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ABSTRACT

Companies can achieve competitive advantage thrawath of innovation, and they can
approach innovation in its broadest sense, inctutisth new technologies and new ways of
doing things. Implementing innovations is a chalieg and high risk task for many
organizations. A number of challenges also existtha process of innovating in an
organization and for success to be achieved inwigle innovation process, a deliberate
move will have to be made to address these chatenthe purpose of the study was to

determine the factors affecting choice of innovattrategies in Nestlé Kenya limited.

The study adopted a case study research desigmhigh an interview guide was used to

collect data while content analysis was used iyairey the data.

The findings show that the company undertakes tvegomtypes of innovation namely
product and process innovation and from the innomastrategy that it has employed, the
company has been successful in introducing a numbproducts in the market that were
positively received. The factors affecting the deoiof innovation strategy include the
emergence of new technologies, products, marketustt learning capability,
entrepreneurship behavior and scarce resourcég iorganization, markets and competitors

and these necessitates flexibility and adaptabiityrder to achieve competitive advantage.
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CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

As competition intensifies, many businesses comstitm seek profitable ways in which to
differentiate themselves from competitors and hiesoming apparent that innovation strategy is
not only pivotal for an organization to achieveompetitive advantage, but that it is also critical
for survival in many industries (Kleiat al., 2001). As such, every organization needs to adopt
some strategies which will enable it to have a cetitipe edge over the others. The business
environment is recognized to be one of the mostonmapt contextual factors that influence
innovation, so that environmental changes are offeen as the driving forces of the firm
innovation process (Pavitt, 2006). As a matteract,feconomists generally have been focusing
their attention on firms or environmental aspebt spur innovation in the organization, or the
industry. The idea behind this line of researctha firms are open systems seeking a state of
equilibrium with their environment, so that whenretlenvironment changes, they have to

accordingly change their strategies, structurespaodesses.

Innovation has experienced a remarkable changecent years as a consequence of a number of
factors including the advance of science and tdogyoand the increasing globalization of a
number of markets and activities. The growing hegeneity of sources affecting the process of
firms’ innovation has led to the knowledge creabed of the companies themselves achieving
greater importance, and therefore to the centtal tawbe played by the capacity of integrating
inner and outer sources of technological capadslitvith other competitive forces. As such it
was noted by Slack and Lewis (2002) that orgaropali teams invest a lot of time and effort

into analyzing their environment capabilities amdvigces to develop their innovation strategy.



Unfortunately they do not invest the same effortinmplementing their strategy and as a
consequence 9 out of 10 organizations fail to imglet these strategies. This situation is
compounded by the lack of regular strategic revieacess so that the organization is not only
unaware of “how it is doing” in implementing itsaiegy hence it also misses many strategic

opportunities that emerge.

Nestle (K) Ltd as a multinational organization lassadded advantage in the Kenyan market by
virtue of its expansive network regionally and iar&pe. Despite the traditional advantage, more
recently, the organization has been facing chadierrgnging from increased competition from
other players in industry producing substitute piid and also diversified product range. As a
result, the organization should be innovative emoagd introduce different products that are
differentiated to continue enjoying the presentaadage. However, a number of challenges face

organizations in their innovation strategies.

1.1.1 The Concept of Strategy

The concept of strategy embraces the overall perpbsan organization. It is the determination
of the basic long-term goals and objectives ofr@erprise, adoption of courses of action and the
allocation of resources necessary for carryingtlooge goals. Gole (2005) proposes that strategic
management is a process, directed by top managemetdtermine the fundamental aims or
goals of the organization, and ensure a range @sidas which will allow for the achievement
of those aims or goals in the long-term, while pdowg for adaptive responses in the short-term.
The three core areas of corporate strategy asnedtlby Gole (2005) encompasses: strategy
analysis, strategy development and strategy impiétien. Strategic analysis deals with

examining the environment within which the orgatiaoperates.



Strategy formulation is concerned with determinivitere the organization is, where it wants to
go and how to get there. It involves carrying sittiation analysis that leads to setting of
objectives. Vision and mission statements are edadind overall corporate objectives, strategic
business unit objectives and tactical objectivesaso developed. Strategy implementation is
the process of allocating resources to supportrganization’s chosen strategies. This process
includes the various management activities thatraeessary to put strategy in motion and
institute strategic controls that monitor progressl ultimately achieve organizational goals.
Strategy evaluation includes review of external amdrnal factors that are bases for strategies
formulated, measuring performance and taking coue@ction, if necessary. This is important
as all strategies are subject to future modificatadiepending on environmental turbulence

(Robbins and Coulter, 1996).

1.1.2 Innovation Strategy

According to Pavitt (2005), innovation is the implentation of a new or significantly improved

product (good or service), or the process of comipgvith a new marketing method, or a new
organizational method in business practices, wadelorganization or external relations. An
innovation has been seen principally as the mearsirh research results into commercially
successful products. Innovations can stem from @agpmew technologies or processes from
other fields, or from new ways of doing businessirom new ways of marketing products and
services. On the other hand, Pilo, Taskinen ankla8aR007, p. 34) state, there is no one single
innovation process that could be replicated fronpeaganization to another. Organizations are
different, with different backgrounds, culturesiagtgies, missions and visions. Organizations
need innovation management to drive the developroétihe innovation process, define the

innovation strategy, and most importantly, to ceeat innovation culture.



Afuah (1998) proposed that innovation is the usee technical and administrative knowledge
to offer a new product or service to customers.réioee, it can be concluded that innovation is
any practices that are new to organizations, inotyéquipments, products, services, processes,
policies and projects. As such an innovation, wieth new idea, method, or devise, is
incomplete unless it is made part of a working eystThe innovative organization does not
need to have invented the new product or process dldopt. Innovation is as much about the
way new ideas and products are brought to effedt @sabout the uniqueness of the original
concept. Product and process innovations are pnraaifestations of innovativeness by an
organization. Although process innovation are defias new tools, devices, procedures as well
as knowledge in throughput technology that media¢éveen inputs and outputs, product
innovation is seen to do more with the output #na introduced for the benefit of customers

(Fagerber et al, 2006).

