deslsuch as SAMCHI because the
company has been able to avail products to the ameas by taking advantage of

SAMCHI's well established distribution channels.

Entry into new market domains was another majosaeavhy Safaricom entered into
alliances especially with One Comm. For a long tirBafaricom was offering data
services at low internet speeds using a techndtogyvn as GPRS. With its acquisition
of the 3G license, Safaricom needed a partner wé® already an established player in
the data market. One Comm was already providintgastrfucture to various Internet
Service Providers (ISPs) and hence, under this\geraent, Safaricom would ride on
One Comm’s infrastructure to reach a wider dataketaas well as new market domains

using the WiMAX technology that allows fast intetiservices.

40



Protecting competitive position in the home mankes a factor that led Safaricom to
launch an international money transfer servicdMHRESA. In this strategy, other mobile
phone operators in Kenya, who had subsequentlychadh their own money transfer
services after observing the success of M-PESA, ldvalso be compelled to go
international with their services. Since these ptayare not as established as M-PESA,
their divided attention in the home and internasiomarket would allow Safaricom to
consolidate its home base and therefore proteatoitspetitive position in the Kenyan

market.

4.5 Dealing with Uncertainties of Globalization

Strategic alliances have contributed to Safaricoatvdity in dealing with uncertainties
and challenges in business posed by globalizatiorarious ways. Globalization has led
to the infiltration of many products and servicestihe Kenyan market and therefore
posing a risk to home companies such as a Safarieanmnering with other firms to roll
out new products and services to the market has &eeffective way of dealing wit this
challenge. It has helped Safaricom save on codistlaerefore offer more value to
customers as well as enter new markets. Stratdginaes have also helped Safaricom to
respond to changes in technological environmeninptly by partnering with firms like
One Comm and JTL whose main business is sellingntdogical products. This has
ensured that any recent technology acquired byetfiess is consequently absorbed by
Safaricom and therefore, the company has beent@algesition itself well in the rapidly

changing technological sector.
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4.6 Benefits and Challenges of Engaging in StrategAlliances

The benefits realized by Safaricom as result ldrades include improved profitability

whereby costs have been reduced hence pushingfifs pPartnering with JTL allowed

Safaricom to make significant savings in both openal and capital expenses.
Safaricom realized these savings as a result ¢tdery legacy micro-wave transmission
network with the cheaper and more efficient fiommsport system. Ensuring effective
satisfaction of customer needs has been realizedrasult of diversifying products and
services and devolving infrastructures to the goags. Allowing many service providers
to hook up to the M-PESA system helped to diverdiify M-PESA service. This has
helped customers gain greater value for their momayely delivery of products and

services to customers has been realized as a wspértnering with banks and other

firms that have facilities in both rural and urlnters.

Ability to accrue economies of scale has been zedliafter partnering with firms that
have huge resources such as in case of natiomal $ystems, cellular distributors and
commercial banks. Access to partners’ in house kexyge is one of the greatest benefits
that Safaricom has realized after entering intatsgic alliances. This was evident in the
joint venture between Safaricom and One Comm LterehSafaricom provided the
financial resources and One Comm provided theiredige in the data market. The
partnership between Safaricom and JTL also broughproprietary knowledge to

Safaricom about how to set up an efficient andiesdifibre network.
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The research found out that various challenges axgperienced by Safaricom as a result
of entering into strategic alliances. One of thalle@mges is responding to changes in
technology by partnering firms whereby Safaricons b@ up-grade its systems if the
partner firm has upgraded theirs in order for syst®f both firms to work efficiently.
When JTL adopts new transmission equipments, $afarhas to upgrade too. Another
challenge is discontentment for some partners veleb they are getting less out of the
alliance. This was the case with MobiCom dealers it discontented resulting into
dissolution of the alliance. This was a very bigsdor Safaricom because MobiCom was
the biggest cellular dealer for Safaricom airtimed aother services. They owned
distribution channels in various parts of the copand hence, their withdrawal from the

partnership meant that availability of servicesustomers was delayed to a large extent.

