COMPETITIVE STRATEGIESADOPTED BY PHARMACEUTICAL
COMPANIES OPERATING IN KENYA

BY:
MBAYEH SIMON

A RESEARCH PROJECT SUBMITTED IN PARTIAL
FULFILLMENT OF THE REQUIREMENT FOR THE AWARD OF
THE MASTER OF BUSINESSADMINISTRATION DEGREE,
SCHOOL OF BUSINESS, UNIVERSITY OF NAIROBI

NOVEMBER, 2012



DECLARATION

This research project is my original work and hesbeen presented for the award of a

degree in any other university or institution foyather purpose.

SIgNAatUre ... a® ..
Mbayeh Simon

D61/60569/2010

This research project has been submitted for exatmomwith my approval as University

supervisor.

SIgNAatUre ... a® ..

Prof. Martin Ogutu
Department of Business Administration

University of Nairobi



ACKNOWLEDGEMENT

My foremost gratitude is to the Almighty God foragting me good health, knowledge
and the strength to complete my education. To myilfaand friends | truly appreciate

your support in every way.

| sincerely thank my supervisor Prof. Martin Ogdtr his invaluable guidance and

patience in the process of writing this academseaech project. May God bless you.

Special thanks to all the pharmaceutical compathiasvolunteered to help me with the
information that | required to complete this projecparticularly wish to thank all the
respondents in the various pharmaceutical compdaretaking time out of their busy
schedules to complete the questionnaires. To Atctincerely acknowledge your help

with the questionnaires.

For all those lecturers, staff at the University Néirobi and particularly School of

Business and my fellow students, | take this chao@ppreciate your support.

Last but not least, to all others who in one wayoother contributed positively to this

project, thank you and God bless you in a mighty.wa



DEDICATION

This project is dedicated to my loving parents Mlekiah Mbayeh and Mrs. Winnie
Mbayeh for taking me to school and ensuring thagxtelled academically. Your

continuous support and encouragement has indeadse¢hrough.

To my dear brothers Henry, Silas and Mandela, | always cherish your support. To
my beloved sisters Abby, Judy, Ann and Binti, | egmpate you. To the rest of my family,

| love you all and God bless you.



EPZ

GDP

KEMSA

USA

ABBREVIATIONS

Export Processing Zone

Gross Domestic Product

Kenya Medical Supplies Agency

United States of America



TABLE OF CONTENTS

DECLARATION . ettt st s ae e sae e s sn e e nne e sar e e nneeennas I
ACKNOWLEDGEMENT ...ttt s s ii
DEDICATION. .ttt s b e e e s e s e e e nbe e s ss e e nneesareenneasnnas v
ABBREVIATIONS. ...ttt n e e nne e neesnne Y
LIST OF TABLES . ...ttt s sn e e e ne e IX
LIST OF FIGURES..... .ot s X
ABST RA CT e re e neennne Xi
CHAPTER ONE: INTRODUCTION ..ot 1
1.1Background of the StUAY ...........ooiiiiiiceeeeecce e 1
1.1.1 CoOMPELItIVE SIratEQY ...uuuiieeee e eee e e e e e e e e eee e e e e 2
1.1.2 Competitive ADVANTAGE .......ceevveeiiiieemmcmee e e e e e e e e e e aeeeeeeaees 3
1.1.3 Pharmaceutical Companies in KeNya .....ccccceeiiiiiiieeeeiicieeeeeii 4..
1.2 ReSearch ProbIem ..........oiiiii e 5
1.3 ReSEArch ODJECHIVES........oceeeiiiiiiiee e as 8
1.4 Value Of the StUAY .....ccooiii e e e e e e 8
CHAPTER TWO: LITERATURE REVIEW ..o 10
2.1 INEFOTUCTION ... e e e e e e 10
2.2 Concept Of COMPELITION......ceiiiiiiiiiieeee et e e e e e e e e e e eeeeeeeeeeeenees 10
2.3 INAUSEIY COMPELITION ...ciiiiiiiiiiiiiiii e e e e e e e e e et seeee e s e s e e e e e e e e aeas 11
2.4 Challenges of COMPELILION ........cooiiiiieeeeeee e 14
2.5 COMPELILIVE STrAtOIES ...cceeeverrreeees oo s s e e et e e e e e e e e e e e eeeeeteabaaba s e e seeee e s s s e e e eeeeeaeas 17

Vi



2.5.1 Differentiation Srategy .......ccooooii it e e e e 18

2.5.2 Cost Leadership Strategy ........ooe i eeeeeeeeiiien e 19
2.5.3 FOCUS SHratEOY ... cceeeuuiiieiiietii ettt e e e e et e e e eeees 21
CHAPTER THREE: RESEARCH METHODOLOGY ....ccoiiiiiiieieeeieeee e 23
oL INEFOTUCTION ... e e e e e 23
3.2 RESEAICH DESIGN... .ottt e e e e et e et e et bennnnr b e s 23
3.3 Population of the StUAY...........eueee e 24
3.4 DAta COIIBCTION ...ttt ettt e e e e e e e e e e e e e e 24
3.5 DAta ANGIYSIS ...ceiiieeeiiiietittie s oo ettt a e e e e e e e e e e e e e e e e e eeaeaarrne 25
CHAPTER FOUR: DATA ANALYSIS, RESULTSAND DISCUSSION ................ 26
.1 INEFOAUCTION ...ttt e e e e e e s e e e e nn e 26
4.2 Demographic and Respondents Profile.............oiiiies 26
4.2.1 ReSPONUENTS GENUEN .....uuueiiiiiiii e e e e e eee ettt e e e e e e e e e e eeeeeeeeeeenneeeeees 26
4.2.2 Respondents AQe BracCKert ..............couereninniieeeeeeeeeeeeeeeeeiiiiinnsenes 27
4.2.3: Length of CONtINUOUS SEIVICE ........ oo e e ettt 28
4.2.4 Duration of Company EXISTENCE..........cooiiiiiiiiiiiieeee e 28
4.2.5 PoSItion iN the COMPANY .......ooooi oottt e e eeeeeeeeees 29
4.2.6 Number Of EMPIOYEES .......coiiiiiiiie ettt 30
4.3 COMPELILIVE SIrAtEUIES ...evvvvviriiii s s et e e e e e e ettt eeee e e s s e e e e e e eeaaaas 30
4.3.1 Strategy USEA .......cooiiiiiiiiiiiiiit e ettt e e e e n e e e e e e e e e e e e e e 31
4.3.2 INAUSEIY COMPELITION ...uvviiiiiiiee s e e e e e et s 31
4.3.3 StrategiC RESPONSES ....uuuiiiieie ettt 32



4.3.4 Strategies Relied on by FIrMS ... 33

4.3.5 Cost Leadership Strat@gieS....... ... eeeeeeeiiiiiiiiiiiiaeee e e e e e eeeeeeeeeeeeees 34

4.3.6 Differentiation Strat@gy ...........cceeiceeemriiiiiieee et e 35
4.4 Challenges of COMPELIION .....cccooiiiii e s 37
4.5 DISCUSSION ...ttt et e e e e ettt ettt e e e e e e e e e e e e e s s e et e b e e e e e eeseaaa s annnnnnnnees 38

CHAPTER FIVE: SUMMARY, CONCLUSION AND

RECOMMENDATIONS......cee ettt e sne e snnas 40

5.1 INEFOTUCTION ... e e e e e 40
5.2 SUIMIMIATY .ttt e ettt e e e et et e e e e et et e e e e e eeeta e e aneeeneessaa e e eaaennnnnnns 40
5.2 CONCIUSION ... ettt e e e e e e e e e e e e e e e aeeeeeas 41
5.3 RECOMMENUALIONS.......uiiiiiiiiiiiiie it e et e e e eeeeen e 42

5.4 Recommendations for Further ResearCh.. e oeeeeioeeeiieiieiieiieeiiiiinnnnn 43

REFERENCES...... ..o s 44
APPENDICES ... oo e 48
APPENDIX I: LETTER OF INTRODUCTION ......ccciiiimmm e 48
APPENDIX II: QUESTIONNAIRE ...t 49
APPENDIX III: LIST OF PHARMACEUTICAL COMPANIES ..., 54

viii



Table 4.1:

Table 4.2:

Table 4.3:

Table 4.4:

Table 4.5:

Table 4.6:

Table 4.7:

Table 4.8:

Table 4.9:

