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ABSTRACT

Thompson and Strickland (1998) defined strategyhasgame plan for positioning
an organization in the market arena. The orgamimaiooks at the external
environment and formulates strategies to enabifé’itJohnson and Scholes (2002)
defined strategy as a configuration of an orgarinatresources and competences
with the aim of achieving stakeholder's expectati®trategy in this case is a
‘stretch’ of a firm’s resources and competencesidbieve competitive advantage.
The oil industry has changed from a few players whwle sourced their entire
product from KPRL, to many players who source add#l white oil from overseas
markets. This was necessitated by the growth oktmmomies in the region which
brought huge demand for the petroleum products.sdhehanges have been
accompanied by changes in government policies, frd@negulation back to
regulation of oil prices, standardization of LPGimger valves, improvement in
infrastructure, introduction of upfront paymenttakes to curb damping of transit
product in the industry, increase of industry ptayand hence increased competition
and exit of major oil companies, among other changéese have necessitated a
shift in the way the oil companies run their busmgeby formulating and
implementing strategies that would ensure not dhBir survival but also their
ability to bit competition. This study was therefoinstituted to establish the
strategies employed by oil marketing companies @ny&a to achieve competitive
advantage. 53 oil marketers were targeted in ausessirvey out of which 35
responded representing 66% response rate. The stadycarried out through
guestionnaire prepared and distributed to the ailketers by dropping and picking,
face to face interview as well as electronic traissiman. It was established that oil
marketers employed broad low cost strategy, intemalization, vertical
integration, outsourcing and strategic allianceghiat order. Out of the strategies
employed to keep the organization cost low, the GiV&greed that direct-to-end-
user sales and marketing strategies, economiespefience and economies of scale
were the most employed. On the value chain adwitiarried out by the marketers,
it was established that clearing and forwarding thasmost outsourced, followed by
transportation and storage. It was further estabtisthat the majority of OMC'’s
planned to extend their operations to include gg@rtacilities. As a result of the
above findings, the researcher made various recaomat®ns which included the
need for OMC'’s to consider extending their operaito retail networks where the
margins were higher in a regulated market as ogptusstorage activities which had
been invaded by a number of new investors and heswdering it unattractive.
Secondly, it was recommended that the governmeestnin the refinery in order to
reduce its cost of production and hence encouragg Investment. The researcher
identified various opportunities for research whiokluded study on competitive
strategies employed by OMC’'s in the LPG sector dngbricants among
Multinational Corporations.
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CHAPTER ONE-INTRODUCTION

1.1Background of the Study

In the fight for market share,Minzberg, Lampel, QuiandGhoshal (2003)sited that
competition is not manifested only in other playelRather, competition in an
industry is rooted in its underlying economics, aothpetitive forces exists that go
well beyond the established combatants in a pdatiéndustry. Porter (1985) noted
that there are five competitive forces that detaemiindustry attractiveness,
bargaining power of suppliers, bargaining poweboyers, threat of new entrants,
threat of substitutes and industry rivalry. Minzipet al. (2003) further noted that the
weaker the forces collectively the greater the ojpypaty for superior
performance.The strategist must understand thesmedoin order to formulate
competitive strategy that will enable the firm tosgion itself in the industry. Porter
(1985) defined competitive strategy as the seamh & favorable competitive
position. The reason behind profitability of a firm an industry is competitive

advantage.

Thompson and Strickland (1998) defined strategyhasgame plan for positioning
an organization in the market arena. In this definistrategy is seen as a means by
which an organization ‘fits’ into the environmehtowever strategy as a fit does not
fully explain the performance of organization. Jetim and Scholes (2002) defined
strategy as a configuration of an organizationsuges and competences with the
aim of achieving stakeholder expectation. This he tresource based view of
strategy. In this view strategy is seen as a @tfeh which the organization exploits

its unique competences and resources to gain cdaimpetdvantage.



The Oil Industry in Kenya has metamorphosed froinngaly regulated industry with
few players who single sourced their product froenia Petroleum Refineries Ltd.
(KPRL) resulting in very high requirement for ent@iven the few suppliers, the
bargaining power of buyers was very low. Furthemnahe industry did not
experience any substantial competing substitutdymts. Soon after deregulation the
stability of the industry was quickly eroded ance tgovernment allowed oil
marketers to import finished product into the coyrallowing independent dealers
to come in and set up shop. Subsequently the nuofb@il Marketing Companies
(OMC’s) increased significantly to levels that haat been experienced before. With
these changes in the industry firms which were gloery well before began to lose

market share giving way to new players.

1.1.1. Strategy and Competitive Advantage
Thompson and Strickland (2003) defined strategy @®mbination of competitive
moves and business approaches that managers aleyempo grow the business,
attract and please customers, compete successfalguct operations, and achieve
the targeted levels of organizational performan&ategy defines what an
organization does, in efforts to reach its cust@nir successfully compete its rivals

and is therefore the key driver of competitive adage.

Barney and Hesterly (2010) defined competitive atlvge as the difference between
the economic value a firm is able to create ancett@omic value its rivals are able
to create. When a firm is able to create more emonealue than its rivals then it

will be able to successfully execute the businestildo and thus become more

profitable.Porter (1985) noted that competitive axtege cannot be understood by
2



looking at a firm as a whole. It stems from the gnahscrete activities a firm
performs in designing, producing, marketing, deiivg, and supporting its
product.These discrete activities are linked tdheather in a system referred to as
the value chain. Each activity in the value chaldsacost and value to the product or
services. In some firms the activities add moret cekative to the value and thus
become less profitable while in other firms thehaiés are performed so well that
they add less cost and more value and thus are pnofigable. Porter (1985) further
noted that the success of a firm is thus determimetthe way it managesnot only the
activities in the value chain but also the linkadpegween the activities.Linkages
between the activities are managed through optitmoizaor coordination. For
example an oil firm which coordinates well theiropurement function with
operations will develop a high level of efficienand thus developing competitive

advantage.

Barney (1996) noted that a firm’s competitive adege stems from internal
attributes referred to as resources and capabilitientzberg, et al. (2003) noted that
when evaluating a firm’s resources and capabilities contribute to competitive
advantage there are three aspects that need todbed at, value, rarity and
imitability. We have seen in the previous argumantPorter (1985) that resources
that add value than cost are splendid sources mipettive advantage. However,
Mintzberg, et al. (2003) explained that if a partéz resource and capability is
controlled by numerous competing firms, then tleaburce is unlikely to be a source
of competitive advantage for any one of them. Tasslthe number of firms
controlling this resource the morerare the resoarzkthe more the firms are able to

3



derive competitive advantage from it. Furthermafecompeting firmsface cost
disadvantage in obtaining the resources and catpadilthen the firm may derive
sustained competitive advantage. The ability totatei may occur in two
ways,duplication, where a firm builds same kindsredources as the firm it is
imitating and substitution, where a firm developstegic resources that have the

same implication as the resource being imitated.

1.1.2. The Petroleum Industry in Kenya
Broadly speaking the oil industry consist ofOil Meting Companies (OMC's), who
import and market petroleum products, Kenya Patrol®efineries(KPRL), who is
charged with the responsibility of importing crudefine and sell to oil marketers,
and Kenya Pipeline Company (KPC), whose mandatw iseceive, store and
transport petroleum products by pipeline.The indug regulated by Ministry of

Energy (MOE) and Energy Regulatory Commission (ERCarm of MOE.

The petroleum industry infrastructure has underga@reus changes over the years.
Kenya Pipeline Company built and revamped its tapacities severally in pursuit
of meeting the demand of the country and The E&stah Region as a whole. This
included the building of multipurpose line from Mbasa to Nairobi in 1978,
installation of another line to supply Western Kamgnd transit market from the
towns of Nakuru, Eldoret and Kisumu in 1994 anéranhanced the two lines in
2004 and 2008 bringing the Mombasa-Nairobi lineacéty from 879,776 cubic
meters to 7.6 million cubic meters per year anddaito Western Kenya from 160

cubic meters to 757 cubic meters per hour (Soffidezom, 2013).



