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B TRA T 

I he bottled water induc;tr) in Ken)'' i )nllll!1 "i1h a laro' numh ·r ol' new market entrant . 

f his Industry is cxperil:n in' II I lllJl'litioll l'~IW~i;tlly rl 'O ill the beverages it had hoped LO 

I du~· to till' 11 • ·d lor -;al'c drinking water when many 

conslltlll'l'" L'ould IIlli 1111 1 lh 1 IIIII of 1.1p wall.!! I lowcvcr now the government is making 

Wiitl'l 'wl'l\>1 ll'lllllll 111 11 ur th t t.lp ".ttct i'i ~ak for consumption. 

I he stud> s )lll!ht t 1 identil .. the ub titutc products that the bottled water companies consider 

as .t thr ·at. chalh.:ngc · r cd b this threat and how they have responded to counter the threat 

t)r sul ·t~tutc pr dueL 

rhe population of ·rudy consisted of the 22 bottled water companies operating in Nairobi at 

the ·tud). Hm\ eYer. only twelve of them responded constituting a 55% response rate. Data 

wa collected u ing a structured questionnaire (see Appendix 2). 'I he data collected was 

analyzed u ing P computer based statistical program to obtain the descriptive <;tatistics. 

Data \\a presented in tables. 

The tud} re\ealed that the bottled water companie were concerned about carbonatt.!d soft 

drink . juices and tap water as substitutes to bottled water. The companies acknowlt.!dued the 

ad that they experienced challenge but pricing cemcd to he the key challenge. 

I ccd "ith thi threat of ~ubstitute product th~.: ornpanics ha\ c on cntr·ucd on th it c r~.: 

pr Ju t. \\hi hi b ttkd \\at r. Ih~.:y ha\~.: al o ditTcrcntiat~.:d their pr duct 

comp~.:tit r • 

rn r r t m t th ir m rn , I. ' hi 

r 

th ub tituh.: 

nd ha\1! ma I qwtlit impr Hill nt 

th I! ltf d 

lli 
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l r 1111 nr uld 

In th 

nd 1 r 1 



1-L\PTFR t 

I ll~Ont JCTION 

1.1 Backgrouud 

All organi~alit)!l · ,u· ' '11\ ir nmcnt dependent. ·r he firms ' external environment plays a 

signi!icaut rol' iu thdr gro\\ th and profitability. 'J he external env ironment is comp lex 

and challenging thereby presenting the organisation with opportunities and threats . 

The external em ironment has three major parts- the remote environment, industry 

en\'ironment. and operating environment. Compared to the remote environment, the 

indu tr) em ironment has more direct effect on the firm's efforts to achieve strategic 

comp titivene s and earn above average returns (Hin et al, 1997). 

Porter ( 1980) identifies five forces that affect the level of competition in an industry. 

He state that the rules f competition are embodied in the entry of new competitors, 

the threat of substitutes, the bargaining power of suppliers, the bargaining power of 

buyer . and the rivalry among existing competitors. This study will focus on nc of 

the e fi, e force . that i . the threat of substitute products in the bottled water industry 

in Ken) a ub titute are far from being an Irrelevant 1~1ctor. ·r hey c nstitutc a primar) 

comp nent of a \\ell-concci\ed trategic analy is (lla. and 1 tajluL 1991 ; Jauch and 

.twxk. ]t S . 

1.1.1 'I hr at of uh titute 

uinn 1 t I d m ub titut th pr du t 

n perf r rn th < mp till n m th 11 

ub tltut 

111 



Substitute goods serve as rcpla em ·nt tl.w tHlC :mother. Thus, a fa ll in pri ce or one 

good causes a decline in clt:man I hlr 11 :-.llh:-.ttllt tt.:s (C:ts' :t nd Fair, 1989). Subst itution 

reduces demand l(lJ a pdrtt ul11 • l.t • ()[ produ ·ts as customers sw itch to the 

aJternatiVl!S· CVL'Il Ill th' t Ill t11.11 tlu.., ·lass or products or services become 

ohsoktl'. I his d ·p ·ttd 

'nllll· (.l{llllJ ·~HI 111 I 2) .. ub!ltitutcs limit the potential of an industry by 

pl~ll'lll 1 .1 ··din 1 
\ n 1 n tt can charge. The impact of substitutes can be 

sunwwriz~.:d ,1 · th~.: indu tr ... ' verall elasticity of demand (Porter, J 979). 

1.1.2 Bottled \\ ater Indu try in Kenya 

The bottl d \\ ater industry emerged in Kenya about fifteen years ago. The range of 

b ttled water offered varies from spring water to purified tap water enhanced with 

min rat . The introduction of bottled water in Kenya is attributed to the failure of the 

local authoritie to provide adequate clean water to its residents (Kisesc. 2002). Water 

hortages are common in mo t city estates. There have been claims of untreated tap 

\\ater which alwa~ s endangers the lives of citizens becau c of the risk of cholera 

outbreak (Dait: . -ation, , 1arch 22. 2005). 

1any player' have since come into the bottled water indu try. mong tht:m an.: 

omp, ni~ uL:h s I lighland and ou1 ola that h, H.: prcviou ly con~.:cnttal\.: I lll 

rb natcd ~ >ft drink ly. 1yan •'au (2001) oh t:n e that lhi 

tr nd m ) b nri ut I t c n in fl:a in the t th ·ir pn lu t in I • 

( 

h 
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t r h \e in th 

th 

II tJ 11 n 

m t n.tl 
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consumption and avoid artificial flavour.· used in carbonated drinks (King 'ong 'o i, 

2004). Bottled water also seems to b · pupular :1mnnn travellers und touri sts. 

lfowevcr bottled\ atl'l" se Ill 1t1 ·tit ion !I· om cheaper su bsti lutes such as 

sodas, juices and reod11 1 Inn~ pm ho. lllou )h these substitutes may not be 

considL'Il'd to br '" ltl lith 1. onsum ·rs I ·cl there is more va lue f'or money 

l'ro11l tilL· r '>ub llllll · t~t r ompanics wil l have to reposition themse lves to 

count ·t th · tht ·,11 ub titute that will eventually limit the penetration or their 

product k) ,1 "id p )l ulati n. I he·e companies will therefore have to take a strategic 

ap~ roach lc..)\\ urd: the threat imposed by substitute products. 

1.2 Re ·earch Problem 

Bottled water was initially introduced with a "snob appeal" for high-income buyers 

(Daniel and Radebaugh, 1994) and to some extent to provide safe drinking water. 

. ew companie are now targeting the mass market. Although the prices of bottled 

\\ ater ha\ e reduced com ared to those at the introductory stage, the price difTcrentwl 

bet\\een bottled \\'ater and other non-alcoholic beverage is still large making 

con urner · opt for the e cheaper non-alcoholic beverages. 

B nlcd wah.:r rn y initially ha\ c gained popularity bccau c it ha no u ,ar and 

dditi\e. IIO\\C,cr the markt.:t for fre h juit.:t.:s and cordials i till ro\\JJP and 

mpam that ' r l Htll:d \ at r < mpanit.: h 

fruit jui in u try K ny, n n ' J rolift.:r ti n 

nn d It rink t th UJ m. rk l. t lr ink 

unr u r tin 1 
lith 

It 
II 111 

nt I rr n 1 t 
I I 



government 1s undertaking a l' 16. million proje ' 1 to 1m prove water serv1ce 

delivery. (Daily Nation. March~-- _QO.:'). 1 hL 1 mr~1ntce nl' c lean tap vvatcr means is 

likely to reduce the number of onsuml r. pur has inn hotllcd water solely in search of 

safer drinking wuter. 

It is cvidl:nt that tltl· bPtll I" t 'I inlu tr is f;tcing a threat from the same subst itutes 

it had IH)pl'd IP r ·pit -. I h · Ul' hal of the industry seems to be at stake. This study is 

uimL·d at di 'L'tn er in, h l\\ the b ttlcd water compan ies arc responding to this threat. 

l'hen:fore. this stud) ''ill be u eful to bottled water companies both existing and 

potential in formulati nand e\ aluation of appropriate responses. 

lna much a· thi · i an important industry few studies with their main focus on the sort 

drink indu m ha\e been carried out. yang'au (2003) carried out a study on the 

nature of competition in the soft drink industry using the Porter Five I·orce analy'lis. 

Though hi tudy included bottled water. the conclusions were generalised for the 

entire soft drink industry. This study, however. focused on bottled water companies 

onl}. Abdalla (200 1) studied the strategic management practices applied by the 

carbonated soft drinks industry in Kenya Kise e (2002) carried out a research on the 

determinant of brand equity in the bottled drinking \Vater industry. 'I hcsc two studies 

locu ·ed on marketing trategy but did not look at substitute product as u force 

affecting indu try competition. 