LIST OF TABLES

Respondents age Dracket........ e 27
Length of CONtINUOUS SEIVICE ... 28

Duration of company eXiSIENCE .....c.euuuuuiiiiiiiiieeeeeeeiieeeeeeeiiii e 28

POSItioN iN the COMPANY.......... o eeeeeiitteiiiaaee e e e e e e e e e eeeeeeeeeeeeeeeeeeneee 29
SHAtEQY USEU. ...t 31
Strategies relied on DY firMS ... evveeii s 33
Cost Leadership Strategies ......ccccceeeeeiiiiiriiiiiiaaieeee e 34
Differentiation Strat@Qy ...........cuue«eeorrreeeeeeeeeeeeeeeeeiiiinnen s 36
Challenges of COMPELItioN ... eeiiiiiiiiiiiiii e 37



LIST OF FIGURES

Figure 1.1 Respondents GENAEN ..........uuiiiiiieeeie e 27
Figure 4.2: Number of emPpIOYEES ... 30
Figure 4.3: Industry COMPETItION.............ommeeeeeeeieeeiiiiiiiiiirrr e e e e e e e eeeeeeeeaaeeeees 32
Figure 4.4: StrategiC RESPONSES ......uuuuuieeeeeieiiiiiiiiaa e e e e e e e e e e eeeeieeeee s ennaaree s 32



ABSTRACT

This project investigates the competitive strategidopted by pharmaceutical companies
operating in Kenya. The population of the studysisted of forty two pharmaceutical
companies operating in Kenya. Cross sectional sudesign was adopted. The study
used primary data which was collected through aeifinistered structured
guestionnaires. It was found out that the competitstrategies mainly adopted by
pharmaceutical companies were differentiation andt deadership strategies. Focus
strategy was used by the companies but to a ldssntexihe use of the differentiation
strategy would enable the company to differentitself by providing a unique product
or service thus fulfilling a customer need by taiflg the product or service to the
customer. Cost leadership strategy would enablectimpanies to secure a relatively
large market share by being the lowest cost praduoe service providers in their
industry or market. The companies however, aredfagih various challenges in the
adoption of the competitive strategies which inelutechnology, structural changes,
impact of industrial activity on the environmentmergence of new sources of
competition, globalization resulting to expandedutdaries of competition and
transformed costs of doing business. The projemtiges a model for understanding the
level of competition and the setbacks encountdtedakes a contribution to competitive
strategies and their challenges in the pharma@utidustry in Kenya.
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CHAPTER ONE: INTRODUCTION

1.1 Background of the study

In today's highly competitive environment, companieed an extra edge to enhance
their competitiveness. Many organizations are pgttmore focus on attracting and
retaining customers. The competitive global mareetp has compelled organizations to
transform themselves in the way they conceptuaim conduct business. As one of the
largest industries in the service sector, firms tgasn a broader understanding of the
essentials that are required if they are to thewmd survive in a rapidly evolving and
increasingly competitive global market. Modern farnmust operate within a new
business paradigm that has only limited resembléamd¢be superseded business models
(Doz and Hamel, 2008). The changes in the markegpleave produced a profound
reappraisal of historically established paradigmghiw the pharmaceutical industry.
Pharmaceutical firms have been forced to think @tdas global enterprises as they face
the economic, technological, and market challerafehe modern era. The ability of
firms to survive in the business environment is edgjent upon their selection and
implementation of a competitive strategy that ddfgiates the firm from competitors

(Porter, 1980).

The Kenyan pharmaceutical companies are produdihgtaveen 50-70 percent of their
actual capacity which has a significant bearingleunit costs. As a consequence, this
affects the competitiveness of the products inrtteeket. The Kenyan pharmaceutical
industry has encountered various challenges whickude high costs of production,

shortage of trained pharmacists as the locallpéciones have problems working in the
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industry and inability of local manufacturers todertake bioequivalence studies due to

financial limitations.

1.1.1 Competitive Strategy

A strategy is a pattern or plan that integrateganizations major goal, policies and
action sequences into a cohesive whole (PorteQ)1%8drews (1971) argues that with
respect to corporate strategy, strategists adareasthe firm might and can do as well as
what the firm wants to do. Johnson and ScholesQR@6fine strategy as “the direction
and scope of an organization over long term, whadhieves advantage for the
organization through its configuration of resoureathin a changing environment and to
fulfill stakeholder expectations.” He concludesttb@mategy can be seen as the matching
of the resources and activities of an organizatitotihe environment in which it operates.
The concept of strategy is therefore built aroundnimg. Strategy helps to achieve
success whether in business or otherwise, succdahssicontext refers to the realization
of objectives that are desired. Ansoff and McDoh(iE90) define competitive strategy
as the distinctive approach which a firm uses tends to use to succeed in the market.
Sidorowicz (2007) views competitive strategies aeranskill-based and involving
strategic thinking, innovation, execution, criticdhlinking, positioning and the art of
warfare. Competitive strategy aims to establishrafifable and sustainable position

against the forces that determine industry compat{fPorter, 1998).

Competitive strategies are designed for situatiamere only partial information is
available, whereas an optimal solution would regjuaomplete knowledge of all

circumstances, or of the future. Conant, Mokwa ¥achdarajan (1990) observe that the



extent of market orientation in a firm must be awemt with the competitive strategy
adopted. In fact, the importance of the match betweusiness strategy and marketing
strategy has been empirically illustrated (Olsdates and Hult 2005). The argument that
competitive strategies drive market orientatiofoisnded on the assertion that marketing
activities are likely to be influenced by strategihoices at the macro competitive

strategy level.

1.1.2 Competitive Advantage

Competitive advantage is the ability of the firm docupy a superior position in an
industry and outperform its rivals on the primargrfprmance goal- profitability. A

company’s superior competitive position allowsoitaichieve higher profitability than the
industry’s average (Porter, 1985). Firms strivestiovive and succeed in competition by
pursuing strategies that enable them to perfornebdhan their competitors. Barney
(2008) defines competitive advantage as being sadtie if competitors are unable to
imitate the source of advantage or if no one coaseof a better offering. Barney (2008)
distinguishes between two types of competitive athge: temporary and sustainable
competitive advantage. Competitive advantage tylgicasults in high profits, but these
profits attract competition, and competition limikee duration of competitive advantage
in most cases, therefore most competitive advanimgemporary. On the other hand,
some competitive advantages are sustainable if ebtofs are unable to imitate the
source of advantage or if no one conceives of @beffering (Barney, 2008). Therefore,

competitive advantage must reside in a firm's vahsan.

Competitive advantage can arise from various saurecording to Porter (1985), a firm

can achieve a higher rate of profit (or potentiadfi) over a rival in one of two ways:
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either it supplies an identical product or senate lower cost, in which case the firm
possesses a cost advantage; or it can supply agirodservice that is differentiated in
such a way that the customer is being able to payiG premium that exceeds the
additional cost of the differentiation advantageaffddentiation by a firm from its
competitors is achieved when it provides somethingjue that is valuable to buyers
beyond simply offering a lower price. Emphasizihg importance of innovation, Grant
(1997) points out that innovation not only createspetitive advantage, it also provides
a basis for overturning the competitive advantdggtizer firms. A firm with a distinctive
competence can differentiate its products- prowdmething unique that is valuable to
buyers, or achieve substantially lower cost thaniutals. Consequently, the firm creates
more value than its rivals and earns a profit satiestantially above the industry average.
Once established, competitive advantage is sutgestosion by competition. This arises

because a company with a competitive advantagehéginer than average profits.

1.1.3 Phar maceutical Companiesin Kenya

Pharmaceutical manufacturing is a significant aspé&enya’s industrial sector. There
are 42 registered pharmaceutical manufacturers eny& (Personal communication,
Pharmacy and Poisons Board, 2003).Some of theseudrgidiaries of multinational
pharmaceutical companies. The companies generalhackage drugs or produce
pharmaceutical dosage forms from imported raw naserAs it responds to challenges
and opportunities, the generic pharmaceutical itmgugill continue to be a major force

shaping the economics of medication (Kirking 2007).

Kenya spends about 8% of its GDP on health. Th&ehdor pharmaceutical products in

Kenya is estimated at 8 billion Kenya shillings panum. The pharmaceutical industry
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consists of three segments namely the manufaciutistsibutors and retailers. All these
play a major role in supporting the country’s hieaector, which is estimated to have
about 4,557 health facilities countrywide (EPZ, 200rhe Kenyan pharmaceuticals and
healthcare market presents significant revenudrgaopportunities for drug companies.
Growth in the sector has been boosted by strongodeaphics, increased healthcare
needs, longer life expectancy, rising healthcaendmg in the public and private sectors
and improved access to health facilities. Curremtlgdical care is a pre-requisite among
employers; the law requires that every employeuenthe provision of proper medicines

and attendance to employees, unless otherwisedadvor by the government.