On the LPG front, reported Wachira (2011), the goneent through Kenya Ports
Authority contracted an investor, African Gas antd @. Ltd (AGOL) to put up a
massive storage facility at Miritini Mombasa at asic of ksh12.5billion
(US$142.8million). This massive investment hasosagie capacity of 14,000mt with
a single buoy offshore capacity of 11,000mt. Thiads the country storage capacity
to 15,300mt geared towards receipt and storage RfB,L11times higher than
previously available. This investment was expedtedring down the countries
demurrage bill, enable economies of scale by inapiort of larger parcels,improve

accessibility and create opportunity galore to gevinvestors.

The government has also made various regulatioas ttre years. KIPPRA (2010)
reported that in 1994, the government through drofiparliament deregulated the
petroleum industry by decontrolling prices and wlltg white oil importation into
the country while protecting KPRL by imposing a imaom quantity of crude to be
processed by OMC’s, making it a toll refinery. Befothis year all finished
petroleum products came from KPRL while oil marketdad the mandate of
importing crude oil. The government further progectthe local facility by
introducing suspended duty on locally refined paiduThis regulation opened up

opportunities for importation of cheaper productsyf more efficient refineries.

Sambu (2010) sited that at the time of deregulat@nnumber of OMC’s was less
than ten. Deregulation triggered the influx of OMCswelling the number of

companies to 53 thus causing escalation of connpetio levels that had not been
witnessed before. This put pressure on the oikepriaeking a dip resulting in reduced

margins and thus compromising industry attractigsne The multinational
5



corporations (MNC’s) who had high overheads wenal It resulting in divesture
from this market. These included ESSO, Agip, MoBP, Caltex and more recently
Shell. This exit has brought with it opportunitfes the small players to expand and

take up the vacuum left.

However, in December 2010, the government madeéantdaurn and re-introduced
price control after the world market prices incezhsinabated with the government
accusing the oil marketers to be fast in increagnges but slow to reduce them
when the world market surged. This removed the leatal increase pump prices
beyond the maximum cap by marketers and thus ieguithem to improve

efficiency in order to remain competitive.lrungu0{2) reported that in July 2012
KPRL transformed into a merchant refinery thus déinght to procure crude and sell
finished products to the oil marketing companiessTWas expected to reduce the
huge capital tie up that the oil marketers wereee®pcing since crude took a whole

month to process before access.

Wachira (2011) noted that due toits cleanliness #mel fact that it reduces
combustion of biomass and hence raise the foregercdhe governmentmade
deliberate efforts to make LPG the preferred doimesiurce of energy. In 2011,
sited Senelwa and Thiong'o (2012), Kenya's pertaamnsumption of LPG stood at
2.1kg, Senegal 12.2kg, Ivory Coast 9kg, S. Afrikg Gnd Ghana 5kg while North
African countries stood at 55kg per annum. Theséissics testify of the dismal
performance of Kenya in LPG consumption comparesirtolar economies in Africa
prompting an introduction of a series of intervens including zero rating of taxes,

standardization of cylinder valves and fosteringviemment for increased
6



competition.PIEA (2013) reported that the Kenya LiR@rket has also been dogged
by unscrupulous re-fillers who deny legitimate nedeks revenue. The government
through ERC is currently sourcing for an independmdy to enhance surveillance,

identify illegal re-fillers and weed out the vice

1.1.3. Oil Marketing Companies in Kenya

There are 53 OMC'’s and according to PIEA(2013)c8panies control 99.1% of
the market share in the local fuel business while@mpanies control 95.9% market
share in the local and transit business combinédillmarketers control the entire
LPG business. The number of oil marketing compahi&s been on the increase

since deregulation in 1994.

Deregulation of the oil industry allowed OMC's tmport white oil and reduced the
obligation to import crude to 50% of KPRL’s cap§cithese changes resulted in an
increase on the number of OMC’s to an all-time haflb3. This change brought
with it increased competition compromising indusatyractiveness and subsequent

exit of some major oil marketers, among other ¢ffec

1.2Research Problem

Barney and Hesterly(2008) describedcompetitive athge of a firm asthe ability to
create more economic value than rival firms. Ecoiowalue is simply the
difference between the perceived benefits gained lmpustomer that purchases a
firm’s products or services and the full econonostoof these products or services.

From this definition the firm will have competitiavantage if the value it creates is



more than that created by its rivals while targgtio reach the same customers.
Competitive advantage is achieved when an orgaaizamploys better strategy
than its rivals. Strategy is a stream of actiorgpéeld by a firm that positions it in the
environment and defines how an organization willedep sustainable competitive
advantage.Competitive advantage is temporary ldsts a short period of time. A

sustained competitive advantage in contrast, cgtmmach longer.

The Kenya Petroleum Industry has witnessed immambellence in the recent past
ranging from influx of new entrants and thus ineeth competition, changes in
government policies on regulations, volatility obrd market prices and exit of
multinational corporations. This has necessitatedcontinuous need for OMC's to
come up with strategies and hence develop not teanpbut sustained competitive

advantage.

Anassessment of previous research studies on thmlquen industry found
thatNjoroge (2006)studied competitive strategiespsedd by LPG Marketers in
Kenya to cope with competition from which it washou that marketers used
predominantly low cost strategy. In her study Nge@2006) did a census survey on
7 OMC'’s who handled LPG. This number had since teujlsome marketers exited
and others came in. The study was also done sex&s yago within which many
strategic issues have come up and hence the needrp out more studies on
competitive strategies by OMC’s. Wanjiku(2010),dsdresponse strategies to cope
with barriers of entry where it was found that OM@stablished wholly owned
subsidiaries to cope with entry barriers. Her stu@dyg fundamentally different from

this study in that it did not address competitiveategies. Odida(2011)
8



studiedstrategic change managementand found thatC’'Opteferred planned
changesandOduol(2012), studiedcompetitive strade@dopted by Independent
Lubricant Marketers in Kenya who found that oil keters used mainly
differentiation and cost leadership strategies. $hely by Oduol (2012) was a
census survey of 22 independent OMC’s who deal Wwibricants some of whom
did not have fuels in their line of business. Tétigdy extended the coverage to all
the 53 OMC'’s, both independent and major, who deh lubricants as well as

other fuels. It therefore had a general view ofititistry.

It was evident from the fore goings that a reseayah existed which this study
targeted to fill. In a turbulent environment, themf will continuously scan and
formulate strategies that will not only enable dopt but also bit competition. The
firm will at the same time develop strategies thace its internal resources and
capabilities to ensure sustained competitive acgmt These strategies were the
subject of the study, which led us to the pertirgumstion,“What are the strategies

that oil marketers employ to achieve competitiveaadage?”

1.3 Research Objective

This study had one objective to establish the esgias employed by oil marketing

companies to achieve competitive advantage in Kenya



1.4Value of the Study

Competitive strategies practiced five or more yems cannot be used to generalize
the situation in an industry today. There was tlogeethe need to carry out this
study to establish the current practice. This wardble academicians and scholars
enrich their theoretical knowledge of the industsywell as identify new areas of

further research.

The Oil Industry is one of the largest revenue etontributing 8.4% to Kenya’s
GDP (KIPPRA, 2010) and hence the significance wdists carried out in this sector.
The findings of this research study would help tatgus come up with policies that
would enhance the value and contribution of notyahke current OMC’s to the

Kenyan economy but also attract new investorstimasector.

This study would provide an objective understandafghe forces of competition
facing the OMC’s and the strategies employed by ithdividual players in

theindustry. This would enable firms in the indystchieve a diagnostic and
evaluative study. This would help the industry ggraints identify areas in which

they could direct funds in order to achieve sust@icompetitive advantage
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CHAPTER TWO -LITERATURE REVIEW

2.1Introduction

This chapter begins with the theoretical foundabbstrategy. A review of literature
on concept of strategy and relate this with contipetadvantage. It will then review
literature on the strategies which include low cabfferentiation, focus, strategic
alliances, mergers and acquisition, vertical irdéign, outsourcing and unbundling

strategies and finally diversification strategies.

2.2 Theoretical Foundation of the Study

There are three concepts which underpin this sty form the foundation of
strategy. These are Porters industry five foroesource based view of the firm and

the concept of strategic group.

