RESPONSE STRATEGIES OF MULTINATIONAL
PHARMACEUTICAL CORPORATIONS TO CHALLENGES OF
COMPETITION FOR INSTITUTIONAL MARKETS IN KENYA

BY
JUDITH ONYINGE

A RESEARCH PROJECT SUBMITTED IN PARTIAL
FULFILLMENT OF THE REQUIREMENTS OF MASTER OF
BUSINESS ADMINISTRATION OF UNIVERSITY OF NAIROBI
DEPARTMENT OF BUSINESS ADMINISTRATION

OCTOBER 2013



DECLARATION

This is research project is my original work ang hat been submitted for examination
in any other university or institution of higheataing for Examination or for any other

purpose.

SIGNED DATE

JUDITH ONYINGE

D61/8367/2006

This Management project report has been submitteBxXamination with my approval as

University Supervisor.

SIGNED DATE

PROFESSOR OGUTU MARTIN

SCHOOL OF BUSINESS

UNIVERSITY OF NAIROBI



DEDICATION

To my dear parents, the Late George Samuel OnyinddPamela for giving me the gift

of life, the sacrifices they made in bringing npeand support throughout my life.

Dad, you inspired me to be the best | can in gllumdertakings in life, rest in peace.



ACKNOWELEDGEMENT

| give all the Glory and Honor to the Almighty Géat the health and strength that He

has given me throughout this project.

To my supervisor Professor Martin Ogutu, | havewards to express my gratitude
towards his patience, guidance and encouragemenhéoperiod that we've worked

together on the project. Humility and kindness\arties | highly appreciate about him.

| would not have made it this far without the suppbom my immediate manager,
Dickson Jawichre who has been very understandidgoargreat encouragement during

this challenging time.

| also appreciate colleagues in the Pharmaceutidaktry who contributed to this study
in one way or another and more so to those whaedpéeir valuable time to respond to

guestionnaires despite very busy schedules.

My sincere regards go to dear husband Samson aifdtech Eugene, Charlene and

Darren for always being there for me in both good bad times.

GOD BLESS YOU ALL!



ABSTRACT

The Kenyan pharmaceutical industry like any othedustry has been faced with
challenges in the past decade which has led Mtiltinal Pharmaceutical Corporations to
strategize for survival in the market. They haveha recent past shown keen interest in
the institutional markets in order to grow their rket share. This study looked at
challenges of competition facing MPCs for instibatl markets and response strategies
to these challenges. This study will benefit conyparecutives and top management
teams of various MPCs in the Pharmaceutical inguasr they are the drivers of the
companies’ grand strategies for business growthedtakeholders in the industry like
investors, collaborating multinational donor Agessciand the public in general would
benefit as this research would provide detailecbrimfition for making informed
decisions. Key institutions like Department of Defe (DOD), Kenya Pots Authority
(KPA), Referral hospitals (KNH, MTRH) and univeisg health facilities could also be
of interest to foreign investors as they make gand reliable business partners in terms
of quantity of purchase and consistency in paymeritnary data was collected using
self-administered drop and pick questionnaires wknere distributed to the managers in
each of the 25 MPCs. These managers were pickealbeof their knowledge of the
industry and were in a position to expound thetastyia issues facing the companies. The
guestionnaires were semi-structured having botm-@peled and closed-ended questions.
The study used descriptive statistics for data yaial These measures included
frequency, mean and percentage. Tables were usddsiely to present the
findings and to generate quantitative data which was finatigrated to form a
comprehensive report. The findings revealed that lalk of business comes from
institutions 68.4%, while the rest comes from opsarket 31.65 %, and the majority of
respondents agreed that buyers insisting on loweeg parallel /illegal imports, cheaper
substitutes, undercutting of prices, competitiomgisunorthodox methods, counterfeits
and threats from importers of generic products @ogeeat challenge in pharmaceutical
industry. They went further to clarify that couriggts and illegal imports threat was more
in the open market than institutions. On the sifipractice this study recommends that
pharmaceutical firms need to form strategic allenwith institutions in order to lock out
parallel/illegal importers and counterfeit product$§e Pharmacy and Poisons Board
(PPB) should come up with legislations to curb paldlegal imports and counterfeits in
order to minimise unhealthy competition. The usgmifessionals (either outsourced or
in-house) in the negotiation process with formuleoynmittees and preparation of tender
documents to deal with institutions is an optioattthe firms should look at. This is
because the institutions are getting more advanaedy from manual to e-tendering,
ordering and even payment which calls for furthaiming or use of skilled personnel
who understand the complexities associated with puocesses. Further, there are other
legal parameters that must be met by tenderingsfithmt calls for the input of
professionals. The study recommends that muidbinals are better placed to use local
distributors to undertake local logistics in redatito tenders. This is in relation to what
the distributors can undertake locally as compaedhe multinationals. The legal
requirements (both local and international) restiie participation and involvement of
the multinationals in certain activities.
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CHAPTER ONE: INTRODUCTION

1.1 Background of the Study

"Strategy is the direction and scope of an orgaiwmaover the long-term: which
achieves advantage for the organization througledtdiguration of resources within a
challenging environment, to meet the needs of narkend to fulfill stakeholder
expectations". Johnson and Scholes (1997). Com@#iategy is concerned with the
overall purpose and scope of the business to makét®lder expectations. This is a
crucial level since it is heavily influenced by @stors in the business and acts to guide
strategic decision-making throughout the busin€xsrporate strategy is often stated

explicitly in a "mission statement".

For many years different strategy schools have gedemwith different views on how
strategy should be developed and formulated. H&finizberg was the first person to
divide strategy development into different schoels his book (Strategy Safari, 1998)
he counts up to ten different schools. The whaaasof how strategy is made has been a
case of debate among academia for many years.napyidivide has been between the
design school and the learning school. In the desdpool strategy is viewed primarily
as a rational analytical process whereas the legschool sees it mainly as emerging
from a complex organizational process. Even ifdbbate is still ongoing it is becoming
more apparent that they are moving in the direatibcomplementing one another rather
than being extreme opposites (DeWit and Meyer, p0B4th these two schools and

other authors (Hax and Majluf, 1991; Johnson & $&$,01997) seem to agree that the



strategy process can be divided into distinct phask strategic analysis, strategy
formulation, planning and execution of strategyeTdisagreement is not whether the
phases exist but how they interact. The designdchas a more linear view of the
process; excellent analysis leads to well formdlas&rategies again leading to good

planning and execution (Mintzberg, 1994).

1.1.1 Response Strategies

Organizations depend on the environment for sutviMaey scan the environment
in an effort to determine the trends and condititirad could eventually affect the
industry and adapt to them (Thompson and Strickla®8@3). The organizations

environment is dynamic and to operate effectiveighww it, organizations must be

able to change in response. Responses can bestrategic and operational.

Ansoff and McDonnel (1990) noted that strategigooeses involve changes in a
firm’s strategic behaviors to ensure success instcaming the future. The choice
of the response depends on the speed with whidrtecydar threat or opportunity

develops in the environment.

According to Johnson and Scholes (2002) strategiponse is concerned with the
overall purpose and scope of the business to ntakelwlder expectations. It
guides strategic decision-making throughout thenass. It focuses on changes in
product or market domain or both. On the other hakrational response is
concerned with how each part of the business iarozgd to deliver the corporate

and business-unit level strategic direction. Openal strategy therefore focuses on



issues of resources, processes, and people aadyedyl concerned with strategy

implementation issues.

1.1.2 Industry Competition

Competition is the chief selective process in modmonomic society, and through
it we have the survival of the fit. Competition,thre sense in which the word is still
used in many economic works, is merely a specise cd the struggle for survival.
Competition, in the Darwinian sense, is charadieriaot only of modern industrial

states, but of all living organisms (Ely, 1901 6R)

Chen and Miller (1994) defined competition as thetioms and responses in
competitive engagement against rivals. Competittomlso defined as rivalry in
which every seller tries to get what other selbmes seeking at the same time: sales,
profit, and market share by offering the best pcable combination of price,
quality, and service. Where the market informaflows freely, competition plays

a regulatory function in balancing demand and sup@bmpetition can have both
positive as well as negative effects on a compamyarket opportunity. For
example, competition can cause an entire marketfldw through market
development, which results from more people becgrawware of the product, and
therefore more people buying the product, theratgreasing total sales for the

entire industry (Eddy, 1913, 19):

With the changing operating environment, a morenpumced transformation of the

business landscape lies ahead. Strategy beconaésovihe adaptation of the business



to the changing business environment. The pharniaeéundustry in Kenya has
undergone numerous changes since being liberalizeéde early 1990s. There has
been an influx of many pharmaceutical companies the market, either as direct
investments or through franchise holders. The prbdange within the industry has
widened greatly to meet the ever increasing consuraeds. The industry has been
characterized by many challenges of competitivecdsr such as new entrants,
substitute products and increased supplier andripoer, illegal/parallel imports and
counterfeits which have transformed the environnaegrteat deal, creating the need for

firms to come up with response strategies and ah#rgjr competitive positions.

