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ABSTRACT

This study was carried out to establish the efédédiuyer — supplier relationships on organizational
performance among large manufacturing firms in Kenyhe study had three objectives, to
determine the extent to which large manufacturimgnd in Kenya have adopted the concept of
buyer-supplier relationships, to determine the lelngles facing buyer-supplier relationships and to

determine the effect of buyer —supplier relatiopston organizational performance.

The research design involved a cross sectionaleguof 56 large manufacturing companies in
Nairobi, Kenya. Data was collected using a queste that was administered through “drop and
pick” method. Percentages and frequencies were tesatialyze objective one and objective two
whereas regression analysis was used to analyzerelagonship between buyer — supplier
relationships and organizational performance amlamge manufacturing firms in Kenya. The
findings are presented in tables. It is clear thate is a significant relationship between buyer —
supplier relationships and organizational perforceamepresented by ’Rralue of 0.723 which
translates to 72.3% variance explained by the ifinependent variables of trust, communication,

co-operation, commitment and mutual goals.

The study only focused on the large manufacturmmmanies in Nairobi. Therefore, the researcher
recommends further research on other firms thatnatelocated in Nairobi and are not in the

manufacturing industry. The researcher has alsmmmawended that all manufacturing companies and
other organizations embrace buyer —supplier relatipps so that they can reap the benefits.
Manufacturing companies highly rely on their supmito supply their raw materials for use in their
production. Therefore, having good relationshipthwie suppliers is a strategy for manufacturing

companies to achieve competitive advantage.
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CHAPTER ONE

INTRODUCTION

1.1Background of the Study

Firms compete in head-to-head battles for marketreshand position with other
organizations in their competitive sets. In sucmpsetitive environments, suppliers are
often treated in an adversarial manner by buyershe relationship between buyers and
suppliers are viewed as a win-lose situation. H@xemany forward-looking firms have
found it more effective to work collaboratively Witheir suppliers to serve the ultimate
customer. Terms such aalliances, partnerships, collaborative relationships, and
boundaryless organizations have been used to describe these new buyer-supplie
relationships (Crotts, Buhalis, & March, 2000).

Research in the SCM has identified a number ofdwecess factors to improve overall
performance of the supply chain, supply chain atles are one of them. In the past
decades, alliance activities have shown a tremendoowth. Alliances seem to have
established themselves as cornerstones for theetdivng strategy of many organizations
(http:/mwww.ageconsearch.umn.edu., 2012). Alliances can be considered as an
intercrossed governance structure, arranged tagéthget the benefits of independent
ownership and advantages of vertical integratioyefD1996). An alliance or partnership
is a business relationship between two differemyganies based on mutual trust, mutual
information sharing, shared risks and rewards tkatlts in a business performance

greater than what would be achieved by the firmdsvidually (Lambert et al., 1996).



Supply chain alliances consist of a number of i@ships, but here we deal with only
supplier alliance. Supplier alliances provide thegibg firm many benefits, such as
higher coordination, better resource utilizatiord daster reaction to market changes.
Alliances with selective suppliers result in mutaalvantages such as reducing overall
cost enhance customer satisfaction, flexibility dope with changes, productivity
improvement and long-term competitive advantageshe marketplace (Zsidisin and
Ellram, 2001). Relationships are the foundatiorwdrich an effective supply chain can
be built. A closer and stronger relationship allothe channel members to achieve
quality improvements, cost reductions and revermogvilp as well as provide capability
to deal with demand and supply uncertainties (Leale 1997). In a supply chain,
relationships are not only used for connectingfthra with a partner, but also used to
connect the firm throughout the supply chain (Hsalg 2008). Supplier relationships are
a part of supply chain relationships (Lemke et 2002). Minimum two parties are

involved in a relationship, in order to produce naltbenefits (Walter et al., 2001).

Therefore maintaining a strong relationship betwbager and supplier becomes most
important. In order to win and retain the businbseth buyer and supplier must work
together as a team. Care should be taken whilesaingohe suppliers to make sure that
they have required capabilities and resources f{éll fthe needs. A successful
relationship is one in which there is mutual shariof risk and rewards, clear
understanding of each other’s roles and respoitghil high level of commitment and
trust, long-term orientation, mutual informationaghg, a sincere desire to win and

responsiveness towards each other’s and end cussameds (Lemke et al., 2002).



From the buyer's perspective, the benefits of clodationship with suppliers at the
operational level are given as improved qualityriducts or services, reduced cost and
reduced lead-time or service completion time. A¢ 8irategic level, the benefits are
obtained in the form of enhanced competitivenesgreased market share and
innovation. The importance of supplier managemest been recognized by academics
and many studies have showed the advantages thheagained by the supplier alliances
(Spina and Zotteri, 2000). According to Terpen@le{2008), the effects of many buyer,
supplier and market characteristics, as well aslypb characteristics have yet to be
explored and an understanding of nature of relatiges in a supply chain is limited and

need to be improved.

1.1.1 Buyer-Supplier Relationships

Today, buyer- supplier relationships have becomiategic” and the process of
relationship development is accelerated as firmsgesto create relationships to achieve
their goals. An important phenomenon related toebwggller relationships is that many
buyers are developing single source suppliers lsecatithe pressure to increase quality,
reduce inventory, develop just-in-time systems, aletrease time to market. The
ultimate goal in developing these capabilitieisaduce costs. These cost reductions can
be obtained through one of two models. In an adviedsmodel, buyers pit suppliers
against each to achieve lower costs. In a cooperatiodel, both parties achieve lower
costs through working together to lower both buyemhd seller’'s operating costs. This
reduction is accomplished through better inventorgnagement and elimination of

unnecessary tasks and procedures (Wilson, 1995)



Evidence from the literature on strategic supmiéances, a particular manifestation of a
long-term, collaborative relationship, suggestst thayers tend to prefer closer
relationships when they wish to control the depéiiiga of supply or influence supplier
quality and delivery schedules (Ellram, 1995). Sigop may be similarly motivated
when they seek to secure long-term, reliable mayketto influence customer quality.
Much of the recent literature on buyer-supplieratiehships focuses either on the
underlying attributes of relationships, or how tielaships impact performance. Traits
such as coordination, collaboration, commitmentnicwnication, trust, flexibility, and
dependence, are widely considered to be centraleaningful relationships. It should be
noted that the implicit assumption is that the sabjs a cooperative rather than a more
hands off relationship. Similar traits can also ddeserved in the supplier alliance
literature (Ellram, 1995; Vollman and Cordon, 19%8hipple and Frankel, 2000). The
underlying rationale behind these traits is thattheir absence, interaction between
buyers and suppliers to create mutually benefioigcomes will be limited. Without
signals and/or behaviors demonstrating a willingneswork together to increase rather
than merely redistribute value within the supplhaioh buyers and suppliers will be
motivated to look out for their own interests. \Wiiness, however, to work together and
to share risks allows benefits to be achieved mdy @ cost, quality, delivery, and
productivity, but in product development, technglatgployment, and problem solving

(Fram, 1995; Hahet al., 1990).