2.2.1 Porters Industry Five Forces

Thompson and Strickland (1998) defined strategghaggame plan management has
for positioning the company in its chosen marketnar competing successfully,
pleasing customers and achieving good businessrpehce targets. Strategy in this
case is shaped by forces external to the orgaoiza8trategy development is thus
about fit’. According to Porter (1985) there aieefforces which determine industry
attractiveness, the bargaining power of buyers,bagaining power of suppliers,
threat of new entrants, threat of substitute analny among existing firms. The firm
in its bid to achieve competitive advantage anaye environment using these

forces and formulates strategies to position thm.fi
11



2.2.2 Resource Based View of the firm

Strategy as a ‘fit’, discussed above, does noy ®eiplain the performance of a firm.
Johnson and scholes (2002) defined strategy astieetidn and scope of an
organization over the long term, which achieves aatiige in a changing
environment through its configuration of resouraad competences with the aim of
fulfilling stakeholder expectations. In this defioh strategy is seen to originate
from within the organization by exploiting or ‘stching’ the organizations unique
resources and competences. This is the resouresl vésw of strategy. Sustained
Competitive advantage is achieved when the resswed competences are imitable

or robust.

2.2.3 Strategic Group

Thompson and Strickland (1998) defined strategamugras a group or cluster of
firms in an industry which are similar to each othat distinct from other industry
group because they differ in one or more key aspefctheir competitive strategy.
The analysis of strategic group helps the firm adslrthe key force in Porter’s

industry analysis framework, competitive rivalry.

2.3 The Concept of Strategy

Strategy is the direction and scope of an orgamizabver the long term, which
achieves advantage in a changing environment thrasgonfiguration of resources

and competences with the aim of fulfilling staketesl expectations (Johnson and

12



Sholes, 2002).Strategy in this case is seen asn@sbased where the firmpossesses

superior resources or competences that cannopbeated by competitors.

Mintzberg et al. (2003) defined strategy as a plaloy, position, pattern and
perspective. Strategy as a plan specifies a camsdadended course of action. It is
designed in advance of actions it governs. Strateg\ya pattern emerges from a
stream of actions that is developed in the absefdatentions and without pre-
conception. A strategy as a ploy refers to speaifaneuvers to outwit a competitor
threat. A strategy as a position means locatinghihginess in the environment.
Strategy as a perspective gives the organizatiadentity. This is the perception in

the environment in which it stands.

2.4 Strategy and Competitive Advantage

A firm has Competitive advantage when it is ablecteate more economic value
than rival firms. Economic value is simply the diénce between the perceived
benefits gained by customer that purchases a fipmdducts or services and the full
economic cost of these products or services. Thessize of a firm’s competitive

advantage is the difference between the econonii@\aafirm is able to create and
the economic value its rivals are able to creat{By, and Hesterly, 2008).Porter
(1998) explained that competitive advantage growsdamentally out of value a
firm is able to create for its buyers that excdeal firms cost of creating it. Value is
what buyers are willing to pay and superior valtems out from offering lower

prices than competitors for equivalent benefitspaoviding unique benefits that

more than offset a higher price.

13



According to Porter (1998) there are three main metitive strategies, cost,
differentiation and focus. Thompson and Stricklgh€l98) pointed outfive distinct
competitive strategy approaches emanating out ef tliree generic strategies,
namely low cost strategy, in which a company seva broad spectrum of
customers strives to be the overall low cost prewidSecondly, the broad
differentiation strategy in which the oil markewgeks to differentiate its product
from rivals in serving a broad spectrum of custandihirdly, best- Cost provider
strategy a firm seeks to have the best produdteatawest price relative to its rivals
offering products with comparable upscale attrisut€éhe fourth is a focused (or
market niche) strategy based on lower cost in witieh firm concentrates in a
narrow buyer segment and out-competes its rivalsdryicing a niche market at a
lower cost. And lastly, a focused (or market nicBgategy based on differentiation,
a firm concentrates in a narrow buyer segment amdcampetes its rivals by
offering niche member products with unique attrédsuthat meet their requirement

better than rival products

2.5Low Cost Strategies

A firm can achieve low cost advantage by eithetinaf options. One is to manage
the activities in its value chain better than cotitpeto achieve an overall lower cost
and two to revamp the firms activities in such g weat it by-passes some cost-

producing activities altogether(Thompson, and 8laicd, 1998).
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2.5.1. Controlling Cost Drivers

Thompson and Strickland (1998) outlined ways oftemling cost drivers. One is
through economies of scale in which the firm reduite cost by handling higher
volumes at the same cost and hence achieving a ambsintage.While doing
business, a firm will go through learning and eigreze curve in which the firm’s
cost decline over time due to economies of expeeesnd learning. Furthermore
Porter (1985) noted that the firm will drive thestdown by reducing the cost of key
resource inputs. The firm canlink some activitieshwothers in the company or
industry value chain. The firm may also have déférbusiness lines e.g. LPG, fuel,
Lubricants etc. and may share the same orderingraysame billing system, share
transportation when marketing in different partgref country and thus distributing
the cost over a broad spectrum of product linestePd1985) noted that when
venturing into new markets or products, the firmynaaoid being the pioneer and
thus evade huge cost of research and developnmekéeping its cost low the firm
will be required to ensure a high percentage oficayp utilization. This is crucial
where the firm has a high fixed cost which can j@ad over a higher volume and

thus driving unit cost down.

Porter (1985) further noted that a firm can imprasagpacityutilization by one
serving a mix of account with peak volumes througtibe year and two, finding off
season uses for its product and three selectingrbuike power generating plants
who have stable demand and four letting competismmyve the buyer segments
whose demand fluctuate. The firm may also make emudtrategic choices and

operating decisions for example the firm may de thy adding or cutting services
15



given to buyers at their retail network, payingHheglower wages and fringes to

employees relative to rivals etc.

2.5.2. Revamping the value chain
The second approach the marketer may take is tamevthe value chain by
performing the activities in different ways thatrgs the cost down. The firm may
shift to e-business techniques. This can be actigieough using electronic
communication, for example, email and video-confeneg to eliminate travelling
costs as well as sourcing for customers throughrtteznet media (Thompson and

Strickland, 1998).

Thompson and Strickland (1998) further indicateat ttme firm may use direct-to-
end-user sales and marketing approaches. An exammplhere wholesalerstake
more than sixty per cent of the margin leavingrtregketer with meager earnings.To
change this scenario, the oil marketer would bysptéese wholesalers and sell
directly to independent stations.Furthermore thHenwmrketer may decide to strip
away extras by offering only basic services at tb&il stations. The firm may
relocate some facilities closer to the point of as@eed e.g. locating storage tanks
next to the port and others next to the custongerie.the regionswhere the product

is being sold.

2.6 Differentiation Strategies

Porter (1985) sited that in differentiation stratetipe firm selects one or more
attributes that many buyers in an industry perceageimportant, and uniquely

positions it to meet those needs. Differentiativategies thrive when customers are
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not satisfied by standardized products or withessllwith identical capabilities.
These strategies allow the firm to command a prenpuce, increase unit sales and
/or gain buyer loyalty. One way of creating diffietiation is on the purchasing and
procurement activities where a firm while buyingurs for their lubricants selects
additives that enhance performance better than ebtigm. The firm may put efforts
on research and development activities and thusagmwith superior performance
features like having higher octane number in isnpum gasoline which improve

motor vehicle speed, provides better engine prioteetc.

Thompson and Strickland (1998) noted that the finay also find new production
technology- related activities by coming up withitbeways of making payment e.g.
by use of fueling cards andmobile transfer serviBester (1985) further noted that a
firm may develop better outbound logistic and disition activities by designing
better ways of servicing orders through faster optecessing activities. At the back
end of the value chain the firm may find better keéing, sales and customer service
activities by one designing faster mechanism oblwsg engine failures after
fueling from own stations and two have printed brges on lubricants information
compared to rivals and three have additional faeslisuch as children play areas,

super markets, ATM, coffee houses, restaurantsad.their retail stations.