Competition however limits market opportunity ferdividual companies. Firms try to
enhance their competitive position by using appgedermarketing strategies and as long
as the company has had a stronger competitiveigositan the others, it will expand its
market share while that of the weaker firms is oedl It is therefore important for
marketers to analyze competitors in the market lmclvthey operate. A good starting

point would be to identify the competitors.

The next step would be to identifying competitostfategies for the organization to
respond or react accordingly. The strategy may g the competitors’ strength,
weaknesses, opportunities and threats. Competitorse up with many strategies
depending on the market situation in which theyraggetheir internal capability and the

life stage of the market.



According to Porter (1980), strategies allow oigations to gain competitive advantage
based generic strategies which are cost leadershififgrentiation, and focus. Cost
leadership strategies emphasize producing starmdargroducts at very low per-unit cost
for consumers who are price sensitive. Differermgratis a strategy aimed at producing
products and services considered unique indusiig &nd directed at consumers who are
relatively price-in-sensitive. Focus means prodg@noducts and services that fulfill the

needs of small groups of consumers (David 1997).

According to Porter (1998), there are five forcefuencing competition in an industry,
namely; threat of new entrants, the threat of sust products or services, the
bargaining power of suppliers, the bargaining powkrbuyers, and the competitive
rivalry between current members of the industryn industries such as soft drinks,
pharmaceuticals, and cosmetics, the favorable eaifithe five forces has resulted in
attractive returns for competitors; however, pressuom any of the forces can limit
profitability. In the pharmaceutical industry, teds a constant influence of these forces

between MPCs, generic importers and local manufexgu

The threat of new generic entrargsietermined by absolute cost advantages, prapyiet
learning curve, access to inputs, government poliegonomies of scale, capital
requirements, brand identity, switching costs, asde distribution, expected retaliation
and proprietary. The threat of substitute prodirctorm of imported generics, parallel

imports and counterfeits can influence competisitrategies employed by MPCs.



When there is threat of substitute products orisesvconsider switching costs, buyer
inclination to substitutes and price performaneedroff of substitutes.

Bargaining power of suppliers gdetermined by supplier concentration, importance of
volume to the supplier, differentiation of inputénpact of inputs to cost or
differentiation, switching costs of firms in thedumstry, presence of substitute inputs,
vertical (forward, backward) integration and costative to total purchases in the
industry. These challenges can influence respoinategies employed by Multinational
Corporations.

Rivalry among industry members will include aspestgh as exit barriers, industry
concentration, fixed costs, value added costs, stngugrowth as well as intermittent

capacity.

1.1.3 Pharmaceutical Industry in Kenya

The pharmaceutical industry in Kenya is very clpselated to and almost inseparable
from the Healthcare industry and consists of tlsegments namely manufacturers (local
and international), distributors (local and inte¢rmi@al) and retailers consisting of
chemists and pharmacies all of whom all activelgpsut the Ministry of Health and
other key players in developing the health sectat eomprises of over the counter

(OTC), patented drugandgenerics market segments

According to The Kenya Pharmaceuticals and Healéh&eport Q1 2012, the Kenyan
pharmaceuticals and healthcare market presentsicigm revenue earning opportunities
for drug companies. Growth in the sector is boostedtrong demographics, increased

healthcare needs, and longer life expectancy,gisealthcare spending in the public and
6



private sectors and improved access to healthitfasil Furthermore, in addition to an
increase in the healthcare services provided bygtwernment, BMI notes that there is
also a growing demand for health services due goowing awareness of preventative

healthcare.

According to Business Monitor 2012, the governmeoit Kenya spent on
Pharmaceuticals: KES33.02bn (US$417mn) in 2010 ES38.72bn (US$450mn) in
2011; +17.3% growth in local currency terms ands¥®.in US dollar terms. This is an
indication of the growth potential of this industrlf is worth to note that Kenya's
pharmaceutical industry is on a rebound, ridingtto back of increased expenditure in

healthcare and general economic growth over thesyea

The pharmaceutical sector consists of more thahc8hsed units which include local
manufacturing companies and large Multi-Nationafgooations (MNCSs), subsidiaries or
joint ventures. Most are located within Nairobi atsdenvirons. These firms collectively

employ over 2,000 people, about 65% of who wordirect production.

The key players in the pharmaceutical industrylaage Multinational Pharmaceutical
Corporations who are represented in this countrassidiaries, Franchise, Scientific
office or joint ventures with local or internatidndistributors and also locally owned
corporations as manufacturers or distributors oictvimost are located within Nairobi
and its environs.

Quite a number of the Nairobi offices also servereagonal offices for Sub- Saharan

Africa or Middle African countries.



Some pharmaceutical companies either supply tmagsddirectly to distributors who in
turn supply the retail outlets, hospitals, governtmeinstitutions, non-governmental
organizations(NGOs) and privately owned institusioor they give importation and
distribution rights to some distributor(s) who innpon their behalf and equally distribute

to retail outlets, hospitals or other institutions.

The Multinational Pharmaceutical Corporations witlesence in Kenya are like Bayer
Healthcare, Pfizer Laboratories, and GlaxoSmith&listra-Zeneca, Roche, Sanofi-
Aventis and Novartis among others. The multinatiggtearmaceutical corporations are
generally faced with the challenge of legal constsa code compliance and patency

issues as compared to the generic importers aiadl ioanufacturers.

Sales of over-theounter (OTC) and prescription drugs clocked upssaf 17.7 billio
Kenyan shillings (USD 234.6 million) in 2008, up.2% from Sh14.4 billion tt
previous year, according to the Kenya Pharmacduticd Health Report 201@By
2014, the Kenyan drug market is expected to hdlaevof Sh33.5 billion, equating t
compound annual growth rate (CAGR) of 13.53% iralatirrency terms and 22.8%
US dollar terms

The legal framework that takes care of the pharoiaza industry are Pharmacy and
Poisons Act, Cap 244, Industrial Property Act, 208xti-Counterfeit Act, December

2008, Kenya Public Procurement and Disposal Ad520

Pharmacy practice is regulated by The PharmacyPambns Board (PPB) whichtise

8



pharmaceutical regulatory authority in Kenya analdshed by law under the
Pharmacy and Poisons Act, Cap 244. The Boagdlates the practice of pharmacy

the manufacture and trade in drugs and poisons.

1.1.4 Pharmaceutical Institutional Market in Kenya

The pharmaceutical institutional market in Kenyaniginly composed of the public and
private healthcare institutions. The Public Heatt$titutions were previously organized
into national, provincial, district, and communigyel, therefore forming a pyramid-like
pattern but recently reduced to national, levekfilevel four and the county health
facilities. Mobile clinics and dispensaries ar¢hat very bottom of the pyramid with level
four and five hospitals at the middle. Kenyattaiblal Hospital (KNH) in Nairobi and
Moi Teaching and Referral Hospital (MTRH) in Eldbeae at the apex of the public
healthcare system both receiving budget allocafrom the Ministry of Health for
running the facilities. The other health facilitidepend on Kenya Medical Supplies
Authority (KEMSA) for most of its medical requiremts. Besides the free supply form
the government, most of the level four and fivetitnBons purchase medication not
available in the government formulary using RevadviDrug Fund (RDF). This is in

response to customers (doctors and patient) needs.

The Kenya MedicalSupplies Authority (KEMSA) is a specialized medidagistics

provider for Ministry of Medical Services and PublHealth which supports health
facilities and programs. The Authority was formed Id.th February 2000 as a result of
recommendations of a health stakeholders’ forunbddld'Strategies for Reforming the

9



Drug and Medical Supplies Systems in Kenya” heltiveen June 7 and 10, 1998. As
the primary public procurement agency for medicikSMSA plays a significant role in
the pharmacy sector and the pattern of procurermerKEMSA has recently been
modified to alleviate certain problems that haémign the procurement process in recent

years.

