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ABSTRACT 

The business environment within which the manufacturing pharmaceutical 

industry operates has been very volatile. The political anxiety, competition from 

the entrants, social reforms, technological advancement and global changes are 

sorn of th clw ll ng s that have greatly affected the growth of the industry . 

. , 11 dynamism of U1e pharmaceutical environment in the current times is posing 

a lot of challenges to all pharmaceutical companies. This study was designed to 

investigate the strategic response to competition by GSK. The research design 

was a case study and the population consisted of the 300 employees in GSK. The 

study used a sample of 10 managers .and forty other employees not in the 

management team. This sample was selected using systematic random sampling 

technique. Primary data was collected using questionnaires while secondary data 

was collected from published records in the pharmaceutical industry. The 

collected data was then analyzed using descriptive statistics such as mean and 

percentages. The results were then presented in form of frequency tables. 

The study found out that GSK is faced with a myriad of challenges but the most 

pronounced challenge was competition. This competition was seen in terms of 

supplies, the supply chain, marketing of products and selling to the final 

consumer. The company has responded to the challenges of competition by 

putting up production facilities in many countries across the world to be able to 

compete effectively with others in the industry. 1 he company also introduced a 

management accounting system in all its divisions as a response to the kind of 

accounting systems employed by other companies. The spate of mergers also 

brought with it challenges that the company has had to deal with such as 

integrating the separ ale identities, integrating different strategies and integra ling 

1 ackaging and manufacturing operations of the other pc:utners that formed the 

rnerg r. 111ese findings have important implications to GSI", th phar mac utica I 

Industry and the licy ma ers in the pharrna utical indu try in 1y . 



1.0 CHAPTER ONE: INTRODUCTION 

1.1 Strategic Responses 

Ansoff and Me onnell (1990) see strategic management as a systematic 

appro ell to position and relate the firm to its environment in a way that will 

assure lls continued success and make it secure from environmental surprises. 

Hamael and Prahalad (1989), perceived an organization as a foundation for 

sustained competitive advantage when it poses skills or resources that provide 

superior value to customers and that are difficult to imitate. In a turbulent 
' 

environment, the more enduring advantage is ability to anticipate evolving 

customer needs and to generate new values creating capabilities based on that 

knowledge. And unless there is an advantage over competitors that is not easily 

duplicated or connected, long term profitability is likely to be elusive 

Aosa (1992) noted that the action of competitors have a direct impact on a firm's 

strategy. He further stated that strategy will only make sense if the markets to 

which it 1 elates are known; and pointed out that the nature of the industry in 

which the company operates needs to be understood. The structure of an 

industry and trend in that industry will help the current and future attractiveness 

of that industry. 

In the 1990's, many companies have acknowledged the critical importance of 

being customer oriented, customers pay attention to after sales services, and 

responsiveness of employers (Kotler, 1997). Hamael and Prahalad (1989), noted 

that restructuring and re-engineering - "while both are legitimate and important 

tasks, they have more to do with sharing today's business than with building 

tomorrow's industry". According to Aarker (1989), long - term success involves 

cr ating, managing und exploiting assets and skills that cornp lilors md difncult 

o match or c unler. his involves thre st ps: 



i. Identifying relevant skills and assets by observing successful and 

unsuccessful firms, key customer motivations, large value added items, 

and mobility barriers, 

II. selecting those skills and assets that will provide an advantage over 

cornp lilors, will be relevant and appropriate for the future, and will be 

f aslbl , sustainable and appropriate for the future, and 

Iii. Develop and maintain those of competitors. He further observed that 

there are three basic ways to compete, namely, on the basis of delivery, 

quality and price. 

Porter (1980) noted that competitive advantage is the ability of the firm to out 

perform rivals on the primary performance goal profitability. Hines (1996) also 

argues that there is essence of business lo create competitive advantage that 

comes in a number of ways such as low-cost production or market 

differentiation. Collies et al (1998) identified three elements that collectively lead 

to competitive advantage that creates value and Lhey have called l11ese elements 

the corporate strategic triangle: resource (company assets, skills and 

capabilities). Strategic business units and other key segment of Lhe society: 

structure, systems and processes. They argue that these three sides of vision, 

goal and objectives to produce competitive advantage that could lead to value 

creation. Bennet (1983), also empl1asizes the i portance of improving a 

company's image and points out that the first step in doing this is finding out 

where you are cun ently; which can be done by determining the target audience, 

especially the employees. 



1.2 Global Pharmaceutical Industry 

As defined by its Standard Industrial Classification (SIC Code), the 

pharmaceuticals industry (SIC 283) consists of establishments that are primarily 

Involved In fabric ling or processing medicinal chemicals and pharmaceutical 

products. Tl1e industry also includes establishments that formulate 

pharmaceutical products and are involved in grinding, grading, and milling of 

botanical products. The Census of Manufacturers defines an establishment as a 

single physical location or a facility where manufacturing occurs. If more than 

one distinct line of manufacturing occurs at the same location, the Bureau of 

Census requires separate reports for each activity. 

Although the industry is part of the two-digit SIC code 28 for Chemicals and 

Allied Products, it differs significantly from the rest of the chemicals industry in 

its industrial processes and regulatory requirements. For example, in its industrial 

processes, the phat maceuticals industty uses more batch operations than the 

chemicals industty as a whole. Since some of the bulk manufacturing operations 

involve extracting relatively small, highly concentrated quantities of active 

ingredients from mucl1 larger volumes of raw material, the industry's production 

yield for these operations is correspondingly low. 

The pharmaceuticals industry also receives extensive regulatory oversight by the 

U.S. Food and Drug Administration (FDA). In 1996, the Center for Drug 

Evaluation and Researcl1, FDA approved 131 new drug applica tions (NDAs), of 

which 53 were new molecular entities. According to the Congressional Office of 

Technology Assessment (OTA) in 1993, it costs an average of $359 million to 

develop a new drug and complete the drug approval process. 1 otal drug 

development and agency review lime averaged 15.3 y ars for drugs approved 

from 990 through 1995. More information on l11 ty~ ic I industri"l l pro ss s 



and regulatory requirements of this industry is provided in Sections III and VI, 

respectively. 

When a phar maceutlcal company discovers a compound that may have medical 

pol ntial, til comp ny usually applies for a patent. Patents are valid for 20 years 

from lh dale of application. Any drug made from the compound may be 

marketed only after approval by the federal Food and Drug Administration (FDA). 

1 he drug development process, beginning with initial toxicology testing, followed 

by clinical trials for safety and effectiveness, and review of the application by the 

FDA averages fifteen years. When the company's patent or period of exclusivity 

has expired, other companies may rely on the original manufacturer's data on 

safety and effectiveness to obtain approval to market a generic version of the 

drug. Companies wanting to manufacture the same drug once it is off-patent are 

required to obtain FDA marketing approval, based on evidence that the generic 

version is "bioequivalent," i.e., differs in Lhe rate and extent of drug absorption 

by no more than 25 percent nor less than the 20 percent from the original drug 

(FDA, 1996). While companies that specialize in the development and marketing 

of brand-name, innovator drugsl may have subsidiat ies that manufacture 

generic products, most generic drug companies do not conduct research 

intended to identify and develop innovator drugs (PhRMA, 1997). 

Because of the high cost and time to approval, effective patent protection is an 

essential component in the decision to invest in drug development and 

marketing. This is especially true for international con1panies interested in 

marketing drugs in several countries, each with its own approval procedure and 

marketing requirements. While the International Conference on Harmonization is 

proposing hat monized rules for drug registration and approval for Europe, Japan 

and the United S ates, each country retains its own approval sysl m. In other 

coun ·es, sp cially dev loping countti s, the issu of d quat pal nt 

pro ion is c n rat one rn of 11 rm utlcat m nuf lur (I hi MA, 1 7). 



Discovery of new compounds followed by further research and development 

(R&D) is one of the primary functions of the industry. The pharmaceutical 

production process starts with an extensive research stage, which can last 

several years. Following the discovery of a new drug that appears to have 

efficacy in lr ling or preventing illness, pre .. clinical tests and clinical trials are 

conduct d. 11 n a New Drug Application (NDA) is submitted to the FDA for 

npproval. According to a primary trade association for pharmaceutical companies 

producing brand name drugs, the Pharmaceutical Research and Manufacturers of 

America (PhRMA), it takes an average of 15 years to bring a new drug to market, 

from time of discovery to approval (PhRMA, 1996). It is only after FDA approval 

has been secured that market distribution in the U.S. can begin. 

The competition for discovering new drugs and bringing them to market is 

extremely high. As a result, a significant proportion of the industry's sales are 

reinvested into research and development (R&D). 1\ccor ding to PhRMA, total 

R&D expenditures, both domestically and abroad, by its members, will be close 

to $19 billion dollars in 1997. PhRMA estimates that over 21 °/o of total sales will 

be reinvested into R&D by its members (PhRMA, 1997). 

Competition between existing players in an industry increased as various 

pharmaceuticals companies positioned themselves using various competitive 

practices to obtain and retain their customers. High competitive pressure results 

in pressure on prices, margins, hence, on profitability for every single company 

in the industry (Porter, 1985). 

1.3 Pharmaceutical Industry in l<enya 

e pharmaceutical industry consists of lhr c segmen s namely the 

manu fa ur rs, dis ributors and r tai l r s. All th s pi y a m JOr rol in sup1 or ing 

the r glans health s tor, which Is es lr 1at d to 11 v 

s 



in Kenya alone. Kenya is currently the largest producer of pharmaceutical 

products in the Common Market for Eastern and Soutl1ern Africa (COMESA) 

region, supplying about 50% of the regions' market. Out of the region's 

estimated of 50 r ognized pharmaceutical manufacturers; approximately 30 are 

bas d In K nya. 

It Is approximated that about 9,000 pl1armaceutical products have been 

registered for sale in Kenya. These are categorized according to particular levels 

of outlet as freesales/OTC (Over The Counter), pharmacy technologist 

dispensable, or pharmacist dispensable/ prescription only. The pharmaceutical 

sector consists of about 30 licensed concerns include local manufacturing 

companies and large Multi National Corporations (MNCs), subsidiaries or joint 

ventures. Most are located within Nairobi and its environs. 

The industry compounds and pacl<ages medicines, repacking formulated drugs 

and processing bulk drugs into doses using predominantly imported active 

ingredients and excipients. The bulk of locally manufactured preparations are 

non-sterile, overthe-counter (OTC) products. 

The patent protection of pharmaceuticals in Kenya is based on the African 

Regional Industrial Properly Organization (ARIPO) patent system. Kenya's patent 

laws have been revised from the traditional British based format to the ARIPO 

system, which was created by the Lusaka agreement in 1976. ARIPO is based in 

Harare, Zimbabwe; the organization was mainly established to pool the 

resources of its member countries in industrial property matters together in order 

to avoid duplication of financial and human resources. Additionally, the Kenyan 

government passed the Kenya Industrial Property Bill in 2001. 1 his bill allows 

K nya to import and to produce more affordable medicines for IIIV/AIDS and 

oth r dis as s. 