The aim of the product innovation is to offer cuséws radically new or incrementally improved
products based on technological advances. The #itneoprocess innovation is to reduce the
costs of manufacturing existing products (Nelsd@®8&). Although (Nelson, 2008) has favored
that both type of innovation is a variant of teclmggcal innovation, there are also product and
process innovations in the service sector. Innowahias experienced a remarkable change in
recent years as a consequence of a number of gartoluding the advance of science and

technology and the increasing globalization of enber of markets and activities.

Organizations that wish to stay competitive sharabrace innovation through the creation of
innovation policies, strategies, processes and{ mgsortantly, they need to establish a creative
culture within the organization. One of the morenamon debates concerning the definition of

innovation asks whether innovation should be regfras a process or a discrete event. Those



who see innovation as a process focus on the \sistages that the potential adopter goes
through over the course of an innovation efforte3én stages include identifying problems,
evaluating alternatives, arriving at a decisiond @uitting innovation into use (Rogers, 1983).
Zhuanget al., (1999) classified innovation as an invention, arpriovement on an existing
product or process and the diffusion or adoptioa ohange developed elsewhere. Innovation by
invention undoubtedly plays a significant role imirgng competitive advantage through
differentiation. However, most innovation fallsanan improvement on an existing product or
process and the diffusion or adoption of a changeeldped elsewhere. The diffusion or
adoption of a change developed elsewhere thougm agikcluded by narrow treatments of
innovation, accounts for a large proportion of iwmave activities in many business
organizations and is consistent with treatmentsirofovation as something new to an

organizational sub unit (Zhuamgal., 1999).

1.1.3 Food and Beverage Industry

The food and beverage industry enjoys high trusiga 70 to 90 percent in both developed and
developing economies. But consumers around thedwbdught that companies in this sector
should improve their performance in health andtgathe environment and sustainability, and
ethical business practices. Consumers emphaskize things that a food and beverage company
should do to make them more inclined to choos@rntslucts over those of competitors: label
products clearly with honest information, make themre healthy and nutritious, and reduce
waste and pollution in manufacturing. However, gh&®mpanies must do a better job of

publicizing their green efforts.

With a fairly stable consumption level the industipects increasing spending level in the years
to come and its consequent increasing revenuemamd opportunities for companies to grow.

While carbonated soft drinks have been dominane quoducts but in the last two years
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consumers have changed direction to more healtkslend replaces carbonated soft drinks with
bottled water, fruit juices, low calorie and dieintks. Consequently, manufacturers are forced to
adopt brand extensions and introduce new brandspaoducts to withstand their positions
within the industry. After having analyzed the catipve environment and its elements, the
organization must consider selection of its produetrket to operate and invest which would
reflect on its investment strategies. Strategies thave to be developed and implemented as part
of the business management process rather thasmddotlepartmental strategies, Pearce and

Robinson (2002).

1.1.4 Nestlé Kenya Limited

Nestlé is the world's leading Nutrition, Health awkllness Company. The organization is
committed to increasing the nutritional value oéithproducts while improving the taste. The
organization achieve this through their brands ant initiatives like the Nutritional Compass

and 60/40+. Since Henri Nestlé developed the firi#it food for infants in 1867, and saved the
life of a neighbour’s child, the Nestlé Company léwed to build a business as the world's
leading nutrition, health and wellness company thas® sound human values and principles.
The organization overall strategy is to enhancendramage, change negative affordability

perception and improve availability and visibilityretail trade.

Nestle company whose headquarters is in Switzedtartied its operation in Kenya in 1967 and
thereafter made the regional headquarters serviegy& Uganda, Tanzania, Democratic
republic of Congo, Mozambique Mauritius and Angdlestle deals with Baby foods (Nan and
Cerelac), Soluble Coffee (Nescafe), Beverages (Milestle drinking chocolate and Nestea),
Breakfast cereals (Cerevita), Chocolate (Kit Kat)d aCulinary (Maggi bouillon). Total

beverages markets are estimated at 25 bio cups ifi¢aiding alcoholic beverages). Tea

dominates the hot beverages category by 11.3 lpe epresenting 45% of the total market).
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Kenya, DRC, Tanzania and Uganda are the biggeshaekets, contributing 70% of the total tea
market in East Africa Region, which reflect theantribution to the total population (60% of
East Africa Region population). Tea consumptiomainly driven by appeal, availability and

affordability.

1.2 Research Problem

Companies can achieve competitive advantage thracighof innovation, and they can approach
innovation in its broadest sense, including bot technologies and new ways of doing things
(Porter, 1990). Innovation adoption is acceptedh atecision process which involves several
stages classified as individual-oriented and owmgion oriented At the same time,

implementing innovations is a challenging, higtkriask for many organizations. “Innovate or
die” is one of the mantras of today’'s economy (Gatd Robinson, 2003 p. 87). Therefore, it is
not surprising that being innovative is generaliynsidered to be key drivers of organizational
success. Before the potential benefits of implemgrthe new idea, practice or technology can
be realized, management faces the challenge ofrirgsarganization members accept the
innovation. One consequence of a limited understgnébout how to manage innovation
implementation is that many organizations abandomes adopted innovations during the
implementation stage. About 15% of the adoptiontheftechnological innovations are cancelled
before completion, with devastating consequencesdme companies (lacovoc and Dexter,
2005). These include loss of sunk and opporturosts; loss of potential benefits of successful
innovation, disruption of operational systems, ulcae publicity and associated negative
impacts on company image and reputation, and lbssamagers’ credibility. These risks will

only be reduced by increased understanding of howeffectively manage innovation

implementation.



Several studies on the importance and applicatfdnrmvation have been undertaken locally.

Gathai (2009) undertook a research on the innovatiategies adopted by Equity bank Ltd and
found that in order for a firm to embrace innovafiand then the top management should be
involved and direct resources to the team involwethe innovation processes. Karanja (2009)
researched on the innovation strategies adoptédsoyance Companies in Kenya and found out
that in order for a firm to embrace innovation, @hen the top management should be involved

and direct resources to the team involved in thewation processes.

Odhiambo (2008) studied Innovation strategies atStandard Chartered (K) Ltd and found out
that for firms to be innovative it should encourageativity in its learning process and this will

lead to a higher platform of quality and innovatioreative quality and value innovation.

