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(Khan, Salamzadeh, Igbal, & Yang,
2022).

Is the part of the supply chain process
that joins the movement of products,
services, data, and capital from the stage
of raw materials to the consumer end
product (Kushakova, 2022).

Is how well an organization achieves its
market-oriented goals as well as its
financial goals (Nayal et al., 2022).
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vendors that supply goods, materials
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(O'Brien, 2022).

Isa large-scale business strategy that
brings as many links of the chain as
possible into a closer working
relationship with each other (Shou,
Kang, & Park, 2022).

Is the management of the flow of goods
and services and includes all processes
that transform raw materials into final
products (Yusuf & Soediantono, 2022).
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ABSTRACT

The general objective of this study was to assess the effect of supply chain management
practices on performance of tea subsector industry in Kenya. The specific objectives of
the study were to establish the effect of supplier relationship management practice on
performance of tea subsector industry in Kenya; to determine the effect of value chain
management practice on performance of tea subsector industry in Kenya; to assess the
effect of customer relationship management practice on performance of tea subsector
industry in Kenya; to evaluate the effect of logistics management practice on
performance of tea subsector industry in Kenya and to determine the moderating effect
of supply chain integration on supply chain management practices and performance of
tea subsector industry in Kenya. The theoretical framework of the study was guided by
Resource Based View Theory (RBV), Porter’s Value Chain Theory, Supply Chain
Network Theory and Supply Chain Integration Theory. A positivism research
philosophy, a quantitative nonexperimental research method and a cross-sectional
research design was adopted to address the formulated hypotheses. Stratified random
sampling technique was used to select a sample size of 155 firms from the target
population of 254 firms in the tea subsector industry in Kenya. The study selected 2
respondents from every firm sampled of 155 firms each drawn from top management
and middle level management to make a sample size of 310 respondents. Primary data
was collected by use of self-administered structured questionnaires which were
distributed through the drop and pick method. Secondary data collected from various tea
subsector bodies websites, in annual and published financial statements, in national
newspapers, during annual general meetings and in-house magazines, important business
disclosures in journals, manuals and the various firm’s documents were used to cross
validate the primary data information collected. A total of 229 questionnaires were
completed, returned, and used for analysis. Data was analyzed by use of descriptive
statistics and inferential statistics using Statistical Package for Social Sciences (SPSS)
version 24. The Pearson’s product moment correlation analysis and standard multiple
regression analysis were used for hypotheses testing. The data was presented using
tables, and figures for the purpose of giving a pictorial view of the results. The findings
indicated that supplier relationship management practice had a statistically significant
and positive effect on performance of tea subsector industry in Kenya; value chain
management practice had a statistically significant and positive effect on performance of
tea subsector industry in Kenya; customer relationship management practice had a
statistically significant and positive effect on performance of tea subsector industry in
Kenya; logistics management practice had a statistically significant and positive effect
on performance of tea subsector industry in Kenya and supply chain integration had a
statistically significant and positive moderating effect on supply chain management
practices and performance of tea subsector industry in Kenya. The study recommended
for the adoption of supply chain management practices by the tea subsector industry in
Kenya in order to enhance the performance of tea subsector industry in Kenya.
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CHAPTER ONE
INTRODUCTION
1.1 Background of the Study

Supply chain management is the most crucial part in any firm. A hole in the supply
chain network will have an effect on the entire firm’s supply chain network system
hence the need for proper supply chain integration (Bechtel & Jayaram, 2016). It is
noteworthy that a firm’s growth cannot be achieved unless it is pursued in tandem
with the goals of the firm’s supply chain strategy (Barasa, Namusonge, & lravo,
2015). This is because both sets of goals converge at some point in the management
of the firm. Supply chain management practices contribution to performance have
long attracted the attention of researchers (Barasa, Namusonge, & lravo, 2015;
Namusonge, Mukulu, & Iravo, 2017; Wanja & Chirchir, 2013; Nyamasege &
Biraori, 2015). Depending on different objectives, researchers emphasize different
aspects of supply chain management practices (Botlhale, 2017).Tea subsector
industry in Kenya, just like any other form of business industry, are supposed to
carry out supply chain management functions that will enable them, among other
reasons, to enhance competitive performance by integrating the internal functions
within a company and linking them closely with the external operations of suppliers,
customers and other members of the supply chain network (Ghosh, 2017).