1.1.2 Organizational Performance

Performance in organizations takes many forms dépgnon whom and what the

measurement is meant for. Different stakeholderguire different performance



indicators to enable them make informed decisiadanfuru, 2005). According to

Richard et al. (2009) organizational performancepempasses three specific areas of firm
outcomes: (a) financial performance (profits, retan assets, return on investment, etc.);
(b) product market performance (sales, market stete); and (c) shareholder return

(total shareholder return, economic value addex) et

Mahapatro, (2009) defines Organizational Perforraaas the ability of an organization
to fulfill its mission through sound managementosy governance and a persistent
rededication to achieving results. Effective nofiijgoare mission-driven, adaptable,

customer-focused, entrepreneurial, outcomes odearte sustainable.

Thompson et al, (2007), notes that using finanti@asures alone overlooks the fact that
what enables a company to achieve or deliver bBttancial results from its operations
is the achievement of strategic objectives thatrawp its competitiveness and market
strength. Non financial measures include innovaigs (Goldsmith and Cluterbuck,
1984) and market standing (Saunders and Wong, 18856Jey and Lynch, 1985).

Performance is therefore measured by both finaacidInon-financial measures.

Kalpan and Morton (1992) listed various methodsneasure the overall organizational
performance which are; accounting measures (pbafita measures, growth measures,
leverage, liquidity and cash flow measures), ojpanat performance (market share,
changes in intangible assets such as patents oarhwetources, customer satisfaction
and stakeholder performance market based measumsirn( on shareholder

performance), market based measures (return orelsblder, market value added,
holding period returns, Jensens alpha and Tobinss@)yival measures (takes time

horizons of five years and less) and economic vaheasures (residual income,
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economics value added and cash flow return on imesg) Lee and Bose (2002) note
that performance can be measured in numerous wales, profit, productivity, revenue,
dividends, growth, stock price, capital, cashflawturn on assets, return on capital,

return on equity, return on investment, earningsspare as well as other financial ratios.

A number of studies have examined the linkages dmtwelationships and performance.
Johnston et al. (2004) demonstrates gains such as being: fingndedd time
performance, improved responsiveness, customeitypyanovation, quality products,
reduction in inventory and improvements in producéess design.

The literature on supplier alliances also providegirical evidence of their benefits in
terms of cycle time and new product developmene tidelivery performance, flexibility,
product availability and customer satisfaction (Rtat al., 2001). It also alludes to the
potential of alliances with regard to reductiondremsaction costs and improvements in

access to technology and technology transfer (HandeJohn, 1990).

1.1.4 Large Manufacturing Firms in Kenya

Manufacturing is an important sector in Kenya anehakes a substantial contribution to
the country’s economic development. It has the mi@kto generate foreign exchange
earnings through exports and diversify the coustgtonomy. This sector has grown
over time both in terms of its contribution to tbeuntry’s gross domestic product and
employment. The average size of this sector fipital Africa is 8 per cent. Despite the
importance and size of this sector in Kenya, #ti$ very small when compared to that of
the industrialized nations United Nations IndustriBevelopment Organization

((UNIDO) 1987). Kenya's manufacturing sector isingpthrough a major transition

period largely due to the structural reform processich the Kenya Government has
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been implementing since the mid-eighties with awte improving the economic and

social environment of the country (Awingi,al 2009).

The sector experienced the lowest real GDP groatigsrin 2008 to 2009 as 1.7 percent
in 2008 and improved to 2.6 percent in 2009 (Edstan Community Facts and Figures
— 2010, March Issue, 2011). In the financial yeat® the real GDP growth rate was 5.6
percent, revealing the improvement (East Africam@umnity Facts and Figures — 2011,
October Issue, 2011). The lack of demand from treebtic market caused depreciation
in Shilling and international demand was largely lby global financial crises which

caused the slower growth in the manufacturing sebitderms of gross domestic product
(GDP), the share of manufacturing sector maintaingtle last 10 years from 2000-2001
as 10 percent to 2009-2010.0n the other side, mesg a “booster” of an economy,

according to (East African Community Facts and Fégu- 2011, October Issue, 2011)

has shown a decreasing trend from 2008 to 2010.

Performance, a quality of any company, is achidwedaluable outcome such as higher
returns. It can also be measured by the levelsfiofescy and this can be analyzed by a
variety of methods, such as the parametric (stdichdsontier analysis) and non
parametric (data envelopment analysis). The manageaf any company would like to
identify and eliminate the underlying causes offinencies, thus helping their firms to
gain competitive advantage and attain sustainabiapetitive advantage, or at least,
withstand the challenges from others (Yang, 200&)the economically competitive

world, good financial management is a key indicafica corporation performance.



1.2 Statement of the Problem

“Buyer - supplier relationships” is an increasingiyportant area of interest in the
academic and the business world. Companies foousgty on the development of closer
ties with other organizations in search of compatitadvantage and improved market
positioning. So far, little is known about the maclsms determining the evolution of
collaborative relationships, nor about the existeand interplay of buyer - supplier

relationships at various levels within businesatiehships. (Barét al 2009)

Kenya is the most industrially developed countryBast Africa, but it has not yet
produced results to match its potential. The mastufang industry has to put in more
effort to ensure that it performs better and cootes more to the country’s GDP. For the
manufacturing companies, suppliers play a majoe roh the performance of that
company. Therefore a study on the level at whith gbctor has embraced the concept of
buyer — supplier relationships and how these meiatiips affect organizational

performance is important.