Mwikali (2011) undertook a research on innovatiamgesses within insurance industry in
Kenya and found out that the insurance companie® fea common understanding in the
innovation process which involves the whole orgatian and as they adopt both incremental
and radical innovation and in order to be innowative companies have put forward principles
for managing innovation. Arising from above itsarle lot of work has been done in this area
however a lot of issues remain unresolved. At #reestime none of the studies has focused on
Factors affecting choice of Innovation Strategiesaibeverage industry, and as a result, the
current will seek to answer the question: Whatdectffect the Innovation Strategy choice in

Nestlé Kenya Limited?

1.3 Research Obijectives

The objective of the study was to determine th&faaffecting choice of innovation strategy at

Nestlé (K) Limited.



1.4 Value of the Study

The study will have value in different aspectsaoivs:

The management of the Nestle (K) Limited will béeaio know the challenges which have been
affecting the implementation of innovation stratsgand thus come up with measures which will
counter the challenges and be able to maintaicadtspetitive advantage over other beverage
firms in the country. The management of other fiimshe beverage industry will benefit from
the study as they will be able to gain more inggbdncerning the competitiveness of their
company'’s innovation strategies and having knovenctallenges facing innovation strategies in
their firm, they will be able to put in place pdsdsiways of mitigating them. The firms will also
be able to reinforce those innovation-based coripetstrategy and capabilities, which in turn
will enable such firms to outperform their compatit by creating superior value to their

customers.

The study will be justified since it will be of ad@mic value to those interested in beverage
industry in the country with an aim of establishiagbusiness since they will be able to
understand what to do right to succeed and whdbmie wrong will bring the business down.
They will also be in a position to relate happesingthe market with the challenges identified
in this project. The study will be of value to thevernment as it will form an invaluable source
of reference especially the ministry of financecoming out with policies to guide the industry
in the development of new products. This studyseeted to increase body of knowledge to the
scholars in the service industry and make themnb&uch with how innovation strategies

challenges can be overcome in the service industry.



CHAPTER TWO
LITERATURE REVIEW

2.0 Introduction

This chapter provides information from publicatiarstopics related to the research problem. It
examines what various scholars and authors hawe aaout the concept of strategy and
innovation. The chapter is divided into three m@i@as: concept of strategy, innovation strategy,

and factors affecting innovation strategies.

2.1 The Concept of Strategy

An organizations strategy is concerned with thesheination of the basic long-term goals and
objectives of an enterprise, adoption of coursesadfon and the allocation of resources
necessary for carrying out those goals. Gole (2@@6poses that strategic management is a
process, directed by top management to determieefuhdamental aims or goals of the
organization, and ensure a range of decisions whiltiallow for the achievement of those aims
or goals in the long-term, while providing for atlap responses in the short-term. The three
core areas of corporate strategy as outlined by G2005) encompasses: strategy analysis,
strategy development and strategy implementatidance the concept of strategy embraces the

overall purpose of an organization.

According Pearce and Robinson (2007), Strategy dtation is concerned with determining
where the organization is, where it wants to go ao@ to get there. It involves carrying out
situation analysis that leads to setting of objexti Vision and mission statements are crafted
and overall corporate objectives, strategic busingst objectives and tactical objectives are also
developed. Strategy implementation is the proaassllocating resources to support an

organization’s chosen strategies. This procedsides the various management activities that
10



are necessary to put strategy in motion and institrategic controls that monitor progress and
ultimately achieve organizational goals. Strateggleation includes review of external and
internal factors that are bases for strategies dtated, measuring performance and taking
corrective action, if necessary. This is importast all strategies are subject to future
modification depending on environmental turbulen@®bbins and Coulter (1996).Many
successful companies are those that plan. Therefoganizations use strategy as a means of
dealing with uncertainty (Zyen, 2009).0n the othend, McNamara, (2009) indicates that
strategic planning determines where an organizasigoing over the next year or more and how
it is going to get there. According to his thedhg process of strategic planning is organization-
wide, or focused on a major function such as asain, department or other major function.

Planning typically includes several major acti\stia the process.

Strategies which are implemented within an orgdiumashould support the culture associated
with the firm. The proposed strategy should preseemphasize, and enhance the culture, in
accordance with the culture supporting the propaesedegy. Conflict management also plays an
integral role within the implementation processcéwling to David (2003), the human element
of strategic implementation plays a key role incassful implementation and involves both
managers and employees of the organization. Bottiepashould directly participate in
implementation decisions and communication playkew role in ensuring that this occurs.
Business performance is influenced by this humameht of strategic implementation. Through
providing performance incentives to employees dutire implementation phase, it is suggested

that business performance will be positively inflaed.

There are some commonly used models and framewsu&s as SWOT, industry structure
analysis and generic strategies for researcherpeuticing managers, in the areas of strategy

formulation and analysis in strategic management.cBntrast, there is no agreed-upon and

11



dominant framework in strategy implementation. Goning this, Alexander (1991) has stated
that: One key reason why implementation fails iat tpracticing executives, managers and
supervisors do not have practical, yet theoreticatlund, models to guide their actions during
implementation. Without adequate models, they @ryimplement strategies without a good
understanding of the multiple factors that mustaderessed, often simultaneously, to make

implementation work.

2.3 Innovation Strategy

Innovation strategy determines long-term fundamiemtziness objectives and determines the
activities and resources for achieving these gdaigentation objectives are focused on timely
response to changes in signaling of need of inmavat(Marhdonet al., 2010). According to
him the innovation strategy must be based on vanatong term, systematic, the time factor
and the concentration of resources and activitGegiderson and Holling, (2001) on the other
hand defined an innovation strategy as an instrtaiisty functional, predetermined plan
governing the allocation of resource to differeypets of innovations in order to achieve a
company'’s overall corporate strategic objectived, andecision framework guiding a company
about when and how it should selectively abandenptiist and/or change its corporate strategy
and objectives in order to focus on the businestheffuture. Kraatz (1998, p.621) noted that
"Innovation strategy is innovative direction of qoamy approach to the choice of objectives,
methods and ways to fully utilize and develop theovative potential of the enterprise. This is

the direction given of its boundary, which deteresinhe potential of innovative strategies.”

