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ABSTRACT

In the ever changing industry environment, any camypthat wants to be successful and
remain competitive has to have a strategy to engise Every company must be willing and
ready to modify its strategy in response to chagpgionditions, advancing technology, the
fresh moves of competitors, shifting buyer needs Bhe brewing industry in Kenya has gone
through some changes in the last few years, thegekearch set out to find out the external
changes in the brewing industry in that are affecttast African Breweries Limited and the

strategies the company is using to navigate through

This research project used a case study reseasgndsn East African Breweries Limited. The
primary data was obtained from directors and semanagers with the use of an interview
guide. The interview guide was used to gather datthe study topic which was the strategies
used by East African Breweries Limited in respogdia changes in the brewing industry in
Kenya. A total of 6 interviewees were targeted heavehe researcher managed to interview 5.
The secondary data for this study was obtained frmwspapers, websites and any other

relevant information.

The data was analyzed using content analysis dtieetéact that it was qualitative in nature.
And the findings were discussed on the environnmehi@nges and the strategies put in place to
navigate these changes. The study found that htlteakchanges affect the company with the
same intensity, therefore they respond to thoselwhare deemed to have a greater impact on

the success and operations of the firm.



The firm continues to be cognizant of the fact 8@he of the changes that are seen as low risk

now may become high risk in the future.

The study found that not all the forces are consdl®f equal risk to the company with some
classified as high risk to others classified as tisk. The threat of new entrants was considered
as a high risk due to favorable government politlest were attracting the new entrants.
Bargaining power of buyers was not seen as a hghdue to the fact that they were many
however, the company was also aware off the growifigence of the bar owner associations
being formed in different areas and the potentfalheir growing influence. The bargaining
power of suppliers was seen as high due to theni@wber of suppliers of the raw materials
and their influence in the industry operations. Tieat of substitutes was not seen as a risk
due to the lack of a substitute product from anothéustry that would provide similar if not
better benefits than alcohol. The level of rivalmthe industry was also seen to be increasing
due to the level of investment that competitorseasatting. This can be seen from the level of
above and below the line advertising they are itingsn, the innovations they are coming up
with.In addition the study established that EABIdhmut in place strategies to address the risks
identified such as for the threat of potential ants, the firm was investing a lot in keeping
abreast with the changing consumer trends and regetisat they have innovate products that
will meet the consumer needs. The bargaining paiéuyers was seen as a potentials threat
especially with the new county government structitewever on of the strategies they were
using was organizing bar owner meetings in ordeketep in touch with their customers and
also being members of bar owner associations dothiey are aware of opportunities that

maylie with this group of people.



Strategies that they had put in place to deal thehhigh bargaining power of suppliers were
vertical integration so that they may be able totcd some of their costs. Other strategies they
had put in place were assisting barley farmersfigancing so that they can be assured of
consistent barley for brewing. A threat of substifuwas not seen as a risk thus the company
did not have any strategy to deal with it. For iralry among existing firms, the company was
continuously innovating new products such as Sndpgk extra, Jebel, increasing investment
in sales and marketing by having more national eores promotions and leveraging on the

company’s strength in beer to build more scalepints.

This study concluded that East African Breweriasiteéd seems to be doing a commendable job
in responding to the environmental changes the ingewdustry is going through. It is evident
that the firm is conscious of the importance odtgtgic planning in a changing environment such

as the brewing industry in line with Porter’s fiiggces model.
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CHAPTER ONE

INTRODUCTION

1.1.Background of the study

Strategy can be defined as the priorities adopyed trm in recognition of the business

environment it operates in and its actions to aehits business goals. Crafting a strategy
requires deep contemplation of the organizatiom'seat place in its market, the possible
action of others in the space, and steps necefsaitye organization to reach its desired
future. It is only by undertaking this intense asé& that an organization is able to spot
trends, capitalize on intangible assets it hassatisposal, and out-innovate rivals. Only
companies that think and act faster than their aitipn can win, and strategy is at the

heart of the organizational thinking process.

Every company must be willing and ready to modify strategy in response to
changing conditions, advancing technology, thehfresves of competitors, shifting
buyer needs etc. In short, as Thompson, Strickkmdl Gamble put it, a company’s
strategy is always a work in progress (2007). Fidasnot operate in a vacuum and
because of that the environment is constantly dhgndf a firm wants to remain

competitive, it will have to change with the times.

This study is quite timely considering the chantyed over the years have taken place
in the brewing industry in Kenya, most firms espégi East African Breweries
Limited; which has been in the Kenyan market lohdees had to and continues to try

and find ways to deal with these changes. Thisordy be done by having innovative,



sound and actionable strategies. This researchtti@ssto find out the strategies being

employed by this firm to ensure it continues todawwright future.

1.1.1 Concept strategy

Strategy has been defined as the direction andesebpn organization over the long
term: which achieves advantage for the organizatitmough its configuration of
resources within a changing environment, to meehteds of the markets and to fulfill
stakeholder expectations (Johnson and Scholes 198&hagers can find it quite
challenging trying to steer an organization to tgeaieights with the uncertainty
experienced in the environment. This thus forcemmthto evaluate the company’s
present position, based on its current performanoeyket standing, resource
capabilities and competitive weaknesses (ThompSarnckland and Gamble, 2007).
Once this is done, a manager can then make amiatbstrategic decision based on the

environment that the firm is operating in.

However, strategies exist at a number of levelanrorganization and thus have to be
aligned and cascade from one level to another.stwhand Scholes (1997) explained
that corporate strategy is concerned with the divgrarpose and scope of the
organization to meet the expectations of the owrmranajor shareholders while
business unit strategy is about how to competeesstally in a particular market.
Operational strategies tie in the component paftthe organization in terms of
resources, processes, people and their skills tefédg deliver the corporate- and

business- level strategic direction.



To note is that a strategy is as good as its ex@tul firm may have developed the
best strategy compared to its competition. Howeverthe implementation and

execution is weak then it will undermine the stgsge potential. As determined by
Thompson, Strickland and Gamble, the better cordeavcompany’s strategy and more
competently it is executed, the more likely thae tbompany will be a standout

performer in the marketplace (2008).