Hit by rising inflation and the increase in thegeriof medicines and medical devices, the
majority of which are imported, the subsequentease in the cost of operations for
Multinational Pharmaceutical Corporations leadiagfulation of strategies for survival
and sustainable competitive edge. Apart from th@marivate and public hospitals like
Nairobi hospital, The Aga Khan, KNH and MTRH, the&lnh caliber government-
owned/public and parastatal institutions like Démant of Defense (DOD), Central
Bank of Kenya, Kenya Ports Authority, East AfricRrtlands and Public University
health facilities have in the recent past beenre&gattraction to both Multinational and
generic pharmaceutical organizations mainly duéitge quantities consumed by both
the employees and dependents at no or subsidizeld, dbeir reliability in terms of
payment and affordability of good brands. The othdwantage of selling to these

institutions is that it locks out competition anal substitution can take place.

The main characteristic of these institutions dregal and Regulatory environment
pertaining to the competitive bidding and procurem@rocess of pharmaceutical
products and thus calls for a lot of market inghice. These institutions are usually a
“one-stop” source of care that takes care of deselgsgnosis through necessary tests and

10



medication. The procuring entities (PE) within fhéblic health institutions usually aim
at acquiring medical supplies and services at aptinterms by taking into account the
acquisition price, payment terms, product and serwjuality, availability, supplier

support and track record.

Qualified suppliers are usually given equal opyaity to bid for supply of medical
products and services and the highest ethical,epsainal and legal standards in
procurement are always observed in establishingiaatly beneficial relationship with
suppliers and customers. All procurement of mediegliirements are done through open
competitive public bidding un less an alternativegorement method is justified in
accordance with the relevant provisions in the RuBrocurement and Disposal Act
2005, Public Procurement and Disposal Regulati®@62the Public Procurement and

Disposal (ROK 1994)

In order to lock out illegal traders, the instituts take suppliers through Pre-qualification
process that requires them to produce Certificaté Iloocal Technical
Representative(LTR), Certificate of incorporatitetter of authorization of Manufacturer
(in case of distributors) among others. Financiadl &ecurity bid bonds are also a
requirement for participation in the tender proc&3sce the supplier qualifies, the next

stage is to sign a binding contract the supplierthe institution authorities.

1.1.5 Multinational Pharmaceutical Corporations inKenya

11



According to the Drug Index (Formerly East AfricRharmaceutical Loci) 12 Edition
2012/2013 there are 25 Multinational PharmaceutBmaporations that have a presence
in Kenya as subsidiary, scientific representatiffeces, franchise or through importers
and distributors. These are companies that devplopluce and market ethical drugs that
are licensed for use as medications in the treaimemevention or alleviation of
symptoms of diseases. Drugs have been categonmedhree distinct and broad product
segments. First is the Over the counter drugs (QTéhich are easily accessible and can
be purchased as the name suggests over the ceutiteut a doctor’s prescription and

are found in shops, supermarkets and pharmaciesaagigl stocked in institutions.

The second segment is the ethical drugs, foundharmpacies/chemists in both open
market and institutions and should be dispenseg with professional advice with some
not necessarily on prescription. While the thirdgment is the prescription only
medicines (POMs), found in pharmacies and instihgiand can only be issued where a
prescription signed by a doctor exists. ExampleBOMs are very potent pain killers like
pethidine, hypnotics and tranquilizers which cotddise dependency or addiction.

The MPCs manufacture drugs after a long time séaech and development(R&D) are
usually under patent for about twenty years aftdrictv any other company may
manufacture the generic equivalent of the drugctwis usually cheaper in price mainly
since they do not incur research and developmesis.cBesides, the raw materials could
also be more readily available by then due to dehtaeated by the originator company.
Drugs are also a highly commodity regulated andsatgected to a variety of laws and
regulations regarding patents, testing, registnagiod marketing.

12



Multinational pharmaceutical companies are comsamiich are privately owned or
publicly traded, and conduct their business in maayntries in different continents.
They participate in a broad range of drug discoweryg development, manufacturing and
guality control, marketing, sales, and distributi®@rug discovery and development is
very expensive as only one out of every ten thodiséiscovered compounds actually
becomes an approved drug for sale and the costva@l@ping a successful new drug has
been estimated at about 1.3million USD. The fiftegm Multinational companies in the
world are Pfizer, GlaxoSmithKline, Johnson & Johmsderck, Astra-Zeneca, Novartis,
Sanofi-Aventis, Roche, Bristol-Myers Squibb, WyetAbbot, Eli Lilly, Takeda,
Schering-Plough, Bayer with revenues ranging fr@bQ@,000 million USD annually.

The main challenges for drug companies come fram &oeas. First, they must deal with
competition from within and without. Second, theyshmanage within a world of price
controls that dictate a wide range of prices frdate to place. Third, companies must be
constantly on guard for patent violations and deeglal protection in new and growing
global markets. Finally, they must manage theirdpod pipelines so that patent
expirations do not leave them without protectiom foeir investment. (Davidson &
Greblov 2005)

According to IMS Health as restated in the 2004 #&&eneca Annual Report, the United
States, the European Union and Japan comprisditee major pharmaceutical markets
which together represent 88% of world sales. Atd$hme time, although the share of
world pharmaceutical sales in developing countaiethis point of time is much lower,

they show much faster growth rate than developeattces do, therefore developing

13



countries contain a significant potential for fuattexpansion of pharmaceutical industry
in the future.

MPCs are bound by international codes of condwatrdnge from industry specific

codes like IFPMA among others whereas the genenorters and distributors may not
necessarily subscribe of follow these codes. BesiéCs operate in the global space
exposing them to more scrutiny beyond Kenya antcafr borders, in this regard it is
expected that even in the presence of week enf@wtaf laws and regulations in the
developing countries, they would be still stickboghe rules of the day due to their

international obligations in the rest of the world.

1.2Research Problem

Organizations generally operate in stiff environmerainly because they most times
sell products or services which are similar andgasame customers as competitors.
For a long time the pharmaceutical market operatesrelatively stable environment
till the last decade when the industry experiendeadstic change and aggressive

competition mainly as a result of liberalizatiordagiobalization of the industry.

It is therefore very crucial for a firm’s top exéie@s to not only monitor existing

competitors but also the emerging ones then quilckiyulate strategies to counter the
threats as they emerge. The multinational Pharni@eélCorporations just as any
other business ventures have been faced with cdtiopein its operating business

environment.

Mc Kinsey and Company (2008) carried an extensiugey on how to competitors

out of the realization that firms operate in a hygtompetitive environment. In Kenya,
14



a lot of studies have been carried out on how wuarmrganizations have responded to
competition out on strategic responses; Murgo08&et to identify the challenges in
the sugar industry in the light of changing op@m@tenvironment; he did a census
survey of 7 firms and concluded that the key cimgiés were globalization,
mismanagement and poor technology. On her partwdug (2008) did a case study
of Barclays bank. Her objective was to establighdtrategic responses to the external
environment the study concluded the challenges reqpeed were mainly due to
liberalization. In the Pharmaceutical field, Ate@912) researched on responses by
private Mombasa County pharmaceutical distributdcs challenges faced in
implementation of the Kenya National Drug policypigb, J.O. (2006). Responses of
Pharmaceutical importers to challenges of illegadlé in the Pharmaceuticals. Simba
(2012) also researched on strategic responses Htinatnal corporations to
challenges posed by generic drugs in Kenya, a mres¢hat was done more of in the
open market i.e. in dispensing chemists and phastsabut not in the enclosed
institutions like Department of Defense (DOD) medlitacilities, Kenyatta National

Hospital.

Findings from the above show that none of thesegtadies has been able to address the
response strategies of Multinational PharmaceutCatporations to challenges of
competition in the institutional markets in Kenyeat yhey contribute substantially to the
organization’s overall business, command a sigmficmarket share and been able to

remain profitable at the same time.
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This brings us to the question of “What are thellehges of competition facing
Multinational pharmaceutical in the institutionakrkets and which response strategies

have they employed to overcome these challenges?

1.3 Research Objective
The objectives of this study were:-
i) To identify the challenges of competition facing Ifhational Pharmaceutical
Corporations (MPCs) for institutional markets inria.
i) To determine the response strategies employed biyrditional
Pharmaceutical Corporations (MP@s)vercome challenges of competition

for institutional markets in Kenya.

1.4 Value of the Study

The study will benefit company executives and tagnagement teams of various MNCs
in the Kenyan Pharmaceutical industry as they lagedrivers of the companies’ grand
strategies and business growth by entry and gasiiage of this market segment. Other
stakeholders in the industry like investors, calla@bing multinational donor Agencies

and the public in general would benefit as thiseaesh would provide detailed

information and thus make informed decisions. tagtns like Department of Defense

(DOD), Referral hospitals and universities heaHbilities could also be of interest to

foreign investors as they buy in bulk and usuallgken good and reliable business
partners. The research findings would enable Maiiimal Pharmaceutical Corporations
to make informed decisions on how align their in&rcapabilities to the environment

and therefore have a competitive edge over conmpetin the market place. Other
16



organizations including generic pharmaceutical camypexecutives could also learn best
practices in the industry and identify those thatyrapply to their own organizations and

thus run competitively in the market place.