The market for pharmaceutical products in Kenya is estimated at KShs 8 billion 

per annum. The government, through Kenya Medical Supplies Agency (KEMSA) is 

the largest purchaser of drugs manufactured both locally and imported, in the 

country. ll buys about 30°/o of t11e drugs in the Kenyan market through an open

lender syst Ill (. nd distributes them to government medical institutions. There 

ar about 700 r gistered wholesale and 1,300 retail dealers in Kenya, manned by 

registered pharmacists and pharmaceutical technologists. These pharmacies are 

accorded a 25°/o mark-up on reta il drugs. Anti -infective products (chiefly 

antibiotics, antimalarials, sulfonamides), analgesics, antipyretics, bronchial 

relaxants and cylotoxins account for the , bulk of government and private sector 

purchases of medicines in the Country, (Economic Survey 2006 by Central 

Bureau of Statistics and Ministry of Planning) 

How do pharmaceutical companies respond to competition within the Kenyan 

pharmaceutical industry with a decrease in their abili ty to price discriminate? 

Multinational firms, such as GSK in particular, often rely on trade barriers or 

intellectual property rights to charge different prices in different countries in 

response to local market conditions. Changes in trade or intellectual propert.y law 

can therefore have important effects on market segmentation. This paper 

examines how GSK responds to increased competition within the Kenyan 

pharmaceutical industry and how such competition has affected the product 

market strategies of GSK. In particular, it illustrates the importance of non-price 

responses by GSK, such as adjustments in product offerings or characteristics, to 

maintain price differences among competitors. Differences in pharmaceutical 

prices are the topic of much discussion in the press and in policy circles. 

' le issue of parallel imports is at the intersection of competition law, intellectual 

pr op r y (IP) law, and tr ade law, and therefore is an important policy issu for 

gov nn nts ar d inl rnational organizations. In ddilion, nongov rnm ntal 

or ar izalions h ve lobbl t r s v ly for poli of ' in r n ~ i n I h usli n" 

7 



of patent rights, which would remove the current barrier of IP rights to parallel 

trade in Kenya. Both the law and U1e strategies firms use in response to 

competition are relevunl not only to the pharmaceutical industry, but to all IP

Intensive firms that c r uclive in multiple countries, some of which contend with 

Ill g, I ph, ling tilt t is nol well-policed in addition to legal parallel trade, (New 

York Tim s, S 1 t. 22, 2005). 

1.5 Statement of the problem 

The business environment within wh,ich the Manufacturing Pharmaceutical 

industry operates has been very volatile. The political anxiety, competition from 

the entrants, social reforms, technological advancement and global changes are 

some of the challenges that have greatly affected the growth of the industry. 

The dynamism of the pharmaceutical environment in the current times is posing 

a lot of cha llenges to all pharmaceutical companies. Following the background of 

this study, it is only tl1ose pharmaceutical companies that are able to adapt to 

the changing environment and adopt new ideas and ways of doing business t.hat 

can be guaranteed of survival. Some of the forces of change that l1ave greatly 

innuenced the pharmaceutical industry include intense cornpelilion, globalization 

and technological advancement. 

However, misdiagnosing the industry factors critical to long-term competitive 

success greatly raises the risk of misdirected strategy. lssue munagernent in the 

pharmaceutical industry demand that companies should have effec.tive systems 

in place to counter unpredictable events that can sustain their operations and 

minimize the risks involved. Therefore venturing in this areu, it is hoped that, 

areas of interest for furt11er research can be identifi d und further und 1 stunding 

of the slr l gic res~ OilS s to comp lilion within the i11dustry, udopt d y such 

pi armac uttcal compani s Nilh a focus on S in I nya. 



Previous research on strategic responses by Kenyan companies have been 

undertaken, for example, Abdullahi (2000), carried a research on strategic 

responses adopt d y Kenayan Insurance companies and found that most 

companl s do not lmvc a clear cut strategic approach. Numerous other studies 

hav also b n canied out in the area of strategic responses but non of them 

llave sp cifically centered on GlaxoSmithKiine company (Njau, 2000; Kandie, 

2001; 1 higa, 2002; Goro, 2003; Kiptugen, 2003; Mugunde, 2003; Mugambi, 

2003). It is in this light that the researcher seeks to fill the existing gap in this 

area of study by answering the question: what strategic responses to 

competition from other manufacturing pharmaceutical companies does GSK 

adopt in Kenya. 

1.6 Reseaa ch Objectives 

The research objective will be to establisl1 tl1e strategic responses Lowards 

competition from otl1er manufacturing pharmaceutical companies, adopted by 

GSK in Kenya. 

1.7 Importance of the Study 

'J llis study will be or vC.llue to the MC.lnuyemertl Leum of G K in Kenya as a 

reference point for competitive strategy being put in place, both present and 

future, that will ensure that GSK adopts and implements different competitive 

strategies. 

J !1 fin ings of this study will be of significant to the following groups: 

• J harmaceutical industry which is dir clly affected by the dyn mic busin \ss 

nvir onment nd con >e ilion n nyan. 



• Scholars who will use it for further research in the same area/or related 

field and for teaching in universities and other institutions of learning. 

• The government and corporate policy makers who might be interested to 

know lh impac.t of a dynamic environment in respect to the 

cornp liliv n ss of manufacturing pharmaceutical companies in Kenya. 



CHAPTER TWO: LITERATURE REVIEW 

2.1 Strategic Responses 

Ansoff and McDunn II ( 1990) noted that strategic responses involve changes in 

tile finn's str ut gi behaviors to assure success in transforming future 

nvlronm nt. P at ce and Robinson ( 1997) defined strategic responses as the set 

of decisions and actions that result in the formalization and implementation of 

plans designed to achieve a firm's objectives. Therefore it is a reaction to what is 

happening in the economic environment of organizations. Porter (1998), views 

operational responses as part of a planning process that coordinates operational 

goals with those of the larger organization. Hence operational issues are mostly 

concerned with certain broad policies and policies for utilizing the resources of a 

firm to the best support of its long term competitive strategy 

Pearce and Robinson (2000), says that there is need to adopt new strategies 

that match the challenges from the environment. Reengineering, downsizing, 

self-management and outsourcing are some of the dominant strategies that have 

been used for restructuring in the 1990's. Ansoff and McDonnell (1990) asserts 

that the management system used by a firm is a determining component of the 

firm's responsiveness to environment changes because it determines the way 

that management perceives the environment, diagnosis their impact on the firm, 

decides what to do and implements the decisions. 

Burnes (1998) the concern in real time responses is to minimize the sum to total 

losses and restore profitability to ensure organization's success in a turbulent and 

surprising environment. He also observed that unstable and unpredictable 

conditions in wl1ich organizations have to operate today m ans that the ability to 

hink s rat ylcally nnd manage slr t gic hange succ ssfully is k y cornp liliv 

advc ntc g . R al lim sll, l ic issu 

11 



responses are necessary to facilitate the firm's preparedness in handling the 

impending issue, which may have profound impact on the firm. 

2.2 Competition 

Cornp llllon do s not necessarily have to be between companies. For example, 

busln ss writers sometimes refer to "internal competition". This is competition 

within companies. The idea was first introduced by Alfred Sloan at General 

Motors in the 1920s. Sloan deliberately created areas of overlap between 

divisions of the company so that each division would be competing with the 

other divisions. For example, the Chevy division would compete with the Pontiac 
division for some market segments. Also, in 1931, Procter & Gamble initiated a 

deliberate system of internal brand versus brand rivalry. The company was 

organized around different brands, with each brand allocated resources, 

including a dedicated group of employees willing to champion the brand. 

Eacl1 brand manager was given responsibility for the success or failure of the 

brand and was compensated accordingly. This form of competition thus pitted a 

brand against another brand. Finally, most businesses also encourage 

competition between individual employees. An example of this is a contest 

between sales representatives. The sales representative with the highest sales 

(or the best improvement in sales) over a period of time would gain benefits 
from the employer. 

It should also be noted that business and economical competition in most 

countries is often limited or restricted. Competition often is subject to legal 

restrictions. For example, competition may be legally prohibited as in the case 

with a governm nt monopoly or a government-grant d monopoly. Tariffs, 

subsidi s or other prot ctionls measur s may also b inslitul d y gov r nm nt 

in ord r to pr v n or r du om1 t1 ion. p r ding on t11 r sp rv 



economic policy, the pure competition is to a greater or lesser extent regulated 

by competition policy and competition law. Competition between countries is 

quite subtle to detect, but is quite evident in the World economy, where 

countries like th US, Japan, tile European Union and the East Asian Tigers each 

try to outdo lh ot11 r In l11e quest for economic supremacy in the global market, 

hark nlng to th concept of Kiasuism. Such competition is evident by the policies 

undertaken by these countries to educate the future workforce. For example, 

East Asian economies like Singapore, Japan and South Korea tend to emphasize 

education by allocating a large portion of the budget to this sector, and by 

implementing programmes such as gifted education, which some detractors 

criticize as indicative of academic elitism, (Kohn, 1986). 

2.3 Pharmaceutical Industry structure in l<enya 

The pllarmaceutical industry in Kenya consists of manufacturers, distributors and 

retailers, who all actively support the Ministry of Health and other key players in 

developing the health sector. The pharmaceutical sector consists of about 30 

licensed concerns include local manufacturing companies and large Multi National 

Corporations (MNCs), subsidiaries or joint ventures. Most are located within 

Nairobi and its environs. These firms collectively employ over 2,000 people, 

about 65% of who work in direct production. The industry compounds and 

packages medicines, repacking formulated drugs and processing bulk drugs into 

doses using predominantly imported active ingredients and excipients. The bulk 

of locally manufactured preparations are non-sterile, overthe- counter (OTC) 

products. The number of companies engaged in manufacturing and distribution 

of pharmaceutical products in Kenya continue to expand, driven by the 

Gov r nrnent's efforts to promote local and foreign investment in the sector. 

h nya M dical Sup II rs Ag ncy ( r"lSA), a division of th Ministry of 

H alth, lar ly carri s oul the distr bu ion of pilar m c u I pr odu in ny . 



It distributes drugs to government public health facilities and private health 

facilities. KEMSA has been an autonomous body. Its policy is to make available 

essential drugs and equipment primarily but not exclusively, to public facilities. 

KEMSA compel s with other suppliers, e.g. the mission based medical supply 

facility (M D ) , nc1 privat wholesalers. 

Pllarmac ulical products in Kenya are channeled through pharmacies, chemists, 

health facilities and shops. There are about 700 registered wholesale and 1,300 

retail dealers in Kenya, manned by registered pharmacists and pharmaceutical 

technologists. The drugs on sale in K~nya are sold according to the outlet 

categorization, which can be described as free-sales/OTC, pharmacy technologist 

dispensable, or pharmacist dispensable/prescription only. 

Tile country continues to have remarkable expansion in t11e number of health 

facilities in all provinces. This is in line with the government's effort to avail 

accessible health facilities and services to all Kenyans. The number of health 

institutions in Kenya has experienced steady growth for the past five years. 