< nly on 

2 rn 

ub titut 

ppli 

th 

und that h d addr 

n the trat 
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th threat of ub titut pro hr t . <, 1 

mm r ial lhnk 
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A knowledge gap thus exists as no tud) has attempted to find out which substitute 

products bottled water companit:'> 'Onst kr to be threat ·ning their industry and the 

responses to this threat. I his r .• lrth Sttb. tl) .lddrl.'SS the rollowing questions: What 

is the threa t of' suhstitult' prl> lu I .1 ulllsilktl.'d h the bottled water industry? Does 

this thrc: tl pose <ut • dt dl n • h th Ill') I low an.: the bottled water companies 

I . ro determine \\hat ubstitute products the bottled water companies in Kenya 

con ider a being a threat. 

2. To e'tabli h what bottled water compames m Kenya consider to he the 

challenge cau ed by the threat of substitute products. 

3. Toe tabli h what are the responses of the bottled water compan ies in Kenya to 

thi threat. 

IA Importance of the , tudy 

t. Thi tudy will help bottled water companies to identify any strategic gaps in 

their trategic re pon es and which strategic they could adopt in order to 

counter the threat of substitutes. 

'I he, tudy ould be o interc t to gm~.:rnm nt t.:ncic and 1 oli~.:y m, k r in th • 

fi rmulati n of rcgulat 1) poli i . ') h I ott! d \ ater in lu lf) i a K h. 

2, 0 in u tf)' D il n. 1,) 29. 21 0 . I hi in lu lf) ha pia 

, n am 

n r m Jlll'lllll 11J 

m th tud u ul , b 



CHAPTER 2 

11 t R \ llJR ~. REVIEW 

This se ·tion ""'" ' ., 1 .,, lit 1 Hut~_• in 11ate 'ic management. It wi ll focu s on how 

strall· 'Y d ·p ' tid ~)n th · 11\ 11< nmcnt, industry f(Jrces according to Porter's flve- J'orce 

mod ·L litcratur · 111 uh titutc and how companies respond to the threat of 

substilulL':. 

2.1 Environment and trategy 

All organi ations \ ithout exception are environment serving or environment 

dependant. The environment is highly dynamic and continually presents opportunities 

and challenges. trategic management is necessary for managing the relationship 

bet\ een an organisation and its en ironment. It is argued that strategic management is 

the only \\a ' of coming o terms with a changing world (Ilussey, 1998). The strategy 

of a firm form a comprehensive master plan stating how the firm will achie c its 

mis ion and objective (Wheelen and Hunger. 1990). 

'J he environment compri c ·of the internal environm~.:nt and the c. ·tcrnal em ironment. 

Wh •re he internal em ironmt.: nt i contr llahk, control n ~.:r the e lt.:tn. I 

m ir nm~::nt i limik I h~.: intern. I 11\ it nment c m .- riabl • th t • 1 '' itlun 

th ti n it I . I he in lu 1~:: th~;; r ani ti n 

nd Hun r. I > I mit ul ii' i i i int th 

r m t n 1r nm nt. mdu II) n ir nm nt nrn m 

lfl 11 
lUI lllJ 

II 

It n 1r nn 1 t n u 111 



threats lor the firm, while rare!) i es thL' firm c:-..ert any meaningful rcc iprOC 'li 

influence . 

Porter, ( 1979) propelled the >ll ')I ( I indtlS fJ <lll<tlysis into the foreground or 

strategic thotJ •Itt Hnd busin · l' 'OJ dill , to him I he nature and degree 0 f 

COillj)l'flflOII in illl indtl It hin ( 11 IJVl loJccs: the threat or new entrants, the 

bmgH IIlill' pow., PI ·u hllllC ' the hal •aining power or suppliers, the threat or 

substitute ptlldw.:t · lt n icc . and the jockeying among current contestants. The 

colkctt\ 'l' stn:lll.!lh or the ·e lorces determines the ultimate profit potential or an 

industn . 

rhe operating environment involves factors in the immediate compelilivc situation 

that prO\ ide many of the challenges that a particular firm faces in attempting to attract 

or acquire needed resources or in striving to profitably market its goods and services. 

mong the most prominent of these factors are a firm's competiti ve position. 

cu tamer profile, reputation among suppliers and creditors, and accessible labour 

market (Pearce and Robin on, 1997). 

Busine s succe · or failure is to a large extent dependant on making the right ·tratcgic 

decisiOn - upon doing the right thmgs rather than doing things right ( llm c, I9X6 ). 

'tr<.ucgic de i ion i based on \\hat manager fun.:cast and not what they kn<)\\. An 

anticipator stan c is crw . .:wl if firm are to u ccc I in a turbuknt em ironmull 

lc n 

ll h 

pr du 

hu in 

at 

(I< 60) in \ 

firm· r I· in the 

ul mp 

m rkct p iti n. fl\' 

n th t 
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nthi. that ·' mt rc lcfiniti\ 
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n of 1 finn' 
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strategy as the creation of a unique and 'alunble position, involving a dilTerent set of 

activities. This means that the lirm se 'b .1 htTcrent position from that of competi tors 

by choosing to eithe1 perform a~ti' 111 ·:-o lhfkrL'n tl) or to perform different activities 

from those of ri vals. 

Johnson and SrhPk' (_0(1 ) I fin t1a1e ,y us the direction and scope of an 

orgw1i1ati\ln \>\ L'l th · J, n -t ·rm. \\hich achieves advantage f'or the organization 

through its l.'{>lllil.!.lll' niun 1 rc ourccs within a changing environment and to fulfil 

stakeholder,·· '.lectuti,n .. Ao a. (1998) describes strategy as a means of solving a 

strategic problem. '' hich i a mismatch between the internal characteristics of the 

organization and it· external environment to exploit opportunities in the ex ternal 

em ironment. 

Quinn. ( 1980) defmes strategy as a plan or pattern that integrates organisations' major 

goal , polici and h lp mar hal and allocate resources into a unique and viable 

posture based upon its relative internal competencies and shortcomings, anticipated 

changes in the environm nt and contingent moves by intelligent opponents. 

Pearce and Robin on, (2000) recommend three cntical ingredients lor a ucces ·f'ul 

strategy. First. the strategy must be consistent \VJth conditions in the environment. It 

must take advantage of existing and projected opponunitie~ and minimi:tc thL' imp. L't 

of major threat .. ·econdly, tht: strategy mu I pia c n.:ali.stic requirement on thl: I till 

rc ource . La tly, th~..: tratc y mu the car fully '."l:Cutcd. 

A 
m ir nm nt. th ·n a tr. t ' 
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E l (Environmcn 

Cl (Capability+)---

Em ironmt•ntal 

ChangL' 

Slmt<.:gy gap 

E2 

tr~llc c ha~-------.... S2 

t-------... '2 

Capability Transformation 

Figure 1: Relationship between environment, strategy and Organizational 

capabilit}- ource: Ansoff and McDonnelL 

2.2 Porter' Fi\:e Force Model 

Porter. ( 1979) emphasised on live forct.:s that hapc industry competition_ "I he nature 

and degrt.:t.: of competition within an indu try hinge on 1in- fincc : the threat or 11 " 

entrants the b< rgaining pow r of cu tomer~. the bargainin' pm' r ol uppli r~, the 

thr at f ub titut ing among urn.:nt ntc tam . I h rc i 

'r atcr pp rtunit_ ~ r up ri r p rform n · "hen the 

n1r ' II 0 niiJ · 11 \ ntr, nt in th Ill U ll) brm in 11 'Ill 

m trk t 
I r ur all 

m r p t rthtan rm 

Ill Ill r 



Powerjit! buyers: Customers pov.er 1 mamle ted in their capability to force down 

prices. demand for higher quality or mtHL' '>LT\ ll'L' :1nd play competitors off against 

each other at the expense or industry Jltllit. . I he j)()\\ L'l or buyers is ollcn attributed to 

consumers as a •roup as "~.:II 1s indust11.d htl\ 1..'1 s ('()nsumers tend to be more price 

sensitive il' thL')' :tl(' hu) i11 • pltl lu r rhar : Ill.' undllkrcntiatcd, expensive relative to 

lllCOillL's or il prPdlll t "hu Jll lit .. i nor prtll icularly Important. 

l'oii 'CI:fu/ 'llflf'/i '~'': ' Upplicr_ (;an exert bargaining power on an industry by raising 

prices or reducing th quality of goods or services purchased. lienee, an industry's 

profits are sque~:zed out if the participants arc unable to recover the increased cost in 

its O\\ n prices. ·upplier tend to be powerful if they are more concentrated than the 

industr) the) ·ell ro and if they have built up switching costs. 

uhs£inae produc£ : ubstitutes limit the potential of an industry in terms or earning 

and possibly in growth. This is because of a price ceiling posed by substitute products 

particularly ''here the price-performance trade-off offered by substitutes is more 

attractive. ubstitute products compel the industry players to upgrade quality or to 

differentiate their product. 