The government, policy makers and other regulabwgies like PPB would get more
information to include in data bank for referendesstly, it will be of importance to the
academia for a clearer insight of the pharmacdutnchustry as well as propulsion for
further research. The study could bridge the rebegap that exists and avail secondary

data for easier desk research and form a basfatiame primary research.
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CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction
This chapter reviews literature on the concept thtesgy, the environment of
competition, strategy in the pharmaceutical indydirategic responses and an empirical

review of literature.

2.2 Theoretical foundation

“The aim of strategy is to provide organizationghmilirection whether is a carefully
developed plan or a series of related opportunitieeh the organization follows or a
combination of plans and opportunities” Clair (2p0Burther, Clair (2008) continues to
say that “There are many and varied definitionstcdtegy but common to nearly all are
an understanding of the external environment arel résources and the resources
available to compete in the external environmelit’is thus noted that developing
strategy is often concerned with markets, competiind growth both domestically and
internationally. This may necessitate changes tacktre or existing set-up in the

organization may be sufficient to take the orgatmraforward.

2.3 The Concept of Strategy

There are several views on what strategy meanscdlygefinitions include: "Strategy is
the skill in managing or planning" .Mintzberg, aQdiinn (1991), states that strategy is
the primary means of reaching the focal objectiVhe focal objective is whatever
objective is in mind at the moment. Strictly speakiit is literally meaningless to talk
about strategy without having an objective in midilewed in this context strategy
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becomes an integral part of the ends and meanartisr (Thorelli, 1977). There is a

growing cognizance that in highly dynamic enviromtse traditional approaches to
strategy development often do not lead to the addnresults, and that organizations
must move towards a more dynamic concept as therlyimty conditions change before
formulated strategies can be fully implemented. Eosv, the way in which a dynamic
approach to strategy development can be achievetwtislear. According Andrews

(1971), strategy is a rational decision-making pssc by which the organization's

resources are matched with opportunities arisiognfthe competitive environment.

Aldrich (1979) states that the environment hasrangt deterministic influence on the
strategy-making processes in organizations. On dther hand, proponents of the
resource-based view argue that it is not the enwient but the resources of the
organization which form the foundation of firm s&gy Grant (1994). Despite the
differences, all these frameworks have one thingpimmon which is that they all aim at
maximizing the performance of an organization byriaving its position in relation to

other organizations operating in the same competénvironment.

Johnson and Scholes (2002) define strategy asirbetidn and scope of an organization
over the long-term, which achieves advantage fog thrganization through its
configuration of resources within a challenging iemvment with an aim to meet the
needs of markets and to fulfill stakeholder expemtg. Corporate Strategy is concerned
with the overall purpose and scope of the busit@sseet stakeholder expectations and
is often stated explicitly in the organization’sssion statement. Bryson, (2004) notes

that today’s environment has not only become irginggy competitive but uncertain,
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complex, interconnected and fast changing. Orgénizsare therefore required to think
and plan in advance, yet be flexible enough tonpamte changes as they operate in the

ever changing environment.

2.4 The Organization and the Environment

Economic forces can have a profound influence ogamiational behavior and
performance. Economic growth, interest rates, tralability of credit, inflation rates,
foreign exchange rates, and foreign trade balaacesmong the most critical economic
factors. Economic growth can also have a large anpa consumer demand for products
and services. According to Hill and Jones, (1998)rg organization exists within its
own internal environment and is influenced by ixteenal environment. The business
environment is subject to many changes and the lexibp of these environmental
influences upon an organization will vary signifitlg from case to case. It is therefore
necessary for organizations to understand how llaages in the external environment
might differentially affect them. Some organizasopass from decade to decade with
little change in their environments whilst otherasincope with daily or hourly changes

which must be addressed.

Organizations are dependent on the environmenthaiBiconstantly changing .To adapt
to the environment the organization must adoptio@mt changes and strategies geared
towards serving changing the environment. Orgaiizatmust cope with and manage
uncertainty created by changing environment to fleceve. Uncertainty increases the
risk of failure for organizational responses andkesait difficult to compute costs and

probabilities associated with decision alternativdéoberg and Ungson, 1987).
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Characteristics of the environmental domain tht@mce uncertainty are the extent to
which the external domain is simple or complex Hraextent to which events are stable

or unstable (Dess and Beard ,1984).

The patterns and events occurring across envirotainsectors can be described along
several dimensions, such as whether the environmestable or unstable, homogeneous
or heterogeneous, concentrated or dispersed, songlemplex; the extent of turbulence;
and the amount of resources available to suppertoitganization (Bluedorn, 1993).
These dimensions boil down to two essential ways #nvironment influences
organizations: the need for information about theirenment and the need for resources
from the environment. The environmental conditioh€omplexity and change create a

greater need to gather information and to resp@asedbon that information.

2.5 Response Strategies to competition

Competition forces companies to constantly engagdfensive and defensive marketing
strategies. Rivalry occurs because one or more ebttogs either feels the pressure or
sees an opportunity to enter an industry or to awrits position within an industry. In
most cases, competitive moves by one firm haveceatile effects on its competitors
and, thus, may invite retaliation or efforts to otar the move (Porter 1980). Companies
respond to competitor challenges by counterattackivith increasing advertising
expenditures, cutting prices, increasing innovatiand introducing new products, or
even accommodating the entrant by doing nothindemreasing the level of marketing
effort (Karakaya and Yannopoulos, 2011; SchereB0L9Firms grow by taking market

share from rivals or creating new markets. Incunbeered to be prepared for attacks by
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existing firms seeking to expand their business aad entrants. The incumbents’
objective is to defend their market share and gttean their position by making it harder
for companies to enter or for existing firms to lidr@ge them. Incumbent firms may also
attack in an attempt to enter a new market, rejposihemselves, or improve their market
position. Markets are dynamic arenas where firmddrexpand into their industries or

reposition themselves in other segments withinndestry. As firms attempt to improve

their position, they engage in competitive battkesd adopt offensive strategies.
Successful use of offensive strategies can helpraimprove its competitive position,

gain market share, and increase profits. In thigepave discuss both defensive and
offensive marketing strategies. We, first, disctiss pre-entry and post-entry defensive

marketing strategies, and, then, a number of offemaarketing strategies.

Because of ongoing rivalry, established firms nee@ngage in defensive strategies to
fend off the various challengers. The primary psgof defensive strategy is to make a
possible attack unattractive and discourage pateatiallengers from attacking another
firm. Incumbents try to shape the challenger's eigt@ns about the industry’s
profitability and convince them that the returntbeir investment will be so low that it

does not warrant making an investment in that itrglus

Defensive strategies work better when they talkeglbefore the challenger makes an
investment in the industry, or if they enter theustry before exit barriers are raised,
making it difficult for the challenger to leave thedustry. For this reason, an incumbent
needs to take timely action to discourage a chgdlerfrom making any substantial

commitment, because once the commitment is made niore difficult to dissuade the
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challenger from following through with the attackpecially if exit barriers are high. If
an attack has already begun, a defending firm ntegmat to lower its intensity and
potential for harm, by directing the attack to arednere the firm is less vulnerable, or in
areas which are less desirable to the attackerntgiRd985). Or they should initiate
actions designed to make the entrant’s life diffi@after entry has occurred. This may
convince the entrant that its calculations weredpbmistic and its early experience in

the industry is so negative that it does not wdrcantinuing the entry effort.

2.6 Ansoff’'s Product-Market Expansion Grid

Ansoff's model is one of the best tools which compa use to develop market and
product expansion strategies. Ansoff's model isedasipon four type of strategies
namely market penetration strategy, market devedopratrategy, product development
strategy and diversification strategy. The strategyalso dependent on company
objectives which include increasing sales, increagprofit, enter into new market,

develop new product and venture into new business a

The company'’s first preference would be to checletér they can gain more market
share with their current product portfolio in theurrent markets (Market penetration).
The next would be to find out whether they coulddfinew market for the current
products (Market Development).They would then coasif there is a place to get more
share by introducing new products in the currentketa(Product Development). Lastly if
all the strategies are not feasible in current camypenvironment then the company

could produce new products for new markets whiadreelot of budget and efforts.
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2.6.1 Market Expansion Strategy

Market expansion strategy as a response is agyrétat can allow an organization to
concentrate its limited resources on the greatpgorunities to increase sales and
achieve a sustainable competitive advantage. ltldhioe centered on the concept that
customer satisfaction is the main goal. Kotler @0&rgues that it is most effective when
it is an integral part of corporate strategy. Am¢d957) proposed a useful framework for

detecting new intensive growth strategies calladdpct-market expansion grid”.