Companies can achieve competitive advantage thracighof innovation, and they can approach
innovation in its broadest sense, including bot technologies and new ways of doing things

(Howells and Tether, 2004). According to innovatistnategy is a summary of the strategic

12



decisions on which are managed and carried outvative activities in the enterprise. A
successful innovation strategy must have varidms rteflect past, current and expected future
developments. Long term effects, taking into act@linrelevant factors acting on the business,
as well as the time factor. The implementationrofovation strategy is necessary to ensure all
available resources and its link with corporatatsyyy and other departments of the company,
especially with the marketing department and infation technology. The company must have
secured an effective collection and sharing ofnmi@tion and knowledge to support innovation.
To be creative a good innovation strategy it ieesal that business managers are familiar with
the detailed business strategy. According to Doré2i@05) preparation of innovative strategies
must be purposeful and must be based on analysiseohal and external environment, planning

and innovative design.

Before the creation of innovative strategies in &meerprise, there should be an audit of the
current situation. An audit includes identificatiand analysis of human potential, competitors,
partners, customers and business needs to createaiions. For analysis of the initial position
of a company may be based on broad methodologjgphratus of strategic management.
Analysis of internal environment includes the degatof innovation capacity, innovation
potential mapping, identifying the current levelusfe of the innovation capacity of innovation
and specification requirements. Innovation capadstyformed by the sum of knowledge,
experience, resources, assets and managerial gstand skills in business available, or is
able to obtain in due time. The process of creadingnnovation strategy is a complex process
that contains six main parts. This is a definingian and mission of the enterprise, identifying
strategic objectives, detailed analysis businesg@mment (internal and external), formulation
of strategy, its implementation and subsequentueni@n associated with the control (Westley et

al., 20086).

13



2.4 Factors Affecting Innovation Strategy

Organizational learning processes are key detemtsnaf capabilities. In addition, the learning
approaches to innovation suggest that the degremnuivation reflects the extent of new
knowledge embedded in an innovation (Dewar andddytt986) and learning from markets is a
key source of innovation. Entrepreneurial firmsguimg innovation-based competitive strategy
build and nurture distinctive market-focused leagncapabilities, which in turn enable such
firms to outperform their competitors by creatingperior value to their customers. According to
Weerawardena (2001), the sources of firms innomafimcess can be attributed to a firm’s
entrepreneurship, market focused learning capglahd organization learning intensity. These

factors will also define the firms’ sustainable quetitive advantage.

2.4.1 Market-Focused Learning Capability

Learning from market changes has emerged as ackegesof innovation and firm performance
particularly on the market driven firm perspectividnis approach argues that, to be effective
innovators, organizations should constantly scanhbrizons for new opportunities to satisfy
their customers. Generating innovative ideas thnotige collection and dissemination of
marketplace information is a starting point for omation. Because knowledge of market
preferences reduces the degree of incompatibifitpew products with customer needs, it is
likely to enhance the adoption and success of iatiows (Cooper and Kleinschmidt, 1987). As
argued by Prahalad and Hamel (1990) “the critigalktfor management is to create an
organization capable of infusing products with srséible functionality or, better yet, creating
products that customers need but have not yet swagined”. In this paper market-focused
learning capability is conceptualized to incorperéarning activities aimed at both customer

preference changes and competitor actions.
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Hamel and Prahalad (1993) suggest that merely leilegrning organization is not sufficient.
Learning processes must be translated into theisitgn of managerial competencies that
permit the organization to be more efficient thampetitors. The first step in this direction will
be to arrive at a definition of organizational l@ag. Based on Slater and Narver (1995),
organizational learning is defined as the develapménew knowledge or insights that have the
potential to influence behavior, which can be dmished from individual learning in an
organization. The organizational learning compriees learning activities, which constitute the
overall organizational learning process of the fiffhese activities are knowledge acquisition
(the development or creation of skills, insightglationships), knowledge sharing (the
dissemination to others of what has been acquiyesbime), knowledge utilization (integration
of the learning so that it is assimilated, broaalrilable, and can also be generalized to new
situations) and unlearning (the review and renaefaixisting knowledge and communication of

changes within the firm) (Schein, 1990).

2.4.2 Entrepreneurship

Merz and Sauber (1995) argued that entrepreneuistiye key factor determining the capability
building activity of the firm. A firm's entrepreneal orientation dictates its competitive

orientation. Schollhammer (1982, p. 210) stated tRatrepreneurship is the key element for
gaining competitive advantage and consequentlytgrdaancial rewards”. The entrepreneurial
firm is generally distinguished in its ability tonovate, initiate change, and rapidly react to

change flexibly and adroitly (Naman and Slevin, 399

Premised on the firm-behavior model of entrepresi@pr Covin and Slevin, (1986) observed
that entrepreneurship has gained popularity amdrefegy researchers over recent years.
Entrepreneurship was taken as a firm behavior irchvthe firm displays innovativeness, pro-
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activeness and risk-taking propensity in theirtsgee decision making. It is further argued that
entrepreneurship can be conceptualized in terma ocbntinuum using these three attributes,
which reflects the “entrepreneurial intensity” dfet firm. Rizzoni (1991) established a link
between entrepreneurship, organizational capasliéind innovation. According to him a firm
pursuing an innovation-based strategy accumulgiesifsc capabilities, which distinguish the

firm from its competitors and enable it to face aeiability of the environment.

2.4.3 Organization Learning Intensity

Organizational learning intensity is a higher stag¢he development trajectory of quality and
innovation, and the future platform for organizaibsuccess. Its attainment is the core target of
the learning approach to quality and innovationedfive quality inherits qualities from both
“creativity” and “quality”. Creativity is definedrdm different perspectives and falls into a cross-
disciplinary domain, although much attention it heeceived is from the psychological
viewpoint. Lumsdaine and Lumsdaine (1995, p. 14indd creativity has “creativity is playing
with imagination and possibilities, leading to newd meaningful connections and outcomes
while interacting with ideas, people, and the emvinent.” Creativity is viewed as a process,
rather than an outcome. It is an output-orientastess, in which an individual behaviorally,
cognitively and emotionally attempts to produceatike outcomes (Kahn, 1990), which are
novel and useful ideas (Amabile, 1988), novel dgional, relevant and useful products, or
procedures (Oldham and Cummings, 1996). Organizaticreativity is closely linked to

productivity and competitive success in busineggoizations.