2.4 Competition within the Pharmaceutical industry 

The pt1armaceutical industry is highly complex. The technologies leading to drug 

discovery and development are at the limits of human knowledge. The huge size 

of the companies and the complexities of their processes and technologies 

presents many organizational and management challenges. The development 

and management of the distribution system is highly costly. However while 

excellence in managing all these aspects of the industry is a necessary condition 

for the survival of tt1e global pharma eutical companies, with a focus on GSK, the 

unc rt-ainty of the discovery process and the pol nlially huge returns from th 

dlscov ry of a sing I drug means that lik drill in for oil or r ndornly hoosin 

h bl k b ns from a j r of ov rwh 'lmingly whit or s, su ss in th indu try 

1 ' 



depends on a high measure of luck. Much of the thinking about business strategy 

in the industry is how best to cope with this uncertainty, (Burgleman, 2001) 

This has not always n the case. Colonel Ely Lilly gained his initial competitive 

advantag , In m nuf ctu1 ing, by producing 'true to label' products in competition 

with til va1lou 'snake oils' and other dubious concoctions of the era. The highly 

skew d nature of t ile returns from the drug discovery and development process 

means that a single drug can deliver corporate success at least in the short to 

medium term. In these conditions the normal principles of large numbers in 

which diversified portfolios produce pred,ictable returns does not apply to this 

industry. Returns from pharmaceuticals are highly volatile. For the established 

pharmaceutical companies the response to the discovery uncertainties has been 

to build scale through mergers and acquisilions so that the latter stages of their 

product pipelines have at least a handful of highly prospective blockbuster drugs. 

Scale offers the capacity to both fund in house research and draw in external 

research through a variety of licensing arrangements and all iances. l t has also 

provided the necessary marketing resources in an industry in which these costs 

absorb some 35% of revenues, (Agarwal, 2001). 

However since the numbers of companies at latter stage are so small and returns 

so uncertain tl1ese 'solutions' may be of very short duration with gaps in U 1e 

pipeline re-emerging as existing blockbuster patents expire and expected 

blockbusters fail to materialize - producing another round of M&A. At this stage 

there seems to be no limit to this pressure to consolidate. The growth rates 

demanded by the market to sustain current valuations require a significant and 

questionable expansion in the number of new large selling drugs. One oU1er 

strategy has been for pharmaceutical companies to diversify their business 

a ivi ies into lower risk acliviti s. Anoth r diversification str at gy is to focus on a 

com para iv ly lar e numb r of nich mar t drugs rath 1 th n blockbusl r s. 

Wh th by c id n or d lgn a num 1 f pl1 r rn u I com1 ni s ( PI 1 to 



have followed this strategy. While their total sales of pharmaceuticals place them 

in the first rank of pharma companies they have perhaps only one or two drugs 

of blockbuster status. Selling a broad range of drugs clearly lessens dependence 

on the dlscov ry f new blockbusters, but development and marketing costs 

ne d to b w t 11 d for the smaller markets to be economic. While large 

1 l1a1mu uli · I ompanies have sought survival in larger enterprises, these 

agglom 1 lion tendencies has not stopped other firms using a discovery 

br aktluougll to 'chance their arm' at developing a blockbuster of their own, 

ultimately perhaps through a marketing alliance with a global pharma. These are 

largely biotech firms that have funded inoependent drug discovery through direct 

access to the venture capital market. In other cases their research has been 

supported by large pharmaceutical companies through alliances and licensing. 

Such is the return from a single successful blockbuster that a small number of 

tl1ese companies have been catapulted into the first rank, (Harvard Business 

School (HBS), 1999). 

On the other hand many biotech companies fail to realize these ambitions and 

languish as contract resear ell houses or go out of business. Given the instability 

and apparent unsustainability of current pharmaceutical business strategies and 

structure, other models have been suggested. Tl1er e are those who argue that 

the real added value of t11e global pharmaceutical company is its capacity to 

organize, coordinate and finance the various parts of the drug development and 

distribution pipeline (Kettler, 2001). 

This would see a more limited role for the global pharma in which most research 

and perhaps a large part of the distribution was contracted out. This 

presupposes that specialization in various aspects of the drug development and 

dis 1 ibulion p1 ocess could achieve significant conomi s. In addition th 1 e is an 

lncr asin t elm cal cap bllity (e.g. g r ornics) to p1ovid p rsonaliz d m dicin . 

his glv s an opportunity for ornpan s s~ i lizin in p rli ul 1 th t 1 ulic 



areas to target smaller patient groups in which the massive distribution 

machinery of the global pharmaceutical companies becomes less relevant. If the 

economics of smaller patient markets was improved through the greater 

selectivity offered by genomics then size would be less critical, (Malknight, 

1999). 

Evolution of tile industry along the lines suggested above has implications for 

developments in Kenya. Kenyan R&D, at least in biology, is seen as world class, 

but constrained in gaining the attention of large pharma by 'tyranny of distance', 

and limited in funding opportunities fron;1 risk averse Kenyan capital markets. In 

a continuing world of big pharmaceutical companies perhaps the best that can 

be hoped for is to gain research and drug development support at an early stage 

on a project by project basis from large pharma by more actively pursuing 

overseas links. There may also be an opportunity for domestic companies that 

specialize in a particular aspect of the drug development process to contract out 

their specializations on a regular basis to global pha1 mace utica I companies, 

(Kenya Factbook 2001 by Kul Bursl1an). 

2.5 Reasons of increased competition between manufactul'ing 

pharmaceutical companies in l<enya 

Kenya is one of the most stable democracies in Africa. The Government 

welcomes, promotes and protects private enterprise. In addition, Kenya's 

competitive advantage for the health and pharmaceutical sector investment is 

supported by various investor friendly factors that include: 

17 



Trademark and patent protection 

Kenya is a member of most major international and regional intellectual property 
conventions - the World Intellectual Properly Organization (WIPO), the African 
Regional Induslri I Prop r ty Organization, the Paris Convention on the Protection 
of Industrial Prop rly, and the Berne Convention on the Protection of Literary 
and 1\rllsllc Works. 

Access to the regional market 

Exports from Kenya enjoy preferential access to world markets under a number 
of special access and duty reduction , programmes. These include regional 
markets (EAC, COMESA), EU-African-Caribbean-Pacific/Lome Convention and the 
African Growth & Opportunity Act (AGOA). 

Stable polit ica l cl imate 

Kenya has been one of the very stable countries in Africa since independence. 
The country has l1ad three presidents willl smooth transition taking place from 
one government to the next and peaceful elections held regularly. Tl1is is also 
manifested in the number of inter national and regional organizations 
headquartered in Nairobi including the UN, IGAD etc. 

Investment insurance 

The Constitution of Kenya provides guarantees against expropriation of private 
property. In addition, capital repatriation, remittance of dividends and interest 
are guaranteed to foreign investors under the Foreign Investment Protection Act 
(FIPA) (Cap 518). Kenya as a member of MIGA (Multilateral Investment 
Guarantee 1\gency) provides investors with an opportunity to insure their 
investrn nt in Kenya against a wide range of non-commercial risks. Kenya is also 
a rnemb r of the African Trade Insurance 1\gency (An), c. multilaler I xporl 
cr di and r olitical ris a ncy for COM SA m mb r slat s as w II as lh 
In rn ional ouncll for S t I rn r of Inv slm nt Disput s (I 



Strategic location 

Located on the East Aft ican coast and having the port of Mombasa, Kenya is 
strategically located for investors wanting to access the East and Central African 
market. Kenya is also u r gional hub for airlines allowing for easy access from 
and to any Pt rt of lh world. 

Investor friendly arrangements 

Tl1e K nya government can guarantee investor friendly arrangements such as: 
the Export Processing Zones (EPZ) program which offers attractive incentives to 
export-oriented investors and EPZ Authority to provide one-stop-shop service for 
facilitation and aftercare, the Investment Promotion Centre (IPC) to promote all 
other investment in Kenya including in Manufacturing under Bond (MUB) 
program, the Tax Remission for Export Office (TREO), a program for intermittent 
imports for export production, generous investment and capital allowances, and 
double taxation, bilateral investment and trade agreements 

Availability of affo1dable labour 

Kenya provides potential investors with an abundant supply of affordable labour. 

Kenya also has a well-trained labour force that is capable of handling all sorts of 
pharmaceutical procedures. 

Good quality of life 

Kenya hosts a number of international organizations and foreign embassies and 
provides very good and up to standard living conditions for foreign investors 
wishing to reside in Kenya. With recognized international hotels, airports and 
entertainment centers, Kenya provides as much comfort for foreigners as in any 

urop an capital. 



2.6 Concept of Strategy 

According to Grant, (2000) there is no agreed all embracing definition of 

strategy. Ind d, st1 t gy is an elusive and somewhat abstract concept. He 

argu s ll ltlt this is .xpected when dealing with an area that is constantly 

dev loping. Strategy is the direction and scope of an organization over a long 

term. Strategies are systematic choices bout how to deploy resources to achieve 

goals (Safford 2005) A strategy is a long term plan of action designed to achieve 

a particular goal, most often "winr)ing" (Thompson, 2007). Strategy is 

differentiated from tactics or immediate actions with resources at hand by its 

nature of being extensively premeditated, and often practically rehearsed. 

Strategy is a deliberate search for a plan of action that will develop a business's 

competitive advantage and compound il. For any company, the searcl1 is an 

iterative process that begins with 1 ecognition of where you are now and what 

you have now. Your most dangerous competitors are those that are most like 

you. The differences between a fir rn and its compelilors are the basis of its 

advantage. If a firm is in business and is self-supporting, then it already l1as 

some kind of advantage, no matter how small or subtle. The objective is to 

enlarge the scope of t11e advantage, wl1ich can only happen at some other firm's 

expense (Thompson, 2007). 

Strategy development is a multidimensional process that must involve rational 

analysis and intuition, experience, and emotion. But, whether strategy 

formulation is formal or informal, whether strategies are deliberate or emergent, 

lher can be little doubt as to the importance of systematic analysis as a vital 

inpu into the str alegy process. Without analysis, the pro ess of strat gy 

formulation, p r icularly he s nior man rn nt lev I, is lik ly to h otic 

itt no b sis for corn in n valu trn It r naliv s. M 1 ov r, rrli 1 



decisions become susceptible to the whims and preferences of individual 

managers, to contemporary fads, and to wishful thinking (Henry, 1978). 

According to Collis ( 1 c 5) concepts, tlleories, and analytic frameworks are not 

alternaliv s or su stilul s for experience, commitment, and creativity. But they 

do provid us ful frames for organizing and assessing the vast amount of 

lnformulion available on the firm and its environment and for guiding decisions, 

and may even act to stimulate rather than repress creativity and innovation. The 

benefit of strategy is not just offering simplification and consistency to decision 

making, but the identification of strategy, as the commonality and unity of all the 

enterprises decisions also permits the application of powerful analytical tools to 

help companies create and redirect their strategies. Strategy can help the firm 

establish long term direction in its development and behavior (Gary&Prahalad, 

1993). Strategy is forward looking. A fundamental concern is what the firm (or 

the individual or the organization more generally) wants to be in the future. Such 

a view is often made explicit in a statement of company vision. The purpose of 

such goal sellin9 is not just to establish a direction to guide the formulation of 

strategy, but also to set aspirations for L11e company that can create the 

motivation for outstanding performance. Hamel and Prahalad (1989) argue that 

a critical ingredient in the strategies of outstandingly successful companies is 

what they term "strategic intent"-an obsession with achieving leadership within 

the field of endeavor. 