The company first considers whether it could gaiarenmarket share in its current
market. This is known as market penetration stgat€ge best way to achieve this is by
gaining competitors’ customers or attracting noarsf your products and convincing
current clients to use more of the company’s préglacservice. The next step is whether
it can find or develop new markets for its currpmducts; here an established product
can be targeted to a different customer segmeatsisategy to earn more revenue. This
is known as market development strategy (Ansoff7)98 then considers new products
of potential interest to current markets known emlpct development stage. Frequently,
when a firm creates new products, it can gain nestarners for these products. Product
development can be a crucial business developmeategy for firms to stay
competitive. Finally, the business reviews oppadties to develop new products for new

markets known as diversification strategy.

2.6.2 Diversification Strategy
Diversification is a corporate strategy to increaakes volume from new products and

new markets. Diversification can be expanding mttew segment of an industry that the
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business is already in, or investing in a promidaginess outside of the scope of the
existing business. Diversification growth strateggkes sense when good opportunities
can be found outside the present business. K@&(#r3) states that a good opportunity is
one in which the industry is highly attractive atie company has a mix of business

strengths to be successful.

The company could seek concentric diversificatiamr hew products that have
technological or marketing synergies with existprgpduct lines. This will enable the
company to leverage on its technical know-how tm g@me advantage. The company
can also pursue horizontal diversification whersearches for new products that could
appeal to its current customers even though the pesducts are technologically
unrelated to its current product line. Finally, tt@mpany might opt for conglomerate
diversification where it seeks new businesses lizae no relationship to its current
technology, products or markets in order to imprtheeprofitability and flexibility of the
company (Kotler, 2003). Diversification results tire company entering new markets
where it had no presence before. It usually requiew skills, new techniques and new
facilities. As a result it almost invariably leatsphysical and organizational changes in
the structure of the business which represent &indisbreak with past business

experience.

2.6.3 Market entry strategies
Firms may respond to increased competition by &genew markets with similar
products. These could be markets they are not milyreerving or new geographical

markets. Market entry strategies may include adipms, strategic alliances and joint
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ventures. Firms may also respond to competitiveg®by developing new products. This
will be aimed at reducing risks through diversifioa as a means of responding to
competitive forces which could be related or uriegla Related diversification can be
further disintegrated to vertical or horizontalegtation. Vertical integration refers to the
integration of the adjacent (either forward or haakd) activities in the value chain
(Johnson and Scholes, 2002). Backward integratideest a firm closer to suppliers’
thereby increasing dependability of the supply.waod integration moves a business
closer to customers. In the face of increased catigye this has the benefit of cost

reduction, defensive market power and offensiveketgrower.

On the other hand, horizontal integration refertheodevelopment into activities that are
competitive with/or directly complementary to thengpany’s present activities (Johnson
and Scholes, 2003). According to Pearce and Robif@003), the principle attractions
of a horizontal integration grand strategy is thafirm is able to greatly expand its
operations thereby achieving greater market shamgroving economies of scale and
increasing the efficiency of capital use. Barnat@38) recognized that firms on their
own cannot create resources and capabilities needawsper and grow; they identified
collaboration as a viable way of combining resosirge business opportunities. Such
collaborations can take the form of strategic a#ies, franchising, mergers and
acquisitions among others. As argued by Harrigdd8%), strategic alliances are more
likely to succeed when players posses complemerdasgts and thus a firm seeks
knowledge it considers lacking but vital for thdfifiment of its strategic objectives. A

firm will furthermore need to possess knowledgeehasthe same area, since only such

similarity will allow an understanding of the irdacies of the knowledge as well as of its
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applicability to the firms’ unique circumstancesh8llei (1999) argues that in order to

fortify a firm’s position against predators fromrahd, it is important to collaborate.

2.6.4 Innovation and Technology Strategy

Hill (2003) refers to technological change whicls maade the globalization of markets
and production a tangible reality. The internet #relassociated World Wide Web are a
source of phenomenal growth. Information processaagability can improve an
organization’s strategic capability. The use of I@dd technology has affected every
aspect of business, transforming not only the wasiress is conducted but also creating
new business sectors. Businesses have initiatatkegites to meet the challenges of
change. The use of websites has allowed compan@svelop cheaper ways of reaching

markets while enhancing the level of customer setvi

Technology has been used extensively by many argaons to acquire a competitive
advantage over competition. The organization needmsure that it chooses the right
kind of technology for its given business enviromméccording to Johnson and Scholes
(2003), what is key to technology strategy is iret@n. Technology should be seen as a
means of underpinning innovations. A firm’s infortioa technology knowledge is a
necessary condition that enables the market drivento respond to the market and

create/sustain competitive advantage.

The rationale of innovation strategy is to createeav product life cycle (stealth
positioning) or come up with a totally new prodticat would render similar existing

products obsolete.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

This chapter comprises of the research designpapelation of interest, the population
sample, data collection instruments, and the dasdysis technique that will be used to
establish the challenges of competition for instlnal markets and the response
strategies adopted by Multinational Pharmaceut@aiporations in Kenya to overcome

these challenges.

3.2 Research design

A cross sectional survey design was used to agterdaous response strategies used by
Multinational Pharmaceutical Corporations to oveneahe challenges to competition for
institutional markets. According to Cooper and iSdler (2003), a survey method is
often used to study the general condition of peapl@ organizations as they investigate
the attitudes, perceptions, expectations and apioigeople usually through questioning
them. Semi-structured questionnaires were distibud respondents in order to gather
both qualitative and quantitative data. This meth®doest suited where descriptive
information is sought (Kotler and Armstrong 200The research was designed to
establish the challenges of competition faced by ltikational Pharmaceutical
Corporations for the institutional markets and tesponse strategies used by them to

overcome these challenges.
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3.3 Population of study

The population of study was 25 multinational pharendical companies in Kenya. As at
December 2012, there were 176 pharmaceutical caegasperating in Kenya as
importers and distributors. Of these, 62 comparaes the local importers and
distributors, while the others are pharmacies, rfeturing and multinational

companies. Of these 25 are the multinational pheeotécal companies that are involved
with research and development (Source: East AfrlRaarmaceutical Loci, Drug Index

11" edition).

3.4 Data Collection

Primary data was collected using self-administetexp and pick questionnaires which
were distributed to the managers in each of theMibitinational Pharmaceutical
Corporations. These managers were picked becautigeiofknowledge and were in a
position to expound the strategic issues facing thrganizations and the industry as a
whole. The questionnaires were semi-structured ngawioth open-ended and closed-
ended questions. The closed-ended questions prbvitere structured responses to
facilitate qualitative data analysis. The open-ehdgiestions provided additional
information that would not be captured in the ctbeaded questions. The questionnaire
consisted of three parts, section A consisting @hnhegal demographics of the

organizations, B focused on challenges of competitind C on response strategies.

3.5 Data analysis
The study used descriptive statistics for datayamal These measures included the

percentages, mean scores and standard deviatiatisti8al Package for Social

29



Sciences (SPSS) and excel spread sheet were usmd a&d in the analysis of
guantitative data and Tables were used exclusiteelgresent the findingBoth

were finally integrated to form a comprehensiveorép
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CHAPTER FOUR: DATA ANALYSIS, INTERPRETATION AND

DISCUSSION

4.1 Introduction
This chapter presents data analysis, interpretasiotd discussions of findings. The

purpose of the study was to investigate the chg#lenof competition faced by
Multinational Pharmaceutical Corporations for ingional markets in Kenya and to
determine their response strategies that theytosevercome these challenges. The
chapter was organized into sections mainly basethenmesearch objectives mentioned
above and the findings are presented in percentageédrequency distributions, mean

and standard deviations.

4.2 Background information

This study targeted 25 respondents in MultinatidPlaarmaceutical Corporations based
in Kenya. The total number which responded was ut%625 making the response rate
76% which the researcher considered adequate wo araclusions about the population.
The respondents were managers who have detaileddahge of the industry and are the
ones responsible for business growth in their respe organizations. The study was
divided into three sections. The first section li@snographic information about the
organizations studied; the second section the exingdls of competition for institutional

markets and finally the third section on resporisgteggies employed by Pharmaceutical

multinational Corporations to overcome the chalésng
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4.2.1 Company age

The question of age relates to the time the firtagexd operating in Kenya or the period
of time the company had been in operation in Keanya the findings were as follows: -
all companies had been in operation for over 1Gyedth 26.32% between 10 and
15years, 57.89% between 16 and 50years wheread5mM9% had been around for over
50 years and above with the highest being 65 yadrin Kenya as shown in the Table

below.