2.7Focused Strategies

Thompson and Strickland (1998) noted that in fodusgrategies the firm
concentrates on a narrow piece of the total maifket.target market can be defined

by geographic uniqueness for example some markesaisisively servecustomers
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in certain regions e.g. Western Kenya and/or Momb#&ke Oil Marketer will have

competitive advantage if one, it's able to deliy@oduct at a lower cost than
competitor for example some marketers have focose8kg gas cylinders to serve
only the lower end customers, or two if it's abdeoffer the niche market something

they perceive is better suited to their own unitastes and preferences.

Thompson and Strickland (1998) further noted thlatusing is attractive when,
one,target market niche is big enough to offer goadit. Two the Industry leaders
do not see that a having a presence in the nictreigsal for their success, three, it is
costly or difficult for multi-segment competitors put capabilities in place, four the
industry has many different niches, few, if anyhest rivals are attempting to
specialize in the same target segment and fina#lyfécuser has unique capabilities

and resources it uses to serve the niche markehangbodwill it may have built

Focus strategy, noted Thompson and Strickland (1988 a number of risks. One
of the risks is that the competitor can developabéfy and come up with products
that are more desirable to the customer than wieatacuser offers. The second risk
arises when the customer test or requirement skifthird risk is that the segment

being served by the focuser becomes attractivesaod rivals come in

2.8Strategic Alliance

Barney (1996) noted that corporative strategiestexhen firms work together to
reach a common goal or objective. Thompson anak®nd (1998) explained that
strategic alliance is a collaborative relationshiph benefits when a firm acquires
valuable resources and capabilities that it cowlidatherwise obtain on its own and
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giving it an edge over rivals.Firms enter intoalltes to acquire new competencies,
to improve supply chain efficiency, to gain econesnof scales in production or
marketing and to acquire or improve market accéssugh joint marketing

agreements.

Barney (1996) outlined three types of strategicamatles. The first is non-equity
alliance where firms cooperate directly through tcacts, without cross equity
holdings or an independent firm being created. Aeoform of alliance is equity
alliance where cooperative contracts are supplezdelny equity investment by one
partner in the other partner. The third type ofaalte is Joint Venture where
cooperating firms form an independent firm in whibtley invest. Profits from this

independent firm compensate partners for this imvest.

2.9Merger and Acquisition Strategies

Johnson and Scholes (2002) defined acquisitionn&sim which an organization
develops its resources and competences by takieg awother organization. In
mergers two or more organizations come togethé&rta one firm.The firm created

from this strategic move is more permanent thaarales.

Thompson and Strickland (1998) explained that nrerged acquisition are much
better option than alliances in that they are mpermanent allowing tight

integration and creating more in-house control antbnomy. The firm will have

stronger technological skill, more or better contpet capabilities, more attractive
products or services, wider geographic coveragé/ocargreater financial resources.
The combination of operations will bring with itstesaving opportunities.
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2.10 Vertical integration strategies

Thompson and Strickland (1998) explained that gaktintegration extends a firm’s
competitive scope within the same industry. It ines expanding the firm’s range
of activities backward into sources of supplye.gttipg up storage facilities to
receive imported fuels and/or forward towards esdrsi of the final product by
putting up retail stations, storage facilities omnsumer premises like of huge power
plant etc. Backward integration by investing inratge facilities, for example,

enablesfirms to remove uncertainty in accessingymb

Thompson and Strickland (1998) further explainedt thertical integration has a
number of disadvantages; it makes the adoptioreof technologies slower, locks a
firm in relying on its own in-house activities, magsult in an overcapacity in the
new investment of the value chain e.g. the recatraece of many oil firms in the

terminal or depot operations has resulted in amoaygacity which will jeopardize

the ability to recoup their investment. Such ded$® require completely different
skills for example safety experts and finally tmsakes the marketer relatively
inflexible when a new facility that will result inost advantage like AGOL comes

into play.

211 Unbundling and outsourcing strategies

Thompson and Strickland (1998) noted that some sfirave found vertical
integration uncompetitive and burdensome and hdeptad vertical de-integration,
or unbundling. In this strategy the firm concerggain few activities that it performs

well and withdraw from certain stages of its vatimain system and rely on outside
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vendors to provide the needed service for examplriag and forwarding, product

handling at hospitality depots and ceding retailvoeks to dealers.

Thompson and Strickland (1998) further explaineat thutsourcing is preferred in
that the outsourced activities are performed bedtedt cheaply by the vendors,
reduces the oil firms risk exposure to changindgtetogy, streamlines company
operations in ways that improve organizational ifidity, speed decision making
and reduce coordination costs, and finally reliebesfirm to do those activities that
it performs well. This strategy is adopted if thetidty being outsourced is not

crucial for firm’s ability to achieve sustainablenspetitive advantage.

2.12 Diversification Strategies

Johnson and Scholes (2002) defined diversificaioaastrategy which takes the
organization away from its current markets or priguor competencies. These
strategies will introduce new products that areaindifferent industry or shift
organization dealings into new markets that thexeh@ot operated before like those
in other countries.While pursuing diversificationetfirm will first seek to find
opportunities to invest in other product beforenkimg of extending its operations

across borders.

Thompson and Strickland (1998) noted that companigis diminishing growth
prospects in their present business, competenciéscapabilities that are readily
transferable to other businesses and resourcesnandgerial depth to expand into
other industry arenas are prime candidates forrsifyeng.Diversification doesn’t
need to become a strategic priority untill a conmypbagins to run out of attractive
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growth opportunities in its core business. When agament concentrates on one

business then the probability of coming up with ndeas is high.

A firm may diversify into new product (services) orove into new markets. In

product diversification, noted Thompson and Steokl (1998), the firm invests into
a business that is in a different industry. Thedpad in the new industry may be
related or unrelated. The Oil Marketer may diversgito related business line whose
value chain possess competitively valuable stratggi with those of the company’s
present businesses. An example of this is wherditimeliversifies into transport

industry where they could transport goods whil¢hat same time transporting their

own fuel e.g. drummed JET and/orLPG cylinders.

Thompson and Strickland (1998) explained that,nrelated diversification the firm
invests in another industry in a business whoseevahain has no strategic fit with
the current. The choice to pursue unrelated difreasion is driven by financial
reasons and not the quest for strategic fit. An gtanms where some oil marketers
have put their moneys into real estate business.oAganization may choose
unrelated diversification to scatter business rislaximize on financial gain and

stabilize profitability by synchronized businesslesg.

Thompson and Strickland (1998) indicated that mational diversification features
a diversity of businesses and diversity of natiomarkets. Thefirm moves into
overseas markets making a presence in differentntdes.Capitalizing on
opportunities for strategic coordination acrossifesses and countries provide an

avenue for sustainable competitive advantage neh &p a company that competes
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in only one country or one business. Thus thosasfithat have a presence in the
international markets are able to divert produatthe markets where they make the
most margins and are able to maximize their returhss flexibility is not available

to those firms with a presence in a single country.

Thompson and Strickland (1998) further explainedt ttMNC’s can realize
competitive advantage by learning to transfer tetdgy, brand name identification,
and marketing and management skills from countrycdantry quite efficiently,
giving them an edge over smaller host country cditgss. International markets
have enabled firms to move larger volumes and eeaturns that far outstrip the
additional cost of product handling and thus ergognomies of scale. Other firms
have also been able to tap into low taxations, ilterest rates, low exchange rates,
better credit terms and cheaper labor. Finallyjvardified firm can draw resources
from one country where it has operations and csofsidize a competitive assault

on the market position of a one- country competitor
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CHAPTER THREE-RESEARCH METHODOLOGY

3.1Introduction

This chapter discusses the research design thadepied in the study as well as
defining the population of the study. It further vees the data collection
methodswhich wereused. The chapter concludes bseptiag the data analysis

methods which wereused to bring meaning to the mifdata collected.

3.2Research Design

The method of data collection was through crossiessad survey. Jones (1985)noted
that Survey research is probably the most visible ervasive form of research in
the social and behavioral sciences. It is furth@ed that there are three objectives
which are achieved by surveys, description of aupmn, explanation of a
phenomena and exploration analysis of a probleme Titst two objectives,
description and explanation were of interest irs tsiudy and formed the basis of

choice for this method.