Strategy process in facilitating communication and coordination must recognize 

the importance of intuition, tacit knowledge, and learning-by-doing in 

complementing more "scientific" analysis. However Unlike mathematics, 

chemistry, or even economics, strategic management lacks an agreed-upon, 

internally consistent, rnpirically validat d body of theory. 1 hough it employs 

h ory and h or tical cone pts, th s are dr i'lwn mainly from conomics, 



psychology, ecology and sociology- principally on an ad hoc basis 

(Gary&Prahalad, 1993). 

2.7 Strategic Responses 

13urn s ( 1 c 8) lll cone rn in real lime responses is to minimize the sum to total 

loss s and 1 store profitability to ensure organization's success in a turbulent and 

surprising environment. He also observed that unstable and unpredictable 

conditions in which organizations have to operate today means that the ability to 

think strategically and manage strategic, change successfully is key competitive 

strength for a sustainable competitive advantage. Real time strategic issue 

responses are necessary to facilitate the firm's preparedness in handling the 

impending issue, which may have profound impact on the finn . 

Hill and Jones (2001), stales that by planning, an organization is able l o identify 

the problems and plan how to solve them by using appropriate strategies. In L11e 

strategic decision making process of organizations, there are three levels of 

strategy under the strategic responses: - that is, corporate - level strategy, 

Business - level strategy, and operational - level strategy. At each level of 

strategy there are responses that have to be adopted to ensure organizational 

success as follows: 

2. 7.1 Corporate Level Responses 

The company's corporate strategy should help in the process of establishing a 

distinctive competence and competitive advantage at the business level. There is 

a very important link between corporate-level and business level. According to 

Johnson and Scholes (2002), corp01 ate level responses is the first level of 

rat gy at he top of th organization, which is cone r ned with the ov rail 

I urp and s op of h or anizatlon to rn t l11 t lion · of own rs or 

m j s hold rs and add v lu to dif r nt p rl of lt nl q 11 • 1 hi 



includes issues of geographical coverage, diversity of product I services or 

business units and how resources are to be allocated between the different parts 

of the organization. At a general strategic level Ansoff and Me Donnell (1990), 

suggests thr r as ns why firms diversify. The objectives can not be achieved 

by conllnuln to op r c t in their existing market. 

Til most fr quent reason for diversification in the part of individual business is 

the achievement of growth and risk reduction. With regards to growth, any firm 

that attempts to expand within an industry immediately faces two limitations: 

The rate of growth of the market its self, and reactions of its market competitors. 

Any business seeking to achieve a growth rate about the aggregate rate of 

expansion of the market which it is currently confined is implicit ly or explicitly 

envisaging an increase in its market share. 

Ve1 tical Integration 

The company is producing its own input (backward or upstream integration) or is 

disposing its own output (forward or downward integration) . Backward 

integration means moving into intermediate manufacturing and raw material 

production. Forward integration means moving into distribution at each stage in 

the chain, value is added to the products. Vertical integration presents 

companies wiltl a choice about which value-added stages of the raw material-to 

customer chain to compete in. A company achieves full integration when it 

produces all of a particular input needed for its processes or when it disposes off 

all its output through its own operation (Hill and Jones,2001). 

Taper integration 

Occurs when a company buys from an ind pendent supply in addition to a 

company's own suppli r, or wh n it dis~ oses off all its output through 

lnd P nd r ou I lS In addition to company own d outl . A ompany pur suing 



vertical integration is normally motivated by the desire to strengthen the 

competitive position of its original, or core business (Hill and Jones, 2001). 

Acquisition and Mergers 

It Is f aslbl to us ucquisition as a means of achieving several possible business 

objecllv . lllO consid red are growt11, market entry, diversification, improved 

ffi I n y and 1 rofitability (Hamel and Prahalad,1991). 

Growth 

Acquisition is a particularly attractive means of growth because of the rapidity 

with which this can be achieved through the external route of acquiring an 

existing business as opposed to the internal route of building up capacity by 

purchasing the necessary assets such as premises, plants, among others. 

Providing appropriate 'victim' businesses are available, acquisition not only 

secure for the expanding for the necessary working plan and equipment but may 

also avoid for tile finn the growth problems access to scarce raw materials and 

distribute networks (l lamel and Prahalad, 1991) 

2.7.2 Business Level Responses 

According to Hill and Jones (1999), argue that focus strategy concentrates on 

serving particular market nicl1e, which can be defined geographically, type of 

customer or by segment of the product line. It differs from the first two because 

it is directed towards serving the needs of a limited customer group or a 

segment. Hence t11e company is specialized in some way. A focus strategy 

provides an opportunity for an entrepreneur to find and then exploit the gap in 

he market by developing an innovate product t11at a customer cannot do 

wi hou . he company has enormous opportunity to develop its own niche and 

comp a a ins low-cost and diff r 11lialed nter prrs s which t nd o t I r g r. 

I diff r s fr om cor porat s rat y in h t wh 1 s coq or at st1 t y involv s 

d sions ab u h nth org nization, str at c d clsl n und 1 th bu in ss 



units are basically cancer ned with how customers' or clients' needs can best be 

met. According to Johnson and Scholes (2002) "Business unit strategy is about 

how to compete sue essfu lly in particular markets". 

Cost-leadership Strategy 

A company' go I 111 pursuing a course leadership strategy is to out perform 

comp lllor s by dorng everything it can to produce goods or services at a cost 

lower that theirs. The cost leader chooses a low level of product differentiation. 

The cost leader aims at for a level of differentiation not markedly inferior to that 

of differentiator, but .maintain a level obtainable at low cost (Hill and Jones, 

1999) 

Diff erenliation Strategy. 

The objective of differentiation strategy is to achieve a competitive advantage by 

creating a product (goods and services) that is perceived by customers to be 

uni4ue in some important way. The differentiated company's abi li ty to satisfy a 

customer's need in a way that the competitors cannot means that it can charge a 

premium price (Johnson and Scholes, 2002). 

Cost-Leadership and Differentiation 

Recent changes in production techniques, particularly development of flexible 

manufacturing technologies which have made the choice between cost 

leadership and differentiation strategies less clear-cut. With technological 

development, companies can now easily obtain the benefits of both strategies. 

As the new flexible tecl1nologies allow firms to pursue a differentiation strategy 

at a low cost, since l11e two str alegies can be combined. A company can also 

r duce bo h production and marketing cost, if it limits the number of rnodels in 

lh produ t line by off ring pac ag s of option rath r then I tling th consumer 

d ld xa ly wha options I y r quire. ust-in-lirn lnv ntory sy t m, too, Ct n 



help reduce cost, as wel l as improve on the quality and reliability of a company's 

products (Hill and Jones, 1999). 

2.7.3 Operational Responses 

1 his Is th tlllrd I 'V 'I of sll ategy is at the operating end of the organization, 

cone rn witl1 how component part of the organization delivers effectively the 

orporat nd business level strategies in terms of resources, processes and 

p ople. Thus operational strategy looks at how corporate/business level 

strategies can be translated into concrete operational functions and processes in 

areas like marketing, research and development (R&D), manufacturing, personal 

and finances. Strategic management is therefore wide and complementary. 

Otl1er types of management are like operations management and financial 

management, which are basically in the operational level of the organization. 

They focus on the short-term and aim at achieving efficiency in the use of 

resources and maximizing the returns for the stakeholders in the organization 

(llill and Jones, 1999). 

/\cco1 ding to Johnson cmd Scl1oles (2002), operational slr ategies are concerned 

with how parts of an organization deliver effectively the corporate and business 

level strategies in te1 ms of resources, process and people. Companies adopt 

strategies directed at imp1 oving, l11e effectiveness of basic ope1 a lions within the 

company, such as production, marketing, materials management, research and 

development, and human resources. Even though strategies may be focused on 

a given function, as often as not they embrace two or more functions and 

1 quire close co-operation among functions to attain companywide efficiency, 

quality innovation, and customer responsiveness goals. 

Produ lion nd Effid ncy 

A rding to ol n on a1 d chol s (2002), n w fl xibt m nuf tu1 in 

h ld ou U promls o all win mall m nuf u1 o 1 1 u 



unit costs comparable to those of large assembly line operations. Flexible 

manufacturing technologies allow the company to produce a wider variety of end 

products at a unit cost t11at at one t ime could be achieved only through the mass 

production of a slt11dardiz d output. According to Hill and Jones (1999), recent 

rcsear 11 sue g t til t th adoption of flexible manufacturing technologies may 

actually In r , ffr i ncy and lower unit costs relative to what can be achieved 

by the mass production of a standardized output, while at the same time enable 

the company to customize its product offering to a greater extent than was once 

thought possible. 

Marketing and Efficiency 

The marketing strategy that a company adopts can have a major impact upon 

the efficiency and cost structure of an enterprise. The marketing strategy refers 

to the position that a company lakes with regards to pricing, promotion, 

advertising, product design and distribution. It plays a major role in boosting a 

company's efficiency. One of the important aspects of the marketing strategy is 

the rclationsl1ip between customer defection rate and unit cost (Johnson and 

Scholes, 2002). Customer's defection rates are the percentage of a company's 

customers that defect every year to competitors. Defection rates are determined 

by customer loyalty, which in turn is a function of the ability of a company to 

satisfy its customers (Hill and Jones, 1999). 

Another economic benefit of a long term customer loyalty is the free advertising 

that customers provide for a company. Loyal customers do a lot of talking, and 

they can dr amalically increase the increase in the volume of business through 

referrals. (Hill and Jones, 1999). 

M rials Manay ment, JI and Effici ncy 

Hrll and n s ( ), slat U1at m t rial m n y rn n n ornp ss 
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purchasing material inputs), through the production process, and out through a 

distribution system to tile em.l user. ·111e potential for reducing costs through 

more efficient materials management is enormous. In the average manufacturing 

enterprise, th rn t 1 it I nnd transportation costs account for 50°/o to 70°/o of 

revenu . v n srn II 1 1 duclion in these costs can have a substantial impact on 

profitability. 

Improving the efficiency of the materials management function typically requires 

the adoption of just-in-time (JIT) inventory systems. The basic philosophy behind 

JIT system is to economize inventory ho,ding cost by having materials arrive at a 

manufacturing plant just in time to enter the production process; and not before. 

The major cost saving comes from increasing inventory turnover, which reduces 

inventory holding costs such as warel1ousing and storage costs (Johnson and 

Schones, 2002). 

R & D Strategy and Efficiency 

Hill and Jones (1999) noted that the role of superior research and development 

in helping company achieve greater efficiency is two fold; first, the R & D 

function can boost efficiency by designing products that are easy to 

manufacture. R & D function can help a company achieve greater efficiency 

through pioneering process innovation. A process innovation is an innovation in 

the way production processes that improves their efficiency. The process 

innovation has often been a major source of competitive advantage. 

Human Resource Strategy and Efficiency 

Johnson and Scl1oles (2002) emphasized that employee productivity is one of the 

key d rminar t of an enterprise's efficiency and cost structure. he mor 

producuv th mploy s, th lower will b unit cost. I tow ver, ll chall ng for 

cor p ny's I urnan r sour es func ion Is o dlv rs w ys t inc1 as mploy 



productivity. It has three main choices: training employees, organizing the work 

force into self-managing teams, and linking pay to performance. 