1.1.2 Environmental turbulence

Environmental turbulence refers to the amount odngfe and complexity in the
environment of a company. The greater the amounhahge in environmental factors,
such as technology and governmental regulationd, canthe greater the number of
environmental factors that must be considered,higber the level of environmental
turbulence. For many reasons environmental vdhatiind instability have been
increasing for the past years. Ansoff defined emmnental turbulence in terms of the
complexity of the environment, the speed of chargative to speed of response, the

visibility of the future and the predictability die future.

This is explained by the five levels that he faske from the first level characterized
as stable where there is no change to the fiftal ietich is characterized as surpriseful.
In this level the change is very fast thus makingnipredictable (Ansoff& McDonnell,
1990). Increased volatility of the business enwimment makes systematic strategic
management more difficult. Thus by the time a fisnoperating in the fourth level, if it

does not have a well thought out strategy thaxesated well, then it is bound to fail.



1.1.3 Brewing industry in Kenya

Kenya's brewing industry can be traced back toytr 1922 when two brothers from
Britain started brewing beer. They made their camyppublic and up to this day it
operates under the name East African BreweriesteinKenya has a flourishing beer
industry producing high quality beer, which is rgozed internationally. This has been
possible due to factors such as good climate foicature, availability of barley,

affordable labor, big local market, and accessetpional markets like COMESA and

the East African Community.

The Kenyan brewing industry has a number of playetls an earlier market study by
Euro monitorhaving listed East African Breweries Limited ae thading beer company
in Kenya, holding an 83% volume share in 2011pi=mium beer market has attracted
interest, with players such as SABMiller and Herrlangling for a slice of the pie.
Other players in the market include Keroche IndestrOzbecco Ltd, brewers of Sierra

beers, and Viva Product Line Ltd, distributors afr@a (East African Standard, 2012).

1.1.4 East African Breweries Limited, Kenya

Kenya Breweries was founded in 1922 by two whitdess, George and Charles Hurst
who started brewing beer in Kenya as an incorpdratésate company. By 1938 the
company was recognized for having god quality ltkees winning its first international
competition. According to EPZA Report 2005, bottleeer consumption in 1947 was
exclusive to whites in postcolonial era. The conmypla@came a public limited company
in 1934 after which it incorporated Tanganyika Beews and changed its name to East

African Breweries Ltd. In 1964 it acquired equitytarest in Tanzania’s Kilimanjaro



Brewery and a year later Guinness East Africa wasrporated in Kenya. By 1972 it
had the largest public share issue in Kenya. Tladamt the only key player in beer and

barley production since 1947. (EPZA report 2005)

East African Breweries Limited (EABL) is one ofethleading branded alcohol
manufacturing companies in East Africa. The compaag formerly known as Kenya
Breweries Ltd. It is principally engaged in the gwation, packaging and marketing of
alcoholic and non-alcoholic beverages. The progoctfolio of the company includes
beer, spirits and non-alcoholic beverages. Theeduats are sold under the Tusker,
Tusker Malt, Pilsner, White Cap, Bell, Allsopps, ithess, Johnnie Walker, Smirnoff,
Richot, Waragi, V & A, Bond 7, Malt Guinness andvato brands. The company

principally operates in Korea. East African BrewsrLimited is a subsidiary of Diageo

plc.

East African Breweries Limited has managed to ke rttost dominant player in the
brewing industry in Kenydue to an extended portfolio across beer, RTDssairits, with a

variety of mid-priced and premium products thatugashigh volumes and healthy profit

margins.

1.2 Research problem

Pearce and Robinson (2008) define strategy ase'laogle, future oriented plans for
interacting with the competitive environment to i@ole company objectives’. Firms do
not operate in a vacuum; there are many factotsthiey have to contend with thus the
need for strategy. Though the plans may not be teielp detailed, they provide a

basis for managerial decisions. For businessesideratand adequately the nature of



the competition they face, they must define thaarket accurately and be in touch with
their business environment in order to make suaé hat they do fits with customer
expectations. The competitive environment of a ress is ‘the part of a company's
external environment that consists of other firmygng to win customers in the same
market’ (Barney &Hesterly, 2008). Therefore strgtég important because it helps a
firm determine who it competes with, how it willropete and when the best time to

execute its plans.

In the recent past, East African Breweries has toadeal with many changes in its
competitive environment. Some of these changes baem the introduction of the
‘Alcoholic Drinks Control Act 2010’ that was put iplace to regulate the sale,
advertising and consumption of alcohol, increaseochlmer of competitors, increase in
counterfeits and contraband, increase in cost §phigher taxes etc. In order to
continue being the market leader in the alcohousty in Kenya, the firm has to

respond to these changes strategically in ordstiltdemain competitive.

There have been a number of studies on how firme ceith changes in the
competitive environment such as Mutua, 2004 ‘respoto changing environmental
conditions at the University of Nairobi, Munuve20(0) ‘response strategies of British
American Tobacco to macro environment changes. Kg800) carried out a research

on EABL"s response to the changing competitive environmectasioned by

liberalization of the Kenyan economy at the time &nked the company’s competitive
environment to Porter’s (1980) five forces modelwamgi (2007) did a study on

strategic responses to changes in the externalogmwent: a case of East African



Breweries Limited that focused on the challengesctbmpany was facing in the remote

environment and what specific strategic resporfs&gwere applying.

Since 2007 there have been significant changdseibtewing industry in Kenya such
as the introduction of the Alcoholic control Act @010, emergence of stronger
competitors in the industry, increase in costsawf materials, etc. These changes are
thought to have had adverse effects on the opesatibthe players in the industry. This

study thus seeks to find out what strategies hase eised to deal with these changes?

1.3 Research objectives

This study was guided by the following objectives

1) To determine the external changes in the brewmdgstry in Kenya that are affecting

East African Breweries Limited.

i) To establish the strategies used by East AfriBaeweries Limited to deal with the

external changes.