Table 4.1 Company Age

Age Frequency Percentage
10-15yrs 5 26.32
16-50yrs 11 57.89
Over 50yrs 3 15.79
Total 19 100

Source author 2013

It is worth noting that most of the firms were aldg well established in their country of

origin long before setting foot in Kenya.

4.2.2 The number of full time employees

The study revealed that there is great variatiotheanumber of full time employees as
the firms employ between seven and one hundredfaryg employees which is a

variation also manifested in the branches acrossgthbe. 31.58% had 10 and below
employees; 42.11% had between 11 and 50employeeseash 26.31% had over 50

employees with the highest having 140 employeés @able 4.2 below.
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Table 4.2 The number of full time employees

No. of employees Frequency Percent
Less than 10 6 31.58
11-50 8 42.11
50 and above 5 26.31
Total 19 100

Source author 2013

The respondents mentioned that quite a number oftiddtional Pharmaceutical
Corporations depend on their distributors for operal and logistical services like
importation and distribution which explains the lomtmber of full time employees for

some organizations.

4.2.3 The Country of origin

The researcher also established that the Multinati®harmaceutical Corporations in
Kenya mainly originate from USA and European caesttike UK & Sweden, France,
Britain, Denmark and Switzerland which is commornthwinost R&D companies in the
other industries as opposed to the generic manutastand importers whose origins are

mainly Asian countries like China, India and Paknst

4.2.4 The number of branches in other countries (Wtdwide)
The majorities of firms has representation and agein 100 to 150 countries across the
globe with a few having over 200 branches worldwdach is very typical of most

multinational corporations across the industries.
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4.2.5 Types of ownership/representation of officeniKenya
The response indicates that the majority operat&dnya as subsidiary followed by
distributor and scientific offices and lastly aarfchise as shown in Table 4.3.

Table 4.3 Types of Ownership of office in Kenya

Type of Ownership Frequency Percent
Subsidiary 7 36.8
Franchise 2 10.5
Scientific office 5 26.3
Distributor 5 26.3
Total 19 100.0

Source author 2013

The study findings revealed that the fast majo3§.8% had subsidiary kind of
ownership, 26.3% had the some kind of ownershipvéen scientific office and

distributor, and only 10.5% had franchise kind whership.

4.2.6 Source of Revenue
The study further sought to know whether the budlkusiness come from institutions or
the private market and the findings are as showirable 4.4.

Table 4.4 Source of Revenue

Source of Revenue Frequency Percent
Open market 6 31.6
Institutions 13 68.4
Total 19 100.0

Source author 2013
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The respondents reported closely varying perceategpealing that the bulk of business
comes from institutions 68.4%, while the rest corfresn open market 31.65 which
depicts that the larger market share comes fronmntéutions. Most organizations with
the bulk of business coming from institutions hasnments by respondents indicating
that they have assigned and trained personnel r{Bssi development/Institutional

Manager) who take care of institutional business.

4.3 Competition Challenges

In order to asses the response strategies of ratittiral pharmaceutical corporations to
challenges of competition in institutional marketsKenya, respondents were requested
to indicate their level of agreement on variouatstgies effective in helping the business
operations. The responses were rated on a fivet goale where: 1-not at all, 2-little

extent, 3-moderate, 4-greater extent and 5-vergtgnetent as shown in Table 4.5 below.
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Table 4.5 Competition Challenge

Competition challenge Mean Std. Deviation
Threats from distributors of new brand¢3.210 0.787
products

Threats from importers of generic 3.526 1.263
products

Threats from locally manufactured 2.315 1.492
products

Competition using unorthodox metho(3.789 0.854
Competitors resulting to under cutting |3.842 1.014
prices

Innovative products 3.263 1.045
High prices by suppliers 3.263 1.194
Rigid credit terms by suppliers 3.368 1.011
Suppliers dictating quality of products [2.210 1.397
Buyers insisting on lower prices 4.105 0.936
Formation of cartels by suppliers 2.894 1.328
Collusion amongst buyers 2.631 1.422
Parallel/illegal imports 4.052 1.311
Counterfeits 3.315 1.565
Cheaper substitutes 3.894 1.149
Better quality substitutes 2.157 1.384

Source author 2013
As the table shows, the top four highest mean scamre on: - Buyers insist on lower
prices, parallel /illegal imports, cheaper substgy undercutting of prices and

competition using unorthodox methods which pose fteatest challenge to
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Pharmaceutical Multinational Corporations in phaceaical industry in Kenya. The
lowest mean scores were on better quality subssitéimllowed by suppliers dictating
quality of products and threats from locally mamtfiaed products. Of moderate scores
were: -Threats from importers of generic produgtean=3.526), rigid credit terms by
suppliers (mean=3.368), Counterfeits (meadr815), Innovative products (meaB=263),
high prices by suppliers (mear8:263) and threats from distributors of new branded
products (mean3.210) all posing almost equal challenge.

Some respondents specified that challenges on edeits and illegal/parallel imports
affected the open market as opposed to institutimaakets due to the rigorous and strict
regulations and procedures that require suppliénsstitutions to produce certificates
registration of entities, Local Trade Representdgtid R) and letter of authorization from

manufacturers in case tender is done by a distiibut

Other challenges mentioned in the questionnairelundmments were legal constraints
and code compliance which affects the multinatiomabre than the generic

importers/distributors and local manufacturers.

4.4 Response strategies for challenges

The second objective was to establish the respasissmtegies of multinational
pharmaceutical corporations to challenges of coitipetfor institutional markets in
Kenya. The respondents were requested to indibaie level of agreement on various
strategies used by their organizations to overctimeechallenges. The responses were
rated on a five point scale where: 1-not at alljt® extent, 3-moderate, 4-greater extent,

and 5-very great extent as shown in the Table dl@&
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Table 4.6 Response strategies for challenges

Response Strategies for challenges Mean Std. Deviation
Market penetration (gain more market share in cumearket) (4.210 0.787
Market development (develop new markets for curpeatiucts)4.052 0.848
Products development(develop new products for ot3.789 1.182
markets)

Diversification(new products for new markets) 3.368 1.300
Cost leadership 3.000 1.333
Differentiation 4.157 0.898
Targeting the market in general 3.210 1.315
Targeting one or few markets segments 3.210 1.272
Vertical integration (forward ,backward) 3.052 1.352
Mergers and acquisitions 2.578 1.574
Strategic alliances 2.894 1.328
Technological response 3.685 1.157
Human resource 3.894 1.100
Employ more competent staff 4.157 0.958
Resort to continuous training of staff 4.473 0.696

Source: author 2013
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From the study findings majority of the respondeatgeed to a great extent that
continuous training of existing staff, market peagon, differentiation, employment of
competent staff and market development are the mibsttive response strategies to

challenges of competition for institutional market¥enya.

The least in scores were on grand strategies lilkeghts and acquisitions, Strategic

alliances, vertical integration and also cost lesiie.

4.5 Discussion of Findings

It has been noted from the study that most MPCe leaen in Kenya for over 10 years
and were well established in their countries ofjiorilong before then. Some of them
especially the ones with few employees depend ein thstributors for operations and
logistics like importation and distribution, someea tendering as well. It was also
established that firms with high percentage of mexe from the institutions have
developed special teams or assigned a skilled peeto(Business development

Manager/Institutional Manager) to handle all thedir business.

Regarding the first objective which was to identifye challenges facing Multinational
Pharmaceutical Corporations in Kenya, the researcbgtablished through the
correspondents that the greatest challenges wbtgers insisting on lower prices,
parallel /illegal imports, cheaper substitutes, amadtting of prices, competition using
unorthodox methods, counterfeits and threats frowporters of generic products . For
most institutions price is considered to be amorfbst most important factors after
quality and efficacy. This takes place during thenfulary or tender committee

evaluations that take place yearly or quarterlydome institutions in the course of the
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year. This is a major challenge to Multinationadstlhey cannot afford very low prices
due to the hefty costs and time spent on R&D aimdcal trials that are done on their
products before they are finally released for chihiuse by patients. Even after finally
launching the newly developed drugs, the MultinsioPharmaceutical Corporations put
these products under patency for some years fan thaecover the costs incurred and at
it takes quite some years to break even and thaipribes remain high as compared to

the generic products.