The government, through Kenya Medical Supplies Age(KEMSA) is the largest

purchaser of drugs manufactured both locally angonted, in the country. It buys about
30% of the drugs in the Kenyan market through agnelender system and distributes
them to government medical institutions. The nundferompanies engaged in importing
and distribution of pharmaceutical products in Kempntinues to expand, driven by the
Government’s efforts to promote local and foreignveistment in the sector.

Pharmaceutical products in Kenya are channeledigirggharmacies, chemists, health
facilities and shops. There are about 700 regidteteolesale and 1,300 retail dealers in

Kenya, manned by registered pharmacists and phaurtieal technologists.

1.2 Research Problem

Competition is at the core of the success or failirfirms. Competitive strategy is the
search for a favorable competitive position inauistry, the fundamental arena in which

competition occurs (Sidorowicz, 2007). Competitigtrategy aims to establish a
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profitable and sustainable position against thedstthat determine industry competition.
Firms pursue competitive strategies when they swekmprove or maintain their
performance through independent actions in a gpeniérket or industry. By using an
effective competitive strategy, an organizatiom$rits industry niche and learns about its
customers. A firm in a very attractive industry nsjyl not earn attractive profits if it has
chosen a poor competitive position. Conversely,ra fin an excellent competitive
position may be in such a poor industry that itas very profitable, and further efforts to
enhance its position will be of little benefit. Bondustry attractiveness and competitive
position can be shaped by a firm, and this is whakes the choice of competitive
strategy both challenging and exciting. While intdysittractiveness is partly a reflection
of factors over which a firm has little influencegmpetitive strategy has considerable

power to make an industry more or less attrac8latér and Olson, 2001).

The overreaching goal of the health sector serdekvery in Kenya is to provide
essential priority packages, which are acceptalerdable and accessible to all citizens,
while creating an enabling environment for otheakeholders to contribute towards
reduction of burden of disease and unmet needscittleroat fierce competition among
pharmaceutical companies necessitates customsfastibn which is very essential to
not only exist but also to excel in the market. etfarth, to survive in the market, the
company not only needs to maximize its profit desbaneeds to satisfy its customers and
should try to build upon from there. The managdrthese companies are operating in
environments which are becoming increasingly uadertconfused and incoherent has

lead them to adopt strategies which will enablertie gain competitive advantage.



Recent studies done in the area of competitivaegfyainclude Amir (2007) who did
competitive strategies adopted by petroleum retations in Kenya a case of Mombasa
city and the findings showed that all stationsaplying some strategies for competition
but most of them combine both the cost leadership differentiation strategies at the
same time, most of which are the multinationals daetheir favorable financial
capabilities. Obado (2005) did competitive stradegiemployed by the sugar
manufacturing firms in Kenya and found out that sugar manufacturing firms have
formalized vision and mission statements. They esnglompetitive strategies of cost
leadership, differentiation and focus to differeleigrees. A study by Kitoto (2005) on
competitive strategies adopted by Universities ieny¥a found out that Kenyan
universities use satisfactory quality of teachimgl aecognized degree with acceptable
qguality in order to achieve overall cost leadersHilow (2004) did a survey of
strategies adopted by supermarkets in Nairobi andd out that supermarkets in Nairobi
practice competitive strategies but mostly do itoimally. Growth strategies, cost
leadership differentiation, location strategy, ouas¢r service and communication

strategies were the most common competitive stiegesypermarkets firms applied.

As observed above, the studies conducted on catinpesirategies adopted by various
organizations have not considered the competitiketegies which the pharmaceutical
firms in Kenya have adopted. This study seeks swan the following question. What

competitive strategies have pharmaceutical compaperating in Kenya adopted?



1.3 Research Objectives
i. To determine the competitive strategies adopteghaymaceutical companies in

Kenya.

ii. To establish the challenges of the competitivelestias adopted by pharmaceutical

companies in Kenya.

1.4 Valueof thestudy

This study will enable the management of the phasugcal companies to know the
strategies which they can adopt in the face of kmhpetition in the industry. In addition
the study will be an invaluable source to thoserggted in establishing a business in the
pharmaceutical sector since they will be able tdeustand what to do right to succeed
and what if done wrong will bring the business dowhe findings of the study will
enable pharmaceutical companies identify the chg#le facing the competitive
strategies they have adopted thus enabling thesartee up with measures to counter the

challenges in order to remain competitive in thekega

The study will also create a monograph that coelddplicated in other companies facing
high competition. Most importantly, this research further aimed at offering some
practical suggestions on the strategies to be mpytlace in order to gain competitive
advantage. The policy makers will obtain knowledgfethe pharmaceutical sector
dynamics and the appropriate competitive stratediney will therefore obtain guidance

from this study in designing appropriate policieattwill regulate the sector.

Future scholars may use the results of this stgdy source of reference. The findings of

this study can be compared with competitive stiategn other sectors to draw



conclusions on various ways an institution can eadpto competitive forces in the
environment. It will also benefit consultants whodeavor to provide assistance to
successful running of organizations in developing austaining a competitive edge in

their environment.



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter is concerned with the review of rétare related to the study. An overview
of the concept of competition, industry competifiarhallenges of competition and

competitive strategies is reviewed.

2.2 Concept of Competition

Competition is at the core of the success or failirfirms. Competition determines the
appropriateness of a firm's activities that cantroate to its performance, such as
innovations, a cohesive culture, or good implemt&naDeming, 1995). In entering into
competition an organization seeks to achieve congeadvantage; and that competitive
advantage lies at the heart of corporate succesde(P 1985). Competition occurs
naturally between living organisms which co-existlhe same environment. Business is
often associated with competition as most compaariesn competition with at least one
other firm over the same group of customers. Iyt turbulent environments, the
competition among firms has gone beyond the mgser§igial level, that is, traditional
competition at the level of ultimate products. Timereasingly obvious fact is that
competition, at any time, is deployed at multi-lesyewhich implicates a hierarchy of

competition.

The level of competition a firm faces will depena @ number of factors which include;
the greater the number of firms operating in trdusiry, the greater will be the level of

competition faced by each firm in that industry, tbe extent to which its products are
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similar to its competitor’s products (David, 2000)a firm operates in an industry where
its competitor's products are an almost perfectsstilie for its products, then the firm
will generally face a high level of competition. Afleas if it is relatively easy to enter an
industry, firms will generally find that they fa@high level of competition. Generally
speaking, an industry could be described as beigigyhcompetitive whenever a large
number of relatively small firms, who offer similaroducts, operate in the industry. If
however the industry is dominated by a small nundfdarge firms, the industry could

be described as being highly concentrated (Dar@@d P

2.3 Industry Competition

Competition in the pharmaceutical industry occurdte development of new drugs, and
the sale of drugs (Aitken, Berndt and Cutler 20@)mpanies compete to be the first in
the market with a drug to meet an unmet medicadl meevith a drug that is safer or more
effective at treating a condition or disease thament treatments. The first in the market
will often gain a substantial first-mover advantatprgely as a result of establishing
standard physician prescribing practices. Pharnimatucompanies also compete in
marketing of drugs. Several different market pg#ots are involved today in

purchasing pharmaceuticals, which may complicateketadefinition analyses. The

competitive environment is dynamic and continualplving. As soon as one company
augments its product to gain a competitive advantdag competitors seek to nullify the
threat by adding a similar attribute to their owroquct (Mitra, 2006). Eventually,

customers come to expect this attribute in all ki products. The omission of the

attribute from a product can put it at a competitdisadvantage. In order to maintain
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competitive advantage there is an ongoing needdanaw attributes or develop existing

ones.

It is often argued that the world’s drug marketigompetitive one with thousands of
companies competing in various therapeutic segmehis is said to have kept the drug
price at low level. However, it is a highly conedsie claim while evidence seems to
suggest that there is high market concentratidghase markets (Grabowski, 2004). Since
the consumers’ demand is essentially supply-dri{gmpplier-induced demand) in the
pharmaceutical market, the physician or the phaishd@s no incentive to be price-
sensitive. According to Kvesic (2008) the usualuagstion that market mechanisms
stabilize prices does not hold entirely true foe thharmaceutical industry. This is
because unlike consumer goods, drugs are not medhay the consumer on the basis of
his choice or preference. They are purchased oadiiee of the medical professionals.
Hence there is no escape when drug companies auiarket for their drugs through
their extensive marketing networks that target weddprofessionals and chemists with a
variety of marketing techniques. Consumers havke ldr no choice in such a ‘rigged’

market but buy what is prescribed or recommendetthéyealth care providers.