1.4 Value of the study

This study will benefit a number of interest growgtarting with the management of
EABL as a reference point as well as for recommgos on areas they can improve
on. The findings can be used to implement changesheir response to their
environment.

The study will also benefit managers of other firmisere they can draw learning’s

from the EABL case on how they can respond to enwrental changes. The managers



in those firms may not be going through exactly WhABL is going through but they
can draw some key learning.

For academicians, this study will form a foundatiepon which other related and
replicated studies can be based on. Investors lsangain an insight on the company
and its strategic position within the environmemhich can assist them in determining

the viability of their investments.



CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This section deals with the theoretical framewdrkteategy and the industry

environment.

2.2 Theoretical foundations

This study is informed by two main theories nam#élg resource based theory of
competitive advantage and Porters five force s inoderesource-based view of a firm
explains its ability to deliver sustainable comireti advantage when resources are
managed such that their outcomes cannot be imitagecbmpetitors, which ultimately
creates a competitive barrier (Mahoney and Pandi@®?). It expounds that for a firm to
have a sustainable competitive advantage; its ressuhave to be rare, valuable,
inimitable, non-tradable, and non-substitutablewai as firm-specific. The firm needs
to identify its key potential resources and themleate if they fulfill the following

criteria.

A valuable resource must enable a firm to employalae-creating strategy, by either
outperforming its competitors or reducing its owraknesses. Relevant in this factor is
that the transaction costs associated with thestnvent in the resource cannot be higher
than the discounted future rents that flow out hed value-creating strategy. To be of
value, a resource must be rare by definition. Ipedectly competitive strategic factor
market for a resource, the price of the resourdé bv@ a reflection of the expected
discounted future above-average returns. If a Wddusesource is controlled by only one

9



firm it could be a source of a competitive advartadis advantage could be sustainable
if competitors are not able to duplicate this sgat asset perfectly. An important
underlying factor of inimitability is causal ambigy which occurs if the source from
which a firm’s competitive advantage stems is unkmolf the resource in question is
knowledge-based or socially complex, causal ambigaimore likely to occur as these
types of resources are more likely to be idiosytncta the firm in which it resides. Even
if a resource is rare, potentially value-creatimgl amperfectly imitable, an equally
important aspect is lack of substitutability. Ifnepetitors are able to counter the firm’s
value-creating strategy with a substitute, priaesdaiven down to the point that the price

equals the discounted future rents, resulting o eeonomic profits.

Though there is the assumption that a firm can foéitable in a highly competitive
market as long as it can exploit advantageous regsyuit may not necessarily be the
case. The resource based theory ignores exterciargaconcerning the industry as a
whole; a firm should also consider Porter’'s Indys$tructure Analysis. The industry
environment is the set of factors—the threat of meMvants, suppliers, buyers, product
substitutes, and the intensity of rivalry among petitors—that directly influences a
firm and its competitive actions and responsedotal, the interactions among these
five factors determine an industry’s profit potahtiThe challenge is to locate a position
within an industry where a firm can favorably irdhce those factors or where it can
successfully defend against their influence. Theatpr a firm’s capacity to favorably
influence its industry environment, the greatethis likelihood that the firm will earn

above-average returns.

10



2.3 Firm strategy

Strategy has been defined differently by variouhans. Chandler (1962) defined it as
the determination of the basic long term goals abjgctives of an enterprise and the
adoption of courses of action and allocation obueses necessary for carrying out the
goals. A strategy is a company’s game plan. lectdl a company’s awareness of how,
when, and where it should compete; against whoshauld compete; and for what

purposes it should compete. Johnson and Schol&3)tiefined it as the direction and

scope of an organization over the long term whidhieves advantage for the

organization through its configuration of resourggthin a changing environment to

meet the needs of markets and to fulfill stakehoddgectations.

Ansoff and McDonnell (1990) defined strategy basjcas a set of decision-making
rules for guidance of organizational behavior. Tlether added that there are four
distinct types of such rules as follows. The fiistyardsticks by which present and
future performance of the firm is measured. Thdityuaf yardsticks they say are called
objectives and the desired quantity are goals. Sduend type is rules for developing
the firm’s relationship with its external environmevhich are called product-market or
business strategy. The third type is rules forkstaing internal relations and processes
within the organization which are referred to as tinganizational concept. Lastly, are
the rules by which the firm conducts its day-to-daysiness which are called the

operating policies.
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2.4 Response strategies

Strategic responses have been defined by Peardeabidson (1988) as a set of decisions
and actions that result into formulation and impdemation of plans designed to achieve a
firm’s objectives. Speed, flexibility and agilityeaessential requirements for organizations
that operate in rapidly-changing markets as thesponse to these changes will determine
if they are to succeed or fail. Management canabegorized in three different ways when
responding to environmental changes as identifigdAhsoff and McDonnell (1990)
namely decisive, reactive and planned managemgetssDecisive management is able to
make quick decisions which end up saving the fimtarms of cost and time. This is
because they are able to identify the new problestef and deal with it. Reactive
management however delays response which incrélasesosts to the firm. The delays
are usually caused by the reluctance of managersal@e there is a problem on their
hands and that decisions need to be made fast tisngvailable information. Planned
management involves forecasting discontinuous daargy use of non-extrapolative
technology and triggering response at the poinfiocécasting. To survive in a dynamic
and highly competitive business environment, ddférorganizations have had to engage
various strategies to survive. Abdullahi (2000) e that if a firm wants to remain
vibrant and successful in the long run, it must enakpact assessment of the external
environment, especially such relevant groups asomess, competitors, consumers,
suppliers, creditors and the government and how iinpact on its operations success. It
is dependent on productivity, customer satisfaciad competitor strength. In his 2003
research, Muturi stated that there was a needifimis fto understand their competitors’

strengths and thus position their products takirdyaatage of the competitors’

12



weaknesses. In this way, a firm would avoid clasifestrength. As pointed out by Ansoff
and McDonnell (1990) “the success of every orgdmpais determined by the match
between its strategic responsiveness and strasaggressiveness and how these are
matched to level environmental turbulence. As tarplain, each level of environmental
turbulence has different characteristics and tlegsiires different strategies and differing
firm capabilities. So a matching strategy is neefigdhe environmental turbulence that
the firm is experiencing in order to ensure surligaowth and development. In order for
a firm to continue having a competitive edge it dedo ensure it has sustainable
competitive strategies. There must be a strategloefween the environment wants and
what the firm has to offer, as well as between wthe firm need and what the

environment can provide (Wheelen and Hunger, 1995).