Self Managing eams 

According to Hill trld Oil s ( 1999), self-managing teams are relatively recent 

phenom noll. F w ompanies used them until the mid 1980's. But since then 

t11ey 11 ve pr d rapidly. With the introduction of flexible manufacturing cells 

wl1lch group workers into teams, the growth has undoubtedly facilitated the 

spread of self-managing teams among manufacturing enterprises. The typical 

team comprises five to fifteen employees who produce an entire product or 

undertakes an entire task. Teams' members learn all team tasks and rotate from 

job to job. f\ more flexible work force is one result. Team members can fill in for 

absent co-workers. Teams also take over mar1agerial dulies such as work and 

vocation scheduling, ordering materials and hiring new members. Tl1e greatest 

responsibility thrust on teams members and empowerment it implies is seen as 

motivators. Performance bonuses linked Lo team production and quality targets 

works as an additional motivator (Johnson and Scholes, 2002). 

Paying for Performance 

According to Hill and Jones (1999), people work for money, therefore il is hardly 

surprising that linking pay to performance can help to increase employee 

productivity. However, if the issue is not quite so simple as just introducing 

incentive pay systems; it is also important to define what kind of performance is 

to be rewarded and how some of the most efficient companies in the world, 

mindful of that co-operation among employees is necessary to realize 

productivity gains, do not link pay to individual performance. Instead they link 

pay to group or learn performance. 1 his link creates a strong incentive for 

individuals to co-01 rate with ach other in pursuing of team go Is; h nc , it 
a iii t ams work. 



Information System, the Internet and Efficiency 

According to Hill and Jones (1999), the rapid spread of computers, the explosive 

growth of internet and corporate internet and spread of high - band width 

communication conduits f1 om fiber optics to digital wireless technology, the 

Information, mJ th 11lf01111ation system functions of enterprises are moving to 

c nt 1 tay in til qu st for operating efficiencies. The impact of information 

syst 111 on 1 1 oduclivity is wide ranging and potentially affects all other activities 

of an nterprise. 

Infrastructure and Efficiency 

According to Johnson and Scholes2002), the infrastructure sets the context 

within which all other values creation activities take place. It therefore follows 

that the infrastructu1 e can help in achieving efficiency goals. Above all the 

commitment to efficiency and promote co1 poration among different functions in 

pursuit of efficiency goals. I iex and Mali (1996), stales t11at the primary role that 

various functions must be take account in order to achieve superior efficiency, 

which is not sorneUiiny lhc:Jt Cull IJe tc:Jckled on a function by function bc:Jsis, but 

requi1 es un organization wide commilrnenl and an ability to ensu1 e close co

operation among functions. Top management, by exe1 cising leadership and 

influencing tile inf1 astructu1 e plays a major 1 ole in this process. There a1 e various 

steps tllut a company can take to boost the efficiency and thus lower th ir unit 

costs. However, much emphasis is on achieving superior quality which plays a 

major role in achieving superior efficiency. 

2. 7.4 Marketing strategy responses 

a) Response strategies to personal selling challenges 

~ hnot y as w II as demand has p1 s n d oppo1 unili s for d1 u ma rs to 
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service and better information. Two trends that will dramatically affect the future 
of pharmaceutical fulfillment are smaller batch production driven by genomics 
and customer demand, and t11e addition of retailer, provider and consumer direct 
to manufacturers' ustom r base (Matravesm, 1998). Both of these point toward 
an in vilabl shift f1 om di t1 ibuling larger pallet quantities to wholesalers to 
dislriiJulin m II r p ckag ·to-pallet quantities across a more diverse customer 
bus . ·1 clmulogy s well as demand has presented opportunities for drug 
makers to sell direct to these new segments - segments in search of lower cost, 
better service and better information. The benefits to drug makers are golden: 
access to real-time demand and access to actual consumers. 

Creating the ability to meet this emerging demand is not so golden. The order 
and setvice needs of hospital systems, pharmacists and consumers are 
dramatically different from those of large-scale wholesalers. The one thing they 
have in common is tl1e need for accurate delivery. What they don't have in 
common are needs such as more frequent delivery - pe1 haps daily or multiple 
times a week, smaller packaging with lower quanlilies in each package, 
combinatory delivery - lite1 a LUI e, complementary devices and/or complementary 
drugs to p1 ovide complete treatment kits, smaller size pick/pack and delivery -
including quantities of one, and exponential delivery destinations - the numbers 
will explode quickly (Matraves, 1998). 

b) Response strategies to supply chain management and physical 
distribution issues 

Supply chains have improved drastica lly in the past l en to mt en years. Th 
r v luUon can be atttibu d to companies' shift in focus to f 1ci ncy. 1 his 

supply and manufac uring op r lions. I o milh hn is n 
rlpl In ca . I ffor in lmprovln pro uc i n pr ss s n a ,11 



and enhanced supply to meet demand better are proof enough (Koester and 

Rash, 2005). 

The winning pharmac uliGll companies will build differentiating capability in five 

supply chain at s (I o sl r and Rasl1, 2005): Production, fulfillment, customer 

manag rn nl, for usllng & planning, and procurement. Organizations that do so 

not only will be able to meet financial expectations despite falling margins, but 

also will be In a position of financial and operational strength. This will lead to 

attractive acquisition and in-licensing deals possible because pharmaceutical 

companies with suboptimal supply chains will be forced to divest or seek 

business suitors. 

Today's manufacturing plants were typically designed for a specific drug or 

therapeutic class. Therefore, asset utilization and fulfilling high-demand products 

are systemic problems. Additionally, future genomic innovalion will allow 

Pharmaceutical companies to develop profile-specific drugs, and some market 

analysts pt edict drug tailoring for custom balcl1es of one. The pharmaceutical 

environment is necessitating faster changeovers and smaller production runs. 

Simplifying changeovers and gearing down batch sizes will likely require cl1anges 

to plant layout as well as material and inventmy storage. Similar to fot ecasting 

and planning, reconfiguring manufacturing pt ocesses and facilities to build 

changeover competence and to run smaller batches will take time. Manufacturers 

should begin addressing change overs and future shifts in demand since it could 

take two to three years to ramp-up to consistent, reliable changeover 

Petforrnance (Koester and Rash, 2005). 

Succ ssful pharmaceutical companies will actively seek to position their 

organlz ions for fut re profitability y anlici1 aling inct s d cornp titian and th 

d m of high mat gins ( o s r and ash, 200 ). 



c) Response strategies to advertising strategies 

In industries in which vertical differentiation matters, advertising or R&D 

expenditure is effective in incr asing consumers' willingness to pay. Various 

structural changes hav OC.(llt r 1 in l11 pharmaceutical industry in recent years 

(Matraves, 1 98). 1 h s include increased international regulatory 

harmonisation, yov 1 nm nt 1 allernpls to control rising healthcare costs 

combined with rapidly ageing populations, and a substantial increase in the cost 

of innovation. These structural changes have had an important impact on the 

competitive process, and given the observed increase in advertising and R&D 

expenditure and the toughness of price competition, we predicted that 

concentration would increase. This increase would take place not at the national 

level, but at the global level (Matraves, 1998). 

Over the past decade, leading firms have been competing more and more at a 

'global' level. Moving out of t11eir horne markets, par licularly European firms 

entering the us in the 1980s, these firms produce and market their products 

worldwide, though accPss to the Japa11ese market remains relatively more 

difficult clue to extensive non-tariff barriers (ll1ornas, 1996). Most of l11e world's 

Top 20 firms, with appr oxirnately 50% of global pharmaceutical sales and 85°/o 

of R&D expenuiture, operate in t11e key markets of North America, Europe and 

Japan (Grabowski and Vernon, 1994a). The main driving forces of this 

globalization trend are outlined below. 

First, cornpelition is tougher due to the emergence of new technologies at the 

global level, and l1igher R&D costs. Even if the pricing choice remains region 

sp ific, rrrn's sur1k cost decision rn, 1 l)e taken with the globlll lllllt · t siz in 

rnind, d pending on t11e transferability uf l11e sur1k cost across borders (Davies 

and Ror I, 996 ). 111 1 sui fr orn , unlik at1vertisin9 ext nditur , which is 

lypi nali r I cultur , m dia and I ngua , r r lativ ly sily 

ro s r Tonal b rd rs. 



Once an innovation has been made, it can be exploited anywhere in the world, 

although some modification or additional testing of the new product may be 

necessary to conform to local r gulalions. Additionally, in order to market a 

product effecliv ly, r infor d lJy U1 increase in the demand for OTC products, 

the leading firms huv pr s nee in all key markets, either through their own 

marketing and distribution networks, or via a marketing joint venture. 

Multinational is thus one indicator, rather than a more conventional trade 

measure, of the extent of integration (Matraves, 1998). 

Secondly, although the pharmaceutical industry remains very highly regulated in 

the key markets following the thalidomide disaster in the 1960s, there have been 

important movements towards increased international market harmonization 

(Matraves, 1998). In U1e EU, U1e legislation removed tecl1nica l barriers to trade, 

and allowed fi rms to more easily access the regional markets. From 1st January 

1995, the European Medicines Evaluation Agency (EMEA) recommended drugs 

for EU-wide circulation, reported any a elver se reactions, and coordinated 

inspeclions. 

Thir dly, the common mounting governmental concern over increasing heallhcare 

costs is having a negative impact on pharmaceutical prices, via reducing 

reimbursement rates and increasing the 'limited lists'. This increases the 

incentive to market tt1e product globally. Price competit ion has recently been 

influenced by the rapid expansion of health care maintenance organisations 

0 It-lOs) which has concentrated drug purchasing, and had the effect of reducing 

the number of drugs prescribed to only one or two per indication. Virtually all 

HtVlOs use limited lists, or so-called formularies, and lJy 1 95, such organisations 

a coun d for 75°/o of US dru purchases (Matrav s, 1998). In the u and 

n, on I oth 1 hal d, wh re tl gov rnm n 1s th main pu1chas r, th r is 

sub anti I pric In rv n ion of on form o anoth r. 



As the globalization process continues, this increases effective market size as 

leading firms have access to new geographical markets. Table 1 shows the 

increase in actual market siz due to factors such as rapidly ageing populations 

in most advanced induslr i, liz d nations, and the substitution of drugs for more 

expensive forms of ll allhcar such as hospitalization/surgery. EU pharmaceutical 

Production, for example, increased at an average annual growth rate of 9.7% 

(5% in real terms) between 1987 and 1993. Between 1984 and 1993, the 

increase in the value of production (when measured in constant prices) was 46% 

for the EU, compared with 30% for the US, and 21% for Japan (Panorama, 

1995). As market size increases, this raises the incentive to escalate advertising 

and/or R&D expenditure (Sutton, 1991). 

d) Response strategies to supplies (inputs) and production facilities 

ltlanagement 

The pharmaceutical industry traditionally has been conslr ained by rigid global 

manufacturing with specialized production equipment, long lead times for 

materials and extensive regulatory requir ernenls. This has led to inflexibility and 

an inability to react quickly to changes and facilities that are either capacity 

constrained or underutilized (Radjou, 2001). Additionally, competition and the 

race towards gene profiling for therapeutic drugs may well push big 

Pharmaceutical companies into niche drugs and smaller-batch production. The 

sum total of these trends and characteristics makes the drug manufacturing 

environment ripe for significant improvement. 