Pharmaceutical innovation has been the key drifamge for a thriving pharmaceutical
sector across the globe over the past decadese(@atkal., 2009). However, declining
success rate of new product approvals and incrgasist of innovation in recent times
have started raising serious doubt about the vigplmf the traditional innovation-based
model of pharmaceutical growth. At the same timenpeggic launches are further

challenging the growth prospect of the researcledbaharmaceutical companies. While
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debate over socio-economic impact of innovative gederic medicines continues, it is
important to understand what actually has gone weeith the drug innovation, and what
strategies pharmaceutical companies are adoptingpdinue their growth trajectory.

According to the Fischer (2005), generic drugs identical or within an acceptable
bioequivalent range to the brand name counterpéliien generic products become
available, the market competition often leads tbssantially lower prices for both the
original brand name product and the generic foifhg. principal reason for the relatively
low price of generic medicines is that competitiooreases among producers which
prevent any single company from dictating the oNerearket price of the drug. With

multiple firms producing the generic version of augl the profit-maximizing price

generally falls to the ongoing cost of producing tirug, which is usually much lower

than the monopoly price (Fischer, 2005).

There is growing concern from a competition poihview with regard to the growing
trend of mergers and takeovers in the pharmacéwdeetor. Over the last couple of
years, local pharmaceutical companies have beeeasingly targeted by multinationals
for both collaborative agreements and acquisitiStalk and Shulman 2002). While
mergers and takeovers have their advantages thacompetitive effects cannot be
ignored. An innovation market consists of the redeaand development directed to
particular new or improved goods or processes,ta@alose substitutes for that research
and development. They may pose a threat for sulkséantry of products by stifling
competition at the research and development anduptodevelopment stage. It is a
concern that acquisitions that involve takeovegereric companies may lead to change

in priorities of these companies and adversely ohffge competition in generic markets.
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According to Flaum (2006) the United States of Awceerand European Union
competition authorities have reviewed several mergef large multinational
pharmaceutical companies that took place in thedasade. Their reviews examined
whether the mergers would reduce competition ieaesh and development, including
clinical trials in particular therapeutic areaswadl as whether the mergers would lead to
excessive concentration of the markets for padictiherapeutic groups and products.
The review of the 2004 merger between Sanofi-Syalieeand Aventis was found to
reduce competition in three pharmaceuticals in AtaerAs a condition of the merger,
the FTC required divestment of products that weile & the clinical trials stage of
development. It required divestment of manufactyrifaciliies to a competitor
(GlaxoSmithKline), and required the companies t{p BlaxoSmithKline to complete

clinical trials and gain regulatory approval.

2.4 Challenges of competition

Globalization is no longer an abstraction but akstaality that virtually all firms, large
and a small, face. All firms, regardless of thaemes have to craft strategies in the
broader context of world markets to anticipate poesl and adapt to the changing
configuration of these markets. Establishing artyedefined competitive strategy to
provide direction for their efforts was a paramouohcern of managers in the '80s.
According to Day and Wensley (2008), as competipvessures became more acute,
management recognized that they needed to develsprategic thrust geared to
securing and sustaining a competitive advantagéhemr served markets. Effective

strategy moves were grounded in assessment ofrthe turrent competitive position
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and identification of the skills and capabilitieffoading the most leverage in the light
of future market developments. More recently, thbdity of traditional approaches to
strategy and even the value of strategic thinkiagehbeen questioned (Prahalad and
Hamel, 2004). The transformation of the competitaredscape by broad-based changes
in technology, structural changes impacting indygtie emergence of new sources of
competition, and increased environmental concdrage all led to a re-evaluation of
strategic thinking and strategy development. Intipalar, the changing competitive
landscape and increasing turbulent environmentesigipe need for new approaches
and a broader view of how the organization shoe&pond to changing environmental

conditions (Craig and Douglas, 2006).

Technology is rapidly altering the nature of contpet and strategy in many
industries. The global proliferation of relativelgexpensive computing power and
global linkages of computer networks through tetegwnications have resulted in an
information-rich,  computation-rich and communicatiech  organizational
environment. Telecommunications and computer nédsvare changing the way in
which managers’ work and interact, providing linksetween country-centred
organizations, and permitting technology to be dppshared and learning transferred
throughout the organization. As a result, speetgctinological diffusion and change is
rapidly increasing Bradley Jerry and Richard (2008)the same time, the growing
technological orientation of many industries ande u®f computers and
telecommunications technology have created gre&®owledge intensity and

dependency.
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The telecommunications revolution has also stinedlatnajor structural changes in
industries and organizations. Vertically integrateentralized organizational systems
have given way to decentralized, highly fragmentedd structures, linked by

agreements, contracts and working relationships fias radically changed the nature
and basis of competitive advantage and the ecomoaiidoing business. At the same
time, traditional industry boundaries and demaoratines are breaking down as
business and technologies fuse or converge (fomplea communications and
consumer electronics, entertainment and educasiod)new industries emerge, with as
yet no clearly defined boundaries (Gladwin, 20@3)mpetition is also intensifying, as
globalization changes the boundaries of competiéiod new sources of competition
emerge. Information technology has dramaticallyndfarmed the costs of doing
business and enabled firms to bypass stages irvahe chain. Such factors have
changed the nature of the value chain in many tnegs enabling new and non-

traditional competitors to enter the market rapayl compete effectively.

Concern over the impact of industrial activity ¢ tenvironment has also heightened,
adding to the complexity of doing business in téslayorld (Keen, 2001). New forms
of packaging, demand for recycling, more efficiense of resources, greater
responsibility for protecting the environment, limg toxic waste, as well as educating
consumers and developing more "user friendly" petglare all compounding the tasks
and demands placed on the organization. Increasifighs are called upon not only to
be environmentally and politically correct, butak® be more responsible in all their
activities worldwide. According to Malone and Rouk#2007) competition influences

competitive advantage, and in part determines headily the firm can achieve
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economies of scale and scope as well as realizergigs from operation in a multi-

country environment.

The interplay of these forces in different geogriareas creates a new complexity as
market configurations evolve, taxing the firm'sliépito manage far-flung and diverse
operations (Birkinshaw and Morrison, 2005). Thewgrg awareness and concern with
social responsibility and ethical issues, such asirenmental protection and
conservation, or consumer rights, require thaffithe develop a social conscience, and
heed this in shaping its global marketing strateght the same time, as customers
become more mobile and are exposed to new ideapattetns of behaviour through
the new global media, the diffusion of new produantsl innovation takes place more
rapidly. Rather than first being adopted by opinieaders and then trickling down to
other members of society, innovations are now sjimgahorizontally across countries

and societies (Craig and Douglas, 2006).

2.5 Competitive Strategies

A competitive strategy is the achievement of comipetadvantage by a business unit in
its particular market. Sidorowicz (2007) views cafifive strategies as more skill-based
and involving strategic thinking, innovation, exg&on, critical thinking, positioning and
the art of warfare. Firms that engage in stratggemning and have appropriately
designed and applied competitive strategies terftht@ higher performance than those
that do not. However, achieving competitive advgatand increased market share in a
competitive environment is rather complex in seivaspects as businesses would need to

operate with distinguished principles and charasties in order to continually adapt to
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change. Porter (1985) asserts there are basic dassistrategies differentiation, cost
leadership and focus and a company performs beshdysing one strategy on which to
concentrate. However, many researchers feel a catbn of these strategies may offer
a company the best chance to achieve a competiil@antage (Hlavacka, Dicken,

Forsgren and Malmbei2001).

2.5.1 Differentiation Strategy

Differentiation strategy is usually developed amumany characteristics such as product
quality, technology and innovativeness, reliabjlitgrand image, firm reputation,
durability, and customer service, which must bdialift for rivals to imitate. A firm
implementing a differentiation strategy is ableathieve a competitive advantage over its
rivals because of its ability to create entry agito potential entrants by building
customer and brand loyalty through quality offesngadvertising and marketing
techniques. Thus, a firm that implements a diffeation strategy enjoys the benefit of
price-inelastic demand for its product or serviteis would in turn help the firm to avoid
potentially severe price competition and allowatdharge premium prices leading to

above-normal profits (Porter, 1980).