Furthermore cross-sectional survey method has bsed successfully in previous
studies by Cueille (2006). Nachmias (1996) explditteat one advantage of cross-
sectional studies is that it may be carried outaimatural settings and permit
researchers to employ random probability samplég dllows researchers to make
inferences to broader populations and permit tregeneralize their finding to real-

life situations, thereby increasing external vayjidif the study.
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3.3 Populationof the Study

Population is the collection of all the elementsaofesearch study. Jones (1985)
described population as a collection of individuals objects with similar
characteristics. The objects or element of studthis case was the Oil Marketing
Company while the population was the collection atif the 53 oil marketing

companies put together.

An OMChas an ERC license to import and sell petnoleproducts in Kenya and
have been actively participating in ullage utilinat within the last three months.
There were 53 oil marketers who fell under the a&bdefinition and a census survey

of these was carried out.

3.4Data Collection

Primary data was collected using questionnaireschviwere dropped and picked
after filling. For those respondents who were iheottowns the questionnaire was
emailed or sent by postage for filling since thiasvelearly the cheaper than face to
face interviews, less time consuming and less stres (Jones, 1985). The
guestionnaire consisted of general section A witthlopen ended and structured

guestions designed to categorize the firms.

Section B consisted of detailed structured questiotilizing the Likert Scale in
majority of cases. This helped determine the dgrate used by oll
marketers.LaMarca (2011) elaborated that the chfucehis scaling method was
because it is the most widely used and hence uiodersthe responses are easily

guantifiable and subjective to computation of samshematical analysis, it allows
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the participant to give a degree of agreement @®sgd to yes and no response, it

accommodates neutral response, it is quick, effi@ad inexpensive.

3.5Data Analysis

The data collected was edited both in the field anthe office for completeness,

consistency, accuracy and clarity. The questioenaiaspre-coded ahead of data
collection so as to enable the responses to bggdounto categories or classes. The
data was then organized into tables by countingntimber of respondents who gave

same responses grouping together in columns bedokéng them.

Data reduction was then carried out by use of dasee statistics where frequency
distributions, percentages and averages were ceufouimeasure the degree of
central tendency. These enabled the researcher aiee tbetter and more

comprehensive approach to understanding the dasages and standard deviation

was used to measure dispersion.
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CHAPTER FOUR-DATA ANALYSIS, RESULTS AND
DISCUSSION

4.1Introduction

This chapter comprisesanalysis, presentation atetpiretation of data from the
fieldwhose objective was to determine the strategimployed by oil marketing
companies in Kenya to achieve competitive advantaye data was collected using
a questionnaire as represented in Appendix Il. $ame was used to compute
percentages, mean, standard deviations. Tableghpigs, column and bar graphs

were then drawn to help enhance understandingndings.

4.2 General Information

While the study intended to cover all the 53 oilrkesing companies, only 35
companies responded which represented 66% respateselhe target respondents

were senior managers in Marketing and Supply aadridhg departments.

4.2.1. Information on the organization
As shown in Figure 4.1, out of the respondents 8&8e locally incorporated while

37% were subsidiaries of Multinational Corporation.
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Figure 4.1: OMC Organization Type
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4.2.2. Size of OMC'’s
The oil marketer’s throughput was used to deterrttieir size.The OMC was aske
to indicate in which range, in a list of three, yHeelonged. Less than 10,000
Small sized OMC, betwe 10,000M3 to 20,000M3 for mediunized and above
20,000MB per month forlarge sized OMCslt was established tt 57% of the
respondents were small si., while 23% were medium sizexhd 20% werdarge

sized, as represented iigure 4.2.
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Figure 4.2: Average OMC Monthly Volume
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4.2.3. Age of OMC'’s

The respondents were requested to indicate, ahteé, theage brackein which the
firm falls. The age bracke includedmore than 10years for the oldest institutic
between 6 and 10yrs for medium i and five years or less for yog organizations.
The results were as shown in Figure. Out of the orgaizations studied, 49% we

in operation for less tin five years while 23% weri@ existence for between 6 a

10years. 29% weri@ operation for more than 10y



Figure 4.3: Age of Organizatior
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4.2.4. 0Oil Products Distributed by 0Oil Marketing Companies
The respondents were asked to indicate their ptaafterings out of a list of | The
results were as shown in Table - All the respondents had@remium Notor Spirit
(PMS) as well as Automotive Gas Oil (AG in their products portfoli. 89% traded
in .JET Fuel and llluminating Kerosene (IK) whil@% dealt with Furnace Oil. 63'
had dealings in LPG while 46% had some trade inricabts. Industrial diesel ol

Bitumenand others had 34%, 29% and 14% OMC'’s dealing thitgm respectively
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Table 4.1: Oil Products Distributed by OMC’s

Product frequency | Percentage | Ranking
Premium Motor Spirit (PMS) 35 100% 1
Automotive Gas Oil (AGO) 35 100% 2
Aviation JET-A 1/IK 31 89% 3
Furnace Qil (FO) 28 80% 4
Liquefied Petroleum Gas (LPG) 22 63% 5
Lubricants 16 46% 6
Industrial diesel Qil(IDO) 12 34% 7
Bitumen 10 29% 8
Other 5 14% 9

Source- Research data, 2013

4.3 Strategies employed by Oil Marketing Companies

The strategies employed by OMC’s were determineddiing the respondents to
rate their agreement for each of the 12 strate@ies.results were as shown in Table

4.2.
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Table 4.2: Strategies Employed by Oil Marketing Corpanies

Mean Standard
Strategy Score Deviation | Ranking
Br low t strat
oad low cost strategy 3.77 0.82 1
Internationalization
ernationalizatio 3.76 0.84 2
Vertical Integration 3.66 0.72 4
Outsourcing 3.66 0.77 4
Strategic Alliances
3.54 0.56 5
Best Cost Provider
3.43 0.57 6
Focused Low cost strategy
3.17 0.40 7
Focused differentiation strategy
3.15 0.45 8
Pr t Diversification
oduc ersiticatio 3.15 0.44 9
Br ifferentiation Strat
oad differentiation Strategy 314 0.45 10
Merger
erge 2.52 0.23 11
Acquisition
cquisitio 2.29 0.14 12

Source- Research data, 2013

Note: A 5-point Likert Scale was used in which Higated strongly disagree, 2-
disagree, 3- neither agreed nor disagreed, 4- agre@&- strongly agree was used.
The firms agreed the employment of low cost stigt@gernationalization, vertical

integration, outsourcing and strategic alliance.
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4.3.1Low Cost Strategies

The respondents were further asked to rate afli8tlow cost strategies. The mean

scores were then computed and represented in F&bleelow

Table 4.3 Strategies employed by OMC's to keep Cokiw

Mean Standard

Low Cost Strategy Score deviation | Ranking
The firm uses direct-to-end-user sales and marketing

strategies 3.88 0.95 1
Economies of Experience 3.85 1.03 2
Economies of Scale 3.82 1.01 3
The firm employs e-business techniques 3.63 0.67 4
The firm has increased its line of business to which it

distributes its cost 3.57 0.72 5
The firm has located some of its facilities (e.g. storage

tanks) close to point of use 3.34 0.71 6
Reducing key resource inputs 3.12 0.44 7

The firm has stripped away some of the extras and
give only basic services 2.97 0.43 8

Source- Research data, 2013
Note: A 5-point Likert Scale was used in which Higated strongly agreed, 2
disagreed, 3 neither agreed nor disagreed, 4 agrek8 strongly agreed was used.

The use of direct-to-end user sales and marketmagegies ranked the highest. This
was followed by economies of experience and ecoeswii scale. The high score of
direct-to-end user sales was driven by the highgmarassociated with selling to end
user as compared to use of wholesale middlememdases of experience were

favored by the fact that most employees had bedmeiindustry for at least 3 years.
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While economies of scale were employed to enaldé&iliite the firm’s cost o

higher volumes.
4.3.2Focused Strategie

In order to evaluate the practice of focused gfjiate the respondents were reque:
to indicate which market segment they were corrating onto gain competitive
advantage89% of the respondel indicated that they were piunt) focus on transit
business, while 60% had established a niche mamk#te fuel retail networks ¢
petrol stations, while reseller, consumer, Bulk LA®G cylinders of 6kg an
below, Geographic location, independent statiords ARG cylinders of 13k @nd

above, received 37%, 26%, 23%, 17%, 20%, 17% andd@¥entratior

Figure 4.4 Focus on Market Segment
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A few companies (20%) practic focused strategies based on geographic loce

Most of these were in the Coast andstern Kenya Regions.
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4.3.30utsourced Activities

The respondents were asked to indicate which gaheovalue chain they ceded
other service providers out of a list of nine atis. 83% indicated that the
outsourced clearing d forwarding, 69% g their transportation neeto other
organizations, while 60% outsourced their storaggirements. Terminal service
running of fuel retail network, lubricant blendinigyportation, refilling of LPG an:

Marketing, received 37%, 29%, 26%, 11%, 11%,respectively.