Creative quality is a process built up upon orgatinal-based competency and delivers value
innovation in the marketplace. In a sense, creajwality is more focused on customers and
more likely to be approached from a set of valwes,a general strategic orientation and
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organizational ideology rather than simply as adetbols and techniques. Value innovation,
like creative quality, is more focused on end-comsts, and links innovation to buyer value. It
places emphasis on both value and innovation: vaftigout innovation is likely to focus on
improving buyers’ net benefit incrementally; inntwa without value can be too strategic or
technological-driven (Kim and Mauborgne, 1999). ialinnovation is a radical change and
guantum leap in an organization, achieved throlghprocess of creative quality. However,
there is some difference between these concepe&akirough and disruptive innovation
involves a high degree of expectation of technaalgbreakthroughs and structural changes in
the organization; the entrepreneur is the majorutinpm producing creative destruction
(Schumpeter, 1934); knowledge and novel ideas laentajor inputs for value innovation.
Unlike the old “technology-push” theory, value imation can occur with or without
technological breakthrough. Indeed, technologicabvation does not necessarily produce value

innovation (Kim and Mauborgne, 1999).

2.4.4 Risk Aversion

According to Tidd, Bessant and Pavitt (2006) retethe fact that 72% of product innovations
are failures. This statistic underlines the facttthe majority of the innovative activities
conducted by organizations fail. Any activity wiluch a poor rate of success is necessarily
regarded as very risky, and the organizations keamplement are likely to be influenced by
the general principal of risk aversion. In otherreég it would be normal to assume that
organizations would avoid some of these risky @@ in order to ensure their survival.
Uncertainty is a major feature of innovations sgats, and concepts such as trial and error,
search, and learning are used to integrate it. Memseveral scholars underline at the same time

that because of a “pro innovation bias much innowatesearch tends to stress that innovation
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benefits its producers and users, and simultangagisbres the risks of the associated change

processes” (Meeus and Oerlemans, 2000, p. 42).

Organizations face changes in the environment loptaty adaptation strategies. Organizations
are able to adapt to new contexts by acting om g#tengths and weaknesses in satisfying ways.
Adaptation strategies are always the result of @angh in organization’s routines, and can be
achieved in three main ways. An organization magnge when it reorganizes existing routines
in a new way, or imitates the routines of otheramigations or when it creates new routines
based on search. Because these three ways to chelpgie organization to face changes in its
environment, the adaptation perspective assumeésdaptation strategies reduce organizational
mortality (Schwarz and Shulman, 2007). As mentiobgdMeeus and Oerlemans (2000, p. 42)
“Due to its pro-innovation bias and its adaptatsbmerspective much innovation research tends
to stress that innovation benefits its produceis wsers, and simultaneously ignores the risks of
the associated change processes”. According toolCaand Teo (1996, p. 620), in this

perspective “change is assumed frictionless, kadbticost free and without major risk”. This

situation can be viewed from several angles. Thaptation perspective links innovation to

progress (Nelson, 1995) and in the long term, titeame of innovation is assumed to be higher

than the global cost of the errors incurred dutimginnovation process.

2.4.5 Lack of Resources

Some strategies fail because not enough resourees allocated to successfully implement
them. Lack of resources is generally a bigger thteacapital-intensive strategies. Kubinski
(2002) observed this failing in both “fast-growtiew companies that feel understaffed due to
growth demands” and companies “under heavy comgefdressure” who felt they could not

spare resources to drive strategic innovation.
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It is very critical to include the financial evatien of a (draft) strategic plan in the process — i
part to ensure the strategy does not inadverteietyroy shareholder value and in part to ensure
that sufficient resources (especially capital dslawill be available to achieve implement. The
process can be relatively simple — crafting a lwase financial model and layering the impact of
strategies on top of that base case. Alternatividlg, process can be highly sophisticated,
including an analysis of alternative funding sosraée impact of merger synergies on financial
performance, and other considerations. Regardledbeodegree of modeling sophistication
employed, CEQ’s can expect to make smarter statgices up-front and to deploy limited

resources more effectively as a result, (Lynch,3200
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

This chapter discusses the research methodologywhs used in the research. The chapter
adopted the following structure: the research aegstgrget population, and data collection

methods and data analysis method to be used.

3.2 Research Design

The study was modeled on a case study design. Kath@90), defines a case study as a
powerful form of qualitative analysis and involvesreful and complete observation of a social
unit be it a person, family, cultural group or artiee community and/or institution. This study
focused on factors affecting innovation at Nesig I(td. The results were expected to provide
an insight in understanding how the company unkestannovation process, identifying the

challenges faced in the innovation process asagdlow the same challenges are dealt with.

In light of this therefore, a case study desigdaemed the best design to fulfill the objective of
the study as only a few members of staff are kndgdable to the research area. Further, it
allowed the researcher to prop further an intereew case the answer to a particular question

was not adequately answered at a given point sihecdesign was face to face interviewee.

3.3 Data Collection

The study used primary data, which was collecteduidjh face to face interview with the
researcher. An interview guide was used to coliitd on the innovation process adopted by

Nestlé (K) Ltd. The interview guide was divided dnthree sections covering; background
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information of the firm, innovation process at fiven and challenges encountered in the process.
The respondents consisted of two members in semoiagement team and four members in the
product development division. These respondentse wamsidered to be involved in the

formulation and implementation of policies regagdinnovation in the firm and also involved in

actual development of new products. Hence, theareser deems that the two categories of staff
are in a position to offer valuable informationaegdjng the firms’ innovation process. Secondary
data was collected from organization’s documenth @1 annual reports, strategic plan and end

term evaluation.