When using this strategy, a company focuses itgtefbn providing a unique product or
service (Hlavackeet al, 2001). Since the product or service is uniqués Hirategy
provides high customer loyalty (Porter, 1985). Ricidlifferentiation fulfills a customer
need and involves tailoring the product or servioethe customer. This allows
organizations to charge a premium price to caphnaeket share. The quality may be real

or perceived based on fashion, brand name, or infdgedifferentiation strategy appeals
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to a sophisticated or knowledgeable consumer istiedein a unique or quality product

and willing to pay a higher price.

According to McCracken (2002), the key step in deg a differentiation strategy is to
determine what makes a company different from apmitor's. Factors including market
sector quality of work, the size of the firm, thmage, graphical reach, involvement in
client organizations, product, delivery system, @ne marketing approach have been
suggested to differentiate a firm (McCracken, 200R) be effective, the message of
differentiation must reach the clients, as the @ustr's perceptions of the company are
important and suggest bending the customer's wilmatch the company's mission
through differentiation. When using differentiatjoirms must be prepared to add a
premium to the cost. This is not to suggest castspices are not considered; only it is

not the main focus (Hlavaclat al, 2001).

2.5.2 Cost L eadership Strategy

Cost leadership strategy is usually developed arcanganization-wide efficiency. In

order for firms implementing the cost leadershijptsigy to maintain a strong competitive
position and sustain their profit margins for a siderable period of time, they have to
place a premium on efficiency of operations infafictional areas (Porter, 1980). Firms
that implement a cost leadership strategy aretaldecure a relatively large market share
by being the lowest cost producers or service piexgi in their industry or market. By

pursuing low costs, companies not only operateiefitly, but also become an effective
price leader, undermining competitors’ growth ie thdustry through its success at price

war and undercutting the profitability of compet#olf the firm’s cost of sale or cost of
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raw material is lower than its competitors, thea tiim can offer lower prices, higher

quality, or both (Spulber, 2009 p.356).

Lower costs and cost advantages result from pranassations, learning curve benefits,
economies of scale, product designs reducing matufag time and costs, and
reengineering activities. A low-cost or cost leathgp strategy is effectively implemented
when the business designs, produces, and markets@arable product more efficiently
than its competitors. The firm may have accessato materials or superior proprietary
technology which helps to lower costs. Lower pridead to higher demand and,
therefore, to a larger market share. As a low ¢estler, an organization can present
barriers against new market entrants who would esgg amounts of capital to enter the
market. The leader then is somewhat insulated frodustry wide price reductions
(Porter, 1980). The cost leadership strategy cselgtée customer loyalty and if a firm

lowers prices too much, it may lose revenues.

By innovative best-practice organizational processeith careful monitoring on

purchasing expenditures, application of computel emmmunications technology in a
cost-effective way, trimming of overheard costs afficient operations, a firm can
achieve the cost reduction. Sometimes, cost remluctan also be achieved by
outsourcing manufacturing and other services whaside providers offer lower-cost
alternatives. The reason for applying the stratefjycost leadership is to obtain the
advantage by reducing the economic costs amormitgetitors (Barney, 2002, p.236).

This strategy highlights efficiency. By producinigth qualified and standardize products

20



or services, at the same time, with the effecthefeconomic scale and experience curve,

the firm strives to gain a sustainable competiddgantage among its competitors.

2.5.3 Focus Strategy

In the focus strategy, a firm targets a specifignsent of the market (Davidson, 2001).
The firm can choose to focus on a select custommupy product range, geographical
area, or service line (McCracken, 2002). It is dasa adopting a narrow competitive
scope within an industry. Focus aims at growing keashare through operating in a
niche market or in markets either not attractiveotooverlooked by, larger competitors.
These niches arise from a number of factors inolydjeography, buyer characteristics,
and product specifications or requirements. A ssgfte focus strategy depends upon an
industry segment large enough to have good growtenpial but not of key importance
to other major competitors. Market penetration oarket development can be an
important focus strategy. Midsize and large firnse flocus-based strategies but only in
conjunction with differentiation or cost leaderskygneric strategies. Focus strategies are
most effective when consumers have distinct prafege and when the niche has not

been pursued by rival firms (David, 2000).

According to Lahtinen and Toppinen (2006) the fecuselects a segment of group of
segments in the industry and tailors its strategsetrving them to the exclusion of others.
By optimizing its strategy for the target segmeritse focuser seeks to achieve a
competitive advantage in its target segments eveugh it does not possess a
competitive advantage overall. The focus strategy tivo variants. In cost focus a firm

seeks a cost advantage in its target segment, whiéferentiation focus a firm seeks
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differentiation in its target segment. Both vargaf the focus strategy rest on differences
between a focuser's target segments and other segrime the industry. The target

segments must either have buyers with unusual rereelse the production and delivery
system that best serves the target segment must didm that of other industry

segments. Cost focus exploits differences in castabior in some segments, while
differentiation focus exploits the special needsbaofyers in certain segments. Such
differences imply that the segments are poorly ety broadly-targeted competitors

who serve them at the same time as they servesother
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

This chapter outlines the method that was usethimanalysis of the data and adopts the
following structure; research design, populatioopydation description, data collection

methods, and data analysis and presentation methods

3.2 Resear ch Design

Research design specifies a blue print for rese@fitie, 2011). According to Mugenda
and Mugenda (1999), research design is the ouplae or scheme that is used to
generate answers to the research problems. It ssdlg the structure and plan of
investigation. The research design chosen is therefependent on the nature of research

being conducted.

The research design for the study was a crossosettsurvey, which involved eliciting

opinions of the pharmaceutical firms on the conipetistrategies adopted. This design
provided an insight into research problem by desuyi the variables of interest. Further,
this research design permitted the researcher ke rsiatistical inference on the broader
population and generalize the findings to real $ifmations and thereby increasing the
external validity of the study. Cooper and Emor983) contend that surveys are more

efficient and economical than observations.
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3.3 Population of the Study

The population of interest for this research wasdenaup of all multinational
pharmaceutical companies operating in Nairobi Kenyairobi area is defined for
purposes of this research as the area that is @&tratively under the jurisdiction of
Nairobi City Council. The criteria for this selemii was based on the fact that
pharmaceutical firms in Nairobi constitute the ghnumber of firms in one location in
the country and the researcher considered that \exg able to provide the greatest

insight to the strategic marketing tools they ustheir business.

3.4 Data collection

The study used primary data which was collectedoutin self-administered

guestionnaires. The questionnaires were dividem 3nparts. Part A collected data on the
demographics of the respondents; part B looketdeatbmpetitive strategies adopted by
the pharmaceutical firms while part C covered om ¢hallenges being experienced on

the competitive strategies adopted by these firms.

The study targeted individuals in these firms chdrgvith the responsibilities of
developing and implementing the firms’ competitsteategies. The questionnaires were
hand delivered to the respondents’ offices witkguest to fill in the questionnaire in one
week. The questionnaires were then collected b&bk. target respondents were the
directors. The survey instrument involved both etbended and open-ended questions.
The open-ended questionnaire sought to encouragjgondents to share as much
information as possible in an unconstrained mamrtgle the closed-ended questionnaire
had “questions” that could be answered by simpbc&ing a box.
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3.5 Data Analysis

The data collected was analyzed using descriptatessscs (measures of central tendency
and measures of variations). Once the data wascted, the questionnaires were edited
for accuracy, consistency and completeness. Howelefore final analysis was

performed, data was cleaned to eliminate discreparand thereafter classified on the
basis of similarity and then tabulated. The respengere then coded into numerical form

to facilitate statistical analysis.

The descriptive analysis employed tables, pie shagrcentages, mean and standard
deviations to summarize the respondent answerss Tethod of analysis is most
desirable as it enables the researcher to havesaght of the competitive strategies and

challenges of competitive strategies by pharmacalutompanies.
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CHAPTER FOUR: DATA ANALYSIS, RESULTSAND DISCUSSION

4.1 Introduction

The research objective was to determine the cothmetistrategies adopted by
pharmaceutical companies in Kenya. This chaptesgots the analysis and findings with
regard to the objective and discussion of the sanme findings are presented in
percentages and frequency distributions, mean tamlard deviations. A total of forty
two questionnaires were issued out. The compleueestionnaires were edited for
completeness and consistency. Of the forty twostijpienaires issued out, only thirty

three were returned. This represented a respatsefrseventy nine percent.

4.2 Demogr aphic and Respondents Pr ofile

The demographic information considered in this gtintluded respondents gender, age
bracket, length of continuous service with the camyp duration the company has been
in existence, level of position in the company d@hd number of employees in the

company.