The researcher learnt from the respondents thapettion using unorthodox methods is
also a challenge especially with the local distidiosi who try to lock out the MPCs who

are restricted by the legal and compliance codmnéiuct.

Parallel/illegal imports are also a great challeagesome distributors import products
from other countries where these products are texgid and not necessarily from their
country of origin. This goes to confirm what Opi{2006) found out in her survey that
illegal/parallel imports is a threat to pharmaceaiticompanies. Her findings identified
lack of legal and regulatory structures, desirehigher profit margins and high costs of
multinational pharmaceutical products as the getatauses of parallel/ illegal trade in
pharmaceuticals. She further found out from thel\sthat over 70% of the respondents

felt that their sales were affected moderately very great extent.

Muchelule (2005) in his study on established thexiajpel importers of pharmaceutical
drugs engage in business across border withoutiggon of the manufacturer. He also

found that the main driving factor of parallel inmfagions for the culprits to make
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excessive profits, thus denying the legally regesteand appointed companies their

profits.

Counterfeits are also a great threat to the muitinals mainly because the products are
usually costly and out of reach of most populatidecording to the World Customs
Organization(W.C.0O), counterfeiting and piracy obgucts have grown dramatically in
the previous ten years and thus some local manuéschave in the recent past taken to
imitating the original brands which they in turrfeasfat lower prices in order to attract
more customers and thus more profits. Opiyo(208&)nt from her study that 29.8% of
respondents indicated that counterfeits had neggtiaffected their firm’'s sales

moderately to a very great extent.

The study further revealed that challenges of pefillegal imports and counterfeits

affect the private market more due to the stringeqtirements by the institutions on the
suppliers like Certificate of registration of prexms, latest Products Retention list from
PPB, Wholesaler/dealer’s license or Local Trader&smtative’s certificate, Certificate

of registration company pharmacist and annual [@eadicense which some illegal

traders may not be in a position to avalil.

Notably, threat from locally manufactured brandered quite low mainly because the

MPCs target a totally different target market frtma local brands.

The second objective sort to establish the respsitrs¢egies employed by MPCs to
overcome challenges of competition for institutiomarkets and the respondents agreed

that the most effective strategies are: - contisuaining of staff, market penetration,

41



differentiation, employ more competent staff andrket development. Mergers and
acquisitions, strategic alliances, vertical intéigra and cost leadership were the least

employed strategies.

This is in line with the fact that the pharmacealtimarket is very dynamic and highly
specific and requires highly skilled personnel esgly for the field force which calls for
continuous learning/training of staff in order tope with the continuous changes in the
medical field. The disease profiles/ patterns ake®p changing. Employment of
competent staff saves the organization on cosiaaifihg and also helps the organization
meet its objectives of having the right people raténg with its customers. Quite a
number of respondents indicated that some of tpeptusitions in their organizations
were held by expatriates with high level skills aragt experience. According to Owuoth
(2010) on his survey on Multinational companieKenya identified well trained staff
and highly effective sales force as one of thecalitsuccess factors for the organizations.
He also established that differentiation/brandim@lso a critical success factor for both

MPCs and branded generics.

Market penetration and market development alsoescbigh due to the fact that most
organizations aim at repeat business with custombosalready identify with and have
confidence in their brands. In the pharmaceutiodustry, new markets emerge due to
new medical graduates who may be unfamiliar witn bhands currently in the market
and new health facilities that come up from timetitoe in order to meet the market
demands. The organizations naturally try to geintlagket share of this new business. For

most institutions, the formulary is continuouslyifgereviewed in order to accommodate
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new customers (doctors and patients) needs whetkass float quotations quarterly or
tender annually or biannually and thus the Mulioal Pharmaceutical Corporations
aim at gaining entry while also trying to protectdagrow their market share in these

institutions.

Most respondents agreed that Mergers and Acquisiti®trategic Alliances, Vertical

integration (backward, forward) and Cost leadershgre to the least extent effective
response strategies to competition for institutiomarkets mainly because these are
corporate level strategies which are determinedheyhead office and usually more of
long term in nature whose effects are unlikely ¢oralized in the short run in this case
for institutional business. Cost leadership sthategpeared to be one of the least
effective due to the fact that Multinational Phacewatical Corporations cannot afford to
sell their products at low costs due to the heawgstment on R&D and time spent on
clinical trials and also have to maintain outputted stream of innovative products which
requires a lot of investment on R&D. This is atelgg that is however more popular with
the generic importers from the Asian countries also local manufactures whose input

is much lower than the multinationals.

Response by innovating new products adds a lot afiev to the Multinational

Pharmaceutical Corporations as this would rendestnooirrent products irrelevant
creating a new market in return. The respondentselier rated it as an averagely
effective response strategy since it is more aray lterm strategy due to the long time

that it takes to discover new molecules and hefstincurred on R&D. Research and
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trials for efficacy and safety post discovery afeav product is also costly and tales many

years.
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CHAPTER FIVE: SUMMARY, CONCLUSIONS

AND RECOMENDATIONS

5.1 Introduction

This chapter presents summary of findings, intégbi@n of results, conclusions and
recommendations in line with the objectives of shedy. The research sought to identify
the challenges of competition faced by MultinatioRharmaceutical Corporations for
institutional markets in Kenya and secondly to tdgrthe response strategies that they

use to overcome these challenges.

5.2 Summary of Findings

Its evident from the study that the greatest @mjes facing Multinational
Pharmaceutical corporations are buyers insistinpaer prices, parallel /illegal imports,
cheaper substitutes, undercutting of prices, coimetusing unorthodox methods,

counterfeits and threats from importers of gengraducts.

The challenges related to price are common withtimatlonals as their products are
usually expensive as compared with the genericsiwtio not take part in R& D. lllegal
and parallel imports is also a common challengehwihost organizations as
Pharmaceutical Multinational Corporations use tame manufacturing plants for their
products which are produced centrally yet openatmany countries with similar brand
names. Counterfeits are becoming rampant with tsag@o want quick and high profits
and also due to the high cost of Multinational llarwhich most population cannot

afford.
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On response strategies, the respondents reveatedahtinuous training of staff, market

penetration, differentiation, employ more competstaiff and market development are
the most effective response strategies for chadlermf competition whereas Mergers and
acquisitions, strategic alliances, vertical intéigra and cost leadership were the least

employed strategies.

Its also evident that the Multinational pharmateal corporations are keen on
institutional business due to its reliability, catency, the bulk of business as this
contributes substantially to their entire busind$ss could explain the reason why quite
a number have resorted to training personnel agBss Development/Institutional/Key

accounts managers specifically for the businessder to maximize on potential.

Multinational products are as a result of R&D oyears and usually unique targeting
customers with high technical needs which explautg/ the organizations not only
employ competent staff at the point of employmaeuttdiso offer continuous training in
order to cope with the continuous changes in thdicaéworld medical world which is
quite dynamic; the disease profiles/ patterns kelgnging and thus pharmaceutical

products.

Strategic marketing also plays a key role in theimess strategy which explains why
market penetration is key. The multinational orgations generally target markets that
can afford their “expensive’ products and therefiti® much easier for customers or
institutions that are already using the productbup more from the same range than get

new markets that may be comfortable with cheapedymts.
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5.3 Conclusions of Study

The study concludes that Multinational Pharmacealti@orporations in Kenya like any
other multinationals are faced with the challenggating to price and parallel/illegal
imports, counterfeits and threat of cheaper sulisstwhich are mainly due to the high

cost of their products.

Other challenges that were identified in the stugyude rivalry within the industry in
terms of competition using unorthodox methods whbitethe side bargaining power of
suppliers in terms of their ability to fix rigid edit terms while insisting on very low

prices.

On challenges of parallel/illegal imports and ceuwfgits, quite a number of the
respondents indicated that these two factors aftfextorganizations more in the open
market at the level of distributors and retail ciesipharmacies but minimal in the
institutional markets due to direct purchase areamgnts and thus the increase of interest

in institutional markets in the recent past.

The study also reveals that the Kenyan offices ltaee time come up with strategies to
overcome challenges in the local markets whichnatenecessarily global or dependent
on the parent organization. Most organizations Haaen in operation for over 10 years

and thus well versed with the local challenges.

On response strategies the organizations have etlopinly market penetration, market
development, continuous training of staff and raéorent of highly skilled staff due to

the complexity of the industry. Findings revealttfiae bulk of business comes from
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institutions with a contribution of 68.4% to ovdralisiness. The organizations tend to do
their best at getting their products listed formiais after which they maximize by selling
as much as possible by creating demand-more of Ibuodinket development and

penetration strategy as repeat business is assured.