Jockeyim!, for po ilion Rivalry among competitor takes the 1orm of tactics like pri<.:e 

competition. product mtroduction. and ad' l!rti ing Iug1c ·t . In omc indu tri ~. 

rivalry i intcn~e n: ' ulting in bitter price cut . A company may hav orne latitu lc Jor 

improving matter through tratcgic hift a focu on <.:II in c fort in th 

gm nt fth indu IT)' r nh rk t I \\ t ft.· d 

2. Suh rirurc Prudut'l 

th II in u tri f: 
I rt r. 

th l ' hi h n pr u t 
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r th bu ul 

I 1 r nunm t1 
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ceiling on industry pnces . Pen tration against substitulcs is a maJor reason why 

industries and firms grow, and th 'm ·r•'cnl'c L) r substitut es is a major rca on why 

they dec line. Substitution is al m 111 \lhh tiL'd to a linn 's competitive scope within 

an industry, because it \\idt:n )f fl,llf<l\ . tlW 1<111 1 'o f s~ 1111 ' IllS in <1 11 industry . 

. , 11 <..' tlli L:i tl or substitutiPil i l lll lion nf1hree fac tors: The n.: lativc va lue/price or a 

substtlllt l.' l.'P tllp u · t 11 11 mlu tric product , the cost or sw itching to the substitute, 

<md tlt l.' bu) rr' · pr 1p 'll it .. l< ' nch (Porter. I 9S5). A product offers an inducement to 

S \\ ttch if the ·ub.'titut r \ide the buyer with more value relative to price than the 

product current!) being u ·cd. There is always some cost of switching to a substitute 

bccau ·e of the di ruption and potential reconfiguration of a buyer's acti vities that must 

n~·ult. H \\ e\ er. the threat of a substitute will vary depending on the size of the 

inducement relati\e to the required switching costs. Faced with eq ui valent economic 

inducement for substitution different buyers wi ll often evaluate substi tution 

differently. 

Ha\: and Majluf. (1991) argue that the impact of substitutes on an industry will depend 

on factor uch as 'ahdity of substitutes, users switching costs, aggrcssiv ness or 

·ubstitute produ er , and price value trade otT: betwe~.;n the original products and its 

·ubstitute · . 

Boone and Kurtz. ( 1992) tate mark etc u ually face tim.:' t 'P of com1 cliti< n. 'J h 

mo t dir d (; rm of omp tition occur am n m. r ct rs r imilnr pr duct \ 
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Johnson and Scholes, (2002) argue. ub~titutilm cnn lake different forms : There can be 

a product for product substitution ftH t' ampk \. mails substituting for a postal service. 

I here cou ld b<: '>Ubstllution fn ·II\ .1 11\.' ptodu ·t, rl'ndcring an existing product or 

se rvice redundant . h11 · 111 pi'. inlorrll:tt l!lll t ·hnolo ,y provides tool to the user to 

undertake jobs pt (;\' iuu h 1d to ont 1 a ' I a scrv icc prov idcr such as secrctaria I 

'><: tvicts. (il'lll:tk uh lltuti n < urs whctc products or services complete for the 

l'UI1Sllllll'IS di · p~) ,Ill' inl: me . 

ccording to Llus ·e~ . ( 1998) emergence of a new substitute may bring new firm s with 

different co ·t ·tructure into the competitive arena. A substitute will often increase the 

po\\ er f the bu} er and reduce the power of the sell er. 'J o reduce the attracti vcncss of 

·ub ·titute product . firms are challenged to differentiate their offerings along 

dimen ions highly relevant to customers such as price, product quality, after sa le 

en·ice and location (Hitt et aL 1997 and Song eta!, 2002). 

2A Re pon e to the Threat of ub titute Product 

Changes in the en ironmental conditions shape a firm's opportunities. challcng<:s and 

threats. It i ther fore neces ary for an firm to understand the unJcrlymg sources or 

competitive pre sure 111 ll , mdustry in order to formulate appropnatc tratc ,ic to 

n.:: p nd to ompetJttvc Ioree (Porter, 1979). When organi ations arc lacl'J with 

unf< miliar ch n c they hould rcvi~t: th ir trate 'iC to matL:h the turbulcn · I ' I 

(An nd nn II. fl 90). Wht: I n m i llun r rvc that t:Omi ani · 
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resort to improving current market and produ t . iivcrsificntion, divestiture, others 

employ techniques to ensure op ratl n·1l dtt.'cli\ Lncss. Hut operationa l eiTectivencss 

alone is not sufficient to achiev · u.t.tin.thk 'tH1l fK' titivc advantn lC. 

Strat<..:gic r<..:sponscs dilltt llllllllll r.1ti<ln:d ll~ponses. While operationa l responses are 

short lL·ntl illld rott t'lll ·I "11h f11 i n or operations, strategic responses arc long-

ll'l'lll ill llillllll' lltd 'lltbl I 'Illite or '<lltl/ation. Strategic responses involve large 

n relating to them arc usually made at corporate and 

, 'trarcgic re5pomL are the choices that firms make in an attempt to address key issues 

ari ing from internal and external analysis of the firm and its business environment. 

fhe imohe change in a firm's strategic behaviour to ensure success in transforming 

futur em ironment (Ansoff and McDonnell, 1990). Strategic responses require 

organization to change their strategy to match the environment and also to transform 

or re-de ign their internal capability to match this strategy. The organization. 

therefore. ha to harne s both its tangible and intangible assets to maintain a strategic 

tit in its environment and strategJ . 

In selecting a trategic respon e. Porter. ( 1980) suggests that a firm can choo e, 

depending on it internal capability. bet,,·ccn three generic t:ompetitin: trate ,ics 

n, m ly: co t Jcadt:r hip. differentiation and fo us. A hi 'h threat of uh titution 

impli n alt mathc pr duct t pc offer pri c.: or 1 rfurmancc h ·ncfit and limit 

indu tf) pr fit bility. 'J he.: firm c n c.: m 

p tenti, I im t r n pn 
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Jauch and Glueck ( 1998) sugge t th t cnmp;mics e m res pond using product-market 

scope strategies A compan: ma: tht tlw flt'lh'trotion strategy when internal f~t c to rs 

show strength 111 the prCSl'l11 pill lu 1 .md tlw C\1 •m;tl f ~lc to rs shows con tinued marke t 

opportuni ty Hnd ntwHt '.l'lll 111 h r l.lli ~ low nsk orientations. This penetration also 

implies thnt thl'tl' is t s111.dl 'tp I l\\l'Ul desired and expected performance. 

Ne 11• product dt'l'l'h 1'111Uil 'tnt gy is used when the ex ternal factors sugges t that the 

nwrk.ct is saturated 1r th,ll tronger competition or other threats to the market exist and 

the internal l~tctor: ~·h w weaknesses in distribution or strength in prod uct 

de\ elopmenl. New market development strategy may be adopted when internal factors 

' ugge't adding markets for existing products due to greater distribution strengths but 

production or product development weakness (Jauch and Glueck, 1988). 

diver ijication strategy could take the form of related diversification or unre lated 

di\'er ification. Related diversification allows a business to escape from possible 

internecine war with existing competitors while minimi1.ing product market 

adjustment costs in terms of having to adopt ne\\ technology (Howe, 1986). nrelated 

diver ification is an expansion by a business into market areas that are not related to 

existing products or sen ices m terms of technology, distributiOn channels or end use. 

I he ra1ionale for such an expansion path is financial rather than industrial. Unrl'latcd 

diver ificati )11 releases the firm from any con traint upon the cho L'n m·trket in "hich 

to c.·J an . llnrelattd diva ification could either be . 11l: ntric ( r con •I Hll wte 

In mb tm ub tittll , P 1rtt:r I 9X5 pr 
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In add ition to these actrons the compan~ coul :1 consider other possibilities such as: 

f-inding new uses unaffected b) the :-uhstr tutc . !'his is done by repos itioning the 

product into entirely nc\v us . 

Compt:tition lll il\' h. I ·I Ill I "'·') !"tOill the strengths or the substitute. A 

substitute 's RVP •"n 1 tlh (t( n1 ·ithe1 low p1 icc or certain dimensions of va lue. 

•ood dl"ll.'IISi\'l' be to attempt to influence may be to attempt to 

inllul·ncl' imlu 'ttY l11111 ~titi 11 away fi·om these advantages. Repelling a low price 

subsltlutc may tm oh ~ :uch actions as longer warranties, more engineering support, or 

Ill'\\ pn.Kiuct fcatur :(Porter. 1985). 