4.2.1 Respondents Gender

The respondents were asked to indicate their geadérof the 33 respondents, 59.5

percent were female while 40.5% were male.
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Figure 1.1 Respondents Gender

B Female
m Male

Source: Fieldwork, 2012
4.2.2 Respondents Age Bracket

The respondents were asked to indicate their amgkéts and the results are as shown in
Table 4.1.

Table 4.1: Respondents age bracket

Respondents age bracket Frequency Percent
21-30 6 16.7

31-40 16 44 .4

41-50 11 38.9

Total 33 100.0

Source: Fieldwork, 2012

The findings on the respondents’ age bracket inlelabl, was that 44.4% of the

respondents were 31 to 40 years old, 38.9% ofdébpandents were 41 to 50 years old
while 16.7% indicated that they were between 21 3hgears old. The results indicate
that majority of the respondents were above 30syaad thus understand the need for

distribution strategies in achieving competitiveratage.
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4.2.3: Length of Continuous Service

Table4.2: Length of continuous service

Length of continuous service Frequency Percent
Less than 2 3 11.1
2-5 11 33.3
6—10 16 44.4

Over 10 3 11.1

Total 33 100.0

Source: Fieldwork, 2012

The results presented in Table 4.2 indicate that%4of the respondents had worked in

the company for 6 to 10 years, 33.3% of the respotsdhad worked in the company for

a period of 2 to 5 years while 11.1% of the resgonsl had worked in the company for

less than 2 years while another 11.1% indicatedttiey had worked in the company for

over 10 years. The results indicated that majarityhe respondents had worked in the

firms for a period of over 5 years and thus thegarstood the competitive strategies

being used by their companies to achieve compet#dvantage.

4.2.4 Duration of Company Existence

The respondents were asked to indicate the duratiarich their company has been in

operation and the findings are indicated in TabB 4

Table 4.3: Duration of company existence

Years Frequency Percent
11-15 7 22.2
16-20 6 16.7
21-25 2 5.6

Over 25 18 55.6
Total 33 100.0

Source: Fieldwork, 2012
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Table 4.3 indicates that 55.6% of the pharmacdutmapanies had been in operation for
over 25 years, 22.2% had been in operation forreogef between 11 and 15 years,
16.7% of the companies had been in operation fotolB0 years while 5.6% of the

pharmaceutical companies had been in operatiom foeriod of 21 and 25 years. The
results indicate that the duration the pharmacautompanies had been in operation
varied and therefore the competitive strategiesl useachieve competitive advantage

could be different.

4.2.5 Position in the Company

The respondents were asked to indicate the podiedohin the company and the results

are presented in Table 4.4.

Table 4.4: Position in the company

Category Frequency Percent
Director 3 11.1
Supervisory staff 9 27.8
Management staff 21 61.1
Total 33 100.0

Source: Interviews, 2012

The findings in Table 4.4 indicate that 61.1% ad thspondents were management staff,
27.8% of the respondents indicated that they wepersisory staff while 11.1% of the
respondents were directors. The results indicade tthe respondents were from all the
categories of employment in the companies and finerethe results represent the

strategies used by the companies to achieve caimpeitvantage.
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4.2.6 Number of Employees
The respondents were asked to indicate the nunfbemployees in their company and
the results are presented in Figure 4.2.

Figure 4.2: Number of employees

100.00% 94 40%
80.00%
60.00%
40.00%
20.0000 5._-_0_00
0.00% I 40
Less than 1000 1001 - 3000

Source: Fieldwork, 2012

As shown in Figurer 4.2 above, 94.4% of the phasutical companies had less than
1000 employees while 5.6% of the pharmaceuticaidimdicated that they had between
1001 and 3000 employees. The results indicatentiagority of the companies had less
than 1000 employees. The size of the companiesrddfand this resulted in the use of

different competitive strategies by the companies.

4.3 Competitive Strategies

Competitive strategies are designed for situatiomere only partial information is
available, whereas an optimal solution would regucomplete knowledge of all
circumstances, or of the future. The respondentsdnthat there existed changes in the

environment that had necessitated strategic changes
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4.3.1 Strategy Used
The respondents were asked to indicate the stemtetiey use and the results are
presented in Table 4.5.

Table4.5: Strategy used

Category Frequency Percentage
Reducing the prices of goods in order to attract5 44.4
customers

Offering free samples at times 9 27.8
Ensuring good customer service 9 27.8

Total 33 100.0

Source: Interviews, 2012

The findings in Table 4.5 indicate that 44.4% af tompanies reduce the prices of goods
in order to attract customers, 27.8% of the comgmoifer free samples at times in order
to improve competitive advantage while another 2w idicated that they ensure they
offer good customer service. The results indicdtat the companies used various

strategies to achieve competitive advantage ovaipetitors.

4.3.2 Industry Competition

The respondents were asked to indicate the stateropetition in the industry and the

results are presented in Figure 4.3.
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Figure 4.3: Industry Competition
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Source: Fieldwork, 2012

The results in Figure 4.3 indicate that 83.3% af tompanies consider the state of
competition in the industry to be very high whil6.2% of the companies consider the
state of competition to be high. The results indidhat the state of competition in the
industry is very high and therefore it necessitdtesadoption of competitive strategies

that would ensure companies achieve competitivarstdge.

4.3.3 Strategic Responses
The respondents were requested to indicate if twsidered the strategic responses
adopted by the company to be adequate.

Figure4.4: Strategic Responses

100.00% 89:90%

80.00%

60.00% -

40.00% -

20.00% -

0.00% -
Yesg No

Source: Fieldwork, 2012
32



Figure 4.4 indicates that 88.9% of the companias rthsponded considered the strategic
responses by their firms to competitive environmasitadequate while 11.1% of the
respondents said that it was not adequate. Thdtgendicate that the strategies which
the companies have put in place were adequateuisteothe environmental challenges
they face. In order to ensure that the companiégn alhemselves to operating
environment, the companies ought to listen to th&tamers and lower prices of some

products.

4.3.4 Strategies Relied on by Firms

The respondents were asked to indicate the stestébey relied on in the competitive

environment. The results are presented in Table 4.6

Table 4.6: Strategiesrelied on by firms

Strategies relied by firms Frequency Percentage
The target market of the firm comprises of ones 18.2

or a few market segments only

Target market comprises of several market | 27 81.8
segments or the market in general

Total 33 100.0

Source: Fieldwork

The findings in Table 4.6 indicate that majoritytbé companies (81.8%) target market
comprises of several market segments or the marlkggneral while 18.2% target market
of the firms comprises of one or a few market segmerlhe results indicate that majority
of the companies were targeting the market in geraerd these was to ensure that their

products were available to all customers.
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4.3.5 Cost L eadership Strategies

The respondents were requested to indicate thentexte which the pharmaceutical

companies used the strategies in a five point Likeale. The range was ‘Not at all (1)’

to ‘very great extent’ (5). The scores of not dtaadd little extent have been taken to

represent a variable which had a mean score of25t@n the continuous Likert scale;

(0< S.E <2.4). The scores of ‘moderate extent’ havenlteken to represent a variable

with a mean score of 2.5 to 3.4 on the continuaksrt scale: (2.8M.E. <3.4) and the

score of both great extent and very great extew leen taken to represent a variable

which had a mean score of 3.5 to 5.0 on a continuidert scale; (35 L.E. <5.0). A

standard deviation of >0.9 implies a significarffedence on the impact of the variable

among respondents. The results are shown in Table 4

Table4.7: Cost Leadership Strategies

Cost Leadership Strategies

Mean

Std. Deviation

The company focuses on providing goods or senateslower cost than t[ 3.8333 .7348
competitors

The management of the company has a low-cost Ighigemindset 3.9564 .8428
The company focuses on providing goods and sergicadower cost thant| 3.732¢ .5801
competitors

The company has a workforce committed to the lost-strategy 3.5406¢ .8023
The company outsourced or discontinued any servitgsh they do nohave 3.5158 .7485
a low cost strategy

The adoption of lowest product or service unit sdmst the company withsto{ 3.8889 .8323
competition

The firm has a strategy for continuous search dst ceduction in all aspect| 3.6895 .9582
their business

The organization promotional strategy often inveltg/iing to make a virty 3.7778 .7602
out of low cost product features

The company has a market share advantage 4.1025 .8289
The company uses latest technology to minimizedsds 3.9344 .9369
The organization has undertaken business procéssatization 3.5971 .6183
The companies has automated majority of its operatin order to minimize| 4.3544 .8628§

costs

Source: Fieldwork, 2012
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The findings in Table 4.7 indicate that the pharewdical companies; has automated
majority of its operations in order to minimize to$mean 4.3549), the company has a
market share advantage (mean 4.1025), the manageméme company has a low-cost
leadership mindset (mean 3.9562), the company lasest technology to minimize its
costs (mean 3.9343) and the adoption of lowestymtodr service unit costs by the

company withstood competition (mean 3.8889).