3.4 Data Analysis

The data collected was analyzed by use of contealysis techniques. The information was
analyzed and evaluated to determine their usefsjramsistency, credibility and adequacy. In
the event that the responses from the respondeatsoaflicting, the analysis were done by
selecting the most common responses and infer usiod based on the same. The content
analysis technique was used because it assistsakingninferences by systematically and
objectively identifying specific messages and thelating them with their occurrence trends.
Similar studies in the past like those done by Aar{@003) who researched on the response of
the family planning association of Kenya to changegs operating environment and Kandie
(2001) -in his study - Strategic responses by Talk¢enya Ltd in a competitive environment

used this technique of content analysis to analgta collected from their case study
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CHAPTER FOUR
DATA ANALYSIS AND INTERPRETATION

4.1 Introduction

The research objective was to establish the fathatsaffect the choice of innovation strategies
at Nestle (K) Ltd. This chapter presents the amslgsd findings with regard to the objective and
discussion of the same and is divided into threéices namely; respondents profile, innovation
strategies at Nestle and factors that affect inilowastrategies at the company. The study

targeted a total of six senior Managers all of whresponded.

4.2 Respondents’ Profile

This part of the interview guide was intended teeas the capacity of the respondents to answer
the questions on the interview guide and also vérdtiey were versed with the subject matter of
the study. The respondents comprised of six senaragers of the company namely; Business
Controller, Regional Sales Controller, Regionali@fdanager, Regional Product Development
Manager, Regional Talent and Development Managdr ammpany’s Sales Manager. These
respondents were purposely selected by the resgadbelcause they were deemed to be dealing
in the company with issues relating to innovatidrategies of the company. In total; the
researcher interviewed all the targeted five redpats. All the respondents interviewed had
university degrees with 3 of them having Mastergres. Their work experienced spans a total
of 41 years in various departments within the omzgtion and other firms in the beverage
industry. In addition, the views of both genderseveepresented in the interviewees because
three of the respondents were female against these This meant that the views expressed by

the respondents were not gender biased.
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One observation made from the results of the i@rwvas that two of the respondents,
representing 40%, on being asked whether theywiglh to change their current jobs answered
in the affirmative. The reasons given were thay fleét the amount of work they undertake in the
organization does not commensurate with the leebmpensation they get as well as in some
cases difficult to achieve targets. However, tlieep three respondents, 60% the sample,
indicated their satisfaction with their currentidaf highlighting various opportunities available
within and without the organization such as cardewelopment, interaction and solving
customer complains, and the new challenges thatdanthe course of their duties. All these
helped in personal development of the respondamistlaus creating a motivated workforce.
With their solid background in the affairs of theganization, the respondents were found to be
knowledgeable on the subject matter of the researth thus help in the realization of the

research objective.

4.3 Innovation Strategy in the Organization

This section of the interview guide sought to elighbfrom the respondents the type of

innovation strategies that are used at Nestle.

The Managers were asked to indicate the type obvation strategies that are used in the
Company. The interviewees noted that the firm hfigeayear strategic plan that rolls over from

one period to another with evaluation being donmissnually to assess the progress and
correct any deviations from the plan that is reget. The organization has realized the
importance of involving all employees in the praceEo this regard, the respondents noted that
at Nestle, innovation decision has been a presafrtiee senior management and the execution
process has been left to the middle and lower leaéte of staff. The present top down approach

being practiced in the organization as far has vation process is concerned was however
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found out to be adequate especially in the predaypicompetitive business environment that the
company is facing. They felt that in order for tmmpany to proactively identify opportunities
in the market especially in the beverage sectbistaff should be encourage to give their input
especially in the lower level who are thought tqobigy to the market conditions in the ‘ground’.
This finding on the need for an organization inrtavastrategy to be an all-inclusive exercises
is similar to that made by Ettlie, (2003) while easching on the role of employees in an

organizational innovation process.

Several measures were pointed out by the respateiitave been taken by Nestle to try and
the increase the level of success in implementiegrinovation strategies. Some of the measures
that were highlighted include that a number of nmggst are routinely made on weekly basis to
assess progress of strategy objectives of varioaméss units and in these meetings, challenges
are identified and development of action plans executed. Continuous improvement of
process including leadership development and dapdraent as a way of developing the path to
achieving strategy objectives is also being unéterta The recognition of the role of internal
resources for strategic goals as Barney (1991)rezfeto0 has also become a key factor in the
organization. The respondents noted that the azgan has lately directed its focus on staff
development through directing its training on achraent of performance with a view of
encouraging high performing talent as well as dgvelg plans for all staff in the organization.
In addition, it was also noted by the respondemas$ tocus towards ownership as an enabler to

achieve strategy objectives has become the noNestté.

In the course of implementing innovation strategtbe researcher also sought to establish how
the management at Nestlé ensures its strategiesarémplemented. The interviewees noted
that the management always ensures that marketigned to the objectives and at the same

time makes sure that the staff understands thectolgs, there is a continuous tracking of actual
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performance on periodic basis, resources are availeh as brand support budget that a
particular market requires so that markets reguair@vest in consumer and trade activities in a
timely manner. In addition where necessary, the agament will routinely engage with the

government/state officials to ensure that an engbdinvironment exists to guarantee business

SUcCcess.

The researcher also sought to establish the comtyopes of innovation at Nestlé. The
respondents pointed out that the common typesnaiviation in the organization are product and

process innovation.

4.3.1 Product Innovation

The respondents were asked to comment on Prodougvation and they agreed unanimous that
Nestle is a pace setter in the Beverage industng. drganization has undertaken a deliberate
step to reshape its product innovation to suitnteeds and suitability of the market. The business
development team develops all the products aftekeb@esearch which helps in identifying the

opportunities existing in the market and how theeaan be exploited to meet the requirement
of the market and also boast the income of themizgtion. According to the respondents, the
above process has enabled the organization to duldrent product range of over 22 products.
The product mix developed so far has helped tharazgtion to remain the leader with a current

market share of 48% of the beverage industry inyen

4.3.2 Process Innovation

The respondents concurred that in the case of &Jasdl ability to increase and maintain its
market share has been from the effort it has putpdating and modifying its processes of
offering the services in the Beverage industry thed witnessed increased number of entrants

especially in the last ten years. The respondentisdrthat the organization has installed a state
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of the art manufacturing plant that is a leadertha blending and packaging of the firm’s

products to meet the increasing demand especralthe East and Central Africa regional that

has had the demand of its products increasing mamidly. As a matter of fact, the respondents
noted that this capability has enabled the orgainizdo retain the leadership in quality beverage
in the country and that currently, the organizatismautomating its process that are spread
regionally to ensure that all standards are unifaomoss and it is expected that by the end of the
year 2012, the new system will be operating seatyleShe respondents pointed out that the
organization has in addition invested massivelgriauring that their services and products reach

as many customers as possible.