There are usually two main types of strategies:p@ate level strategies, and Generic
strategies. Generic strategies are the businesd Hrategies. While corporate level
strategies focus on growth, diversification of firen, generic strategies explain how to
compete with a certain type of business. Porte8@L@ame up with three main generic
strategies, cost leadership, differentiation anctli$o In order for a firm to boast on cost
leadership, it should be the lowest cost produndfa distributor within the industry. Its
aim should be to drive costs down for all produttelements from the sourcing of
materials to labor costs. Large scale productiomeisded so that a firm can benefit from
"economies of scale" if it is to be a cost leaderge scale production means that the
business will need to appeal to a broad part ofriagket. For this reason a cost leadership
strategy is a broad scope strategy. Companies raxiigt ranges that appeal to customers

and stand out from the crowd have a competitiveaathge. Porter asserts that businesses

13



can stand out from their competitors by developendifferentiation strategy. For this
strategy, the business develops product or serfidatures which are different from
competitors and appeal to customers including fanatity, customer support and
product quality. A differentiation strategy is knowas a broad scope strategy because the
business is hoping that their business differaotiastrategy, will appeal to a broad
section of the market. Under a focus strategy abas focuses its effort on one particular
segment of the marke&tnd aims to become well known for providing pragiservices for
that segment They form a competitive advantage by cateringtha specific needs and
wants of their niche market. Once a firm has detibich market segment they will aim
their products at, Porter said they have the ogtiopursue a cost leadership strategy or a
differentiation strategy to suit that segment. Aus strategy is known as a narrow scope

strategy because the business is focusing on amaggment of the market.

Ansoff talked about four possible growth strategidsch are; market penetration, product
development, market development and diversificaisnstrategies that managers could
consider as ways to grow the business via existimjor new products, in existing and/or
new markets. However, he points out that a divieeibn strategy stands apart from the
other three strategies. The first three strategies usually pursued with the same
technical, financial, and merchandising resourcesdufor the original product line,
whereas diversification usually requires a comp@ngcquire new skills, new techniques
and new facilities. Therefore, diversification iseamt to be the riskiest of the four
strategies to pursue for a firm. According to hidiversification is a form of growth
marketing strategy for a company. It seeks to mseeprofitability through greater sales

volume obtained from new products and new markegitgersification can occur either at

14



the business unit or at the corporate level. Atlihsiness unit level, it is most likely to
expand into a new segment of an industry in whlah lbusiness is already in. At the
corporate level, it is generally entering a promgsbusiness outside of the scope of the
existing business unit (Ansoff 1980). The comparmggorate strategy should help in the
process of establishing a distinctive competencecampetitive advantage at the business
level. There is a very important link between cogte-level and business level.
According to Johnson and Scholes (2002), corpdeatel responses is the first level of
strategy at the top of the organization, whichaaaerned with the overall purpose and
scope of the organization to meet the expectatidn®vners or major stakeholders and
add value to different parts of the enterprise.sThncludes issues of geographical
coverage, diversity of product / services or bussnenits and how resources are to be
allocated between the different parts of the ormon. At a general strategic level
Ansoff and McDonnell (1990), suggest three reasoimg firms diversify. The objectives
cannot be achieved by continuing to operate inr thristing market. According to Hill
and Jones (1999), they argue that focus strateggetrates on serving particular market
niche, which can be defined geographically, typeco$tomer or by segment of the
product line. It differs from the first two becausés directed towards serving the needs of
a limited customer group or a segment. Hence thgpeny is specialized in some way. A
focus strategy provides an opportunity for an gm¥eeur to find and then exploit the gap
in the market by developing an innovate product ¢haustomer cannot do without. The
company has enormous opportunity to develop its aighe and compete against low-
cost and differentiated enterprises which tend ¢oldrger. It differs from corporate

strategy in that whereas corporate strategy inwolkecisions about the entire
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organization, strategic decision under the business are basically concerned with how
customers’ or clients’ needs can best be met. Aliegrto Johnson and Scholes (2002),

“Business unit strategy is about how to competeesssfully in particular markets”.

Johnson and Scholes (2002) stated, operation&tgitea are concerned with how parts of
an organization deliver effectively the corporatel dusiness level strategies in terms of
resources, process and people. Companies adoptgstsa directed at improving, the
effectiveness of basic operations within the comgpauch as production, marketing,
materials management, research and developmenthamen resources. Even though
strategies may be focused on a given function fiem @s not they embrace two or more
functions and require close co-operation among tfons to attain companywide

efficiency, quality innovation, and customer respvaness goals.

2.5 Industry environment

Porter (1985) observes that for firms to be ableetain competitive advantage, they
need to examine their environment both internal extérnal and respond accordingly.
The environment is increasingly turbulent and carptonsisting broadly of the

economy at large, population demographics, societalues and lifestyles,

governmental legislation and regulation, technalabifactors, and the company’s
immediate industry and competitive environmentsoffipson and Strickland, 2003).
Because of this firms have been forced to posittemselves strategically as never
before, need to translate their insight into effecstrategies to cope with their changed
circumstances and lastly, to develop rationaleessary to lay the groundwork for

adopting and implementing strategies in the evanging environment (Bryson, 1995).
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The speed or response time to the environmentestgds has been identified (Pearce
and Robinson, 2005) as a major source of competadvantage for numerous firms in
today’s intensely competitive global economy. ttiss imperative to quickly adjust and

formulate strategies so as not to be overtakervegts.