The respondents further noted that the companyséxcan providing goods or services at
a lower cost than the competitors (mean 3.833&),otlyanization promotional strategy
often involves trying to make a virtue out of lowst product features (mean 3.7778), the
company focuses on providing goods and serviceslatver cost than the competitors
(mean 3.7329), the firm has a strategy for contisusearch for cost reduction in all
aspects of their business (mean 3.6895), the argtom has undertaken business process
rationalization (mean 5.971), the company has &feare committed to the low-cost
strategy (mean 3.5406) and that the companies ungesd or discontinued any services
which they do not have a low cost strategy (me&i58). The results indicate that the

companies use the low cost competitive strategyder to beat competition.

4.3.6 Differentiation Strategy

The respondents were asked to indicate whetharftiras use differentiation strategy as
a competitive strategy. The results are presemtdalible 4.8.
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Table 4.8: Differentiation Strategy

Differentiation Strategy M Std. Deviai
ean . Deviation

The company uses reliability, brand image, firmutagion an( 3.8367 1.236¢
customer service to differentiate itself from conitpes
The firm been able to achieve competitive advantaggr itg 3.8506€ .8555

rivals through building customer and brand loyalkyough
quality offerings, advertising and marketing teciugs

The organization offers a unique service which mtes higl 3.6473 1.1659
customer loyalty

The company has a delivery system that ensures tkig 3.7891 .8401
organization differentiates itself from the comp@s

The organization undertakes aggressive advertisemesrde 3.705§ .9633
for the message of differentiation to reach therntb

The company innovates new products/services rdguia 3.655¢ 1.2113
order to beat competition and gain competitive athge

Source: Fieldwork, 2012

The findings indicate that the firms have been édblachieve competitive advantage over
rivals through building customer and brand loydttsough quality offerings, advertising
and marketing techniques (mean 3.8506), the compsey reliability, brand image, firm
reputation and customer service to differentiaselitfrom competitors (mean 3.8367),
the company has a delivery system that ensuredhairganization differentiates itself
from the competitors (mean 3.7891), the organipatiandertakes aggressive
advertisement in order for the message of difféméoh to reach the clients (mean
3.7058), the company innovates new products/sesviegularly in order to beat
competition (mean 3.6556) and the organizatiorrsff unique service which provides

high customer loyalty (mean 3.6473). The findingsi¢cate that the pharmaceutical
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companies were using differentiation strategy. @tmpanies indicated that globalization

affected the performance of the pharmaceuticaldirm

4.4 Challenges of Competition

The respondents were asked to indicate the chaketigat affect competition in the

pharmaceutical industry. The results are presentédble 4.9.

Table 4.9: Challenges of Competition

Challenges of Competition Mean | Std. Deviation
Technology 3.8617% 1.2004
Structural changes 3.8333 1.1504
The emergence of new sources of competition 3.6482 .7838
Increased environmental concerns 3.735¢€ 7253
Rapid product and process innovation 3.8673 .97885
Globalization resulting to expanded boundariesoofjgetition 3.6667 4850
Transformed costs of doing business 3.5834 .8574
Impact of industrial activity on the environment 3.713¢ .9582

Source: Fieldwork, 2012

The findings in Table 4.9 indicate that the challes1of competition in the industry were
rapid product and process innovation (mean 3.86%)hnology (mean 3.8617),

structural changes (mean 3.8333), increased emagatal concerns (mean 3.7356),
impact of industrial activity on the environmentdam 3.7139), globalization resulting to
expanded boundaries of competition (mean 3.6661€),emergence of new sources of
competition (mean 3.6482) and transformed costdoofg business (mean 3.5834). The
results indicate that the pharmaceutical industryaced by numerous challenges that
necessitate the adoption of competitive strategfies would ensure the companies

compete effectively.
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4.5 Discussion

The research is consistent with the literatureewvin chapter two. The study found out
that the strategies used by the pharmaceuticatfintiude; reduction of prices of goods
in order to attract customers and offering of feagnples at times in order to improve
competitive advantage. The study established tiatpharmaceutical companies target
market comprises of several market segments omgdn&et in general and these would
ensure that the company’s products are availabla imide market so that they can

increase their market share.

The cost leadership strategy was achieved by samms through automation of its

operations to minimize costs, low-cost leadershipdset, use of latest technology to
minimize costs, the adoption of lowest product envice unit costs by the companies,
provision of goods or services at a lower cost tin@ncompetitors, making a virtue out of
low cost product features, provision of goods amdvises at a lower cost than the
competitors, having a continuous search for caiigton in all aspects of their business,
undertaking business process rationalization, veodd committed to the low-cost

strategy and outsourcing or discontinuation of s@rwices which they do not have a low
cost strategy. Firms that implement a cost leaderstrategy are able to secure a
relatively large market share by being the lowestt @roducers or service providers in

their industry or market.

The study found out that the use of differentiatstmategy would result in a firm
achieving competitive advantage over its rivalsaose of its ability to create entry

barriers to potential entrants by building customed brand loyalty through quality
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offerings, advertising and marketing techniquesdéivery system that ensures the
organization differentiates itself from the compmts innovation of new
products/services regularly in order to beat comtipatand gain competitive advantage

and offering of unique services which provides hegktomer loyalty.
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CHAPTER FIVE: SUMMARY, CONCLUSION AND

RECOMMENDATIONS

5.1 Introduction

This chapter sums up the research findings thdtteaonclusions based on the findings.

It adopts the following structure; Summary, Condusand Recommendations.

5.2 Summary

The study found out that the strategies used by pih@maceutical firms include;

reduction of prices of goods in order to attracdtomers and offering of free samples at
times in order to improve competitive advantagee Td$tudy established that the
pharmaceutical companies target market comprisesewéral market segments or the
market in general and these would ensure thatdhgany’s products are available in a

wide market so that they can increase their matate.

The cost leadership strategy was achieved by sammes through automation of its

operations to minimize costs, low-cost leadershipdset, use of latest technology to
minimize costs, the adoption of lowest product envice unit costs by the companies,
provision of goods or services at a lower cost ti@ncompetitors, making a virtue out of
low cost product features, provision of goods ardvises at a lower cost than the
competitors, having a continuous search for calidgion in all aspects of their business,
undertaking business process rationalization, veodd committed to the low-cost

strategy and outsourcing or discontinuation of s@rwices which they do not have a low

cost strategy. Firms that implement a cost leaderstrategy are able to secure a
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relatively large market share by being the lowestt @roducers or service providers in

their industry or market.

The study found out that the use of differentiatstnategy would result in a firm
achieving competitive advantage over its rivalsaose of its ability to create entry
barriers to potential entrants by building custoraed brand loyalty through quality
offerings, advertising and marketing techniquesd&ivery system that ensures the
organization differentiates itself from the compmts innovation of new
products/services regularly in order to beat coftipatand gain competitive advantage

and offering of unique services which provides hegstomer loyalty.

The pharmaceutical market is dynamic and contigualolving. Firms are continually
working on ways of gaining a competitive edge aweals. Other challenges faced by the
pharmaceutical firms were rapid product and prodessvation, technology, structural
changes, increased environmental concerns, impéctindustrial activity on the
environment, emergence of new sources of competitglobalization resulting to
expanded boundaries of competition, the emergehoew sources of competition and

transformed costs of doing business.

5.2 Conclusion

The competition in the pharmaceutical industry igeality that all firms face and
therefore there is need for the firms to crafttegees in the broader context of world
markets to anticipate, respond and adapt to thegih@ configuration of these markets.
The competitive strategies adopted by the pharni@e¢uirms will in the long run
determine the survival of pharmaceutical firms aste@mers will always look for firms
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that satisfy their needs. Conversely, with incrdasensumer understanding, either
because consumers are more knowledgeable or bethaesproducts are relatively
simple, or both, then elements such as price ardifgp service features may become

more important in adding value and achieving coitipetadvantage.

5.3 Recommendations

The study established that the pharmaceutical finnase adopting various competitive

strategies in order to achieve competitive advantéigis recommended that the firms

adopt strategies that would ensure that the pramucf drugs is maintained at its lowest

cost so that they can offer products at the lowast and achieve competitive advantage

over its competitors.