Figure 4.5 Outsourced activities by OMC'’s in Kenye
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4.3.3.1 Reasons for outsourcing

The respondents were asked to express their agné@medisagreement on 5 reasons

for outsourcing using.The outcome was as showrallel'4.4 below

Table 4.4: OMCs’ Reasons for outsourcing

Mean Standard

Reason for outsourcing Score | Deviation | Ranking
Cost Saving 4.2 1.25 1
Relieve the firm to do those activities that it

performs well 4.1 1.27 2
Reduce the firms risk exposure to changing

technology 3.8 0.98 3
Organization flexibility 3.6 0.59 4
Lack of expertise within the organization 3.2 0.49 5

Source- Research data, 2013

Note: A 5-Point Likert Scale in which a score ofntlicated strongly disagree, 2,
disagree, 3, neither agree nor disagree, 4, agk8,astrongly agree was used.

The high score on cost saving was in line withlthve cost strategy by oil marketers.

The oil marketers also showed that they intendedspecialize on their best

performed activities as well as reduce their rigasure to changing technology.

4.3.4Vertical Integration

The respondents were asked to indicate their ilmend integrate new activities, out

of a list of nine, in their value chain. The resutere as shown in Table 4.5
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Table 4.5: OMCs’ Planned activities to Integrate inthe Value Chain

Activity Frequency | Percentage | Ranking
Storage 11 31% 1
Clearing & Forwarding 7 20% 2
Lubricant blending 7 20% 3
Transportation 7 20% 4
Refilling of LPG 7 20% 5
Running of fuel retail network 6 17% 6
Terminal services 3 9% 7
Importation 1 3% 8
Other 2 6% 9
Marketing 0 0% 10

Source- Research data, 2013

Storage received a score of 31%, clearing and faliwg, Lubricant blending,
Transportation and Refilling of LPG all received@re of 20%.The high score in
storage activities was to enable firms to gain moternal control. There were other

activities which constituted a scored 6%. Theséuted venture into legal services

which is an intention to diversify and not vertigahtegrate.
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4.4 Discussion

The ownership of the OMC’s had changed signifigamtith locally incorporated
companies increasing from 33% (Njoroge, 2006) &dinrent 63%. It was clear that
many local firms joined the industry taking up thep left by the multinationals who
exited after change in operating environment. 72%he current oil marketing
companies came into existence after 1994, whergdkton took effect, thus giving
evidence of increased number of players and thereased competition. 57% of the
OMC'’s were small sized, 23% medium and 20% largedsi This is an indication
that most firms were new in the industry and theseanow establishing themselves

for expansion. Studies by Shivo (2012) also foundlar results

The product portfolio traded by the OMC's is a ftioe of the investment required,
size of the market and availability of expertis&s@, PMS, IK and FO have little
investment requirement, enjoy the largest markag and requires little expertise to
sell and therefore was found to be the most widéributed products by OMC's.
This finding was in line with those of Shivo (2012)n the other hand LPG,
Lubricants, IDO and Bitumen are least traded int tbeder due to the huge

investment, small size of market or specializetisskequired.

Broad Low Cost Strategy was rated the highest wisch true reflection of the
adaptation of the OMC's to the introduction of piice regulation in the country
since Dec 2010. In a regulated market, the firmfkdabe room to put any additional
features that may make the cost of the productassris economic value and thus

result in a loss. The oil marketing companies vibegefore obliged to employ low
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cost strategies in an effort to create same ecanwvatie at a lower cost compared to
rivals. Similar studies by Njoroge (2006) and Od(#012) also arrived at the same

conclusion.

The previous requirement to buy crude whose pratgs®st was much higher than
purchasing of white oil import caused most firmgtointo foreign markets and thus
high rating, of 3.76, for internationalization. Weal integration and Outsourcing
had a tie, though ranked highly at 3.66, due tosihlé opinion stemming from the
competing forces between these two strategiesan ttie adoption of one means
departure from the other. The OMC’s seemed to leecesing caution by balancing
integration and de-integration strategies. The strjualso agreed that strategic
alliance was employed to gain competitive advantagh a mean score of 3.54.
This was to enable the marketers gain supply ck#ioiencies as well as access
markets that they would otherwise not be able &xhig(Thompson and Strickland,

1998).

The OMC'’s neither agreed nor disagreed on fivetesgias, best cost provider,
focused low cost strategy, product diversificateord broad differentiation. Though
some marketers employed mergers and acquisitionnthestry disagreed, with a
mean score of 2.52 and 2.29 respectively. Thislargely attributed to the youthful
nature of the firms (72% were 10years and beloage) in the industry and thus had
not developed unique competences to be desired fimtemtial partner or enough

resources to buy out another OMC.
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The huge discrepancy between the wholesale prizeeshe retail price was possibly
the reason for the wide spread employment of dieeind user sales and marketing
strategies. At the same time the popularity of eowies of experience and
economies of scale was driven by the fact that m@sketers used their experience
or engaged employees with experience in orderdoce cost as well as move higher
volume over same fixed cost and thus reduce urst. cbhe use of e-business
techniques went hand in hand with internationalratn that those marketers who
ventured into foreign market with headquarters eny@a needed more efficient way
of communication. The new firms on the other hatatted with the three basic
products, PMS, AGO and JET/IK and soon spread twroproducts and thus
employing the low cost strategy of increasing thisibess lines in order to spread

the cost.

The high focus on transit business supports thdialinihigh rating of
internationalization as a strategy employed by O#@ainly due to the high crude
cost which, previously, OMC'’s had to purchase kefaccessing products from
KPRL a month later thus resulting in cost disadagat The focus in service stations
(fuel retail networks), was driven by pump pricgukation which enabled these oil
marketers to harness the high profit margins theyewable to get in this market
segment as opposed to using wholesalers who push gaces due to the high
supply occasioned by the high number of OMC'’s. Llsmare on cylinder LPG, both
6kg (17%) and 13kg and above (9%), was in line witb small proportion of

marketers that dealt with this product.
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Clearing and forwarding was the most outsourcedictvith 83% of the marketers

sub-contracting this services. This is attributedhie fact that this services required
specialized skills to manage and were largely kstah Mombasa about 450km
away from where more than 90% of the OMC'’s werated. Transport and Storage
activities were also largely outsourced due to hilgh investment cost required to

buy trucks as well as put storage facilities.

Running of fuel retail network got a low score @02 outsourcing rate as expected.
Given the few wholesalers and large number of markethe wholesale prices are
very low resulting in very low margins. The OMC’ould therefore prefer to sell
their products through retail stations where thegkenthe most margins. The low
score on Lubricant blending (26%) and RefillingL&fG (11%) were due to the few
marketers who dealt in these products while themdiscore on marketing (3%) was
due to the fact that this is a core activity andriportant for the success of an OMC
and therefore would naturally not be subcontragf€dompson and Strickland,
1998). The portion of marketers who outsourcedrtheportation needs was only
11% of the entire industry. This was driven by @@en Tender System in which the
import for the entire industry was put in one parld thus enabling large parcels and
subsequently low cost of product resulting from remuies of scale. Thus an oll
marketer who imported their own product would tlagsess lower cost relative to

one who did not.