A close examination into studies on buyer supptaationships and organizational
performance confirms that there is research thath®en carried out in this field. For
example (Bart and Akkermans, 2009) carried outualyston collaboration in buyer

supplier relationships. The study concluded thwd there are five relationship variables
(commitment, conflict, economic & non economic sfattion, and trust) that are
important in developing and maintaining good busigpplier relationships. However, the

research did not look at the effect of these collabons on organizational performance.



Another study conducted by (Cousins et al 2008) Remformance measurement in
strategic buyer-supplier relationships. The studialdished that supplier performance
measures alone are not sufficient to generate mupgesrformance outcomes. Instead, the
influence of performance measures on relationshtpames is influenced by the extent
of a firm’s buyer-supplier socialization mechanismBhus the main conclusion is that
Monitoring supplier performance is not of itselfffstient, rather, it is the process of

socializing the buyer and supplier that is crititafthe success of the relationship. This
study focused on the performance of suppliers aotl the performance of the

organization.

Plane and Green, 2011 also conducted a study oerrBuypplier collaboration and the
aim of Facilities Management procurement. The steshablished that there emerged a
general consensus that a more relational procurepnecess has a positive influence on
the relationship established and also that theeperd benefits of relational approaches
included clarity of service requirements, valueiwdgl, and cultural alignment. This
study however did not show how buyer — supplieatrehships affect organizational

performance.

A study done by Mukhwana, 2010 discussed on sugipéyn management practices on
performance. The study found that indeed supplynch@nagement practices have an
effect on the organizational performance. Howehes study was general in referring to
supply chain management and not specific areasgplg chain management that affects

organizational performance.

Oyiela, 2011 researched on competitive strategidsparformance of commercial banks

in Kenya. The study found that commercial banksofaing a differentiation strategy
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realized statistically significant superior perf@nee as compared to those pursued focus
strategy and cost leadership strategy. The ressarfdtused only on competitive
strategies but did not look in to those specifianpetitive strategies that affect

organizational performance.

To the best knowledge of the researcher, no stagybeen carried out on the effect of
buyer —supplier relationships and the impact ofs¢heelationships on organizational
performance. This study therefore seeks to britigedap by investigating how buyer-
supplier relationships affect the performance gfanizations. The study seeks to answer
the following questions: what is the extent of ditmp of buyer — supplier relationships
by the manufacturing firms in Kenya? What are theallenges that face the
implementation of buyer supplier relationships? Awitht is the effect of buyer- supplier

relationships on organizational performance?

1.3 Obijective of the Study

This study seeks to achieve three objectives:

i. To establish the extent to which large manufactufinms in Kenya have
adopted buyer — supplier relationships.
ii. To establish the challenges facing large manufagurfirms in
implementation of buyer supplier relationships
iii. To determine effect of buyer- supplier relationshipn organizational

performance among large manufacturing firms in Keny

10



1.4 Value of the Study

The study will help the manufacturing firms in Kento establish the effect of buyer —

supplier relationships on their organizational perfance.

Other non-manufacturing institutions will also b&né&om the findings of this study
since it will shed more light on the effect of buye supplier relationships on

organizational performance

The findings of this study will be used as a rafeee point by other researchers for

further research on the same field.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter focuses on the literature review cotetliby the researcher. It includes a
review of the various studies that have been caeduby other researchers on buyer-
supplier relationships. Among the areas reviewedlude: buyer supplier relationship
models; buyer - supplier relationship variablegjamizational performance. The chapter
also provides the research gaps identified and recemiual framework to show the

relationship between the dependent and independeiables.

2.2 Overview of Buyer - Supplier Relationships

Management of buyer-supplier relationships is @mnip the success of supply chain
management in firms (Harland, 1996). In particutdrategic relationships with critical
suppliers must be understood in order to maxinmheevalue creation in the supply chain.
Studies have shown that successful managemenesé tielationships contributes to firm
performance (Tan et al., 1999). Dimensions suctiuss and commitment are shown to
play an important role in high-value strategic tielaships, where specific investments
are high, and contractual governance alone is detj@ate In such relationships, it is
important that both parties perceive that theygaiaeing value from the relationship if it

is to continue and the relationship is to be cagrgid a success (Narayandas and Rangan,

2004).
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Supply chain management has become widely recagj@igean important contributor to
strategic success, helping firms meet the challemmjean increasingly competitive and
dynamic environment (Monczka et al., 2000). Thesesgures have driven companies
toward forming closer relationships with a smallamber of suppliers who have become
increasingly involved in many aspects of strateggkimg and day-to-day operations
(Cousins, 1999). Such relationships are highly radive and require constant
monitoring and inter-personal liaison between empds of both parties in order to be
effective. The question of how firms manage thesl&alorative supplier relationships,
through the use of performance measurement syst@misthe development of social
networks, is an important avenue of research. §sith as coordination, collaboration,
commitment, communication, trust, flexibility andmkndence, are widely considered to

be central to meaningful relationships (David, 2012

2.3 A Review of Key Relationship Models

Several authors have carried out studies relatdouye@r seller relationships and have
come up with different results related to this toprhe following are some of these
studies and they give an overview of different tiefeship models that have been

developed relating to buyer seller relationships.

2.3.1 Anderson and Narus (1990)

Anderson and Narus (1990) were among the firseso the relationships between both
distributors and manufacturers engaged in a worgartnershipThey defined a working
partnership “as the extent to which there is muteebgnition and understanding that the

success of each firm depends in part on the oiher, fvith each firm consequently

13



taking actions so as to provide a coordinated efimcused on jointly satisfying the
requirements of the customer marketplace” (Andersod Narus 1990, p.42). Using
social theory as their foundation and interviewghwhanagers, constructs and a model
were developed and tested that was meant to applgth the supplier and the buyer.
Although their proposed model needed re-speciboattomparison level of alternatives,
relative dependence, and communication were founde important in explaining
working partnerships between manufacturers andildisors. The constructs of trust,
cooperation and satisfaction, which had previoushen ‘understudied’, were given
substantial support for inclusion in models of at@nworking relationships. An
important implication of their study was the neemt tinderstanding, for marketing
practice, partner’'s requirements and expectatianshase would be measured against

outcomes (i.e. firm performance).