I'he compan) could enlist suppliers to help in defence. Suppli ers or important 

purcha ed input often have a big stake in fighting substitution too, and can bring 

important re ources and technological ski lls to the defence. upplicrs of inputs that 

are large cost items or that have an important influence on value arc the best 

candidates for alliances. 

_ ·trategJ may be redirected tov;ards segments least vulnerable to substitution ~ome 

produce or buyers wtll be less vulnerable to ub. titution than others. linn umh:r 

, ttnck from ubstitute may b • bdtcr off fixu in' it d ·len in: im cstmcnt on u h 

t:gm nt . A firm may a! o c. it rom or harvc.: t it po ition in the e 'mcnts mo t 

'uln r bl t u tituti n (Ponn. 198 -). 
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The company may decide to enter the ·ub titutc industry. Rather than viewing a 

substitute as a threat, it may be better ft) 'il " it as an opportunity. Entering the 

substitute industry may , II " . linn w l'L':lp comp ' titivc advantages from 

int crrclallon"ihtps hct\Vt: n a sul stilliiL' .tnd lhL pmdu ·t. such as common channels and 

buyers (Porlct , I <>X ). 

Finns ran Jl'"PPnd 111 '11\ it nmcntal changes hy craning new orcrational strategies. 

Oeaut io11ul wut ., i th ap1 roach the functional areas take to achieve corporate and 

bu ·im:s.· unit objccti\ e· and trategics by maximizing resource productivity. Jt is 

concerned "tth de\ eloping and nurturing a distinctive competence to provide a 

compan:> or bu ine unit with a competitive advan tage (Wheelen and I Iunger, 1990). 

At the functional level companies can formulate strategies m marketing, finance, 

operation-. re earch and development, and human resource functions. Marketing 

·trateg); deal with pricing. selling and distribution of a product. sing a market 

de\ elopment trateg). a company can capture a larger share of an existing market for 

current products through market saturation and market penetration. The company 

could al o de\ elop new markets for current products. 'sing the product development 

·trategy. a company can de\elop ne\ products for exi ting markets or develop new 

product· for ne\\ market For ad crti ing and promotion, a company could u e 

"pu. h" and "pull" marketmg strategies (Wheclcn and Ilun cr, 1990). 

1-inanc/G/ /~ 1/ &,V ,·amlll~ th' finan ial implication of coq >Ifill' 111d t u in s 

trat th linan i, I 1r i 1 11 

b (\ 11 th d r I) in n int rn I n tcJIII linan 111 , 

hfl 

d l nnn h n I p r 

I t h 



with the obtaining of the rav .. materia l , part , and up plies needed to perfo rm the 

operations function. The baste pur 'hnsing -hoi cs are mu ltiplc, so le and parallel 

sourcing depending on the rdat ionship ' ith suppliers. Research and development 

strategies arc an cf!ecttH ".1\ ll) sat'· 1Uard aga inst e ither product or production 

process obsoksccncc ( H\ ,11 s 191) I) . 

The I11 1111W1 n·,cHtf'l ' 'trcuegv 1 · concerned with determining the human resources that 

the ornanitaltl1l1 need · t( achie c its objectives. T he organization could decide to use 

lo'' -ski lled emi lo) ec ·or skilled employees. 



CHAPTER 3 

RJ. SF ARCH Ml•,TIIODOLOGY 

3.1 Rc~wa rch l)(:~o~il!u 

1NI.YP.RSirY OF NAIROb.. 
_.QWet I<ABETE li,BRAR" 

This study ,, a · a cen u sur ey of the bottled water companies operating in Nairobi. 

Ken a. 

3.2 Population 

The population of interest consists of all the bottled water companies operating in 

airobi, Kenya. According to the Kenya Business Directory (2005) there are 22 such 

companies (See Appendix 1). Owing to the small size of this population a census 

survey was conducted. 

3.3 Data collection 

Primary data was collected by the use of a semi-structured questionnaire (, cc 

ppcndix 2). 1 he questionnaire consists of: Part A that collected cla sification data. 

Part B prm idcd data on th product ' considered substitutes and identi!icd substitutes 

considered threat, Part C wa used to gather data about challenges caused b) the threat 

or uh titutcs. and Part D collected data on responses of the hottled water com panic" 

to the thn.:at or uhstitutcs. 

I h ~ qu t1 nnam.: \\a admini k:rc I hy the "I )rop and Pick later" mctlwd othL'I'\\ isc 

n H p ibl the po. tal y tcm wa u I. In c.:vt:r~ lH 'ani. at inn. th~· 

t i 11 r. Wh r thi n ll ,\\ u\,thk thl' 

r r th < ·n r.tl I n. , r fill tin th Jllc tionn nr 



3.4 Data analysis 

The study is descriptive in nature: thcr ·!'ore, descripti ve statisti cs such as mean 

scores, standard devtations, an I pu~. ·nta 1 ·s were used. Objecti ve 1, 2, and 3 were 

analysed usin, the m · 111 'lH • ,md swnclard devia tion because they were measured at 

the ra t1 o h.:wl usill' a li\ ·-1 )Jilt scale. 'I he mean scores wil l be ranked giving the 

hi 'h l's t scorl' th~.· •r '\ll ' · t importance. Factor analys is was used to summarize the 

strntqpc resp )tl.'es 111 objecti e 3. 'I he rat ionale for using factor analys is was the 

large number f object that would be of useful to see if they had a small number of 

i~1ct r in c 111111011 \ hich accounted for that corre lation (Nachmias and Nachmias, 

1996). 



HAPTER 4 

This chapter presents d,lt,l ,\ll,lh '\IS and findin gs r the study. A total or 22 

qu<.:stionnaires w~:r · listril ut ·d . l welve companies responded constituting a 55% 

ITS! ons · raiL'. 

!'his stud. · hGd three objectives. First was to determine what substitutes the bottled 

\ atcr comp~mie in Kenya consider as being a threat; second ly, to establish what the 

bottled \ ater companies in Kenya consider to be the challenges caused by the threat 

of substitute ; and thirdly, to estab lish what are the responses of the bottled water 

compan1e in Kenya to this threat. The results are presented in the order of these 

objectives. 

4.1 General Findings 

4.1.1 Overview of the companie 'characteristics 

s shown in appendix 3 the bottled water companies operating in airobi have been 

in existence between two to seventeen years. 50% of these companies have been in 

e. Istcnce for fi\ e year or le s. 91 .7% of the companies that responded arc lc cally 

owned. A majority of them (66°/o) are producing and selling only one brand of water. 

81 1% of these companies have bottled \\ater as their core business. II the companies 

oncurrcd competition wa h1gh. 

~ .1.2 'I ar 'tt \larkct 

I hi que ti n t rminc the t Pet mark t o l th · I nlt:d \\alt:l. ·1 hi d.tta \\as 

fi\ p int Ill, 2 {( ,1 littl tcnl. 
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focus on hotels, tourists, travelers and office as their target market (mean score of 

4.33 , 4.08, 3.9 1 and 3. 75 r sp cti\ cl ). ln this study the mean scores were 

approximated to the ncarc"t \\hoi numlL'r, thus 3.9 l and 3.75 being greater than 3.5 

were approximated to 4 II thL' r 'Sl ond ·nts tar lCt homes to a moderate extent (mean 

score or 1.11) 

agencies (tabk I) 

li:" ot th • -~ m1 ani~s tar let events or special c lients such as aid 

f'ublc I l'ut,I.!.L'l nwrkct or bottled water 

r-- - --~ 

Minimum 
-

Maximum Mean Std deviation 
--

ronlce 12 2 5 3.75 t .422 

Home 12 1 5 3.33 1.557 
--

Hotels 12 2 5 4.33 t .073 

Tourist 12 2 5 4.08 1.165 

Travelers l l 2 5 3.91 1.375 
-Churches 3 l 5 3.33 2.082 

Sports activity 1 5 5 5.00 

Catering institutions 3 5 5 5.00 .000 

Aid agencies I 5 5 5.00 

Super markets .., 
5 5 5.00 .000 _) 

·-Bars and restaurants .., 
_) 5 5 5.00 .000 - - -

4.2 ub,titute products 

Identification or uhstitute products is an important part of strategic unulysis . ·1 his 

wa th fir t l bjectiYe of' this study that sought to determine \\hat substitute products 

the b ulc I' atcr ompanie in Kenya m id ·r as ht:ing a threat. ·1 wo question \\'l'n: 

a k t C\ alu t thi bjc tiv . l· irst the rc pom.knt were a ked to ratl' the c. k nt to 

\\hi h th li t d pr ts were on i !ere I to b a do e ~ ub titulc to hottl d \\ah:r. 

l in II 11 fi\ . point to n nt, _ to , ltulc 
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The data was analyzed usmg mean ore to determine to what extent the listed 

products can substitute bottled "ater. 