On the reasons for outsourcing, cost saving redeilre highest score of 4.2 in line
with the objective of OMC's to keep their cost lawa regulated market as well as

high competition. The firm also wanted to conceetnaore on their core business
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and thus preferred to do those activities that thesformed well. Thompson &

Strickland (1998) note that heavily integrated fisruncompetitive and burdensome.
Firms will therefore prefer to outsource in orderconcentrate on activities that they
perform better, reduce the firms risk exposure hanging technology as well as
improve organizational flexibility. The industry r@gd with these benefits. However
the industry neither agreed nor disagreed with latlexpertise as a reason for
outsourcing. This could be explained by the faet tihe majority of firms were in

the youthful phase and were dealing in the basiclymts namely PMS, AGO and

JET/IK whose handling did not require specializkitls
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CHAPTER FIVE- SUMMARY, CONCLUSION AND
RECOMMENDATIONS

5.1Introduction

This chapter presents a summary of findings froestudy on strategies employed
by oil marketing companies in Kenya to achieve cefitipe advantage. It then
covers the conclusions drawn from this study befoaking recommendations to be
considered by the stakeholders. The limitationstleé study have also been

highlighted before finally making suggestions forther studies.

5.2 Summary

This research was set out to meet one objectiablest the strategies used by oill
marketing companies in Kenya to achieve competiideantage. 63% of the oil
marketing companies were found to be locally inocaged with the balance being
multinational subsidiaries. 72% of the OMC’s haeeih in the country for less than
10years and are therefore novel in the industryardargely middle to small sized
with monthly throughput of less than 20,000M3. Tehesarketers deal largely with
three products, premium motor spirit, automotiveageand Jet/kerosene which have
the largest market among the petroleum productsfamd the easy entry product

portfolio for these young marketers.

The research established that there was genergtragnt by the industry that broad
low cost strategy was the most employed corrobagatvith finding by Njoroge

(2006) and Oduol (2012). This was followed by intgfonalization, vertical
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integration, outsourcing and strategic allianceghat order, to achieve competitive
advantage. There was however neither agreement disagreement on the
employment of best cost provider, focused low clogtyused differentiation, product
diversification and broad differentiation strategieBroad low cost strategy
popularity was driven by price regulation by ERCompublished maximum pump
prices each month beyond which oil marketers cowltdsell their product and the
increased level of competition occasioned by higmber of new entrants. In this
kind of market low cost strategy becomes populaabse any additional cost cannot
be compensated by price increase. On the otherihtardationalization was largely
practiced because OMC'’s previously wanted to aubid huge capital outlay
required to buy crude to operate in the countryts@urcing was favored for its
ability to help reduce the cost of handling prodist finding cheap vendors
especially in clearing and forwarding, transpodatiand storage. Though some
marketers employed Mergers and Acquisition strateghe industry in general

disagreed.

In order to keep their cost low OMC'’s used direeehd user sales and marketing
strategies, economies of experience, economiesadé,se-business techniques and
increased their lines of business to which theyribisted their costs. There was
however neither agreement nor disagreement amtmg€dMC’s on the location of

firms facilities close to point of use as a meahbowering cost. Focused strategies

were practiced by only a pocket of marketers.

Clearing and Forwarding was the most outsourcedtegly followed by

Transportation and Storage in that order. This kedhlthe marketers to source
44



vendors who offered services at lower cost thah ahgutting up new facilities as
well as running the services. This also enabledtbencentrate on those activities
which they performed best, reduced risk exposurehanging technology and
maintain organization flexibility. The use of vedl integration and outsourcing on
the other hand, however, resulted in competinge®iind thus causing equal rating.
The marketers had to engage a balancing act tal @akeihigh risk and burdensome
aspect of vertical integration and at the same tanpy the cost saving, use of
external expertise etc. that came with the outsogrstrategies. OMC’s, however,
did not outsource marketing activity for the simpkason that this was a core

business activity that was crucial for the sucacdégbe organization.

5.3 Conclusion

This study has established that the OMC’s empldgad main strategies. Broad low
cost strategy which was majorly driven by the leMetompetition resulting from the
high number of new entrants and the introductionpo€e regulation by ERC.
Secondly, internationalization, which was fueled thg huge requirement to buy
crude, process and sell finished product from #imery at a cost disadvantage for
the local market. Vertical integration and outsingc strategies were equally
employed due to the competing nature of the twatesgies, the drive to gain more
control in the value chain and at the same timearmahg flexibility of the
organization on the other hand. The industry algeeed that they employed
alliances as a strategy to enable gain operatiffialency as well as access markets

that they would otherwise not reach if working aon
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5.4 Recommendations

In a regulated market upward price adjustment tsanaoption. OMC's are therefore
left with other means of making the most of oppoitias. One of this is forward
integration into retail networks. This will enabédiminate the resellers who buy
product at low price and sell to independent statiat much higher margins leaving
the oil marketers at a disadvantage. The study stothat a huge number of
marketers(31%) intended to backward integrate stboage facilities. In the recent
past a high number of OMC’s have commissioned rtevage facilities which have
ended up with few customers (other OMC’s) availdaioleuse their extra capacity
despite the huge reduction in hospitality fees.€heasrketers would find it difficult

to recoup their investment as planned. This rentthersntended move unattractive.

The study also found that internationalization veapopular strategy among the
OMC'’s. This portrays the high attention they ar@myg to the overseas markets due
to the huge requirement to purchase crude in da@perate in the local market.
However, with the conversion of KPRL into a merdhafinery this requirement has
been reduced to a mere obligation to buy finishediyct. As opposed to purchasing
of crude, the later arrangement does not involMieonp investmenton raw material
whose productwould become accessible a month &tdrhence requirement for
huge financing cost. However, the continued focughe transit business indicates
that the current arrangement of a merchant refimetty obligation to buy product is
not yet a sufficient solution. The government cah to take one of two options to
sort the ailing facility. One is to revamp thisifag to reduce its cost of production

to competitive status. The second option is to ednthis facility into storage and
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thus allow the OMC'’s procure less costly finishedducts from overseas market.
Furthermore, given the large size of the Kenyannent/ compared to the
neighboring countries it is recommended that OMg§N& this market more attention
going forward. This will enable them get a biggkar® of the largest economy in

East Africa thus enhancing their profitability.

Differentiation strategies were not popular wite tBMC’s from the research finding
stand point. These could be due to the young ageost of the oil marketers who
dealt with basic products that had huge demandtlamsl would be sold with little
effort. However, to enable increase sales OMC’'sleddo employ these strategies at
their retail networks by better fuel station bramgji use of fuel additives that
enhance product performance, putting up tire dinisupermarket, restaurants,

children play facilities, ATM’s etc.

5.5 Limitations of the Study

The low response rate was experienced due to tasons. Firstly, despite the
assurance given that the research was purely at@deome OMC's simply

declined to fill out the questionnaire siting fe#tnat doing so would be tantamount
to giving sensitive information that may be usedtheir disadvantage. Secondly
some OMC'’s had not filled up the forms when the samas required and were

closed out due to time constraints.

This research studied all the OMC's in the indussyequal competitors. The reality
is that only about 60% of them control the entweal and transit business while

26% control the entire LPG business, while 41% hbkl lubricants business. The
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game plan for these different sectors or businegsents are completely different
and if studies on specific sections, segmentsrategic groups is done the findings

would be more accurate.

5.6 Suggestion for further Study

The population of the OMC’s was at an all-time h@ftb3 oil marketers. Amongst
these 63% are locally incorporated and 37% areinatilbnal corporations. The two
sections of marketers employ different strategieschieve competitive advantage. It
is therefore recommended that studies be doneetwit groups separately. At the
same time there are major and independent oil ntenkevho are in different growth

phases and therefore employ similar strategies weitiing degrees of emphasis.

LPG and Lubricants are products with unique attebuas compared to the main
fuels, PMS, AGO and JET/IK. Studies have been dortee past in LPG Njoroge
(2006) and Lubricants, Oduol (2012). It is recomdezh that similar studies be
carried out onCompetitive Strategies employed b ltRarketers since the previous
study was done eight years ago. Research could kldsdone on Competitive
Strategies adopted by Lubricant Marketers amongvtbitinational Oil Companies
since the previous study by Oduol (2012) concestrabn Independent Oil
Marketers. In short a better approach would beotd lat studies based on strategic

groups.
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APPENDICES

APPENDIX I: LETTER OF INTRODUCTION

Bernard Michael Otieno,
University of Nairobi,
School of Business,
C/O MBA Office,
P.0.BOX 30197,
NAIROBI.