The study established that the industry is facesidrpus challenges. It is recommended
that the firms put in place mechanisms that woulsluee that they do not succumb to the

challenges facing the industry.

The study found out that the industry is faced lyious challenges and in order to
succeed the firms have to adopt various stratetfiessrecommended that those seeking
to venture into pharmaceutical industry have toglutheir acts together so that they can

increase its market share and be able to compietetieély with the established firms.

5.4 Limitations of the Study

The data for the study was collected through gaestiires. Some of the respondents in
the pharmaceutical companies were reluctant toesimwrmation for fear that it could

reach their competitors. Some of the respondendtsiali return the questionnaires. Of the
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forty two questionnaires issued out, only thirtyeth were returned. This translated to
seventy nine percent responses. Since not all dmpanies responded, there is a
possibility that the findings do not fully captutee strategies and the challenges of these

firms.

The respondents were assured that the data beilegted was to be used entirely for
academic purposes and any information they shasedheld confidential. This was in
response to the fear of giving information as igiiend up with rival firms. The
guestionnaires were filled by people in managenpasitions as they are likely to be

more familiar with the firm’s strategies.

Most of the pharmaceutical companies in Kenya patg from other countries. It would

be important to establish how this affects stratebgice. Decisions made by mother
companies could dictate the strategies to be adaptd not necessarily the local market
dynamics. It would help to know if these firms abwehoose other strategies were it not

for the influence of their mother companies locatefbreign countries.

5.4 Recommendations for Further Research

The study confined itself to the pharmaceuticahfroperating in Kenya and the findings
may not be applicable in other sectors as a resfuliniqueness of pharmaceutical
industry. It is therefore recommended that the stisdreplicated in other sectors to

establish determine the competitive strategies.used
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APPENDICES

APPENDIX |: LETTER OF INTRODUCTION

2

UNIVERSITY oF NAIROR]

SCHOOL OF BUSINESS

MBA PROGRAMME
Telephone 020-2059162 PO Box 30197
Felegrams “Varsity™. Nairohi Nasroby, Kenva
leley 22095 Varsity

paTE.. 10| 92012

TO WHOM IT MAY CONCERN
The bearer of this letter ... S (MON  mAAYEHY
Registration Nobéi/éOé’GC[{ZDIO

is a bona fide continuing student in the Master of Busiress Administration (MBA) degree
program in this University.

He/she is required to submit as part of his/her coursework assessment a research project |
report on a management problem. We would like the students to do their projects on real
problems affecting firms in Kenya. We would, therefore, appreciate your assistance to
enable him/her collect data in your organization.

The results of the report will be used solely for academic purposes and a copy of the same
will be availed to the interviewed organizations on request,

Thank you.

A'MMACULATE OMANS)
MBA ADMINISTRATOR
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APPENDIX Il: QUESTIONNAIRE

Please give answers in the spaces provided an¢ticthe box that matches your
response to the questions where applicable.

SECTION ONE: PERSON AND ORGANISATION PROFILE

1)

2)

3)

4)

5)

Name of pharmaceutical company:

Gender? (tick as appropriate)
a) Female ( ) b) Male ()

What is your age bracket? (Tick as applicable)
a) Under 20 years

b) 21 - 30 years

c) 31-40 years

d) 41 -50 years

e) Over 50 years

~— L —

Length of continuous service with the company?KEis applicable)

a) Less than two years ()
b) 2-5 years ()
c) 6-10 years ()
d) Over 10 years ()
For how long has your company been in existence?
a) Under 5 years ()

b) 6 — 10 years

c) 11 — 15 years
d) 16 — 20 years
e) 21 - 25 years
f) Over 25 years

AN AN AN

)
)
)
)
)

6) Which category best describes your positiothéorganization:

a) Director ()
b) Supervisory Staff )(
¢) Management Staff ()
d) Other (Please State) ) (
7. How many employees does your organization hauectly?
a) Less than 1000 ()
b) 1001 — 3000 ()
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e) Over 3000 ()

PART B: Competitive strategies

1.

2.

Are there changes in the environment which havermed that necessitate strategic
change? Yes () No ()

Which type of strategy does your company use?

Reducing the prices of goods in order tg
attract customers

Offering free samples at times

Improving goods quality before selling

Ensuring good customer service

3.

What are some of the strategies you use to attadtomers and retain

11 (=10 0 1P

. How would you rate the state of competition in ithadustry?

Very high () High () Fair() Low () Very low)

. Do you consider the organization’s strategic respsrio competitive environment as

adequate? Yes () No ()

In your view, what actions should your organizatiake to strategically align itself to
the operating environment in order to enhance custo

SAtISTACION? ..
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7. a.) Focus

Which of the following strategies does your firnlyren? (Tick one on

The target market of your firm comprises of onadew market segments only.

Your target market comprises of several market ssgsnor the market in general. ()

To what extent do you agree on the usage of thewwlg strategies

scale of 1 — 5 with; 1- Not at all, 2 — Little emte3 — Moderate extent, 4 — Great extent

and 5 — Very great extent.

b) Cost leadership

ly)

to compete? Use a

STRATEGIES

The company focuses on providing goods or senateslower cos
than the competitors

t

The organization has sustained capital investmet access t(
capital

The management of the company has a low-cost Iglaigemindset

The organization is keen on economies of scalesaade

The organization has a workforce committed to tive-tost strategy

The organization outsourced or discontinued anyices which they
do not have a low cost strategy

The organization offers incentives based on meesinigt, usually|
quantitative targets

The adoption of the lowest product or service wuosts by the
organization withstood competition

The organization has a research and developmentittheeavily
invests in

The firm has a strategy for continuous search ést ceduction in al
aspect of their business

The organization promotional strategy often inveltging to make 4
virtue out of low cost product features

s
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The company has a market share advantage

The company uses latest technology to minimizedtts

The organization has undertaken business processatization

The organization has automated majority of its afpens in order to
minimize costs

The organization has a tight cost control

The organization has a continuous improvement amndhmarking
orientation

The organization has low cost distribution system

The organization has global online suppliers priogjchutomatic
restocking orders based on sales

8. Differentiation

STRATEGIES

The company gives a lot of focus on product attabdike features
complexity and timing of introduction

The firm been able to achieve competitive advantage its rivals
through building customer and brand loyalty throughality
offerings, advertising and marketing techniques

The organization offers a unique service which mes high
customer loyalty

The organization has personnel skilled in pharmigcaumarketing
(sales and operations)

The organization undertakes aggressive advertisemender for the
message of differentiation to reach the clients

The organization has a committed research and a@vent with
strong capabilities

The company innovates new products/services rdgutaorder to
beat competition and gain competitive advantage

The organization has a corporate reputation onitgual

The organization has a tradition of closenessst&el customers
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Part C: Challenges of competition

1. Does globalization affect the performance of yoamfin the manufacturing and
distribution of drugs?

Yes () No ()
2. To what extent does your firm encounter each ofdhewing challenges in applying

its competitive strategies? Rate on a 5 — poiatesavhere 1 — Not at all, 2 — Little
extent, 3 — Moderate extent, 4 — Great extent and/Bry great extent

CHALLENGES 112|345

Technology

Structural changes impacting industry

The emergence of new sources of competition

Increased environmental concerns

Rapid product and process innovation

Globalization changes the boundaries of competition

Dramatically transformed costs of doing businesginas enabled
firms to bypass stages in the value chain

Impact of industrial activity on the environment

Regulatory bodies and litigations

Thank you for participating in this survey.
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APPENDIX I11: LIST OF PHARMACEUTICAL COMPANIES

1. Astra Zeneca

2. Bayer

3. Beijing Holley Cotec

4. Beta Healthcare International

5. Boeringer Ingelheim

6. Cadila Pharmaceuticals

7. Glaxo Smithkline

8. Glenmark

9. Mepha

10.Pharmathen

11.Dafra Pharma

12. Teva

13.Bioplazma

14.lvax

15. Actavis

16.Kamada

17.Sanofi Aventist

18.Cipla

19. Life Pharma

20.Merck

21.Avenco

22.Reckitt Beckinser

23.Baxter

24.Novo Pharma
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25.Norbrook

26.Novartis

27.Pfizer

28. Sun pharmaceuticals

29. Prisma Pharma

30.Ranbaxy

31.Roche products

32.Sanofi Pasteur

33.Syner med Pharma

34.Cosmos

35.Innotech

36.Jansen Cilag

37.Servier

38.UCB

39. Sai

40.0choa

41.Surgi Links

42.0rchid
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