As shown on Table 2. thou'h th · r~.:s1 ond nts varied greatly, with a standard dev iation 

ol more than om'. tap W' lll.'t '' ·'" ·onsid ·red to be a substitute for bottled water to a 
grea t extent with .t m ·an · ·nr • of .81. Juices and ready to drink squash were 

considered t~1 sul stitut · \\.iter to a moderate ex tent with the mean score of 3.25 and 

1.09 rcs pcctiwl) . ordial were considered to be a substitute to a moderate extent as 

ind icated b: a mean core of2.67. Respondents agreed beer was not a close substitute 

to bottled "ater (mean score of 1.45) followed by tea, coffee, and milk with a mean 

c re of 1.91, 1.92. and 2.25 respectively. 

Table 2: Products considered substitutes for bottled water 

N Minimum Maximum Mean Std deviat ion 

Juices 12 1 5 3.25 1.288 

Carbonated soft drinks 1 1 1 5 3.09 1.5 14 

Cordials 12 1 5 2.67 1.435 

Ready to drink squash 12 1 5 3.17 1.467 
Beer ll 

-- --
I .., 

1.45 .688 .) 

l Milk 12 I 5 2.25 1.2 15 
I ·1 ca -

I ll 
"+ - - - - --I 4 -~1.91 1.044 -- - - -o!Tec -- -

I : ~ I 4 1.92 1.165 
Tap Water - --I 5 3.83 1.193 
< )thct --

l -- 10 1 - -

I he e.·t nt to which con umcrs sub. titute one product for another an threaten the 

un t the uri 1 inal product. • uh titm · threatt.:n the business when the\' cause thl' 

m n in I In duct to tall. In th · conJ qlll: tion that \\a u ~.:d to 

Ill the •t\ me naml' \ 
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linle extent, 3 = to a moderate extent, 4 - to a great extent and 5 = to a very great 

extent. The data was analyzed u ing m ·nn scores to determine to what extent the listed 

products were considered to he a thrc.ll to hott I ·d water business. 

As shown in rablc 1 carhtH1.tlt'd s It lnnks '<line on top of the list with a mean score 

or 1.71 indicatmg '' tlm.'< tl ttl,\ 11 ·at c'\tcnt. In the second and third place are juices 

and ltlp W(lll't wtlll a m ' .11\ · ' ( r ·of' .55 and 1.45 respectively . Again the respondents 

did not consiLkr b ·ct . l l'U. ~.: !fcc and milk (with a mean score of 1.73, 2.00, 2.00 and 

2.27) to be or mu ·h threat to thetr business . 

Tobl<! 3: .._ ub titwe con idered a threat to bottled water business 

N Minimum Maximum Mean Std deviation 

Juice ll 2 5 3.55 .934 

Carbonated oft drinks II 2 5 3.73 1.191 
-

ordials ll I 5 2.91 1.300 

Ready to drink squash II 2 5 3.27 1.009 

Beer 11 I 3 1.73 .647 

Milk II I 4 2.27 .905 

Tea 11 1 3 2.00 .775 

Coffee 12 I 3 2.00 .853 
-
Tap Water II 2 5 3.45 .934 

t--- - - t---Othe rs -· --+- ---
0 

4.3 Challenge~ po ed b threat of ub ·titute. 

ub titutc I r iuct po c challenges to the pmduccrs of the original product \ s the 

bjcctivc, the ::.tudy att mptcd to establish what bottled \\atcr companies in 

n id r t b th halkn c cau d by the thn~al or uhstitutcs. I ht daHl \\U 

• lc \Vl1cr·· I t l n c l t 2 .... ( l ' 1.:11 , ' to a little ~: tent. 1 to a 

·tcl\l and - to a \'1:1)' 1"\.::tl c. ·tent. I he Itt a \\.1 

u m m n t d tcrmm l) \h.tt ·t nt th" nle I '· l r < mp.mi • 
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The findings presented in Table 4 hO\\ all the variables except distribution had a 
mean score greater than 3.5 indtcattn1' th:11 th 'Y faced these challenges to a great 
extent. The respondents consKl 'IT i pncmn as th' greatest challenge with a mean score 
of 4.5 8. The findings arc con~tstt.'nt b~ ·a us~ economic inducement is the main reason 
why consumers '->ubsttlult.' lHl' prndu ·t for ano ther. In the second place were the 
challenges in tt.Tttt s tll' th · llhttk t share and the marketing budget both of which had a 
sco tT or 4.00 Dtslnbulttm wa on ·1dcrcd to be challenging only to a moderate extent 

(mean SCOtT of _ 40) 

Table -1 : 'Jwllenge ·faced because of threat of substitute products 

N Minimum Maximum Mean Std deviation 

Pricing 12 4 5 4.58 .5 l 5 

Packaging 10 1 5 3.50 1.269 

Distribution 10 1 5 3.40 1.350 

Promotion 10 I 5 3.90 1.449 

Market Segmentation 10 2 5 3.60 1.075 
Market Share I I 2 5 4.00 1.000 
Sales volume I I I I 5 3.64 1.286 

- -Customer Loyalty 10 I 5 3.90 1.370 
Marketing Budget 10 2 5 4.00 .943 ....._ __ 

-~ -

4.4 Re pon . e. to the threat of ub titute products 

'I he third objective of the tudy \vas to establish the rc pon':>c of the bottled \\ater 

mpru11 m Keny, to the threat of substitute products ln the first place the 

rc c ked to rate the factors they constd ·r important to their bottkd 

'' · ·y he;; purp of th qu ti< n \\a to tktcrminc \\ hich 'oab intlucn~~· 

n a fi, c p 1int calc "hul I tn nu 
I in I to a rcat • llnt ani hl ·' 

tent. u in m ·m 11 to d ·t 1 min to \\ lnt 



extent the bottled water companies considered the listed factors to be important to 

their organization. 

Tab le 5 shows all the goal list· I " 1\: ·onsid •red important to a great extent (mean 

score or 4.0 and above). ( 'u-;wm 'I 'iat1sl~1 ·tion was rated as the most important goa l 

with n score 4.0 .. with a ran'' r 4 to 5 by all the respondents. Growth was the next 

im.J ortnnl goal. '' ith a rating f 4 .82. The goals of profitability, technological 

advancement then follo" ed '' ith a mean score of 4 .64 each. Market share leadership 

and social respon·ibilit) '' ith a mean score of 4.50 and 4.45 had the greatest standard 

deviation ( 1.0) indicating disagreement among the respondents as to the importance of 

th se goal . 

Table 5: Goals considered important 

N Minimum Maximum Mean Std deviation 

Profitability I 1 4 5 4.64 .505 

Market share leadership 12 2 5 4.50 1.000 

Techno logical 1 I 3 5 4.64 .674 

advancement 

Customer sati faction 12 4 5 4.92 .289 
-Survival I 1 2 5 4.45 .934 

Growth II 4 5 4.82 .405 

Social respon ibilit> II 3 5 4.00 1.000 
·-'-- -

'l he econd set of questions to determine the third objective mainly focused on 

strategies prescribed by Porter. ( 1985) used to combat substitute products. f his data 

was collected on a fi,e point scale where 1 - to no extent at all and 5 = to a 'er;. great 

e. tent. 'I he chta "as analy7ed using mean scores to dctermmc to "hc.lt e tent the 

b lllh:d \\at r l: mp. nic had used the tratc 1 1l: rc ponst:s listed . 

I abl ( th r~ p 111 nt 
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consistent with the fact that introducing new beverage cored the lowest (2.08) . To a 

great extent the bottled water compantcs ~m:- pur. uin 1 a diOcrcntiation strategy by 

making their bottl ed water appeal uniqul' (mL'an scor' or 4.45), building strong brand 

names (mean score of 4.42) and tllll rm inn th quality of the water (mean score of 

4 .25 ). The res pondents ai111 at 1\lllt ul,11 !1 roups in th e murkct (mean score of 4 . 18) and 

seck to build their l'\llTL'lllm·uk ·t (Ill ·an scme of 4.33 ). The respondents have entered 

new markets (mean sc )J'' l r 4.00) and have modified the product image (mean score 

of 1. 92). Only to moderate e. tent have the bottled water companies sought to price 

below their competitor (mean score of 3 .00) and only to a little extent have these 

compani s exit from segments ulnerable to the threat of substitution (mean score of 

2.4). 