4.4 Factors Affecting Innovation Strategies

Despite the great steps that have been taken ijeNesleveloping new products and processes,
the respondents identified a number of challenpas faces the organization in implementing
these innovations. These challenges as listed byréispondents include; market changes,

entrepreneurship, and lack of adequate resources.

4.4.1 Market-Focused Learning Capability

In this section, the researcher sought to find fooin the respondents, how market related
innovation challenges were being handled by thearmmation. On the question of how the
respondents consider the capacity of the orgapizataff to learn and scan the market on
changes in the business environment to innovate preducts, the respondent’s answers were
varied. Some respondents noted that the capacityaoketing employees to this extent was of
high capacity and that Nestle has a Research Cewareindertakes research on products before
their launch. However, the respondents pointectimatt the research could be enhanced if local
consumer research bodies are utilized to providdear perspective of such initiatives once
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products have been developed as well as tap ths mfdocal staff when developing products for
specific markets. In addition, it was also notedttthe present day ability is not sufficiently
developed and this is evidenced by the fact thahen past two years the company has not

realized strong growth when compared to peers #met endustries in East Africa.

There is need of the skills on innovation strategieveloped by an organization to be retained in
the firm in case of an employee loss. This requilesefore that a knowledge management
system be developed such that all the expertisgeegadby an employee through training can be
transferred to another member of staff. Howevernyais noted by the respondents that the
organization is yet to develop programmes targdtiegouilding and development of innovation

skills to staff of all cadres.

The other important feature of the innovation pescés the need of it to be adaptable to the
changing marketing conditions and challenges in libsiness environment. The researcher
therefore sought to establish the extent of addjiyabf the knowledge gained in the process of
innovation at Nestlé. The responses from the \igerees were varied in this regard. Some of
the respondents pointed out that knowledge is adémtand has been used to inform adaptations
based on changes in business environment. Thisvenweeds to be enhanced by focusing on
basing adaptations to the local market as comperesther markets that do not necessarily
represent similar market dynamics. However, otlespondents noted that this is an area that
needs to be developed, though various researcleescarducted to scan the competitive
landscape etc the degree of this knowledge is ats$factory to guide proper planning and

adapting of the organization to changing businessimstances.
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4.4.2 Scale of Entrepreneurship

The researcher sought to establish how the orgaémzacompetitive orientation influences the
innovation process. The respondents noted thaauvhgability of knowledge that is documented
and the ability to interact globally provides a kespect that can influence and build innovation.
They equally noted that the bargaining power oftmuers is considered in the innovation
process so as to ensure that the organizationtigetsupport of distributors, who are key to
ensuring success of new products. Usually intraatyabffers will be given to customers to get
their ‘buy-in’ during new launches and also to makee that they have enough resources such
as distribution tools to properly sell the new prod The noted that the innovation process at
Nestlé is carried out mainly to enhance the firmmagh, protect profitability, improve on cost as

well as for purposes of compliance.

In the local market, the respondents noted thatl&lés proactive however, as an organization
within the larger global unit, much more needs ¢odone in terms of building an atmosphere
that allows risk-taking and thus increase risk#iglpropensity. The risk taking propensity is low
in the organization though the tools are being ped by the organization. Tools such as trade
research to measure distribution levels and proddictake (Retail Trade Audits) are not

conducted right now. Also Brand Health Trackersahitseek to get information from consumers
on consumption habits, their disposition towardands, are not done consistently. This
deficiency impacts negatively on a firms innovatmapability as market information is limited

in availability and also flexibility in reacting isompromised.

4.4.3Lack of adequate resources

On the question of whether Nestle faces any resoconstraints in the process of innovation
process, the respondents indicated that financastcaints were not a major factor. However

there is need to allow staff to try out new ideatheut fear of retribution if things don’t work
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out as planned. These calls for programs that enstaff make calculated risks if working on
new ideas that are considered innovative. Theyar@adequate for a proper innovation strategy
as a lot needs to be invested behind innovatiaogist now the focus is on getting the most out of

existing lines of business.

Several measures have however been taken to cdbatéack of adequate resources constraint.
The interviewees pointed out that Nestlé has d@eeldknowledge sharing in the intranet that
allows staff to interact and learn from internasaerces. Staff is being given opportunity to
learn/ gain experience in other markets allowingettgoment of global leadership, building new
perspectives and experiences that are a recipenfavation. Other respondents noted that
currently the priority is to consolidate strengthsexisting business because of the competitive

landscape and more attention will need to be plaesd in future.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary of the findings

As a market leader in the beverage industry, Nékild_td has made great efforts in its bid to
continue being a market leader in the country tghomnovation of new products and services.

A numbers of areas have registered impressivedefehnovation in the organization.

The organization has undertaken a deliberate stepshape its product innovation to suit the
needs and suitability of the market. The businesgldpment team develops all the products
after market research which helps in identifying @pportunities existing in the market and how
the same can be exploited to meet the requirenfgheanarket and also boast the income of the
organization. The organization has come up withdpets and services that meet the needs of

specific market and has been differentiated andré&ad to these markets.

Towards the realization of the product innovatianNestle, the company develops strategic
plans that are reviewed bi-annually. The innovastnategy approach employed in the firm is

top down whereby it's only the top and middle len&lnagement teams that are involved in the
actual design of the innovation strategy. A numifedeliberate moves have been taken by the
organization to increase their level of successhan product innovation. These steps include;
increasing the number of meetings that aim at assgsrogress of strategy objectives of various
business units and in these meetings, challengeslantified and developments of action plans
are executed. The organization has also improveth@mspect of leadership development and
goal alignment as a way of developing the pathdoiexving strategy objectives as well as

increasing their attention to the utilization ofémal resources such as manpower in realizing
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the organization innovation process. The two papulaovation processes in the organization is

the product and process innovation.