Control related problems are another major chadlezgpecially in the use of commercial
banks ATM outlets. Safaricom does not have cortmolse of commercial banks ATMs
to access money through M-PESA services and asudt,reustomers are forced to bear
with commercial banks ATM down times. If the ATMseanot loaded with cash, M-
PESA customers cannot make withdrawals and Safartmes not have control over that

problem.

4.7 Competitive Advantage and Strategic Alliances

This section covers findings on whether entry itite identified forms of strategic
alliances by Safaricom had helped the company fec®@fely deal with competition in

the telecommunication industry as well as gainstanoable competitive advantage. The
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research found out that Safaricom has been abldet effectively with serious
competition in the telecommunications industry assalt of forming strategic alliances.
Some of the best ways that Safaricom has been tabldeal with competition are
development of new products and services as welleaslopment of key performance

indicators that have been brought about by entoysirategic alliances.

4.7.1 Development of New Products and Services

It was noted that Safaricom has benefited fromtesgia alliances by developing new
products and services to keep it ahead of its ctitopee Some of these new products and
services include M-PESA, M-KESHO accounts with Egliank, cash transfers to and
from bank accounts with various commercial banke/@k as utility bill payments. This
has made it easier for Safaricom customers todrdramost all their businesses through
the mobile phone. The service charges attractethése services are a great revenue
stream for Safaricom. These services have also te@eived well by customers because
it's easy to pay almost all bills through the mebghone, and therefore, as a result of
these strategic alliances, Safaricom has helpedowedivelihoods of many Kenyans. M-
PESA has been and is expected to be a leadingue\aream for safaricom for quite a

long time to come.

Data services related to fast internet speeds vealezed as a result of partnering with
JTL (Which provides the backbone infrastructurérémsport data quickly) and also One
Comm (which provides base stations capable of issrnet technologies such as
WIMAX). Data services are now the greatest revestueams for Safaricom. Going into

data services was a key strategic move becausauevdrom voice services had been
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decreasing marginally over the years. Thereforepnder to be competitive in the

lucrative data market, Safaricom had to seek aapeship with One Comm and JTL. The
data market in Kenya had for a long time been dateih by Internet Service Providers
(ISPs), but Safaricom has now become the markdetea data services with a leading
79.6% of market share. The data services growth tas been phenomenon with over

2.64 Million users actively using the service j@stears after its launch.

Safaricom has also derived competitive advantage &sult of increased market share
through alliance with cellular dealers who havedadistribution networks which always
ensure that airtime and other services are availabt accessible in most parts of the

country.

4.7.2 Key Performance Indicators Resulting from Stategic Alliances

The study found out that Safaricom had identifieg¢ performance indicators that have
given the firm a sustainable competitive advan@age result of entering into strategic
alliances. These key performance indicators hawmrhe great revenue streams for
Safaricom. They are M-PESA, data services, contimuarket leadership and an upward

trajectory growth in profitability.

M-PESA has been a key performance indicator forcttrapany. Specifically, 10 million
registered users as at 31st March 2010, with alalision network of 17,653 retail outlets
countrywide. The service is now registering an agerof 11,580 users per day and has
51 Pay bill partners including KPLC, Old Mutual, iNdbi Water Company, commercial

banks, Micro finance Institutions, fuelling statonand the Youth Enterprise
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Development Fund. Since its inception, M-PESA hased a massive Kshs 405 Billion
in the Kenyan economy with person to person trassfalued at Kshs 28.59 Billion.
Safaricom’s revenue in the 2009/2010 FY was KshsB8lon, of which M-PESA

contributed 10 billion, representing an 8% shartneéncompany’s revenues.