July 2012
Dear Respondent

RE: COLLECTION OF RESEARCH DATA

| am a student taking a Masters of Business Adinatisn at University of Nairobi
undertaking a research project entitléstrategies employed by Oil Marketing
Companies to achieve Competitive Advantagefor the degree requirement. This is
to humbly request you to fill up the attached guestaire to enable collect data. The
information collected shall be used purely for arait purposes and shall be treated

confidential.

Thank you for your assistance

Yours faithfully

Bernard Otieno
MBA Student
University of Nairobi
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APPENDIX II: QUESTIONNAIRE

The objective of this research is to identify timtegies employed by oil marketers

to achieve competitive advantage in Kenya.

The information collected in this study shall bedigpurely for academic purposes
and will be kept confidential. Your participation this survey shall be highly

appreciated.

SECTION A

Name of organization:
(optional)

Position held:
(optional)

Department/Function:

(optional)

Please tickY) as applicable

Q1

a) How long has your organization been in oper&tion

i. More than 10 years ( )
il. Between 6 and 10years ( )
iii. Five years or less ( )

b) On average what are your monthly sales voluroth(local and transit)

I. More than 20,000M3 ( )
il. Between 10,000 and 20,000M3 ( )
iii. Less than 10,000M3 ( )

c) Is your organization locally incorporated or altimational subsidiary
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Locally incorporated [ ] Multinational Subsidyajr] Other [ ] Please specify:

d) Which among the below listed petroleum proddgciss your organization deal
with

I. Liguefied Petroleum Gas (LPG) ( )
il. Premium Motor Spirit (PMS)  ( )

iil. Aviation JET-A 1/IK ( )

iv. Automotive Gas Oil (AGO) ( )

V. Industrial diesel Qil(IDO) ( )

Vi. Furnace Oil (FO) ( )

Vii. Bitumen ( )

viii.  Lubricants ( )

iX. Other ( ) Please specify
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SECTION B

Q2. The following statement describes the strategimeployed by oil marketers. In
application to your organization, kindly expressiyagreement/disagreement by

applying the following keys.
5- Strongly agree  4-Agree 3-Neutral 2-Qieg 1-Strongly disagree

Table Al Strategies employed by oil marketing compaes

Strategy 12| 3| 4| 5

1 | While serving a broad spectrum of customers the
organization ensures it has the lowest cost (btoad
cost strategy)

2 | While serving a broad spectrum of customers the
organization seeks to differentiate its producio@t
differentiation strategy)

3 | The firm seeks to have the best product at tivedo
price (Best Cost provider)

4 | Based on lower cost the firm concentrates inreoma
buyer segment (focused low cost)

5 | Based on differentiation the firm concentratea in
narrow buyer segment (focused differentiation
strategy)

6 | The organization practice collaborative alliance
which it shares some activities with partner
firm.(Strategic Alliance)

7 | The firm has merged with other firms in the past
(Mergers/Collaborative Strategies)

8 | The firm has been acquired or has acquired other
firm(s) in the past (Acquisition)

9 | The organization has increased its scope ofiaesv
either forward towards the consumer activities or
backward towards supplier activities in the valbain
(vertical Integration)

10 | The firm has ceded some of its activities invalkeie
chain to outside vendors (outsourcing strategy)

11 | The firm has increased its product portfolios in
different industry (product diversification)

12 | The firm has ventured into international market(
(Internationalization)
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Q3Which of the following best describes the strategimployed by the firm to keep

its cost low?
Kindly express your agreement/disagreement by apgphthe following keys.
5- Strongly agree 4-Agree 3-Neutral 2-Qre® 1-Strongly disagree

Table A2 Low Cost Strategies employed by OMC'’s

Strategy 12| 3| 4] 5

1 | Economies of scale- firm targets to move high vadam
in order to keep unit cost low

2 | Economies of experience & Learning

3 | Reducing key resource inputs

4 | The firm has increased its line of business to witic
distributes its cost

5 | The firm employs e-business techniques

6 | The firm uses direct-to-end user sales and maretin
strategies

7 | The firm has stripped away some of the extras aral g
only basic services

8 | The firm has located some of its facilities (eigrage
tanks) close to point of use

Q4.

If the organization is practicing focused stragsgiitem 4 & 5 above), kindly

indicate which market segment the organization dscentrating on. Please tick

appropriately )

(1) Reseller (), (2) Retail Network ( (3) Transit business (), (4) Consumer
(), (5) LPG cylinders 6kg or less (), (BPG cylinders 13kg and above (7)
Bulk LPG (), (8) Geographic location ( (9) Independent stations () (10)
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other (specify)

Q5.

a) Which part of activities have the organizatiomsourced. Please tick

appropriately )

(1) Importation ( ), (2) Clearing & Forwardilg ), (3) Storage ( ), (4)
Terminal services (), (5) Marketing (  )) (@ansportation (), (7) Lubricant
blending ( ), (8) Refilling of LPG (), (®unning of fuel retail network ()
(10) Other () Please Specify

b) Which of the below best explains the reasorotdsourcing above
Kindly express your agreement/disagreement by apgplhe following keys.
5- Strongly agree  4-Agree 3-Neutral 2-Qieg 1-Strongly disagree

Table A3 Reasons for outsourcing strategies

Strategy 12| 3| 4| 5

1 | Cost saving

2 | Lack of expertise within organization

3 | Reduces the firms risk exposure to changing t&oky

4 | Organization flexibility

5 | Relieve the firm to do those activities thatetforms
well

Vi. Other (Specify)
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c) Does the organization plan to extend to one orenof the outsourced

activities?
Kindly tick () appropriately.  Yes ( ), No( ).
If yes which one. Please tick)(appropriately

(1) Importation ( ), (2) Clearing & Forwardilg ), (3) Storage ( ), (4)
Terminal services (), (5) Marketing ( )) ®ansportation (), (7) Lubricant
blending (), Refilling of LPG ( ), (8) Ramg of fuel retail network () Other
() Please Specify
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APPENDIX Il

LIST OF OIL MARKETING COMPANIES

Ainushamsi Energy Ltd.

Alba Petroleum Ltd.

Al- Leyl Ltd.

Bakri International Energy (K) Ltd.
Banoda Oil Ltd.

Cape Supplies

City Oil

Dalbit Petroleum Ltd.

East African Gasoil Ltd.
10.Engen Ltd.

11.Essar Petroleum (East Africa) Ltd.
12.Fast Energy Ltd.

13.Fossil Fuels Ltd.

14.Futures Petroleum Ltd.

15.Gapco Kenya Ltd.

16. Global Petroleum Products (K) Ltd.
17.Gulf Energy Ltd.

18.Hashi Energy Ltd.

19.Hass Petroleum (K) Ltd.

20.Intoil K. Ltd.

21.Jade Petroleum Ltd.

22.Kamkis Trading Co. Ltd.
23.Keroka

24.KenolKobil Ltd.

25.Mafuta Products Ltd.

26.Metro Petroleum Ltd.

© © N o g s~ wDdhPE

27.Mogas International Ltd.

28. Millenium Dealers Ltd.
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29. Moil Ltd.

30. Muloil K. Ltd.

31.Nafton Ltd.

32.National Oil Kenya Ltd.

33. Oil City Services Ltd.
34.0Oilcom Kenya Ltd.

35.0il Libya Ltd.

36. Olympic Petroleum Ltd.
37.0ryx Energies Kenya Limited
38.Petro K. Ltd.

39.PJ Petroleum Equipment Ltd.
40.Premium Petroleum Co. Ltd.
41.Quantaum Petroleum Ltd.
42.Ranway Traders Ltd.
43.Regnol Oil Kenya Ltd.
44.Riva Petroleum Dealers Ltd.
45.Rivapet Ltd.

46.Royal Petroleum Ltd.
47.Samhar Petroleum Products Co. Ltd.
48.Topaz Petroleum Ltd.
49.Tosha Petroleum (K) Ltd.

50. Towba Petroleum (K) Ltd.
51.Total Kenya Ltd.

52.Trojan International Ltd.
53.Vivo Energy Ltd.

Source Ministry of Energy (2013)
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