The industry environment is the set of factors—itimeat of new entrants, suppliers,
buyers, product substitutes, and the intensity igalny among competitors—that

directly influences a firm and its competitive acis and responses. In total, the
interactions among these five factors determineimalustry’s profit potential. The

challenge is to locate a position within an indysthere a firm can favorably influence
those factors or where it can successfully defegainst their influence. The greater a
firm’s capacity to favorably influence its industenvironment, the greater is the

likelihood that the firm will earn above-averagéures.

2.6 Firm strategy and industry environment

Michael Porter provided a framework that modelsiratustry as being influenced by
five forces According to him, the industry structure has a rggranfluence in

determining strategies available to a firm. Formetside the industry are significant in a
relative sense because they affect the industeywalole but the key is in the differing
abilities to deal with them. These five forces adang to him define the state of

competition in an industry.

A major force shaping competition within an indyss the threat of new entrants. The
threat of new entrants is a function of both basrieo entry and the reaction from

existing competitors. Some examples of the barriased by new entrants are
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economies of scale as they require the entranbmoecon large scale, risking strong
reaction from existing competitors, or alternatiwvgb come in on a small scale
accepting a cost disadvantage. Porter (1980) rtbdn the brewing industry product
differentiation coupled with economies of scaleateevery high barriers. Another type
may be switching costs where the new entrants raag ko offer buyers a bigger price
cut or extra quality or service. All this can mdawer profit margins for new entrants
which would make it harder to enter the market veitbompetitive edge. Government
agencies can also limit or even bar entry by reggificenses and permits. National
governments commonly use tariffs and trade reginst (antidumping rules, local
content requirements, and quotas) to raise entryebs for foreign firms. Other barriers
of entry could be access to distribution channedgital requirements especially if a

firm wants to compete on a large scale, produdedintiation etc.

The presence of readily available and competitiyilged substitutes places a ceiling
on the prices companies in an industry can afforcharge without giving customers an
incentive to switch to substitutes and thus erodimer own market position. Thus the

availability of substitutes is considered as onthefforces.

Buyer power refers to the ability of customerste# industry to influence the price and
terms of purchase. Customers are concentrateckiié thre only a few customers (or
one) in the market, the customers will have mokerage because of the increased
reliance on the income stream. A diversified cugiofmase allows more leeway for a
supplier to ignore a difficult customer requestsahother case if one customer buys a
significant amount of the output from a seller, datler will do more for the buyer to

keep them as a customer.
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Supplier power refers to the ability of providersimputs to determine the price and
terms of supply. Suppliers can exert power ovendiand industries by raising prices or
reducing the quality of purchased goods and sesyise reducing profitability. The

more powerful a seller is relative to the buyeg thore influence the seller has. This
influence can be used to reduce the profits ofttger through more advantageous
pricing, limiting quality of the product or servicer shifting some costs onto the buyer

(e.g. shipping costs)

Figure: 1 Forces Driving Industry Competition
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Source: Adapted from Porter (1980), Competitivat®gy: Technique for Analyzing Industries

and Competitors, p.4.

Rivalry refers to the degree to which firms respomaompetitive moves of the other

firms in the industry. Rivalry among existing firmsay manifest itself in a number of
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ways- price competition, new products, increasedlteof customer service, warranties
and guarantees, advertising, better networks ofleglate distributors, and so on. In
economics, a monopoly industry structure earnsntost profit while the “perfect
competition” industry structure earns the least. iAorease in competitive rivalry

among existing firms brings an industry closertte theoretical ‘perfect competition’.

20



CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

Research methodology is a collective term for ttractured process of conducting
research. There are many different methodologses in various types of research and
the term is usually considered to include reseatebign, data gathering and data
analysis. One’s research will dictate the kindsregearch methodologies to use to

underpin the work and methods to use in order lecadata.

3.2 Research design

A case study was used for this research. Koth&9@)l described a case study as a
careful and complete examination of a social ungtitution, family, cultural group or
an entire community. As he argued it delved mote the depth of a study rather than
the breath. This type of study was used for theaeh as it allowed the interviewer to
delve deeper into the issues and motivations ofitheés responses strategies. Also the
data collected is normally a lot richer and canfdaend through other experimental
designs. For finding or exploring research questi@researcher faces lot of problems
that can be effectively resolved with using correztearch methodology (Industrial
Research Institute, 2010). Therefore it is impgeathat the correct research design is

chosen and used.
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3.3 Data collection

This study made use of both secondary and pridatg. The primary data involved
was depth interviews with the relevant personstlier study. Interviews were favored
for this type of study because it allowed the wiwwer to ask the respondent to
elaborate on some of their answers.An interviewdguvas used to help direct the
relevant questions to the respondents. It had epeled questions so as stated above,
allowing the respondents to elaborate on their answf need be. They included the
managing director, the sales director, strategyectior, and head of marketing,
production and human resources. The main advardgageimary data according to

Lamb, Hair and McDaniel (2010) is that it will ansma specific research question.

While the secondary data collection involved cdltat of data from books, journals,
newspapers and company literature. According to &uf®008), a major advantage of
secondary data is the fact that it saves timerimgeof the cost of data collection. This

is because the information is already readily aod.

3.4 Data analysis

The data collected was qualitative and thus it waalyzed using content analysis.
Content analysis is defined by Krippendorff (20@4)a research technique for making
replicable and valid inferences from texts (or otmeaningful matter) to the contexts
of their use. Other researchers who have usedapgsoach for their studies are

Mwangi (2007), Kathuku (2005) and Njau (2000).

The reason for choosing this methodology was ithdid not restrict respondents on

answers and had the potential of generating mdoenvation with much detail. The
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gualitative method was used to uncover and undetsidoat lies behind a phenomenon

under study.
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CHAPTER FOUR
DATA ANALYSIS AND INTERPRETATION

4.1 Introduction

This chapter will highlight the analysis, findingsd discussion of the research. It
discusses the external changes affecting East akfriBreweries Limited and the
strategies they are using to deal with these clargem the study population target of 6
respondents, the researcher was able to interviewt ®f the target, constituting 83%

response rate.