2.3.2 Mohr and Spekman (1994)

An important distinction made by Mohr and Spekman {9 their definition of
partnerships was the need of partners to ‘striverfotual benefit’. Results of their study
found that trust, commitment, and communicationp@agnother variables were important
in predicting the success of partnerships. In gastmps that had higher degrees of these
variables, there was a corresponding higher likelthof success (either satisfaction or
sales). Satisfaction was an outcome variable tlagthased on the partners’ perception of
how well expectations were met by the partnersAifimiting factor in the research to
this point had been the lack of research that miffeated successful rom unsuccessful

partnerships. Indeed, partnership success may basurexl along two outcome
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dimensions: endurance or achievement of mutualsgolhe outcome that will have

greatest managerial appeal is that which can lag¢ectto firm performance.

2.3.3 Wilson (1995)

Wilson (1995) proposed that buyer-seller relatigpsladvance through various phases of
development. In each phase, he proposed thateliffeelationship variables would have
varying levels of importance. Trust, satisfactiggower and comparison level of
alternatives were proposed to be important durgxgner selection and defining purpose
of the relationship. Commitment was important te thlationship when the goal was to
create value and maintain the relationship. Otloastucts were also proposed to have
varying degrees of importance throughout the mtstiip life cycle. The researcher
recommended more research in understanding ane@ptwadizing how buyer and sellers
work together to add value to their partnershiprétmmmended further work in order to
conceptualize how a set of buyer and seller relatigps becomes a powerful competitive

network.

2.4 Theoretical Framework and Constructs

Different researchers have proposed with diffeneariables as being the fundamental
variables that ensure good buyer — supplier relaligps. The following are the

commonly discussed variables that result to sut@dsgyer —seller relationships.

2.4.1 Trust

Trust is a willingness to rely on an exchange parin which the firm has confidence
(Moorman, Zaltman, and Deshpande, 1992). Trushigxpectation about an exchange

partner that results from the partner's expertiskgbility, and intentionality (Ganesan,
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1994). Trust plays a significant role in shapingeraction and long-term relationship
building (Andersen & Kumar, 2006). Trust asthe extent to which a firm believes that
its exchange partner is honest and/or beneviotensome variant thereof. Moorman et
al.'s (1992) definition reflects two components tofst: credibility and benevolence.
Credibility reflects the customer's belief that thapplier has sufficient expertise to
perform the job effectively and reliably, while lesmlence reflects the extent of the
customer's belief that the supplier's intentiond aotives are beneficial to the customer
even when new conditions arise about which a comerit has not been made (Ganesan,
1994). An interesting perspective on trust is thag- term relationships may not require
trust; rather the relationship may be based onréeessity of having a supplier or
distributor (Kumar, 2005). Although trust can beporant at all stages of the
relationship, the measurement of trust can onlyuoafter a partner has been in a
relationship long enough to evaluate this dimens&imilar to performance satisfaction,
trust becomes of greater and measurable imporiaribe last two stages of relationship

development.

2.4.2 Communication

Communication processes underlie most aspects gdnaational behavior and are
critical to organizational success (Mohr and Nevif@90). The relationship literature
identifies three aspects of communication behaWat are important to successful
relationships: communication quality, extent ofoimhation sharing between partners and
participation in planning and goal setting. Comngation quality includes the accuracy,
timeliness, adequacy, and credibility of informatiexchanged Participation refers to the

extent to which partners engage jointly in plannamgl goal setting. When one partner’'s
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actions influence the ability of the other to effeely compete, the need for participation
in specifying roles, responsibilities, and expeota increases. Input to decisions and
goal formulation are important aspects of partitgra that help partnerships succeed

(MacNeil, 1981)

2.4.3 Commitment

Commitment is the most common dependent variabbel us buyer-seller relationship
studies (Moorman, Zaltman and Deshpande 1992) Hekdand Ford (1986) point out
that commitment assumes that the relationship lwitig future value or benefits to the
partners. There is little doubt that commitmentigritical variable in measuring the
future of a relationship. Commitment to the relasibip is defined as an enduring desire
to maintain a valued relationship. Relationshipueakorresponds to the belief that
relationship commitment exists only when the relaghip is considered important.
Enduring desire to maintain the relationship réflex committed partner who wants the
relationship to endure indefinitely and is willing work at maintaining it (Morgan and

Hunt, 1994)

2.4.4 Cooperation

Cooperation has been defined as, “similar or complgary coordinated actions taken by
firms in interdependent relationships to achieveaualuoutcomes or singular outcomes
with expected reciprocation over time” (Andersom &tarus, 1990). Morgan and Hunt
(1994) seem to accept the above definition of coadm but continue to expand the
definition by emphasizing the proactive aspect adperation vs. being coerced to take

interdependent actions. The interaction of coopmratind commitment results in
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cooperative behavior allowing the partnership takvensuring that both parties receive

the benefits of the relationship.

2.4.5 Mutual Goals

Wilson (1995) defined the concept of mutual goalshee degree to which partners share
goals that can only be accomplished through joatioa and the maintenance of the
relationship. These mutual goals provide a straxason for relationship continuance.
Wilson, Soni and O’Keeffe (1994) suggest that muty@als influence performance
satisfaction which, in turn, influences the levdl ammmitment to the relationship.
Shared- values is a similar but broader conceptgito and Hunt (1994, p. 25) define
shared values as, “the extent to which partnerse Haeliefs in common about what
behaviors, goals and policies are important, unimamb, appropriate or inappropriate,
and right or wrong.” Although the wider concept sffared values has some appeal it
seems too broad to be effectively operationalidatms are the rules by which values
are operationalized. Most likely, mutual goals @mage both mutuality of interest and
stewardship behavior that will lead to achieving thutual goals. Perhaps it is easier to
measure the degree to which the partners sharsatime goals than it is to measures

values and norms.

2.3 Organizational performance

Inayatullahet al, (2013 overall organizational performance can be dividedo three
parts: financial performance, product performanesd operational performance.
Financial performance of organization includes: kaarshare, return on investment,

profit margin, inventory turnover rate, and prodwity. Product performance includes:
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functionality, service, operating expenses, comfarid ease of use. Higher product
performance enhances the customer and employasgastitin. Operational performance
includes: product/service quality, lead time/sesviccompletion time, product

development time, utilization of resources, respamess to customer demand, and

operational cost.