What takes to turn production into a supply chain capability worthy of future 

su c ss ar rationalized global produc ron networks, changeover cornp tenc 

and small r batch production, and com1 Iiane management. Winning 

PI rma u leal companl s i'll r cogr iz th n d for comp n "' lobal 

In r produ ion n t ork r tlonaliz ion ( h nd ri I, ). 



Over the past decade, improving the purchasing function has become an 

important and strategic part of the goals of most organizations - primarily 

because of the recognition that increased profitability can be equally 

accomplished by sp nding I ss. A dollar saved in operating expense may have 

the same effect on profit s $10 gain in sales. In the pharmaceutical industry, 

e~procurement llas been heavily embraced because of its association with lower 

transaction costs, lower unit price and a drive toward contract compliance 

(Bhandari et al, 1999). Often these concessions were achieved with little regard 

to quality, total cost and productivity and resulted in modest to minimal gains in 

cost savings. There are significantly greater benefits to be gained in the area of 

Procurement. The focus here is however on strategic sourcing and supplier 

management. 

Both position an organization to more adeptly respond to changes in demand 

and lo more strategically manage overall costs t11roughout the supply chain. 

While e~procurement may lower the costs within the four walls of procurement, it 

is most effective when led or suppor led by strategic sourcing or supplier 

n1anagement so t11at cost structures and productivity are also enhanced 

downstream (Radjou, 2001). 

Strategic sourcing is the aggregating of goods and service needs to devise and 

execute a procurement strategy that optimizes and balances total cost of 

acquisition, working capital, productivity and service (Koester and Rash, 2005). 

Benefits often include reduced total costs for buyer and supplier, higher quality, 

ongoing reduction in working capital and lead times, and strategic supplier 

Par nerships. The focus in supplier partnersl1ips shifts from one of price 

r duction to relationship value and total cost management. 



Strategic sourcing inherently focuses on both direct and indirect material items 

that make up the lion's share of costs and productivity problems (Koester and 

Rash, 2005). The more strategic aspects include in-sourcing/outsourcing and the 

management of contract manufacturing. Total cost management evaluates unit 

Price, logistics and fr igl1t costs, irnpoll/export fees, taxes, service models and 

the cost of poor quality. A pllatmaceutical manufacturer's approach to strategic 

sourcing and speed of adoption should be based on the organization complexity 

and current level of process standardization. 

Supplier management programs proactively manage supplier relationships and 

Performance to ensure supply objectives are achieved. Proactive supplier 

management typically yields 10 to 15 percent savings for the purchasing 

catego, ies addressed and then additional year-over-year savings of 3 to 5 

Percent (Koester and Rash, 2005). Moreover, the goals of a supplier 

management p1 ograrn may be critical to operations and sales. The 

Pharmaceutical indust1y has been plagued wilh penalties, fines and subsequent 

negative publicity - some of which could be resolved wilh a compliance-focused 

supplier management program. The success of supplie1 management programs 

is highly dependent upon executive sponsorship, cross-functional input, 

measurable performance metrics and process enablement. The focus in supplier 

Partnerships shifts from one of price reduction to relationship value and total 

cost management. 
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3.0 CHAPTER THREE: RESEARCH METHODOLOGY 

3.1 Research Design 

This research problem can best b studied through the use of a case study. This 

is because from the und rlying litcratur e above, pharmaceutical companies in 

Kenya operate In til sam ompelitive environment coupled with common 

internal and ext rnal f ctors. Tl1e case study method will give an in-depth 

information on the strategic responses of GSK towards competition from other 

Pharmaceutical companies as well as the challenges of environmental change. 

A case study according to Kothari (1990) is a powerful form of quantitative 

analysis. Young (1960) also pointed out the same to be a comprehensive study 

of a social unit. The unit of study could be an insti tution, family, district, 

community, or person. Kandie (2001) argues that a case study is a form of 

qua li tative analysis where studies are done on institutions and from the study, 

data generalization and inferences are drawn. In genet al, a case study is a 

qualitative study lllat 11 s been nan owed down to a specific unit but 

cornprehensive enough to give representative information for similar units 

operating in the same environment. The use of case study in research is of 

Particular importance tal'ing in to account tile advantages that come along with 

it. It is the easiest research free form material bias and enables one to 

intensively study a particular unit. This may not be possible with other methods 

of study. Nevertheless, scientific generalizations with respect to similar unils 

Operating in the same environment but in different geographical regions may be 

done with minimum complexity. 

h rn hod suffer s from disadvantages such as time consumption in coli cling 

d t , and at times, one may b come his/h r own r spond nl. Th nl of 

f I r raliz lion if oft n p v I n w11 n ll nvir orun n i 



dynamic. GSK is the largest pharmaceutical company in Kenya. This makes the 

study look like an overall industry study. In the light of this the generalizations 

drawn are to some extend free from material bias. 

3.2 Population 

For the case study, tile r sear ell population will consist of all the 300 employees 

and management of GSI<. 

3.3 Sample Selection 

This section refers to a research plan that indicates how cases are to be selected 

for observation or as respondents. The sample will be picked from the current list 

of all employees from GSK. Ten of the respondents will be selected from the 

management team of GSK, while another fourty respondents from other 

employees not in management positions. All of the above respondents will be 

selected using a systematic random approach. This sample size will be adequate 

for GSK as it represents more than 10% of the total population size. 

The list will be used because it is systematic, consistent and updated and will 

enable me to use systematic random sampling design. The design involves 

selecting subjects from an available population list in a systematic rather than 

random fashion. Respondents have to be interviewed from all lhe departments 

of GSK. This will make the research nndings to be all inclusive and not biased in 

any way. 

3.4 Data Collection Methods 

rnphasis is giv n to both primary and secondary data. In an ffort l o eslablisll 

h str lc r spons 5 towards con p t lion fr orn ol11 r ph rm c uti 1 



companies adopted by GSK, questionnaires will be used. Such questionnaires will 

be designed to give a brief knowledge of such responses adopted by GSK. The 

main instrument in Data col lection will be U1rough semi structured questionnaires 

targeting at le~st ten s nior rmmag r s among Chief Executive, General Manger, 

Finance Manager, M rk ling Manager, Front Office Manager or the Executive 

Manager. Qu slionnalr s will eit11er be dropped and picked later or emailed to 

the respondents. 

For the secondary data documents, sources will be employed whereby use of 

previous document or materials to support the data received from questionnaires 

and information from interviews that includes book and magazines available in 

the libraries which will be visited as well as information from relevant websites. 

GSI<'s financial reports, management circulars and minutes to their meetings will 

be sources of our secondary data. 

3.5 Data Analysis 

Data collected will be analyzed based on primary statistics. The quanlilalive 

data will be analyzed by the use of descriptive statistics and then presented 

through percentages, means, standard deviations, frequencies and charts. 



CHAPTER FOUR 

4.0.DATA ANALYSIS AND FINDINGS 

4.1. Introduction 

This chapter pres nts l11 analysis and findings from the data collected from the 

field based on lh specific objectives. The analysis was presented in 

percentages. From t11e study population targets of 40 respondents, 30 

respondents responded to the questionnaire, constituting 75°/o response rate. 

4.2 Rivalry indicators 

The degree of competition faced by an organization in its market relates to its 

competitiveness. The respondents were asked to rate the rivalry indicators in 

order of importance where 1 was very high importance and 5 was very low 

importance. The findings of the study are as presented in the table below; 

~· -
rvalry Indicators High Ne utral 

---
Low Very low 

Very high 

importance 
-
63.3 

83.3 

83.3 

importance 

26.7 

16.7 

6.7 

6.7 

0 

0 

-
-

--
--

3.3 
-

7 
-

7 
--
-7 
-

3 

importance importance 

--
3.3 0 

--0 ---0 
--0 0 

0 -
0 

0 0 

0 --
0 ---

0 0 

0 0 
--- -10 6.7 

0 0 

0 0 
'== ~-~ ·= 



of major 86.7 13.3 0 0 0 

size of 86.7 13.3 0 0 0 

From the findings as 1 r s nl d in the above table, it was clear that number of 

major competitors and absolute size of competitors as rivalry indicators were 

rated as higher than the others in terms of importance. They were rated at 

86.7% each. Market share and degree of innovation with were rated 83.3% 

each; at and market growth rate, demand elasticity and ease of entry were rated 

80%. As rivalry indicators, supply elasticity, economies of scale, Government 

policy, such as tariff reduction, market concentration and price elasticity were 

also found lo be of higll importance 

4.3 Competitiveness indicators 

The researcher also requested the respondents to state the degree of 

importance of the competitive indicators and the findings were as shown in 

lhe table below, 

-- ----- - -- - -Neutrar -Very high High 
etitiveness indicators Low Very low 

importance J mportance importance -- importance - - -
~ --- 73.3 13.3 10 and market dynamism - - - I~ 

3.3 - ---- 83.3 16.7 0 - -
ial d namism 0 - - - - - - -

investment 86.7 13.3 0 - -
ructure and 0 

- --
73.3 16.7 10 0 -

resour ces -- --
t range 60 16.7 10 10 -
t diversitt 66.7 20 13.3 0 - - - -
of Rrice competitiveness 80 20 0 0 

The above table above shows l11at infraslr uclure and inv strnent climal are 

highly lmpor tant as competi tive indicators in t11e industry this was shown by 

0 -
0 -
0 

-
0 -

3.3 
0 
0 



86.7%, financial dynamism and degree of price competitiveness were rates as 

83.3% and 80% respectively. 

Other factors, such as Macro and market dynamism human resources, product 

diversity and product range were also found to be of high importance as 

competitive Indicators In GSK. above 50% 

4.4 Manager's use of mass information 

A number of criteria exist for comparing an organisation with its competitors. 

The researcher requested the respondents to indicate the extent to which their 

organisation/division uses the following information for decision-making. 

- --
Items Very high High Neutral Low Very low 

use use use use 
- -

I use information that compa 86.7 13.3 0 0 0 

organisations in the industry 
------ -

I information 80 16.7 3.3 0 --
use on 0 

fluctuations in U1e 

Performance of my 

organisation/division in 

Previous years 
- -- --
From the study, the researcher established that managers highly use both the 

information that compares their organization with similar organizations in the 

industry (86. 7o1o) and the information on fluctuations in the performance of their 

organization/division in previous years (80%) to a very high extent. 

4.5 Business unit performan e 

Th performance of an organisation/division may be vi w d as th xt nt lo 

which It h s 0 en successful in attaining rts plann d ar 1 ch 
1 1 0 



sought to establish the degree of importance of the performance criteria to GSK. 