The challenges that the organization faces inntovation process include market focused
learning capability, the entrepreneurship behasitdt scarce resources in the organization. The
marketing staff as well as in the business devetpgnwere found to be less proactive in
identifying opportunities in the market and it wiasnd out that the research could be enhanced
if local consumer research bodies are utilizedrtaviple a clear perspective of such initiatives
once products have been developed as well as &apd#as of local staff when developing
products for specific markets. Innovation processairisk taking venture and for it to be
successful the management of a firm will need toribk takers and at the same time be
proactive. However, it was noted that Nestle isaptiwve in the local market but the same cannot
be said in the global business set up. Financiaétcaints and a lack of better trained manpower

were also noted to be a concern in the developofanhovation process in the firm.

5.2 Conclusion

From the research findings and the answers toabearch questions, some conclusions can be
drawn about the study.

The beverage industry is challenged by the emeggehmew technologies, products, markets
and competitors and these necessitates flexilaitity adaptability in order to achieve competitive
advantage. Competition determines the appropriageoga firm's activities that can contribute
to its performance, such as innovations, a cohesiltare and good implementation. Innovation
helps to search for a favorable competitive pasitroan industry, aims to establish a profitable

and sustainable position against the forces thatméne industry competition.
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For successful innovation process in any orgamnatinere needs to be an understanding and
communication among all the stakeholders in theamization of the need to be innovative so
that they can overcome most of the challenges wbvation. The type of innovation being
undertaken by a firm depends with the prevailingwnstances at a particular period and that
will explain the adoption of incremental and radlicaovation by any firm. The implementation
of the innovation is normally conducted using anowation process and these will assist the
company to know where they could have gone wroncgse the innovation does not yield the

expected results.

The organizational structure adopted by a firm sth@msure that it promotes innovation in the
whole organization. The same applies with the celtuhich should be seen as a medium that
permeates the organizational system, influenciegother elements and being influenced by
them. The management of the companies should aptrfeovation in risky businesses as it will

be rewarding at the end of it. They should avaitle resources to the organizations innovation
team so that they can continue innovation so asotiganization can gain the necessary

competitive advantage.

5.3 Recommendation

This study makes several recommendations for pdheglementation and also suggest for

further research.

5.3.1 Recommendations with policy Implication

Foremost, the study established that the Nestl@vaiion strategies approach is top-down and
this approach was found to exclude most of thef stafgetting involved in such important
exercise. As a result it is recommended that tlgarorational strategy should be all inclusive

and preferably a bottom up approach be adoptedatihdugh it might be expensive, its cost



benefit analysis will suggest the approach. What theans is that the process of innovation
process should be all inclusive to both internal aslected external stakeholders who will be

affected by the innovation strategy.

Secondly, the study found out that the innovatigncess in a firm is time and resource
consuming. The process should not hurried much kawérage firms should adopt the most
economical procedure offer less waiting time andgher spatial convenience than traditional
process and thus attractive to a large and quigkbwing segment of customers. However,
before making large-scale investments in a givarcgss it is recommended that the relevant
customer segments are identified and that atteshatsld be made to predict the development of

their sizes.

5.3.2 Recommendations for further research

The study confined itself to Nestlé (K) Ltd and tfedings may not be applicable in other
sectors or even other firms operating in the ingudt is therefore recommended that the study
is replicated in other manufacturing firms to eBgdbthe challenges of innovation process in

their organizations.
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APPENDIX |

LETTER OF INTRODUCTION

University of Nairobi

School of Business

Department of Strategic Management
P. O. Box 30197

Nairobi

17" September, 2012

Dear Respondent,

RE: COLLECTION OF DATA

| am a postgraduate student at the University dfdba at the School of Business. In order to
fulfill the degree requirement, | am undertakingrm@nagement research project on factors

affecting choice of innovation strategies in Negtnya Limited.

You have been selected to form part of this stddys is to kindly request you to assist me
collect the data by filling out the accompanyingehwiew Guide. The information/ data you
provide will be exclusively for academic purposbby supervisor and | assure you that the

information you will give will be treated with stticonfidence.

Jane Muiruri Dr. J. M. Munyoki
D61/ 7117/ 2006 Supervisor
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APPENDIX Il

INTERVIEW GUIDE

The interview guide will seek to achieve the follog/objective;

1. To determine the factors affecting choice of inrimra strategy at Nestle (K)

Limited.

1.) Background Information on the interviewees

. What current position in the organization do yoldRo
. For how long have you been holding the currenttms?
. Would you change your current duties if given ance®

2.) Innovation Strategy in the Organization

What duration does the organization strategy cover?

* What level of employee involvement is present imed@ment and implementation of
innovation strategy?

* In your opinion, do you consider the present legélinvolvement adequate in
realization of the organizations innovation strgfeg

 What approach of strategy development do you censide management to be
adopting in the organization?

» What measures does Nestlé’'s top management undetak ensure successful

implementation of its strategies?

38



* How does Nestle maintain a balance between prengefdilures and promoting success

simultaneously to ensure effective implementatiérstoategies and execution? Please

elaborate

e What measures does Nestlé's top management undetiak ensure successful

implementation of its innovation strategies?

3.) Factors Affecting choice of Innovation Strategies

Market-Focused Learning Capability

= How do you consider the capacity of the organirattaff to learn and scan the
market to identify the changes in the businessrenuient to innovate new products?

» How frequently does the staff concerned with devielp new products collect and
disseminate marketplace information to other camegrstaff? Do you feel the
current rate is adequate and if not how can theedsarimproved?

* In your view, does the organization integrate dfiety the knowledge gained
through training and development programs on intionato other organizations
employees?

» How adaptable is the knowledge gained by the orgdioin in meeting the changes in

the business environment?

Entrepreneurship

» Do you consider the organizations competitive ddagon to influence your
innovation process? | f yes, how is the same aekiev
= How do you consider the organizations ability tpiddy react to change flexibly and

adroitly? Do the same have an effect on the finmsovation capability?
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» Do you consider the organization to be pro-active laaving risk-taking propensity?
How is the same realized?

= Will you say your organization has achieved speda#pabilities, which distinguish
the firm from its competitors and enable it to félce variability of the environment?

What are some of these capabilities?

a.) Lack of adequate resources

» Do you have any resource constraints hinderinguation strategy in the organization?

* In your opinion, are the available resources (Rigysifinancial, technological and
human) adequate for your innovation strategy?
» Are there measures which have been taken by than@aion to avail enough

resources to enable it to implement its innovasitvategy adequate?
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