MacPhersonet al (2004) Most organizations view their performance terms of
"effectiveness” in achieving their mission, purpasegoals. Most NGOs, for example,
would tend to link the larger notion of organizati performance to the results of their
particular programs to improve the lives of a targeup (e.g. the poor). At the same
time, a majority of organizations also see thenfggenance in terms of their "efficiency”
in deploying resources. This relate to the optiosg of resources to obtain the results
desired. In order for an organization to remainblgaover time, it must be both
“financially viable” and "relevant” to its stakell@rs and their changing needs. In the
OA framework, these four aspects of performance #re key dimensions to
organizational performance. In a study carried @yt (MacPherson,2004) she
highlighted the three factors as being the factioas affect organizational performance;

External Environment, Internal Motivation and CapaPerformance

2.7 Research Gap

The literature review confirms that allot has bgeme on buyer supplier relationships.
But little has been done on the effect of theseebsypplier relationships on
organizational performance. It's therefore impott@ncarry out a research on the effect

of buyer-supplier relationships on organizatioretfgrmance.
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2.8 Conceptual Framework

Independent variables Dependent variable

Buyer supplier
relationships variables

Trust \

Communication
Organizational
i |:: > erformance
Commitment > P

Co-operation

Mutual goals

Source ;( Author, 2013)

Hypotheses

1. Trust in buyer — supplier relationships results letter organizational

performance

2. Communication in buyer — supplier relationshipaulessin better organizational

performance.

3. Commitment in buyer — supplier relationships resuit better organizational

performance
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. Co-operation in buyer — supplier relationships Itssin better organizational

performance

Having mutual goals in buyer — supplier relatiopshiresults in better

organizational performance
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

This chapter presents the research methodologyisapplied in conducting the study.
It discusses the research design, target popuja@anpling design and sample size, data
collection procedures and instruments, determinatiforeliability and validity as well as

data analysis techniques.

3.2 Research Design

The study involved a descriptive research desigoro$s sectional type. Tanur (1982)
asserts that a survey is a means of collectingnmition about a large group of elements
referred to as a population. A survey has threeadberistics: to produce quantitative
descriptions of some aspects of the study populatiovhich case it is concerned either
with relationships between variables, or with pectjgy findings descriptively to a

predefined population; data collection is done $kireg people structured and predefined
guestions and data is collected from a fractiotheftarget population (Pinsonneault and

Kraemer, 1992).

3.3 Population and Sampling

The population of interest in this study consistétarge manufacturing companies that
are members of KAM (Kenya association of manufagjin Nairobi. The main reason
for this choice is that these firms are likely tdibit an elaborate SCM philosophy and

make use of supplier - buyer relationships. Adow to the KAM website, there are
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700 registered members, 80% of them being in Naifidie population of this study was
560 firms. According to KIRDI Directory of Manufaging Industries (1997), large
firms are those with 200 employees and above. $hidy adapted this definition. At
least 10 percent sample of the population is cened generally acceptable method of
selecting samples in such a study (Stanley and dgye2001) the sample size was 56
large manufacturing entities that are located witNairobi (See Appendix II). One

respondent was picked from each of the 56 firmsatticipate in the study.

3.4 Data Collection

The primary data was gathered from Procurement Ntnsaand Financial Managers of
56 large manufacturing firms in Nairobi. The Pramuent Managers and Financial
Managers or their equivalents were considered g@pjate since they understood better
the effect of buyer - supplier relationships on peeformance of their organization. The
data was collected by use of a structured questiomithat was administered by “drop
and pick” method. The questionnaire was in the fofniikert scale where respondents
were required to indicate their views on a scalé &b 5. The questionnaire contained 5
sections: Section A contained data on the companiylgy section B had data measuring
the extent to which large manufacturing firms inni¢@ have embraced buyer — supplier
relationships; section C contained data on theleamgés facing large manufacturing
firms in the implementation of buyer - supplieratgdnships. Section D contained data on
the effect of buyer - supplier relationships onamrigations performance among large

manufacturing firms in Kenya.
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3.5 Data Analysis

The data collected was sorted and coded then entet@ the Statistical Packages for

Social Sciences (SPSS).
Section A,Band C

Descriptive statistics was used to in the aboveetlsections. The findings were presented

in tables.
Section D

Frequencies were used to show the effect of buyesupplier relationships on
organizational performance. The findings were presiin tables. The following model
was used to show the effect of buyer —seller @hstiips on organizational performance
S=a + hx;thyXo+ b3 X3+ b 4 X4+ b5 X5+ €. Where: S= organizational performance; a=
the S intercept when x is zeroj by, bs by ang bs, areregression coefficients of the
following variables respectively;;x=Trust X, - Communicationxs - Commitment X,

=Co-operation x=Mutual goals
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CHAPTER FOUR

DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This study was carried out to establish the effgficbuyer supplier relationships on
organizational performance among large manufagufinms in Kenya. Data was
collected from supply chain managers, assistanplgughain managers, supply chain

officers, finance managers and operation manageesfindings are presented next.

4.2 Response Rate

A total of 56 questionnaires were distributed tgéamanufacturing firms in Nairobi. Out
of the 56 questionnaires, 42 were returned to ésearcher. This represents a response
rate of 75%. This percentage was considered sefficior this study. The 25% who
never returned the questionnaires cited busy stéedis the main reason for lacking

time to fill them.

4.3 General Information

The first part of the questionnaire contained gahanformation regarding the
organization and the respondent. The areas sitdudrpart were: duration the company
has been in operation, the position of the respainigiethe organization, the duration the

respondent has worked in that position and the gjeofcthe respondent.
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Table 4.1: Duration of Operation

The table below shows the frequencies and percesteggarding information on the

duration which the respondent firms have been gratmpon.

Frequency | Percent

Less than 10 Years 10 23.8
10 or more Years 32 76.2
Total 42 100.0

The researcher sought to establish the duratiometsgective manufacturing companies
had been in operation. The findings as illustratedable 4.1 above show that 76.2% of
the large manufacturing firms in Kenya have beeoparation for more than 10 years.
This is an indication that the companies have egpeed buyer - supplier relationships

during this period.

Table 4.2: Position of the Respondent

The table below shows frequencies and percentdgi®e warious positions held by the

respondents that took part in the study.

Frequency | Percent

Supply Chain Manager 16 38.1
Assistant Supply Chain Manger 6 14.3
Supply Chain Officer 7 16.7

Finance Manager 4 9.5
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Manger 5 119

Human resource Manager 2 4.8
Operations manager 2 4.8
Total 42 100.0

Table 4.3: Duration Served

The table below shows the data on the period irchvkine respondents have served in

these positions.