4.2 Strategic planning process

The study sought to know who made the strategiesh® business and how often the
strategies were reviewed. According to the inteveies, the company engages in
periodic strategic planning. On an annual basks,sémior executives representing every
country that Diageo has a subsidiary market hasenainar where they break down the
long-term plans into annual objectives. These dbjes are then communicated to the
various boards that come up with the strategieswiihachieve them. Diageo therefore

influences the strategy however the board of E&stan Breweries Limited in this case

is responsible for coming up with the strategieadbieve these goals. The interviewees
went on to add that the goals were further brokenrdto each individual employee as

part of their contribution to the overall businetgategy. The strategies were reviewed

every one to two years to ensure that they aleostilrack.
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The study also sought to know if the intervieweessider the company responses to the
environmental changes as proactive or reactive.e€Sainthem contend that the strategies
are mostly proactive with very few being reacti¥es. stated by the Managing Director
‘no one can be this successful by being reactileé company takes a holistic approach
in order to ensure that it responds appropria@lthé environmental changes. Therefore
it ensures from what sort of people it will emplay,how it will produce etc. that these
processes will ensure the company is preparedctotfee challenges in the environment.
Other interviewees particularly from the commerdiaiction felt the company is more
inclined to proactive planning but reactive in extean. An example that was given in
this regard was the regulatory changes made bgdternment such as the taxing of keg;
the company was not responding fast enough astimd was that the company should

have anticipated this with the changes in goverimen

4.3 Industry changes and strategies adopted

The study sought to know if the threat of potengiairants in the brewing industry had
been changing. If it was changing, how and whaitagies had they put in place to deal
with these effects. The interviewees felt that timeat of potential entrants had been
increasing as more competitors were now enteriadg<égnyan market. They argued that
one of the accelerators for this is the friendgevernment policy that has made entry
easier for firms. Another factor that was sited was growing middle class in the

country with more available disposable income whials attracted competitors. For
instance there is a growing demand for premium yetsdfrom these customers who

have been exposed to these luxury products. Sombeofstrategies they said the
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company has put in place are constant collectiah amalysis of consumer insights.
This information is used to make various decisirosn what are the new consumer
trends, motivations, aspirations etc. An examph thas given was the desire from
consumers for a low carb beer uniquely brewed wigkural ingredients led to the
introduction of Tusker lite. The growth of premiwgpirits has also lead the company to
invest more in the category as more and more coassi@re embracing them. The
interviewees felt that the strategies were effectg evidenced by the success of most

of the new innovations that they had come up with.

The study sought to know if the bargaining powebwyers in the brewing industry had
been changing. And if so how had it changed and winategies had the company put
in place to deal with these changes. According tistninterviewees the bargaining
power of buyers was not seen as changing in thestng and thus not offering a high
risk. The reason they advanced was that the bdgetseer and spirits are represented
by alcoholic beverage wholesalers, supermarketa/etisas restaurants and bars which
form associations that had not reached a stageewther were powerful enough to
bargain as a group. However, according to oneefriterviewees, one of the strategies
the company was employing in dealing with the bianigg power of buyers was to
organize bar owner meeting in the different arezeped by the sales people to collect
insights on the business trends in the areas hakeages the bar owners may be facing
and any opportunities the company my leverage twe. Sirategies were seen as being
effective because it was giving the bar owners ppodunity to interact with the
company and give them feedback on a number of isswpportunities that they may

see.
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The study sought to find out if the threat of suilbsts was considered a risk to the
company. And if so, what strategies had they puyilate to mitigate this risk and how
effective were they. All of the interviewees coresiell the threat of substitutes as not a
threat to the company. This is because there @oduct in any other industry that can
compete with the brewing industry in the scale iha¢ operating in. In addition, the
benefits that the consumers derive from alcohohatecomparable to any other product
in another industry. It was because of this redkeninterviewees stated the company

did not have any strategies to alleviate this force

The study sought to know if the bargaining poweswppliers in the brewing industry
had been changing. And if so how had it changedvérat strategies had the company
put in place to deal with these changes. The irdeses felt the threat of suppliers was
moderately high and had been changing.This is lsecas a producer EABL needs
specific ingredients for the beer and spirits mgkamd the number of suppliers were
few. Therefore some of the strategies the intergesvgave that the company is doing
to deal with these changes were employing the oadrtintegration strategy. This
strategy involved acquisition of businesses thapbuthe organization with inputs or
serve as a customer for the firm’s output. The camypowns Central Glass Industries
(CGI) which produces glass for the alcohol thabiewed. They also intimated that
when the need arose, the company imports glassveemeEgypt depending on the cost
being charged by CGI. They also went ahead to ioethat the company also owned
East African Malting Limited (EAML) that processédrley for beer production. The
firm would contract farmers and provide them wigtwrmaterials for growing barley,

which the subsidiary processes into malt for préiducof beer. The company has also
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gone a step further to ensure that they are pantmeinth these barley farmers to ensure
they help them acquire whatever they need to enauhealthy crop harvest. This
support they mentioned went from fertilizer, accégscredit from institutions to
purchase machinery etc. They felt these strateggrs effective because the company

was able to control some of the major costs thahgotheir business.

The study sought to find out from the interviewédesey felt there was a change in the
intensity of rivalry among the existing firms inethndustry. They felt the intensity of
rivalry was increasing despite the few playersha industry and their size relative to
EABL. Though some opined that the brewing industiy not have evidence of price
wars, the company’s prices had increased, butishaiostly due to inflation. They gave
instances of this rivalry such as competitors itimgsahead; that is, they are spending
more on bigger billboards, retail merchandise, agorg of plant and machinery etc. this
they said gave the indication that the competitea the level of competition and rivalry
intensifying in the future. Some of the strategiest they said EABL were using to deal
with this force were continuously innovating newoghucts such as Snapp, increasing
investment in sales and marketing by increasingediding as well as creating new

departments in sales which would be more focuseti®@key customers.