The findings of the study were shown in the table below; 

1.:--- - --
Performance criteria v IY high High Neutral Low Very low 

lrnportanc importan importance importance 

e ce 
1- - -

Return on inv slln nl 66.7 20 13.3 0 0 
- --

Return on sales 90 10 0 0 0 

Percentage of orders 
- - f-

to call 90 10 0 0 0 

for each sales territory ' 

1-... -
Product leadership 60 20 13.3 6.7 0 
r--
Innovation, flexibility 

- - -
and 86.7 13.3 0 0 0 

inventory reduction measures 
-:-----__ - -- - - -- -
Marketing 93.3 6.7 0 performance 0 0 

rneasures 

QuaTity -- - I- -- - - - -- _,_ 
(incoming materials, 83.3 16.7 0 0 0 

j in,process controls, customer 

satisfaction) 

Delivery performance 
-- - -- - -- -

76.7 16.7 6.7 -
0 0 

~1ic valu:_~dded 
·- - -- -- - - -

73.3 16.7 10 -
0 0 

- - -- - - - ~ -
Cycle lime 80 16.7 3.3 - --

0 0 
- - -

The findings from all the performance criteria were above 50°/0 ranging form 

60%-93.3o/o. Of the performance criteria, marketing performance measures was 

rated as the highest with 93.3°/o, followed by return on sales and percentage of 

orders to call for each sales territory with 90°/o each. Innovation, nexibility and 

inventory reduction measures were rated third with 86. 7o1o , while quality 

(incoming materials, in-process controls, customer satisfaction) was , at d fourth. 

--

--

-
-
--
-



4.6 Analysis of open-ended questions 

The respondent indicated that the major competition of the organization 

originates from the exported drugs from outside Kenya. Some of the respondent 

also showed t11at the current threat to their business originates from the herbal 

drugs which hav gain d prominence as being free from the feared side effects 

of th rnanufactur d drugs. 

The respondents were asked to state what their sources of major competition 

were. From the responses, it was clear that the company faces a lot of 

competition from other pharmaceutical, companies that operate globally. The 

competition is observed in the competition for supplies (raw materials, the supply 

chain, marketing of the products and final selling to the final consumer. 

Tl1e respondents were also asked to stale the ways in wl1ich they handled 

competitive situation of the nature they described. The findings show that GSK 

has responded to all the cl1allenges. For the raw materials, the supplies issue, 

the company 11as put up production facilities in many countries across the world 

strategically to be able to compete effectively with ol11er industry players. 

On wtlet11er the competition has any effect on tile use of management 

accounting information system, all the respondents said that competition has had 

an impact on the accounting information system. The study also found out that 

competition has had an impact on the performance and profitability of GSK. This 

was a response to the question on whether competition has had an impact on 

performance or profitability of the organisation. 

11 · respondents were also asked wl1ether market cornp tition innu nc d lh us 

of management accounting syst rns in the organisation as a whol 01 in lh 

divisions. All t11e r spondents s id th comp titian had in d innu n c1 lh 



use of management accounting systems in the divisions and the organisation as 

a whole. This is seen as a response strategy to the accounting systems that have 

been adopted by other firms in the industry t11at have been proven to lead to 

greater efficiency and profitability of the firms. 

The study also wdrll d to find out whether the management accounting systems 

information l1as an impact on the performance of GSK. From the responses, it 

was clear that all l11e respondents affirmed the fact that management accounting 

systems infiuence performance of organisations. The respondents affirmed that 

the adoption of an accounting management information system in their divisions 

had improved their divisional performance and overall performance of the 

company. 

The respondents were also asked to explain whether the level of competition had 

been triggered by factors such as price, product and marketing channel 

competition as independent variables or as a combination of various factors. The 

study found out that what triggers the level of competitive response fmm the 

cornpany is not attributable to one factor. 1\ number of marketing issues rntJke 

the company to respond to competition. These challenges include the spate of 

mergers and acquisitions, which have made GSK to face three major integration 

challenges: integrating the separate identities, integrating different strategies 

and integrating the packaging and manufacturing operations of Glaxo, Burroughs 

Wellcome, Beecham, SmithKiine Beckman and Block Drug Co. 

The study also found out that market dynamics and short life expectancy of 

patients !lave tilled the demand in favour of specialised drugs. GSK, like its 

competitors has to combat the need for specialised drugs contrnuously and 

reaping quick rewards. Sucl1 market forces alongside a changing industry rna e 

cr ativ mar keling and innovative pr oduc.ts crucial. Fr qu nt rn 1 g 1 t nd 

c uisi ion clivi y lmpli s complicat pap r work ( r -r rstr a ion and 1 II in ) 



compliance with regulatory frameworks of different countries. With over 250 

legal entities across the world, printing and other associated challenges emerge 

with different names that have to appear on different products distributed in 

different countries. The complexity increased manifold with the mergers owing to 

labelling chang s. Mot ov r, different markets have different schedules on when 

GSK must incorpornl lhe labelling changes. 

Different departments always make different packaging design changes. 

Communicating packaging specifications, graphics and artwork changes across 

the entire pharmaceutical organization wc;~s challenging if not an insurmountable 

task. 

Competition l1as also been triggered by outsourcing and supplier challenges. One 

of GSK's products, Aquafresh Floss'N'Cap (AFNC) is symbolic of the typical 

outsourcing cllallenges. AFNC l1as a flip lop containing dental floss and 

toothpaste in the tube. AFNC had three custom designed sub assemblies 

outsourced to three different suppliers. The suppliers wo1 ked in sequence on the 

custom designed cap. Once tile package reaches GSI<, only filling of t11e tube 

with tootllPaste remained. Coordinating with these three cross Atlantic suppliers, 

especially outside GSK's manufacturing facilities was a challenging task. 

The other challenge that has led to the company responding to competition is 

finding alternate or multiple suppliers. The respondents said that GSK had a bad 

experience early on with supply disruptions from a single source supplier. Almost 

a decade ago, one of its sole resin supplier's plants exploded. It had no alternate 

suppliers and consequently l1ad to lose market share not to mention customer 

goodwill, as customers have to do without critical drugs or life saving devices. 

SK wan ed to eliminate su h situations. l he challenge was not only to find 

alternate su1 pli rs but on s who compli d with til A 1 gulations and suppli d 

In tim . on the major n achin ry and qulpm nt sid , ) 's o Is w 1 diff 1 nt 
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though. It wanted to limit the number of machinery suppliers to better familiarize 

with the manufacturer's equipment and establish partnerships with machine 

suppliers , who offered total packages when compared to independent system 

integrators. 

The other challenge that l1as elicited response from the company is operational 

and production cl1allenges. The foremost challenge in production operations is 

synchronizing with different manufacturing locations and multiple suppliers. With 

different packaging and assembly lines, implementing automation and advanced 

technology or process improvement programmes was a huge challenge. Other 

considerations were quick machine setup, minimum production stoppages, better 

equipment availability and flexibility besides handling innumerable design 

changes. 

Technological challenges were also identified by the respondents as one of the 

factors that determine response from the company. The respondents said that 

technologies, for example RFID in anti-counterfeiting are largely untested or 

simply not t11e best. GSK has RFID supply chain projects planned but faces a 

tough test with respect to being the first mover in investing huge sums into the 

technology or adopt a wait and watch policy. GSK may lose out in both cases 

owing to failure of the relatively new technology or lose out to competitors who 

can gain significantly by adopting the technology faster. 

Asked on their opinion of Porter's 1985 assertion that competition is the core of 

the success or failure of firms, the responses were varied but pointed to the fact 

that competition is healthy as a way of self-mechanism for checking on the firms 

in tt1e industry. Competition ensures that that companies in the industry produce 

quality products and that customers are not charged way above market pric s. 

Comp Ilion ensures that clients have a voice in th whol mark t syst m. 



The study also sought to find out if the organisation had been faced with 

competition that threatened it existence, growth or market share. From the 

responses, it was clear that the company had never faced such as scenario. 



CHAPTER FIVE: SUMMARY, CONCLUSIONS AND RECOMMENDATIONS 

5.1 Summary 

The study sought to establisl1 tile strategic responses to competition from other 

pharmaceutical nrms by laxoSmiltlKiine. The study findings indicate that the 

number of major comp litors and absolute size of competitors were the most 

Important rivalry Indicators, market share and degree of innovation market 

growth rate, demand elasticity and ease of entry were also important. As rivalry 

indicators, supply elasticity, economies of scale, Government policy, such as tariff 

reduction, market concentration and price elasticity were also found to be of high 

importance. 

Infrastructure and investment cl imate are highly important as competitive 

indicators in the industry, fi nancial dynamism and degree of price 

competitiveness were also rated as important. Other factors, such as macro and 

market dynamism human resources, product diversity and product range were 

also found to be of relative impo1tance as competitive indicatms in GSK. 

Fmm the study, the researcher established that managers highly use both tile 

information that compares their organization with similar organizations in the 

indust1y and the information on fluctuations in the performance of their 

organization/division in previous years to a high extent. The findings from all the 

performance criteria were above 50°/o, of the performance criteria, marketing 

performance measures was rated as the highest, followed by return on sales and 

percentage of orders to call for each sales territory innovation, flexibility and 

inventory reduction measures followed by quality (incoming materials, in-process 

controls, customer satisfaction). 



The respondent indicated that the major competition of the organization 
originates from the exported drugs from outside Kenya. Some of the respondent 

also showed that the current threat to their business originates from the herbal 
drugs which have gained prominence as being free from the feared side effects 

of the manufactur d dru s. 

The study also found out that the company had been faced with challenges 
brought about by competition which had elicited strategic responses form the 
company. These challenges not only include prices and supply chains but also 

issues of mergers, integrations and prod,uction challenges. 

5.2 Conclusions 

This study was designed with the aim of establishing the strategic responses to 

competition from other manufacturing pharmaceutical companies adopted by 
GSK in Kenya. The study found out that the strategies that the company had 
adopted include mergers and acquisitions, setting up production facilities in many 

strategic areas to manage the supply chain, product design changes to respond 
to the challenges of regulations (labeling of products), outsourcing and finding 

multiple suppliers to tackle supplier challenges, automation of production process 
to tackle operational challenges, and setting up a global pack management 

section to deal with packaging complexities. 

GSK limits the number of equipment suppliers to minimise downtime. For 

instance, on one packaging line it has one supplier Schubert's four robotic 

systems. The robots do the cartooning and case packing as well. In response, 

Schubert offers GSK the benefit of assigning a dedicated team that works for 

GSK alone. The tearn also has an office in GSK's plant itself. Healthy supplier 

relationships have helped GSK minimise downtime. Mor over, all equipm nt from 

a slngl supplier facili tes a b tt r und rstanding of th quipm nt functioning, 

th n having disparate rn chin s for s m usks. hus tr ining os s r 1 0 1 s. 



Furthermore, GSK uses a central TIPS production management system that 
minimizes downtime. The system tracks downtime data allowing for ongoing 
production improvements. GSK is able to maintain product quality with vision 
cameras and online inspection using bar code scanners. GSK prefers to be the 
rapid follower lnst d of being bleeding edge with respect to technology 
adoption. Instead of using 'packaging only' lines, GSK uses lines, which are 

integrated to do final assembly and packaging also. 

From tile study it can be concluded that infrastructure and investment climate 
are llighly important as competitive indicators in the industry, other factors, such 
as macro and market dynamism human resources, product diversity and product 
range are also importance as competitive indicators in GSK. 

It can also be concluded that managers, use both the information that compares 
tlleir 01 ganization wiU1 similar organizations in the industry and the information 
on fluctuations in tl1e performance of tlleir organization/division in previous years 

to a higll extent. 