5.4 Recommendations of the Study

The recommendation of the study is divided into threajan parts according to the
following sub-sections namely implications for theand knowledge, recommendations

for managerial policy, recommendations for manademactice.

5.4.1 Implications for theory and knowledge

The pharmaceutical industry today, as with manyewotimndustries is under intense
pressure to meet ambitious growth objectives and thust continuously respond to the
challenges in the medical environment. The levetahpetition in the pharmaceutical

industry especially for MultinationaPharmaceuticalCorporations is very high as

observed in the study and therefore they must resoeffective response strategies to
overcome the challenges, gain competitive advantagk survive. Each organization
needs to develop their own unique strategies t@iméte market dynamics and also to

transform or re-design their internal capabilitiesnatch these strategies.

Ansoff and Mc Donnell (1990) state that strategisponses by an organization involve
change in the firm’s strategic behaviors to enssuecess in the transforming future
environment. They further say that the choice ef thsponse will depend on the speed

with which a particular threat or opportunity deyed in the environment.
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From the study findings, it's evident that puttingpre focus on the institutions which
gives more bulk and consistent business while taglout parallel/illegal imports and

counterfeits would add a lot of value to the busme

For the firms to meet their local objectives, theed to tailor strategies relevant to the
local challenges besides the centralized ones rlyrfoamulated by top management in

the head offices.

5.4.2Recommendations for Managerial policy and practice

There are lots in terms of changes in the industet requires competent staff and
constant training in order to keep up with the depeents in the industry. Therefore
there is need to develop placement and trainingipslin all organizations that would

respond in real time to such changes.

On the side of practice this study recommends tiemaceutical firms need develop
sustainable competitive advantage in order to cttaad retain customers in order to
benefit from reliable and continuous business fiostitutions. They could also come up
with some collaborations strategies in form of wait forward integration with

institutions in order to lock out parallel/illegahporters, counterfeits and substitute
products. The stakeholders and regulatory bodies Hharmacy and Poisons Board,
Kenya Association of Pharmaceutical Industry an@rPlaceutical Society of Kenya
should come up with legislations to curb parallelgal imports and counterfeits in order

to minimize unhealthy competition.
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The use of high skilled professionals (either outsed or in-house) in the negotiation
with formulary/tender committee and preparationtefider documents to deal with
institutions is an option that the firms shouldkaat. This is because the institutions are
getting more advanced away from manual to e-tengeg-purchase and even payment
which calls for further training or use of skillegersonnel who understands the
complexities associated with such processes. Ruttiere are other legal parameters that

must be met by tendering firms that calls for tigut of professionals.

On the sides, multinationals are better placedstlacal distributors to undertake local
logistics in relation to tenders due to the restit by the ethical code of conduct and
legal constraints that render them disadvantagdds Ts in relation to what the
distributors can undertake locally as compared He multinationals. The legal
requirements (both local and international) retgribe participation of the multinationals

in certain activities

Finally, the Multinational Pharmaceutical corpooas should give room for localization
of some of the strategies according to the locairenment as some factors do not affect
the parent organization, this would improve thdiiiceency and thus become more

competitive in the local market.

5.5 Limitations of the Study

There was no response from other managers who we¢reure of the implication of the

research on their firms suspecting competition fribi@ researcher’'s organization and
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therefore were reluctant to provide informationt ey thought might compromise their

strategies.

The other limitation was time constraint as somethaf respondents who were busy
running errands for their organizations or out led pffice due to official engagements
within or out of the country. It's worth noting ththis is a very active industry with a lot
of trainings and meetings, both local and regiomlaich really affect the availability of
the managers. This research also coincided withrithestry quarterly evaluations and
third quarter cycle meetings that not only put pues on the researcher but also on the

respondents.

5.6 Suggestions for Further Research

This particular study focused only on Multinatiorharmaceutical Corporations in
Kenya, for a complete picture, the researcher recends that a similar study be carried
out on the strategies employed by generic impodatslocal manufacturers in order to

gain competitive gain/edge in institutional markets

A study focusing on the institutions(buyers) insteaf the pharmaceutical
organizations(suppliers) on critical success factor organizations aiming at doing

business with them would add more value to all piaaeutical firms other than MPCs.

Another study could also be done on strategies khaltinational firms employ in

partnering with donor organizations like UNFPA, WHONICEF for international
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tenders for Social Healthcare programs that take o& family planning and disease

control like HIV/AIDS, Malaria, TB, Polio amonglogrs.
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APPENDICES
APPENDIX I: LETTER OF INTRODUCTION
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program in this University.

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

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

PATRICK NYABUTO

MBA ADMINISTRATOR
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APPENDIX II: RESEARCH QUESTIONNAIRE

SECTION A: GENERAL INFORMATION
A: Organizational Background

1. Age of company (how long it has been in operatioKénya).

2. Size (Number of full time employees).......cvovviiiii i v

3. Number of Divisions in Kenya (Please indicate bglow

5. Number of branches in other countries (worldwide)

B. ANY OlNer. .

7. Type of ownership/representation of office in Kany
(8) Subsidiary.........coooov i, (b)Franchise.......................
(c) Scientific office ................................... (d) Distribatr ....................
(e) Others (please SPECITY.......vvivii i e e e

8. Where does the bulk of your business come fromi¢éatd % contribution)
() OPEN MATKEL ...t e e e e e e e e e aeaaas

(D) INSHULIONS .. et e e e e e e e e
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SECTION B: CHALLENGES OF COMPETITION

1) To what extent do you encounter each of theofahg challenges in the

Pharmaceutical Institutional Markets in Kenya? Uke following five point scale,

where: -1= not at all, 2 = little extent, 3 = Moderate extet= Great extent

5= Very great extent

Rating

Challenges

3

4

Threat of new entrants

1.Threat from distributors of new branded products

2. Threat from importers of generic products

3. Threat from locally manufactured brands

Rivalry within industry

1. Competition using an unorthodox methods

2. Competitors resulting to under cutting prices

3. Innovative products

Bargaining power of suppliers /distributors

1. High prices by suppliers

2. Rigid credit terms by suppliers

3. Suppliers dictating quality of products

Bargaining power of buyers

1. Buyers insisting on lower prices

2. Formation of cartels by buyers

3. Collusion amongst buyers

Threat of substitute products

1. Parallel /lllegal imports

2. Counterfeits

3. Cheaper substitutes

4. Better quality substitutes
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Other challenges (Please SPEeCify).......ouvie it e e e e e e

SECTION C: RESPONSE STRATEGIES
1. To what extent do you apply the following strategie deal with challenges of
competition in the Pharmaceutical Institutional ks in Kenya? Use the
following five point scale, where:-
1= not at all, 2 = little extent, 3 = Moderate exteh= Great extent
5 = Very great extent
Rating

Response Strategies 1 2l 3 4

Market penetration(gain more market share in camearket)

Market development (develop new markets for curpeatiucts)

Product development(develop new products for ctimmearkets)

Diversification(new products for new markets)

Cost Leadership

Differentiation

Targeting the market in general

Targeting one or few market segments

Vertical integration( forward, backward)

Mergers and acquisitions

Strategic alliances

Technological Response

Human resource

Employ more competent staff

Resort to training of staff

60




Others (Please SPECITY ..vv it i e e e e e e e e e e e et e aens

Thank you
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APPENDIX IlII: LIST OF REGISTERED MULTINATIONAL

PHARMACEUTICAL CORPORATIONS IN KENYA

(According to East African Drug Index 12" Edition 2013)

1) 3M Pharmaceuticals (Now iNova)-USA
2) Abbott Laboratories-Solvay

3) Adcock Ingram-UK

4) AstraZeneca-UK/Sweden

5) Sanofi-Aventis Pharma-France
6) Bayer Healthcare-Germany

7) Boehringer Ingelheim International-Germany
8) Bristol-Myers Squibb-USA

9) Dafra-Belgium

10)Eli Lilly-USA

11)Glaxo Smithkline-UK
12)Janssen-Cilag-Switzerland
13)Johnson & Johnson-USA
14)Merck Serono-
15)MSD-Schering Plough-USA
16)Novartis Pharma-Switzerland
17)Novo-Nordisk-

18)Organon Pharma

19)Pfizer Laboratories Ltd-USA
20)Roche —Switzerland
21)Servier-France
22)Meranini-Italy
23)UCB-Belgium

24)Teva-lsrael

25)Prodes Pharma-Spain
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