4.4 Discussion

Porter's model is a useful tool, because it caruded by a firm to understand both the
strength of their current competitive position mnparison to the environment they are
operating in, and the strength of a position they @nsidering moving into. Strategic
planning is important for any firm that wants to c@mpetitive and thrive in whatever

industry it is operating in. EABL is no exceptiondathe study found that the firm does
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engage in strategic planning in order to be abkengure that it is competitive and able to
navigate the industry environment it operates ising Porter’s five forces theory to
determine the strategies EABL is employing gavedgmsight as to what the company
considered as immediate or direct threats (duehéorisk of the threats) thus their
priorities. With the knowledge about intensity apawer of competitive forces,
organizations can develop options to influence thera way that improves their own
competitive position. As stated by Barney (2009)npetitive strategies could be used to
“exploit opportunities in the firm’s environmenttithe firm’s strength, and neutralizes

threats in the firm’s environment while avoidingtfirm’s weaknesses”.

The study established that EABL does engage irogieristrategic planning based on the
goals and objectives set out by Diageo which owrgority stake in the company.

Though, the company ensures that the strategiesenhio achieve these plans take into
account the environmental changes and how theyaifidict their achievement. These
strategies are then cascaded to the rest of thepamymemployees. The study also
established that most of the interviewees felt that strategies used by EABL were
proactive though to some point some of the tactgtedtegies were reactive. These
findings are similar to Mukiri (2012) who found thBABL had adopted two types of

responses namely anticipatory approach and reaagipeach.

The study established that the company perceivethtieat of new entrants as constantly
high risk because of the competition they bring #msl was due to friendlier government
policies that are encouraging new entrants, oppaytpresented by the growing middle
class in the economy with extra disposable incomespend. These findings are

consistent with Migwi (2012) who found that Mounéiya Bottlers had been faced with
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stiff competitors such as other coca cola fran&isempanies manufacturing juices,
water companies, EABL’s Alvaro. The company is #iere on the right track of

constantly checking on consumer trends and motinatso that they are in sync with
providing the changing demands. The company aleds be very meticulous on how
it rolls out its programs to ensure that everybadworking in tandem to maintain their

lead.

The study established that the bargaining powdugers is not perceived as a high risk
due to their fragmentation but could be growingpdtsally with the changes in the
governing system, that is county governments, tmepany needs to be cognizant of the
fact that they could affect how their customers aperating. On further probing, the
interviewees added that, the strength of the baressvassociations may grow stronger
thus giving them opportunity to be more demandinth whe presence of the county
governments. Therefore there is need to recoghizie éxistence and growing influence
which the company already does. The company alsdsn® build strong and favorable
bonds with these associations. They can do thisnblyding them in their corporate

social responsibility programs in their areas aéragpion.

The study established the threat of substitutemsidered moderately low due to the
complexity of the need that is being satisfied Iy product. This implies that the more
complex the needs being fulfilled by the produd #me more difficult it is to distinguish

differences, the lower the extent of substitutiopn dustomers. These findings are
consistent with Wandimi (2013) who argued thatttireat of substitutes was not a high
risk to EABL as the needs that alcohol meets ®citstomers were varied and could not

be substituted. This in essence means that the thaédlcohol satisfies for customers
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who indulge in it is difficult to substitute withnather product. Though there are some
non-alcoholic beers, wines etc. that are availaBame of the strategies being used to
deal with this threat were introduction of non-d&lobc drinks such as Alvaro which is a

malt bases soft drink and Malta Guinness.

The study established that the bargaining powesuppliers in the industry is high thus
the company had taken good steps in dealing wibly #nsuring that it is operating well
in terms of dependability, flexibility, cost, andaljity. This is through the use of vertical
integration to ensure they have access to glassvaiictd barley from their subsidiary
companies Central Glass Industries and East Afiidaltings respectively. Through East
African Maltings the company works directly withriegy farmers to ensure that they
constantly have supply of good barley and haverdramced relationship with them by
guaranteeing the farmers always have a ready madmd through Central Glass
Industries the company ensures that it has glaasahle whenever it needs it. These
findings are comparable with Narasimhan and Jayafd®98) who argued that by
managing suppliers strategically, an organizatisn able to improve operational

performance, in terms of dependability, flexibiligost, and quality.

The study established the level of rivalry amongpanies was moderately high which
was evident in their competitors ‘investing ahetidiugh there was no evidence of price
wars. And some of the strategies that the compaay @mploying were continuously
innovating new products, increasing investmentiesand marketing, leveraging on the
company’s strength in beer to build more scalepmits. These findings concur with

Njau (2000) who found that due to increasing lealg€ompetition, products had been

significantly improved in quality, features and iedy. Advertising expenditures had been
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dramatically increased. And in market research fihe has significantly increased

information gathering on competitors and custonesds.
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CHAPTER FIVE: SUMMARY, CONCLUSION AND
RECOMMENDATIONS

5.1 Introduction

This final chapter will give us the summary of fings, conclusions, recommendations

for policy and practice, limitations and suggessidor further research.

5.2 Summary

The study set out to determine the environmentahghs in the brewing industry in
Kenya that are affecting EABL and the strategiesythave used to respond to these
changes. The study made use of both primary anshdacy data. The secondary data
was collected from newspapers, websites and inehpublications. Primary data was

collected through personal interviews with intewees.

The study found that not all the forces are conedl®f equal risk to the company with
some classified as high risk to others classifiedoav risk. The threat of new entrants
was considered as a high risk due to favorable mpovent policies that were attracting
the new entrants. Bargaining power of buyers wdsseen as a high risk due to the fact
that they were many however, the company was alsweaoff the growing influence of
the bar owner associations being formed in differ@meas and the potential of their
growing influence. The bargaining power of supgligras seen as high due to the few
number of suppliers of the raw materials and tirdluence in the industry operations.
The threat of substitutes was not seen as a riskalthe lack of a substitute product from

another industry that would provide similar if rigtter benefits than alcohol. The level
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of rivalry in the industry was also seen to be éasing due to the level of investment that
competitors were setting. This can be seen fromlehel of above and below the line

advertising they are investing in, the innovatitmsy are coming up with etc.