Frequency Percent
Less than 5 Years 18 42.9
5to 10 Years 9 21.4
11 to 15 Years 6 14.3
Above 15 Years 9 21.4
Total 42 100.0

The respondents were asked to indicate the positibey held in the respective
companies and the duration they had served in thosigions. They were provided with
options to choose from. The findings in Table 4oAfoem that 38% of the respondents
who participated in the study are supply chain rgarewhile 14% were assistant supply
chain managers. This confirms that they are weftlveossant with buyer — supplier
relationships and their effect on organizationafqrenance. It was also evident as shown
in table 4.3 that 42.9% of the respondents haveedein their respective positions for

less than five years. The supply chain concepteliatively new in Kenya and this
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probably explains the reason why most of the redeots had served as supply chain

managers for such a short duration of time.

Table 4.4: Gender of the Respondents

Percent
Male 66.7
Female 33.3
Total 100.0

It was also evident from the findings of the stuklgt most of the supply chain managers
who participated in the study are males as repteddny 66.7% of the respondents as
illustrated in the table 4.4. This is a clear irdion that most manufacturing companies

in Kenya have more male supply chain managersfdraales.

4.4 Extent to which Manufacturing Firms in Kenya have Embraced
Buyer —Supplier Relationships

The study sought to establish the extent to whachhd manufacturing firms in Kenya

have embraced buyer - supplier relationships. Alemof questions were fronted to the
respondents who gave their responses on a scalé efhere 1 represents to a very large
extent and 5 very small extent. Table 4.5 showsntiean and standard deviation of
factors that were used by the researcher to shewextent to which large manufacturing
firms in Nairobi had embraced buyer — suppliertrefeships. A mean of 1-3, shows that
the factor in question has been adopted by thenelipg organizations to a large extent.
A mean of 4-5, shows the factor in question hasnbadopted by the responding

organizations to a small extent.
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Table 4.5 Extent to which Manufacturing Firms in Kenya have Embraced Buyer —

Supplier Relationships

The Extent to which organizations have Mean Standard
adopted Buyer- Supplier Relationships Deviation
Existence of mutual goals between compafy33 1.692

and suppliers

Communication between company gntio3 0.997
suppliers

Trust between company and suppliers 1.71 1.043
Maintenance of long term relationships 1.69 0.841
Commitment between company anil.57 0.630
suppliers

Mutual information sharing betweerl.57 0.801
company and suppliers

Responsiveness to each other’s needs 1.52 0.594
Understanding of each other’'s roles arid40 0.497

responsibilities

Table 4.5 shows that the following factors had bemtopted by many large
manufacturing organizations to a large extent: Comoation between company and
suppliers, Trust between company and suppliersntdaance of long term relationships,
Commitment between company and suppliers, MutuBdrimation sharing between
company and suppliers, Responsiveness to eachsotfeeds and Understanding of each
other’s roles and responsibilities. All of the abdactors had a mean of between 1 and 3.

Meaning that, many large manufacturing organizatioave adapted to these factors to a

29



large extent. However, the study showed a mean3¥ 8n Existence of mutual goals
between company and suppliers. This showed thattory of the companies sampled,
existence of mutual goals between the company laid suppliers was to a small extent.
Table 4.5 therefore shows that most large manufacgtdirms in Kenya had embraced
the concept of buyer - supplier relationships asythad incorporated most buyer-

supplier variables in their operations.

4.5 Challenges facing buyer supplier relationships

The challenges facing buyer - supplier relationshipere analyzed in this section.
Statements were outlined in the questionnaire baddspondent was required to agree or
disagree with the statements. The statements weawrddtion to the issues that are likely
to pose a challenge in buyer — supplier relatiggshihe following table illustrates the

mean and standard deviations of the results.

Table 4.6 Challenges facing buyer supplier relatioships

Challenges Facing Buyer-

Supplier Relationships Mean Standard Deviation
2.93 1.20
Lack of Mutual Goals
_ 1.55 0.59
Lack of Co-operation
) 1.26 0.45
Lack of commitment
Poor Performance 1.24 0.43
1.19 0.40
Lack of trust
1.17 0.34

Lack of Communication

30



A scale was used the show the extent to which éspandent thought the statement
affect buyer-supplier relationships was true. lorggty Agree 2= Agree 3= Undecided
4=Disagree 5=Strongly Disagree. Therefore a meah-2fshows an agreement that the
statement in question, affects buyer - suppliati@hships. A mean of 3, shows that the
respondent is undecided. A mean of 4 -5 Showstieatespondent doesn’t agree that the
factor in question affects buyer- Supplier relasioips. Our research shows that the
majority of our respondents agreed that the follmvfactors affect buyer - supplier
relationships; Lack of Co-operation, Lack of comment, Poor Performance, Lack of
trust and Lack of Communication. This is becausd tnean scores were between 1- 2.
This therefore means that the above factors posshallenge in buyer - supplier
relationships. The research showed that Lack ofuMluGoals did not feature as a

challenge to most respondents as its mean wa8.at 2.

4.5 Relationship between Buyer - Supplier Relatiomgps and
Organizational Performance

The study also sought to determine the relationgtap exists between buyer — supplier
relationships and organizational performance amargg manufacturing firms in Kenya.
The researcher conducted a regression analysissist @xplain this relationship. The
study adopted the following linear regression mddetiepict the expected relationship
between the variables: S=a +Q +thy X + b3 X3+ b 4 X4 + b 5 X5 + €. Where: S=
Organizational performance which was measured ugiagresponses on the effect of
various buyer — supplier relationship variables=;the S intercept that is the value of Y
when x is zero; pby, bz andb, areregression coefficients of the following variables
respectively; x= Trust x, - Communicationxs = Commitmentx, = Co-operation x-
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Mutual Goals. All the five independent variablesavalso measured using the responses
on each of the variables obtained from the respuasddhe results are illustrated and

explained next.