Table 6: trategic Responses 

Minimum Maximum Mean Std deviation 

Pricing below competitors 12 5 3.00 1.414 

Making your bottled water 11 2 5 4.45 1.036 

unique from others 

Aiming at particular groups ll 5 4. 18 1.328 

in the market 

oncentrating on your core 12 3 5 4.75 .622 

business 
--t ntrod uc i ng ne\ be' erage 12 5 2.08 1.621 

~ldmg curr~t markets 12 3 4.33 .888 

Entering new market 12 2 5 4.00 _L.044 

brand 12 2 r 4.42 I .9% 

W·ucr 4ualit) im1 r ' mcnt 12 4.25 1.422 

2 • 9l)() 

2 1.0 
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Factor analysis was also used to clas if) 1he strategic response listed above into a 

smaller number of dimensions or factors. ln l~1ctor nna lys is, the factors are not directly 

observed; rather, they arc dcfin 'd h) .11 stra ' t lartms. The communa li ty of n variab le 

is the total variance accounted fot h\ l'tHllnl\l11 f'a ·tnrs (Table 7). The eigenvalue is the 

total variance explained b 'L\1 ·h Ia 'llll. I ahl' R shows that90.3% of the total variance 

is attributed to the !irst II\ ' h ·ttlr . 'I h ' col.! II 1cicnts that re late the variab le to the five 

factors were obtu i ned (Tal h.: 1 hcsc arc al<;o known as factor loadings. A factor 

loading is similar to a correlation coefficient. ·1 he items with the highest factor loading 

on each rae tor are taken to be the best indicators of these factors. 

Table 7: -.ommunalitie of variables 

ommunalities 

I. Pricing below competitors 

2. Making your bottled water unique from others 

3. Aiming at particular groups in the market 

4. Concentrating on your core business 

5. Introducing new beverages 

6. Building current markets 

7. ntering new markets 

8. Building a strong brand name 

9. lmpro\ ing quality of the water 

I 0. 1oditying pn du t ima!!c 

II. Alliance "ith ur supplier 

12. 1·. it fr m 'uln r. hi egm~.:nt 

7 

lnitial Extraction 

1.000 

1.000 

1.000 

1.000 

1.000 

1.000 

1.000 

1.000 

1.000 

1.000 

1.000 

1.000 

.883 

.945 

.742 

.844 

.897 

.861 

.964 

.94 1 

.906 

.895 

l.ns 
I 1.972 



Table 8: Total variance 

'lotal \ 'lrinncc Illustrated 
-

Initial EiRt'll 'ahtl'~ E.xtraction Sum of Sq uared 

Component --- Loadinos 

I otal 11 i1 u I r ( lllllltlat ive % Tota l %or Cumulati ve 
\,It hill . var iance % 

r- - -
I ~ , (> ') Hl.IH .. 110 182 3.622 30. 182 30.182 
2 7(d .. 1.() 2 3.214 2.764 23.032 53.2 14 
3 1 nx I .s 9 68.113 1.788 14.899 68.113 
4 I 5 '\3 ]_,942 81.056 1.553 12.942 81.056 
5 1.113 9.27 90.329 1.11 3 9.273 90.329 
6 .54- 4.542 94.870 

7 .-80 2.334 97.205 

8 .~00 1.665 98.870 

9 .136 1.130 100.000 

10 3.669E- 3.058£-15 I 00.000 

II 16 3.377£-16 I 00.000 

12 4.053E- -2.264£- 100.000 
17 16 
-2.72E-
17 

Table 9: Matrix of coefficients 

Component Matrix 

Component 

2 3 4 5 

-.477 .109 .289 .735 -. 142 

2 .707 .635 -1.64£-02 5.196E-02 -.197 

3 -.124 .734 .170 -.396 5.370F-02 

4 -.266 .842 -.222 -.117 I 4 1791 -o2 

.r -.278 1.252 -.627 489 

6 . -76 .636 I .312 2.37 E-02 .167 

7 .674 .176 1.60 .330 7.36 -E-02 

8 JDO .22- 1 -.269 1-. 681:.-02 -. :7 
-.297 -.649 lUr'Ol:-02 .220 

10 7.91 1 ~-0"' -.5 -, 22 .27 1 

II -.5 7 . I 7 . I 19 

12 -7.071·- 2 71< 



Factor 1 on Table 9 is positive!) correlated with building a strong brand name (0 .83 ), 

making the bottled water unique (0 .707) and negatively corre lated to pricing below 

competitors ( -0.4 77). Factor 2 1s pnsiti\ cl. correlated with concentrating on the core 

business (0.842) and targctin' patti ' ttlar li'Oups (0.734). Genera lly, factors with the 

hi ghes t pcrccnta J or thl' ~: . I J,lJJH.:d var iance provide the most parsimonious 

rcpn:scntution (ll tit· itcms.ln th~ thnd set oJ questions relating to the third objective, 

the n:spomknts "cr · ask ·d to indtcatc the changes they had made in their runct ional 

strategies over the Ia ·t three years . In this case, they were given a Yes or No scale. 

Mean scores "ere used to determine the changes in the functional strategies over the 

lnst three yeac. ln interpreting the mean score, Yes = 1 and No = 2. 

In th marketing strategies, the distribution outlets, the advertising budget, the prices, 

and the sales force have been increased (mean score of 1.17, 1.25 , 1.36, and 1.36 

respectively) as shown on Table 10. The respondents have not reduced their prices as 

indicated by a mean score of 1.58 nor have they done road shows as indicated by a 

mean score of 1.75. The respondents have organized sales promotions, increased the 

number of distribution outlets, increased their advertising budget and offered pnce 

discounts as shown by a mean score of l. 17, 1. 17, 1.25 and 1. 2 7 respectively. 

Table 10: Change in marketing programs 

[ Reduction in price 

Maximum ---- --
2 

-~ 

Increase in price II 2 

011\!rcd pnce d~counts II 2 -
II 2 

12 2 

12 2 

II 

Mean 

I.S8 

1.36 

1.27 

I 4S 

1.17 

1.7S 

1.36 

1.25 
I. 0 

1 td deviation 
.SIS 

.SOS 

+*-2 

.389 

.4 2 

l 
1 



I 

Among the production program , the respondents have increased the production 

volumes (mean score of 1.25). The mean s ·me or I .92 indicates that the respondents 

have not reduced the volume ofprodu ·tion. I h~.: number or work shifts on average has 

not changed significant! .1s tndt \Ill' I b) ;I m 'an score or 1.5 for an increase and 1.73 

lor a dccrcusc in thl' work shills :ts shown 111 I ab le 11 below. 

Table I J. ( 'lwnl!,n 111 till' 1 ro luction program.\ 

r-
·- - f Minimum Maximum Mean Std deviation 

lncrea ed producti n 'olumes 12 I 2 I .25 .452 

-

0 12 I 2 1.92 
Reduced productton Yolumes .289 

lncrea ed ' ork hifts 12 I 2 1.50 .522 

Reduced \\Ork shifts I I I 2 1. 73 .467 

In the human resource programs respondents revealed they have increased the 

number of workers employed and have done staff training as shown by a mean score 

of 1.25 and 1.17 respectively as shown on Table 12. The mean score of 1.82 signifies 

the respondents have not reduced the number of workers. 

Table 12: Change in the human resource programs 

N I Minimum I Maximum M 
-- -f-

Increased number of worker 12 I 2 1. 

eanTtd deviation 

25 l.452 

-- - '-- ·--~-
Reduced number ofv .. orker II I 2 I. 

--
Done tafT training 12 I 2 I. 17 389 

l...- -- --
82 to5 
- ~ 

I· in, lly. the n..::spondent were asked whether they had made changes in the 1'1!.\ean:h 

and d v lopm ' 171 program\'. 'I nhk 13 how the rc pondents have incrcas'-=d their 

ct (me· n t:( rt: o 1.36). 'J her 

indi ah.:: i b' m an f l .XO. 

mh.:m have not reduced their r~:.c, rch 



Table 13: Change in research and dt:, •elopment progroms 

I 1 llnimum Maximum 

II I I 
I 

110 _j I 

2 

2 

Mean Std 

deviation 

1.36 .505 
--

1.80 .422 



CHAPTERS 

0 CLlJSION 

This chap ter presents thL· sutlllll.ll \ . dts ·uss ions and conclusion from the research 

findings . Also included in th is ·halt ·r <UC the limitations, suggestions for further 

research and tl'l'Oilllm~ mlutiun s lot policy and practice. 

5.1 Sumnuu·y, Di "CU, ion and onclusion 

In this section the results of the study are summarized, discussed and conclusions 

drawn. The pre entation here is in the order of the objectives of the s tudy. The first 

objective sought to determine what substitute products the bottled water companies in 

Kenya con ider as being a threat. The results indicate carbonated soft drinks, juices 

and tap water presented a great threat while beer, tea and coffee presented the least 

threat. 