In addition the study established that EABL had ipuplace strategies to address the
risks identified such as for the threat of potdrgmatrants, the firm was investing a lot in
keeping abreast with the changing consumer trendsiaeds so that they have innovate
products that will meet the consumer needs. Thgdiaing power of buyers was seen as
a potentials threat especially with the new cowgdyernment structure. However on of
the strategies they were using was organizing bareo meetings in order to keep in
touch with their customers and also being membikbsuoowner associations so that they
are aware of opportunities that may lie with thisup of people. Strategies that they had
put in place to deal with the high bargaining powkesuppliers was vertical integration
so that they may be able to control some of thest Other strategies they had put in
place were assisting barley farmers get financothat they can be assured of consistent
barley for brewing. A threat of substitutes was s&¢n as a risk thus the company did not
have any strategy to deal with it. For the rivadmong existing firms, the company was
continuously innovating new products such as Snajapk extra, Jebel, increasing
investment in sales and marketing by having motemal consumer promotions and

leveraging on the company’s strength in beer ttdbmbre scale in spirits.
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5.3 Conclusion

This study concluded that East African Breweriesnitéd seems to be doing a
commendable job in responding to the environmecitainges the brewing industry is
going through. It is evident that the firm is cosis of the importance of strategic
planning in a changing environment such as the ingwdustry in line with Porter’s

five forces model.

The study concluded that the threats of new erdramas high due to friendlier

government policies that are encouraging new etsraspportunity presented by the
growing middle class in the economy with extra digble income to spend. It also
found that the bargaining power of buyers was law tould potentially grow and

become a threat in the future. However the fadttth@company recognizes this fact will
assist it deal with the threat once it becomes imemi. This will be through its strategies
such as being in touch with the bar owners assongt@nd recognizing their influence
within their larger customers, including them inetlcorporate social responsibility

programs.

The study concluded that threats of substitute ymtsdor services was a moderately low
risk to the company thus the current spend on &direg and promotion were enough to
continue keeping the company’s brands top of mimd donsumers and remain first

choice when faced with a substitute.

It also concluded that the bargaining power of $epphigh in the industry and this was
especially because of the limited number of supplié the main raw materials used. The

rising cost and availability of the raw materiats production make this force a threat.
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The company’s strategy of vertical integration hafped it be able to deal with this
threat. In addition as much as the company ownssthmsidiary firms, they still use
alternative suppliers when the cost demands it talging the brewing side to control

their cost of production.

Finally the study concluded that rivalry among @wri firms in the industry is
moderately high. This could be seen through thmeetstated by some respondents of
smaller firms investing heavily in advertising amderchandising, upgrading their
production capacity by building bigger plants €fbe strategies that the company was
employing were continuously coming up with excitingw products that meet the ever
changing consumer needs and preferences, increasiegiment in sales and marketing,

leveraging on the company’s strength in beer tédbuore scale in spirits.

5.4 Recommendations for policy and practice

East African Breweries Limited has done considgrakéll and continues to be the
leading alcoholic drinks firm in Kenya. However, tivithe increasing number of
competitors entering the Kenyan market, it will de® be more aggressive in its
innovations, executions and marketing programss Thbecause other than competition
coming from local firms, the firms taking root argernational and thus they will soon

start out spending them in order to get a piedbeaf market share.

It is also very important for the company to conénengaging the government and its
agencies that have the authority and power to nwdlkanges in legislation that can

drastically affect the operations within the indyssuch as the alcoholic control act,

36



imposing tax on keg etc. which we have seen makegds in how the company carries

out some of its operations such as advertisindooial.
5.5 Limitations of the study

The findings of this research were limited duedme factors arising in the course of the
study. The time available for this study was liditend especially in data collection
considering the interview method was used to cblliata. As some of the interviewees
were very cautious about the amount of time thesewelling to give for the interview.
The other challenge was on accessing the senioageament during the time of study
which lead the researcher to having to conducirttezviews with junior staff who may
not have had all the necessary details.

However, the biggest challenge in conducting thelystwas due to the fact that most
companies would like to keep their strategies amnftial because they would use them
to gain competitive advantage. Therefore, the wagrees were not very willing to
disclose all their strategies in some cases or details of how they have implemented

their responses.

5.6 Suggestions for further research

This study focused on East African Breweries armddinategies it is using in responding
to changes in the brewing industry in Kenya. Howgetrther research can be done on
the other major players in the brewing industrKemya and how they are responding to

the changes.
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Another area for further research would be a coaipe analysis of the response
strategies used by all the players in the indusiny if their size determines the atrategic

options available to them.
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Interview guide

1. Who makes the strategies for the business?
2. How often are these strategies reviewed?

3. Would you consider East African Breweries reggoio environmental changes

proactive or reactive?

4. Has the threat of potential entrants in the brgundustry been changing?
5. If so, how?

6. If not, what in your opinion has not changed?

7. What are your strategies to deal with theseceffe

8. How effective are your actions in dealing witle¢e factors?

9. Has the bargaining power of buyers in the brgvumaustry been changing?
10. If so, how?

11. If not, what in your opinion has not changed?

12. What strategies have you put in place to déal this threat?

13. How effective are these strategies in respanttirthis threat?

14. Has the threat of substitutes been considerestt 0 East African Breweries?
15. If so, how?

16. If not, what in your opinion has not changed?
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17. What strategies have you put in place to engaeprotect your business and how

effective are these strategies?

18. Has the threat of increasing bargaining powsuppliers been changing?

19. If so, how?

20. If not, what in your opinion has not changed?

21. What strategies have you put in place to déal this risk?

22. Has the level of rivalry among the existingniirin the brewing industry been

changing?

23. If so, how?

24. If not, what in your opinion has not changed?

25. What strategies have you put in place to en$iateyou retain you competitiveness in

the industry?

26. How effective have your strategies been thtia fa
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