4.6 T TEST FOR COEFFICIENTS

Table 4.7: Coefficients

Unstandardized Standardized
Coefficients Coefficients Correlations
Zero-

Model B Std. Error |Beta T Sig. order Partial |Part
(Constant) -.403 .215 -1.877 |.069
Mutual goals in buyer supplier{.047 .043 .102 1.074 .290 .326 176 .094
relationships and organizational
performance
Commitment in buyer supplier|.126 157 .094 .800 429 447 132 .070
relationships and organizational
performance
Trust in buyer supplier|.587 135 .516 4.339 .000 487 .586 .381
relationships and organizational
performance
Co-operation in buyer- supplier|.152 .051 .298 3.002 .005 .534 447 .264
relationships and organizational
performance
Communication in buyer-|.552 114 .485 4.847 .000 487 .628 426
supplier relationships and
organizational performance
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Where: % = Trust x, -Communicationxz = Commitmentx, = Co-operation x- Mutual
Goals. Using a significance level of 5%, any vdedfaving a significant value greater
than 5% is not statistically significant. These:axe (Commitment) and Mutual
Goals). From the data aboveg XTrust), % Communication, x (Co-operation) are

statistically significant being at 0%, 0% and 5%yprectively.

This means that trust, communication and co-opmrati buyer —supplier relationships
are suitable predictors of Y. This means that f@re unit increase in measure of trust,
the measure of organizational performance increase®.587 units, for every unit
increase in measure of communication, the meastirerganizational performance
increases by 0.552 units and for every unit inare@ms measure of co-operation, the

measure of organizational performance increasé€s1$H2 units

4.7 COEFFICIENT OF DETERMINATION,R 2

Table 4.8: Model Summary

Model Summary

Change Statistics

Adjusted R(Std. Error of|R Square|F Sig.
Model [R R Square |Square the Estimate |Change Change |dfl df2  |Change
1 .850° 723 .684 .284 723 18.747 |5 36 .000

Table 4.8 indicates that there is ahvllue of 72.3%. This value indicates that the five
independent variables explain 72.3% of the variancerganizational performance of
large manufacturing firms. These independent viegahre the benefits that accrue as a

result of good buyer - supplier relationships.sltclear that they contribute to a large
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extent to the level of performance that is achiewedthe performance of large
manufacturing firms in Kenya. It therefore suffictes conclude that buyer — supplier
relationships are essential in enhancing orgawizati performance given that the

unexplained variance is only 27.7%

4.8 F TEST FOR THE FULL MODEL

Table 4.9: ANOVA TABLE

ANOVA®
Model Sum of Squares  |Df Mean Square F Sig.
1 Regression 7.586 5 1.517 18.747 .000?
Residual 2.914 36 .081
Total 10.500 41

For 5% level of significance, the numerator df=9 @enominator df=36, critical F value
is 2.482, table 4.9 shows computed F value as I8Hénce, the regression model is
overally statistically significant, meaning that ig# a suitable prediction model for

explaining how buyer — supplier relationships aff@ganizational performance.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

This study was carried out to establish the eftgcbuyer — supplier relationships on
organizational performance among large manufagufirms in Kenya. The study had
three objectives, to determine the extent to wh&lge manufacturing firms in Kenya
have adopted the concept of buyer - supplier wlatiips, to determine the challenges
facing buyer - supplier relationships and to deteerthe effect of buyer — supplier
relationships on organizational performance. Thspter presents the summary of
findings for the three objectives mentioned abawe, conclusions, recommendations
made based on findings and the suggestions on #ra&aseed to be researched as far as

this concept is concerned.

5.2 Summary of Findings

The study established that most large manufactuimngs that operate in Kenya have
been in existence for more than ten years. Theystadfirmed that most manufacturing
companies in Kenya had embraced the concept ofrbusapplier relationships as they

had incorporated most buyer- supplier variableéir operations.

The research also looked into the challenges fdmirygr - supplier relationships among
large manufacturing firms in Kenya. The researahfiomed that lack of communication,

lack of commitment, lack of trust, lack of co-op@ra and poor performance were some
of the challenges that were facing buyer - suppé&ationships. The respondents did not
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find lack of mutual goals being a factor that woaftect buyer — supplier relationships.
This is an indication, that for buyer- supplierat@dnships to be successful, companies
have to ensure good communication, trust need® tdelveloped, there is need for co-
operation, both parties need to be committed apgplsrs need to perform their duties

well.

It was also clear from the study that the five peledent buyer — supplier relationship
variables of trust, communication, co-operationfualigoals and commitment improves
organizational performance; However, trust, commation, co-operation explain the
highest variance since they have a sig. valueishiass than 5%. This study confirms an
earlier study carried out by Renee et al (1997) boger - supplier relationships actually

affect firm performance.

5.3 Conclusions

The study concludes that most large manufacturiogpanies in Kenya have been
embracing buyer - supplier relationships for mere years. Buyer- supplier relationships
have assisted the large manufacturing companiesni@ance the performance of their
organizations. This is supported by the resultsnfeoregression analysis conducted that
indicated that there is a strong relationship betwBuyer - supplier relationships and

organizational performance.

5.4 Recommendations

The study has confirmed that buyer — supplier i@tahips are very significant in

enhancing the performance of organizations. All afiacturing companies and other
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organizations should be advised to embrace theepbrso that they can be able to reap

the benefits of developing buyer — supplier relagiups.

By maintaining good relationships with their suppdi, Manufacturing companies ensure
that they perform well; they also help the supgligremselves to perform well and also

achieve their goals.

5.5 Limitations of the Study

The findings of this study and application therefare limited to large manufacturing
companies in Kenya. They may not be applicable ctlireto other organizations
operating outside the Kenyan manufacturing indudtrys therefore important to note
that they can only be used for comparative purpesesnot any direct application in

another industry or country.

The research only focused on the large manufagtdirims in Nairobi. It did not feature
the large manufacturing firms in other parts of toentry. This was because of limited

time and resources.

It was such an uphill task for the researcher tovowe the respondents to participate in
the study. Manufacturing companies are very busyamzations were by getting a
respondent was challenging. Most of the respondamgitsed to participate on condition
that the information will not be divulged to anyhet party other than for academic

purposes only.
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5.6 Suggestions for Further Research

The researcher recommends further research orathe ®pic but in other organizations
other than manufacturing companies, both within ¢bantry and outside the country.
This will help to establish whether the same efesill be found when the research is
done on different organizations other than manufaa organizations. This will assist

in providing concrete facts upon which reliable dosions can be made.
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Appendices

Appendix |: Research Questionnaire

Research Questionnaire

This gquestionnaire has been designed for the solgope of collecting data on the effect
of buyer — supplier relationships on organization@@rformance for the large
manufacturing firms in Kenya. The data collected be treated with a very high degree

of confidentiality and it is meant for academic ppase only.