The results indicate the bottled water companies are aware there exists in the market 

valid substitutes for bottled water. The results of this study tally with the findings of 

yang 'au (2003) that the companies in the soft drink industry are in competition and 

their products act as substitutes to one another. This observation goes against the 

findings of Abda lla (200 1) who concluded that the companies in the so ft drink 

indus trY are not in competition\ ith one another. Perhaps bda lla (200 l) differed due 

to the case s tudy method he u-,cd gave him resul ts that arc unique to Coca c 'ola. ·1 ht s 

study and 1 yang·< u (200" ) have used the survl:y research design. 

., hl: u mp tit ion in ten e ·md elkr arc ~.:ompt:tin f()l the Si1111L' t.:onsumer 

purdta Lc tel) ft I rink pn duccr lwvc l \\crcd th ir priu.:. to indUCL' llh IL' 

Jllf ha 
r JUt nd carl onat · I oft !rinks 

l . u f th ir PI r I phin. he h 

Ul .m th' Ill in t ·rm nutri ·m h ' it mm . 



[at and carbohydrates. This may explain wh) ome o[ the bottled water companies are 

introducing fruit flavored bottled water. "hik others nrc producing carbonated water. 

Beer, tea and coffee were const kn.d ntH tu he posin 1 much substitution threat. Beer, 

tea and coffee have a lo\\L'r \ dt Itt) :ts suhstttut ·s because they do not o1Ter the same 

convenience to thl' ·usl\llll •• ts th' bottled water docs. The packaging of water, for 

c ample. mukcs btlllkd wul 'I 1 rtabk. ., ea and co fTee may not be considered the 

drink or choice to quench thir t. Beer, being an alcoholic drink restricts it to 

consumption in specific occa ions. Porter, (1985) argues when identifying substitutes 

one should consider the function of the product not the form. In this case, though tea, 

co[£ e, and beer are liquids they do not perform the same function of quenching thirst 

as water do s. 

Tap water is readily available to the consumers at a significantly low fee compared to 

bottled water. Measures introduced by the local authorities to provide safe tap water 

may cause a decline in the sales volumes of bottled water in the future. 

From the foregoing discussion, we can conclude that bottled water companies are 

facing the threat of substitution from the non-alcoholic beverages. urrently, this is a 

highly placed threat but not yet likely to cause the industry heavy losses, in deed the 

bottled water has not managed to replace the other soft drinks. 

'I he ·econd obJective of the tudy was to establi h v.:hat the bottled water companies 

in Kenya constder to be the challenges caused b. the threat of substitute product<; 1 he 

. tudy revealed pncmg \\'as the greatest challcn 'C. In addition. the comp<~ntes l(nmd it 

Iiiii ult t >acquire a ub ~tnntial nu1rket hare. In fa t all the l~tctors pte cnt~:d a 'teat 

hall n c ,·c pt di trilution, \\hich provi I I am I ratc..: t.:hnlh:nge. 

lh pn 111 In th thr l t ( r u tillll 

I rt ub tituti n . p I( 



the value/ price ratio, which is the value a produ t give to the buyer compared to the 

price the buyer pays for it. The bottled \\'ater companies may also be facing the 

challenge of pricing because though n high price is associated with quality, 

a (Tordability is a key success factlH' tn th~. ~t)n drmk industry (Nyangau, 2003). 

·1 he challenge of .tL'ljttlllll' sui ·tantial market share may be attributed to the fact 

observed by yangau (_00 that the future growth wou ld mainly come from 

snn tching or m;ul.et share from the others as opposed to overall industry growth. It 

mny also be concluded that distribution is not a challenge because it is easy to gain 

channel access. Perhaps the channels do not have a fu ll complement of brands ye t. 

Jauch and Glueck ( 1988) propose greater distribution strength is useful for adopting a 

new market development strategy. 

In concluding the second objective, it is deduced that faced by the threat of substitute 

products, the bottled water companies in Kenya are challenged on various fronts . The 

companies acknowledge these are great challenges and cannot be ignored . These 

companies are challenged to set a price that persuades customers not to switch to 

substitute products while at the same time to cover the cost of differentiating their 

products. 

The third objecti e was to establish the responses of bottled water companie 111 

Kenya to the threat of substitute products. I he tudy shows that to a very great extent 

these com panic hm e concentrated on their core business, v.hich is bottled \\<.Her, and 

have avoided introducmg ne\\ be cragcs. oncentrating on the core business ma) he a 

u eful trat gy for developing competcncie and increase cllicicncy. 

mpam have m. d their \\atcr IJ p ar uni JUC from oth 1 and 

h.' im1 r 't:d th qu lit th , .. an l clarity ' Ill I 1\ r thi 

pr rniurn 1 ric . 'I h 

PI Ill 



strategy. Porter, (1985) states the interaction betw n segmentation and substitution is 

vital. Substitution threat can var) for va rious bu) cr. gm nts . 

I\ few of the compantes ha\ e r 'S}lll ltkd b ·n tcring the substitutes industry, for 

example by introducing juil: ·s .t il I t '.td lo drink sq uashes. Other companies have 

continued with tltL·it tllitial bu in · s in these other beverages because they have 

real iscd they are twned at th · sam · u ers. 

The bottled water companie ha e also changed their operational strategies to achieve 

bu ine unit bjecti' es. The bottled water companies have increased the prices of 

their product . increased production volumes, employed more staff and have done 

taff training. The companies have increased their research budget to meet their goal 

of technological ad ancement. Gravens et al, (1996) conclude extensive actions in the 

areas of new product introduction, research and development marketing effort and so 

on have a positive effect on performance. 

In concluding the third objective, it can be said the bottled water companies in Kenya 

have responded to the threat posed by substitute products. Mainly these companies 

have responded by concentrating on their core business, which is bottled water, and 

have sought to differentiate themselves, their water products along dimensions of 

price, quality and branding. These strategies conform with the suggestion made by 

Ilitt eta! (1997) as to how firms can respond to the threat of substitute products. They 

have also targeted their products at particular market groups. In addition, the bottled 

water companies hm c changed their operational strategies so that they can meet the 

overall company obJeCtives or customer satisfaction. grO\ th and profitability. 

1-r m the 1 rt.: om' li. cus ion tht.: f(>lhm in rna ' be drawn n:1!arding "hat the 

1 ttl I \ ater c mJ ame on ider to I th thrc, t po c I by ub titutc product 

I > ountcr thi thr~.:at : th' OlllJ ani , 

n I t llll' 

tlu t t t h i r I u m ul tiluu n. th · < 1111 .m ic · 



mam challenge is how to pnce their product. The compames have settled for a 
differentiation narrow scope strateg) b) makinn thei r water appear unique, improv ing 
quality and targeting specific gr ups 

5.2 Limitations of the.• ~;hul) 

The study w-ts l11mlcJ t{ 'atrobi and its cnv trons. This was mainly because the 
records mailable of b ttled v ater companies in operation in Kenya were onl y 
sufficient ror tho 'e c mpanies operating in Nairobi. There were no sufficient records 
for bottled ''ater companies operating outside of Nairobi area. A national study wou ld 
have made the findings more representative. 

Given the small size of the population, it would have been desirable to get a higher 
response rate. Only 55% of the companies approached responded. A number of 
companies declined to gtve information siting fear the information would be used 
against them. 

5.3 Suggestions for further research 

The respondents indicated certain strategies in use. It may be important to establish 
how strateg} formulation and implementation process is carried out. It may be u eful 
to find out if the) have a formal strategy making process a this may indicate the 
effectiVeness of the strategy they U C. 

A nation-wid~;; ~tudy may be done to ·ee whether the same findings ' ould still hold if 
the tudy were done on a wider cope. 

S.4 Rl'cumm ndatinn for poli y and practicl' 

lh lU und • m ~ rit ttl d \ mp n 1 h,l\ Ill t u • I th 

mp ni uti n id r 111t1 l ., er ' · 



that are substitutes to bottled water. Thi 1' a useful strategy because it looks at 

substitution as an opportunity not a a threat. 