As a result of engaging in a strategic alliancénv@ne Comm, Safaricom has set-up 400
3G enabled base stations in Nairobi, Mombasa, Nhavand Eldoret, with roll-out in
other parts of the country on-going. WiMAX rolloig also ongoing with focus on
corporates’ branch networks, up-market residemtiahs and medium-sized companies.
The service now has 2.64M users of the 3.5M dagasus the country. This represents
79.6% of the total data market share. In the 20MMd)2financial year, data services
contribute Kshs 2.94 Billion to Safaricom’s revenilie service profitability is growing
at an average rate of 54% annually, and is deemduktone of the biggest revenue
streams for Safaricom. The study found out thatfittme has continued to experience a
strong subscriber growth of 18% per year fuelledjbglity and product innovation. The
subscriber base stands at 15.36 million subscriversh represented a market share of

79.1% in 2009, against the closest rival Zain Keatya5.9%.
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Figure 1. Safaricom’s Continued Market Leadership

Subscribers
Continued Market Leadership

March 2008 March 2009

mEssar Telecom Kenya

(Source: Research Data, Annual Financial reporthi® year 2008/2009)
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1 Summary

The ultimate purpose of every business should bsatisfy the customer expectations.
Increased levels of competition require greateatsgies to gain competitive advantage.
The study shows that Safaricom has been involvestrategic alliances. Specifically,

Safaricom has used equity alliances most of theegirand only one Joint ventures

alliance. There was no noted instance of contrhalliance.

The study noted that factors that led Safaricora gmtering in strategic alliances with
other firms were; Acquisition of new technologi@seans of creating customer value,
leveraging on economies of scale and scope, gaiatugss to specific markets and
distribution channels, enhancing new product deweknt capabilities, capturing
international markets as well as sharing orgaromali resources. The study therefore
agrees with Kogut (1988) on the motivations whiead any firm into seeking strategic
alliances. It was further noted that strategicaalties have contributed to Safaricom’s
ability in dealing with uncertainties and challeage business posed by globalization as
follows; Rolling out new products and services e tmarket, improved profitability,
effective satisfaction of customer needs, ensuaihf@pgistics and other control measures
are in place, ensuring timely delivery of productgustomers and responding to changes

in technological environment promptly.
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The research found out that Safaricom had gaingdstainable competitive advantage
due to formation of strategic alliances. This wasaesult of increased market share and
profitability. M-PESA and data services are now tleading revenue stream for
Safaricom after voice services. This means thatcttrapany will continue to realize
marginal profitability a long as these servicesgmaving. Alliances with cellular dealers
have ensured that Safaricom’s market share is ldmgeause these dealers have
distribution networks throughout the country. Agamarket share is one of the greatest
competitive advantages that firm can have. Safaribas also been able to generate huge
revenue streams as a result of partnering with cerciad banks and several utility firms
in the country. Subscribers opt to make their band other transactions through M-
PESA, and the services charges attached to thegeesehave been generating huge

profits for Safaricom.

5.2 Conclusion

The study found out that Safaricom had gained taswable competitive advantage as a
result of entering into strategic alliances anddfw@e, telecommunication firms in Kenya
should engage in strategic alliances because Hikseces have value creating potential
which leads to sustainable competitive advantaflesse advantages were derived from
the benefits such as; Leveraging on economiesadé sif cellular dealers, new products
innovation as in the case of M-PESA and data, pbdnd services extension as in the
case of using M-PESA to pay utility bills, cost s@yoperations by replacing expensive
micro-wave technologies with JTLs fibre infrastiwet as well as timely delivery of

products as a result of partnering with large ¢afldlistributor. Had the company not

engaged in the above mentioned alliances, it wowgdhave gained the 79% market

49



share and the market leadership that it currerdgl; hese findings are in line with the
literature that exists on strategic alliances. @ad Teng (2001), argue that strategic
alliances have value creating potential that makesm an important source of

competitive advantage.

5.3 Recommendations for Policy Makers

The study drew various recommendations both tccpahakers and researchers. It was
recommended that regulators and players in thedsienunications industry should
embrace strategic alliances because not only db sliances help a firm get a
competitive advantage, but they also impact paditivon the livelihoods of many

citizens.