You are kindly asked to fill out this questionnabg putting an “X” in front of the

applicable answer or in the applicable cell.

(Optional)

COMPANY . e e e e e e e e

Section A: General Information

1. Duration company has been in operat s 10 years 10 or More

years

2. What is your position in this organization

a) Supply chain manager

b) Assistant supply chain manager

c) Supply chain officer

d) Finance manager

€) Other (SPeCify). ..o ii i
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3. How long have you been in this position

a) Lessthan 5 years

b) 5to 10 years

c) 11to 15 years

d) Above 15 years

4. Gender

a) Male

b) Female

Section B: Extent to which Large Manufacturing Firms in Kenya have embraced

Buyer — Supplier Relationships

Please indicate the extent to which you agree thighfollowing statements on the extent

to which manufacturing firms in Kenya have embralseger — supplier relationships
The scale below will be applicable:

1= to a very large extent 2= Large extent 3= mddeextent 4= small extent 5=very

small extent.

No |[Statement 1 2 |3 |4 5
1 |There exists mutual goals between our company&anduppliers
2 |There exists clear understanding of heaother’'s roles ar

responsibilities between our company and our sappli
3 |There is a high level of commitmdmttween our company and tha

our suppliers
4 |We maintain long-term relationships between camgany andour

suppliers
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5 |There is a high level of trusietween our company and that of
suppliers.
6 |There is mutual information sharing between ocamgany andout
suppliers
7  |There is responsiveness towasd&h other's and needs between
company and our suppliers
8 [There is good communication between our companythadof ou
suppliers
Anyother? Please state
Section C: Challenges facing Buyer - Supplier Relainships
Please indicate the extent to which you concur #ithfollowing statements concerning
Challenges facing buyer supplier relationships.
Use the scale of: 1= strongly agree 2= Agree 3=ddittd 4= Disagree 5= Strongly
disagree
No |Statement 4 |5
1 Lack of communication leads to poor buyer - sigopklationships
2 Lack of commitment causes failure of buyer- sigspklationships
3 Lack of trust between buyers and suppliers léadailure of buyer
supplier relationships
4 Lack of mutualgoals between the supplier and the buyer lea

46




failure of buyer supplier relationships

Lack of co-operation between buyers and suppleads to failve of

buyer- supplier relationships

Poor performance of suppliers leads to poor buyapple
relationships

Any other? Please indicate.

Section D: Relationship between Buyer — Supplier Rationships and Organizational

Performance

Please indicate the extent to which you concur #ithfollowing statements concerning

the listed variables and buyer — seller relatigmshihe scale below will be applicable:

1= to a very large extent 2= Large extent 3= mddeextent 4= small extent 5=very

small extent.

No

Statement

Having Mutual goals in buyer — supplier relatiopshresults inbette

organizational performance for our organization.

Commitment in buyer — supplier relationships resuih bette

organizational performance for our organization.
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3 |Trust in buyer — supplier relationships resutisbetter organization

performaice for our organization.

4 |Co-operation in buyer — supplier relationships Itssun bette

organizational performance for our organization.

5 |Communication in buyer — supplier relationshipsultss in bette

organizational performance for our organization.

6 |In general, buyer-supplier relationships have he&lpenprove

performance in ouorganization

Any other? Please indicate.

Thank you for participating
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Appendix II: Large manufacturing firms in Nairobi, Kenya

LARGE MANUFACTURING FIRMS IN NAIROBI, KENYA

1. WIGGLESWORTH EXPORTERS LTD

2. UNIVERSAL CORPORATION LTD

3. EAST AFRICAN BREWERIES LIMITED

4. GENERAL INDUSTRIES LTD

5. POLYPIPES LTD

6. UNILEVER KENYA LIMITED

7. UNGA GROUP LTD.

8. STATPACK INDUSTRIES LIMITED

9. SAMEER GROUP

10,STAINLESS STEEL PRODUCTS LTD

11/STEEL STRUCTURES LIMITED

12/TOP TANK

13/SUDI CHEMICAL INDUSTRIES LIMITED

14RHINO SPECIAL PRODUCTS LTD

15,KAPA OIL REFINERIES LIMITED

16 JET CHEMICALS (KENYA) LTD

17MAKIGA ENGINEERING SERVICE LIMITED
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18/PZ CUSSONS EAST AFRICA LTD

19/POLYTHENE INDUSTRIES LTD

20/ORBIT CHEMICAL INDUSTRIES LTD

21/PETMIX FEED

22/[ESLON LTD

23/,STEELROLLING INDUSTRIES

24HYDRAULIC HOSE & PIPE MANUFACTURERS LTD

25[EQUATORIAL TEALTD

26 ,EXCEL CHEMICAL LTD.

27/FARMERS CHOICE LTD

28 FAIRDEAL UPVC, ALUMINIUM AND GLASS LTD

29/FLEXOWORLD LTD

30,FOAM MATTRESS LTD

31/GAHIR ENGINEERING WORKS LTD

32/DOSHI GROUP OF COMPANIES

33,BIDCO OIL REFINERIES LIMITED

34 BRITISH AMERICAN TOBACCO KENYA LTD

35,BOBMIL INDUSTRIES LIMITED

36/C. DORMANS LTD

37/CHLORIDE EXIDE KENYA LIMITED
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38.

BOSKY INDUSTRIES LTD

39.

BLOWPLAST LIMITED

40.

BLUE RING PRODUCTS LTD

41.

CHANDARIA INDUSTRIES LIMITED

42,

BOGANI INDUSTRIES LTD

43.

CHEMPLUS HOLDINGS LTD

44,

COLGATE-PALMOLIVE(EAST AFRICA) LTD

45.

COSMOS LIMITED

46.

UNGA FARM CARE (EA) LTD

47.

ALPHA DAIRY PRODUCTS LTD

48.

ADHESIVE SOLUTIONS AFRICA LTD

49.

APEX STEEL LTD

50.

AGNI ENTERPRISES LTD

51.

ASHUT QUALITY PRODUCTS

52.

ALI GLAZIERS LTD

53.

KENBRO INDUSTRIES

54.

KIM-FAY E.A LIMITED

55

WELRODS LIMITED

56

{THE KENSTA GROUP

Source: Kenya association of manufacturers (2013)
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