In addition, the bottled wat~:1 com1 ani~·-; should carcf'ully segment the market. The 

study round out the botll ·d \\:tl 'I '( lllJ anH:s have not exit from segments vulnerab le 

to the substitution tin ' \ll . ll,u' ~stin 1 from the vulnerable segments may help the 

company roc us its n:sl)ur ·c · n more profitable segments. 

rhe stud al ·o round ut acquiring market share remains a great challenge. It was 

obs rved that grm\ Lh in this industry would come from mainly snatching market share 

from competition. Therefore the bottled water companies should be more 

conscientious in carrying out competitor analysis. Each company needs to know the 

competions current strategies and likely moves in the future. The bottled water 

companies need to benchmark themselves against competitors in their own industry 

and those in the substitutes' industry. 
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APPENDIX 1: 

List of Bottled"\\- ater Companies in Nairobi 

1. Abcrdares Water Ltd 

2. Alpine Cookrs I td 

3. Annum Trading Co. 

4. Aquamist I td 

5. Coca Cola Co td 

6. Crown Di tibutor Ltd 

7. Elipa (2002) Enterprises 

8. range Park Mineral\ ater 

9. Highlands Mineral Water Co. Ltd 

10. Kenya ut Company Ltd 

11. Keringet Pure Natural Mineral Water 

12 . Kevian Ltd 

13. Kilimanjaro Beverage Company 

14. Koba Waters Ltd 

15. Liztan Enterprises 

16. Micfood Executive Industries 

17. Mountain pring Pure atural Mineral Water Ltd 

18 . Munjo Foods Products 

19 estlc I·oods Ltd 

20 Ratli Enterprise 

21 R1dgcwa~ · . pnng (K) I ,td 

22. Savannah . prings i\ 1 incral \\ atcr 



APPENDIX 2 

QUE TIONNAlRE 

PART A: CL SSIFICATION QUESTIONS 

I. Name of the l:O illpllll ) 

2. What brand ntmH:s of\\.Iter do \OU produce and sell __________ _ 

. Number of year of operation in Kenya. _______________ _ 

4. What i the ov ner hip of the company 

(i) Local ownership [ ] 

(ii) Foreign majority shareholding [ ] 

5. Please indicate the level of competition your company is facing now 

(i) Very high [ ] 

(ii) High [ ] 

(iii) Moderate [ ] 

(iv) I O\ [ ] 

(v) one at all [ ] 

6. \\1hat is )Our core bu iness? (Please ti k the relevant bo. ) 

B ttled \\< ter 

J ll j \.! 

( •trh nat d ~ It drink!> 

R a ) t drin tu h 

th r 



PART B: IDENTIFICATION OF SUBSTITUTES 

7. 1 o what extent is each of the folio" inu ,\ t.li~L'I m;lrk~t !'or yo ur bottled water product? 

(Kindly tick the relevant bm. tor ~:ach) 

5 3 2 
I \l ,, \ 'I\ to . g1cat 1 o a moderate To a liulc To no 

{11"\:,lt c tl:llt C tCill extent ex tent ex tent 

Orticcs l ] [ ] [ ] [ ] l ] 

llomcs l ] [ ] [ ] [ l [ ] 

llotcl L ] [ ] [ ] [ ] [ ] 

Touri t [ ] [ ] [ ] [ ] [ ] 

Traveller [ ] [ ] [ ] [ ] [ ] 

Other (specify) 

[ ] [ ] [ ] [ ] [ ] 

[ ] [ ] [ ] [ ] [ ] 

[ ] [ ] [ ] [ ] [ l 



HALLE 

PROD 

I 0. !·aced h the current threat or substitute product , to what C\.tcnt doc your organi1ation 

e. 1 ·ri n c hall n 1 ~.: ~ in the ltl llcm inu a pc ts'! 

5 .... 2 

To I) l o re t 1 mod tc loa hulc loon 

rete tnt e tent e tent e tent e tent 

I ri in 

tn• 



Distribution [ ] [ ] [ ] [ l [ ] 

Promotion [ ] [ ] [ ] 

Market segmentation r [ ] 

Market share [ I [ ] 

Sa les vo lume [ ] 

Customer loya lty I I ] [ ] 

Marl cting bud •ct [ [ J [ ] 

PART D: STRATEGIC AND OPERATIONAL RESPONSES 

II. To what extent i each of the follow ing factors important to your organization? 

5 4 3 2 

To a very To a great To a moderate To a little To no 

Great extent extent extent extent extent 

Profitability [ ] [ ] [ ] [ ] [ ] 

Market share leadership [ ] [ ] [ ] [ ] [ ] 

Technological advancement [ ] [ ] [ ] [ ] [ ] 

Customer satisfaction [ ] [ ] [ ] [ ] r ] 

urvival [ ] [ ] [ ] [ ] [ ] 

5 4 3 2 

To a very To a great To a moderate Toalmle 1o no 

Great extent e"tent extent extent e"tent 

1rowth [ ] [ ] [ ] [ ] 

uc ial rcsponsibi I it) [ 1 l ] [ 1 l 1 

1-. It "hat ~.:. tent h't ) our firm used the ll.1llm' ing approaches to respond to the threat or 
fa in b ttlcd \\'lt~.:r? (Kind!) tick the relevant ho usin • the scale gl\cn 

b I '' a 1 ui 

1- '1 o no '\ I nt :tt all 



5 4 3 2 

Pricing below competitors l 1 r 1 l ] r 

Making your botlled water unique from other" l ] l l [ 

Aiming at particular groups in the mari-.d [ ] l 
Conccntral ing on your COlT busrrws'i I I I 
Introduci ng new bcv 'Ill 'L''i [ 

Bui lding currL'nl nwrh.eh I ] I J l 

1-'rllcrilto Il l'\·\ lllllrkt:l'i 
' b [ J l j [ 

Building a strong brund name r J r l l [ 

Improving qual it) or the'' ater [ ] [ ] [ ] l 
Modifying product image [ ] [ ] [ J r 
Al liances " ith your upplier [ ] [ ] [ ] [ 

Exit from vulnerable egments [ ] [ ] [ ] [ 

13. In the last three years have your operating programs changed in terms of: 

Yes No 

Marketing programs 

Reduced price 

lncrea ed prices 

orfered price di counts 

hanged the packaging 

rganized a sales promotion 

Done a road show 

E:xpandcd the sales force 

Rcduceu ak force 

lncrcn c numb r or di tribution outlet 

Rcdu d numbt::r fdi tribution channel:; 

ur. h rti in bu I t 

[ ] 

[ ] 

[ l 

[ l 
l 

l I 
[ l 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ 

[ l 

[ 1 

Produ ·tion programs 

lum I I I I 

7 

1 

l [ I 
J l ] 

J [ 1 

J [ I 
J l 
] [ I 

J [ l 
J [ ] 

] [ l 

J [ J 

] [ ] 

] [ ] 



Reduced production volumes 

Increased work shifts 

Reduced work shiA.s 

[ ] 

[ 1 

I l 

l l 
l I 

l l 

llumnn R 'SOurce Programs 

Increased numb~r ol'worh·r-, 

Reduced number ol'wor"-l'r' 

Done staiTtraining 

[ I 

[ l 
I J 

[ ] 

Re earch and Development Programs 

Lncrea ed the re 'earch budget 

Reduced the re earch budget 

[ ] 

[ ] 

[ ] 

[ ] 

Thank you for responding to this questionnaire 



APPENDIX 3: Overview of companies' characteristics 

Branus produc · I und so ld tl'r ·o 111 pn n y 

Number of Frequency Percentage 

brands 

4 2 16.67 

3 8 33 

2 8.33 

1 8 66 .67 

- --
Total 12 100 

Mode of ownership of company 

Cumulative 

Frequency Percent Valid Percent Percent 

Valid Local 11 91.7 91 .7 91 .7 

Foreign with 
1 8.3 8 .3 100.0 

majority shares 

Tota l 12 100.0 100.0 

Indicate core business 

Cumulative 

Frequency Percent Valid Percent Percent 

Valid Bottled Water 10 83 3 83 3 83 3 

Other 2 16 7 16 7 100.0 

Total 12 100.0 100.0 

Level of competition experienced in market 

Cumulative 

Frequency Percent Valid Percent Percent 

Valid Very high 6 50 0 50 0 50 0 

H1gh 6 50 0 500 100 0 

Total 12 100 0 1000 



APPENDIX 4: Letter of Introduction 

Julia Mcthu 

1> . 0 . Box 972 -00606 

NAIROI31 

June 2 1, 2005 

l'hc Markcti11g Managl'r 

P.O. Bo>.. 

Nairobi 

Dear tr , 

RE: REQUEST FOR YOUR PARTICIPATION IN AN MBA 

RESEAR H PROJECT 

I am a student at the nher ity of Nair bi pur uing a Mast r f Bu in . Admini tration 

(MBA) Degree, pecializing in trategi Management. As part of my course work 

a e sment, J am required to submit a re earch project report on a real management is ue: 

Re pon e of Bottled Water ompanie in Ken a to the Threat of ub titute Product . 

Kindl) a sist me b) completing the attached questionnaire. I assure you the information you 

pnn it.lc is pure.: I) for a ·adcmic purr cs and '"ill be treated ' ith th~.: utmo.., l con fiu n ·c. 

lurliH.'I , tlw n·tm • ul )our or •\mirllion will not he mention ·I in th~· rl:port c ccpt in th • li '-lt or 
\\'utcr companic Opl:rating in Kenya. 

h ll:O in the findings of the rcscar h. thi \\ill be availed to )OU on n:qucst. 

dtthc Unhcr it) ol 'airobi lihrar . 

I h nk) u. 

ith ull •• 

uh 1 thu 