5.4 Recommendations for Further Research

The study confined itself to Safaricom. This reskaherefore should be replicated in
other mobile phone service providers in the couatnyg the results of the findings be
compared for more accurate generalization. A stlihuld be conducted in order to find
out the kind of alliances that other mobile telephgervice providers have engaged in
and whether they have been a source of any corvpetiivantage. A similar study

should also be carried out in the firms havingtetg alliances with Safaricom in order

to find out if these alliances have been a soufo®mpetitive advantage for them or not.
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5.5 Limitations of the Study

One of the major limitations was lack of adequateoperation from the respondents.
This research was carried out at a time when tinee serious price wars in the
telecommunications industry, and therefore, inqusplayers were repositioning
themselves in order to make appropriate strategicest The respondents, who were in
the senior management team of Safaricom, were ftrerevery cautious with the
information they gave. The interviewer felt thatr@information was being withheld. It
was also difficult to collect and analyse information all the alliances that Safaricom
had entered into because the alliances were veny.ndanother limitation of the study is
the time allocated to the entire project. The tatlecated for the completion was little in
relative comparison to the amount of research woak had to be done. Resources for

the research were scarce. These resources inclogeyrfor travel and stationery work.
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APPENDIX |

LETTER OF INTRODUCTION
Evalyn W. Mwai

P. O Box 25840-00100
NAIROBI,

Safaricom Ltd
P.O BOX 46350-00100
NAIROBI.

Dear Sir/Madam,

RE: Collection of Data

| am a postgraduate student at the University afd$g at the School of Business. As
part of my course work assessment, | am requiredutomit a management research
project. In this regard, | am undertaking a redeaso engagement of your firm in

strategic alliances and the competitive advantggesed as a result of the alliances.

This is to kindly request you to assist me colkbet data from your organization on the
same. The information you provide will be used egilely for academic purposes. My
supervisor and | assure you that the information gove will be treated with strict

confidentiality. A copy of the final paper will bavailed to you upon request. Your

assistance will be highly appreciated.

Thank you in advance.
Yours Faithfully,
Evalyn W. Mwai

(MBA Student)
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APPENDIX Il

INTERVIEW GUIDE

Instructions

Please provide the answers as correctly and hgraespossible.

Section 1: Demographic Information

)] In which department/division do you work?

i) What is your position in the department/division?

iii) How long have you worked with Safaricom.

Section 2: Strategic Alliances

i) Has Safaricom Limited been involved in Strategitiahices?

i) If your answer in (i) above is Yes, what forms afaBegic alliances has

Safaricom Limited been involved in? Please explain
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iii) If your organization has been involved in more tbae form of strategic

alliance as in (ii) above, which form is more conmtlan the other? Why?

iv) Explain the factors that have led your Company enitering in strategic
alliances with other firms. List other factors tis@faricom considers as

important and can lead into formation of alliances.
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Vi)

Vi)

How do the formation of alliances by Safaricom helgleal with

uncertainties and challenges in business posetbbgl@ation?

Explain the benefits that Safaricom has gainedrasut of entering into

Strategic alliances.

What challenges has Safaricom experienced as & ofsmtering into

strategic alliances with other firms.
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Section 3: Competitive Advantage

)] In your opinion, has the formation of alliances3gfaricom helped the
company to effectively deal with competition in thelecommunication

industry? Explain

i) Has Safaricom developed new products or servigesigi strategic

alliances? If yes, please name the products/Sexvice

i) If your answer in (ii) above is yes, explain howgk new products/services

have enabled the company gain a sustainable campetdvantage?
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iv) Other than developing new products/services, extier ways in which
Safaricom has been able to get a sustainable caiwpetdvantage as a result

of having strategic alliances.

V) Of all the factors that led the organization toeerto strategic alliances,
name and explain the factors that have helpeddhmany get tangible
benefits and hence to gain a sustainable competitivantage. Please give
illustrations where possible.
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