5.2 Recommendations 

1 he study recommends that for effective response to competition, a firm must 
take into account the environmental variables that exist. Competition in the 
industry is framed by the level of rivalry and competition that exist in that 
particular industry. Strategy is important in addressing the issues that arise, in 
the environment a properly structured plan to implement responses is 

particularly unavoidable by a given firm. 

1 he study therefore recommends a proper strategic plan to respond to 
camp tilion to be able to counter side effects that might accrue. When 
r sponses are properly draf ed, the r turns to the firm ar ound 0 

pound d. 



GSK's efforts as illustrated above have been successful. Organisations can follow 

its Supply Chain Management strategies as they truly extend the value of 

product, packages, plants and people. 



REFERENCES 

Aaker, D.A (1989) M.anaginJl Assets and Skills: The key to sustainable 
comRetltiv~ Advantag~ California Management Review, pg 91-106 

Abdulla hi O.S. (2000), A Study of The Strategic Responses by Kenyan Insurance 
Collmanies following liberalization", Unpublished MBA Thesis, University of 

Nairobi 

Agarwal, s., Desai, S., Holcomb, M. and Oberoi, A. (2001), Unlocking the value 
of Big Pllarma, The McKinsey Quarterly, No. 2.pp. 65-73 

J\nsoff , H and Me Donnell E, (1990) Implanting Strategic M(!nagement, 
Prentice Hall Cambridge, UK, 2nd Edition 

Aosa, E. (1992) An Empirical investigation of aspects of straL~ formula_Li_on and 

iOlRiementation within large, private manufacturing c;_om anies in K~n e~. 
University of Strathcylde Scotland. 

Bennet, R. (1983) ~anagement Research: Management Develo ment Series, 20 

International Labour Office, Geneva. 

Bhandari, M. et al. (1999) "A Genetic Revolution in Healthcare" McKinsey 

Quarler1y, Quarter 4 



of Technology and Innovation, McGraw Hill, Boston 

Burnes, B. (1998) Manggln Chan e: Strategic Approach to Organizational 
Dynamic~. Pitman publishing 2nd dition 

Davies, S. W. and Rondi, L., (1996), Intra-EU Multinationality of Industries, in 
Davies, S. W. and B. R. Lyons et al, Industrial Organisation in the European 
Union: Structure, Strategy and the Competitive Mechanism, Oxford University 

Press. 

Economic Survey (2006) by Central Bureau of Statistics and Ministry of Planning 

Goro, R.W. (2003) Strategic Responses Of Commercial Banks To The Threat Of 
Substitute Products, Unpublished MBA Project, University of Nairobi 

Grant, R.M. (1998) Contemporary Strategy Analysis, ConceRts, Techniques & 

8_p_glication, 3rd Edition, Blackwell, Massachusetts, USA 

Grabowski, H. and J. Vernon, (1994), Innovation and Structural Change in 
Pharmaceuticals and Biotechnology, Industrial and Corporate Change, 3, 435-449 

Harvard Business School (HBS) (1999), From the Field: Inside Biot~chnolo y and 

Pharmaceuticals, Harvard Business School Press, Boston. 

I lax, A.C. & Majluf, N.S. ( 996) ~~~~ --~= ~-=-:..-:...x.::~ -=-~~:....:....:.= 
Approach, Prentice Hall NJ 



Henry, H.W. (1978) Formal Planning in Major US Corporation, Long-Range 
Planning, Vol. 10 

Hamel, G. & Prahalad, C.K. ( 1989) Slral_egic Intent, Harvard Business Review 

pp 63-73 

Hamel, G. (1991) Competition for Competence and Inter-partner Learning within 
Internal strategic Alliance; Strategic Management Journal, Summer Special Issue 
no. 12 PP 83- 103 

Hill, C.W.L. & Jones, G.R (2001) Strategic Management Theory, An Integrated 

Approach, Sl11 Edition 

Johnson, G. 7 Scholes, K (2002) Exploring Corporate Strategy, Prentice Hall 

Kandie, P. (2001) A Study of the Strategic Responses by Telkom Kenya Ltd in Cl 

CQr]Jp~titive Environment. Unpublished MBA project of tl1e University of Nairobi 

Kiptugen, E.J (2003) Strategic Respon~es To _A_ Changing Competitive 
Environment. The Case Study of J<CB. Unpublished MBA project of the University 

of Nairobi 

Ko ster, L and Rash, K (2005) Buildin in the 



Kohn, Alfie (1986). No Contest - The Case Against Competition. Boston New 
York London: Houghton Mifflin Co. 

Kothari, C.R, ( 1990). R s rch Method_ology: Methods and Techniques. 2nd 
Edition, Wist1ira Prakashan. 

Kotler, P. (1997) Marketing Management. Analysis, Planning, Implementation & 

Control, Prentice Hall of India, Private Limited New Delhi. 

Malknigllt, T. (1999), 'Eli Lilly, 1998 (A): Strategic Challenges', Harvard Business 
School Publications and IMD International, Boston. 

Matraves, C (1998) Marketing Structure, R&D and Advertising in the 
Pllarma_ceutical Industry, _Discussion Paper FS IV 98-17, Wissenschaftszentrum 

Berlin 

Migunde, F.A (2003) Strategic Re_~ponses By Tile Kenya Broaoc:asling 
Corporation To Increased Competition, Unpublished MBA Project, University of 

Nairobi 

MOTI, (2006), Minist of Trade & Indust annual re ort 

Mugambi, M.G. (2003) The Strate ic Res onses Of Tourist Hotels To The 
Chan es In The Environment A Case Of ourist Hotels In Nairobi, Unpublished 
t-1BA 1 roj , University Of Nairobi 

7 



New York Times, Sept. 22, 2005 

Njau, M.G (2000) StrategiLResponses It' Firms Facing Changed Competitive 
Conditions - E.A.B. L TO, Unpublisl1ed MBA Project, University of Nairobi 

Panorama of EC Industry, (1995), Commission of the European Communities, 

Brussels 

Pearce, J.A. & Robinson, R. (1997) Strategic Management Formulation & 
Implementation, Richard D. Irwin Inc, USA, 3rd Edition 

Pearce, J.A. & Robinson, R. (2002) Strategic Management Strategy 

formulation and Control; A. I. T. b. S. Publishers and Distributors, 3rd Ed 

Pharmaceutical Research and Manufacturers of America (PhRMA), "Annual 
Rwrt December 1997." 

Porter, M. (1985) Competitive Strategy, Free Press, New York USA 

Porter, M.E. (1998) Cluster & the New EcQnQmics of Com_getition, Harvard 

Business Review, Nov/Dec 

Prahalad and Gary ( 1993) Collaborate with your com eli tors and win, Harvard 
Business Review, 67(1), PP133- 139 

1 a Jou, N. (200 ) por 



Sutton, J., (1991) Sunk Costs & Market StrLJcture: Price Competition, Advertising, 
and the Evolution of Concen_tration, MIT Press 

Thiga, S.W. (2007) lr l l R sponses Of Airlines Operating In Kenya In The 
Fac_e Of Cl1anglqg nvlr on mental C~ndilions, Unpublished MBA Project, University 

of Nairobi 

Thomas, L. G., (1996) Industrial Policy and International Competitiveness in the 

Pharmaceutical Industry, in Competitive Strategies in the Pharmaceutical 

Industry, Helms, R. ( ed), American Enterprise Institute for Public Policy 

Research, Washington. 

Thompson, & Strickland, A.J. (2003) Strategic Management: Concept & 
Cases, Richland D. Irwin, Inc, New York 

c 



Appendix 1: Survey questionnaire 

Part A: Level of competition 

The degree of competition faced by an organisation in its market relates to its 

competitiveness, tl1e rivalry in lhe industry and a number of indicators of each. 

Rank thes Indicators (by marking them with an X) in order of importance, as 

perceived by your organisation, where; 

A - Very high importance D - Low importance 

B - High importance E - Very low importance 

C- Neutral 

Table A-1 

A. Riv airy Indicators 
-

1 Market concentration 

2 Market share 
- -- -- -

3 Market growth rate 
- - - -

4 Price elasticity 
- - -

5 Demand elasticity 

6 Supply elasticity 
- -- -

7 Economies of scale 
-

8 Ease of entry 

9 Exit barriers 

----
A B c D 
-- --

-- - --

-- - - ----
~ ------

- -- - --
-- - - -

- ---- - --
----f- - -

- --
- -- - -- - ~ - - --10 Government policy, such as 

tariff reduction 
- - --11 Degree of innovation 

--1- ----12 Number of major competitors 
1- 1- 1- 1- 1-
13 Absolute size of competitors 

·-



B. Competitiveness 

Indicators 
--
14 Macro and market dynamism 

15 Financial dynamism 
--
16 Infrastructure and investment 

climate 
--
17 Human resources 

18 Product range 

19 Product diversity 

20 Degree of price 

competitiveness 
- - -- -

Managers use of mass information 

A number of criteria exist for comparing an organisation with its competitors. 

Please indicate the extent to which your organisation/division uses the following 

information for decision making, where: 

A-Very high use D-Low use 

B-High use E-Very low use 

C-Neutral 

Table A-2 
-

Items 
-
1 I use information that compares my organisation 

with similar organisations in the industry 
1-

2 I use information on fluctuations in the 

performance of my organisation/division in 

pr vlous years 
L-

-
A B c D E 

- -

:- - t- r- :-

-



Business unit performance 

The performance of your organisation/division may be viewed as the extent to 

which it has been successful in attaining ils planned targets. Please indicate the 

degree of importance of th s p rfonnance criteria to your organisation, where; 

A - Very high lmportanc - Low importance 

B - High importance E - Very low importance 

C- Neutral 

ormance criteria 

Table A-3 

Perf 

1 Ret urn on investment 
-

2 Ret urn on sales 
-
3 Perc entage of orders to call for each sales 

Ter rilory 
-
4 Pro duct leadership 

---
5 Inn ovation, flexibility and inventory reduction 

Mea sures 

6 Mar keling performance measures 
-

7 Qua 

Cus 

8 Del 

9 Eco 

lity (incoming materials, in-process controls, 

lorner satisfaction) 
--

ivery performance 

nomic value added 

10 Cyc le time 

A B c D E 
1-

- - -- -

- -

- - - - -

- - - - -

- - 1---
- - - -

- - - - 1-

1- - - - -

- I- - - -



Part B: Open-ended questions 

1. Provide a brief description of the major competition of your 

organisation/division. 

2. How does your organisation attempt to handle a competitive situation of this 

nature? 

3. Does this competition have any effect on the use of management accounting 

systems information (benchmarking and monitoring)? 

4. Does this competition have an impact on the performance or profitability of 

your organisation? 

5. Does market competition influence the use of management accounting 

systems in your organisation/division? 



6. Does the use of manag rn nl accounting systems information have an impact 

on the performanc of your organisation? 

7. Is competition in your organisation triggered by factors such as price, product 

and marketing-channel competition, independent of everything else or by the 

collective strength of various factors? 

8. Whal is your opinion of Porter's 1985 assertion that "Competition is the core 

of the success or failure of firms". 

9. Has your organisation ever been faced with competition that threatened its 

existence, growth, market share, etc.? If yes, how was this handled? 