Tea is an important commodity with many benefits to human life and global
economies. Globally, tea is the most popular and lowest cost beverage consumed
next only to water. Drinking tea has become a culture and it is consumed by a wide
range of age groups in all levels of society. Mbui,Namusonge and Mugambi (2016)
assert that tea as a commodity sustains lives of growers, pickers, factory workers as
well as being the leading foreign exchange earner in Kenya as it contributes about
four (4%) of the country’s Gross Domestic Product (GDP) (KTDA, 2019). Kenya
earned from tea in 2016 Kshs.125.25 billion, representing 28% share of the total
supply chain export earnings (AFFA, 2016). Kenya is the fourth largest producer of
tea in the world after India, China and Sri Lanka with 73% of tea produced meant for

export (WTO, 2014). The large export volume of tea to international markets



demands for a well-structured and supported supply chain network in order to
achieve proper coordination of tea export to global markets and end customer. The
high tea production in Kenya has attracted multinational enterprises to enter the
country’s tea sector and they are operating with huge capital, holding more power to
influence the whole supply chain in the tea sector either for better or worse. They
certainly play an important role to Kenya as a developing country in the tea industry
and trade (Wanja & Chirchir, 2013).

The world has experienced the consumption of tea to more than three billion cups per
day (FAO, 2019). Therefore, tea is considered to be part of the huge beverage market
and should not be seen in isolation as just a commodity. Africa, South America and
Asian region produces tea varieties with reputation in the international markets of
high quality (WTO, 2014). Asia specifically has an upper hand of every share of
importing market in the world because of its high quality of tea produced. Global tea
production has overcome supply chain demand by 3.9% during the period 2010 to
2015 (WTO, 2015). In addition, huge employment opportunities have been created
by the global tea market and the growing adoption of green tea in beauty and skin
treatments are estimated to propel the growth of the market in the near future to a
high level (TMR, 2016).

On the flip side, the availability of alternatives for tea and the side effects of over-
consumption are some of the major factors curbing the growth of the global tea
market. However, the global tea market is projected to grow to a tune of USD $ 48.9
billion by the year 2020 (World Bank, 2016).The global tea market has been
classified on the basis of product type into leaf tea and Crush Tea Curl (CTC) tea.
The leaf tea segment has been further sub-classified into green tea, oolong tea, and
black tea. In 2013, the black tea segment held the largest share in the overall tea
market (ITC, 2015). However, the green tea segment is predicted to grow rapidly in
the coming years, thanks to the growing awareness regarding the health benefits of
consuming tea. By geography, the global tea market has been categorized into Asia
Pacific, Europe, North America, and Rest of the World (TMR, 2016). In 2013, Asia
Pacific dominated the global tea market and is projected to remain in its leading
position throughout the forecast period. The rapid growth of this region can be
attributed to the tremendous demand from China and India (UNCTAD, 2016).


https://www.globenewswire.com/Tracker?data=M_wRrcWEajXW2yNUCeZdshMm7osfBknKjRptSgg60I2CzRNtTlPsCobUtFH5lghpOgLlCRURDpQ8qZxOBRz8KnkecFOKqk7-TkUueTsidD_nBH44UrGlKZFJAjRCnI2ftTqqvw3u-LQ8_LhQ5FxT_A==

Moreover, the highest revenue is generated in the Asia Pacific tea market, owing to
the huge quantity of tea exported from countries such as China, India, and Sri Lanka
across the globe. On the other hand, the North America tea market holds a
comparatively smaller share in the overall market at present; nevertheless, it is

estimated to witness sluggish growth in the near future.

The tea industry in Africa started with the first commercial farms laid out in the
1920s, at Kericho in the Kenyan highlands west of the Rift Valley. These were
followed by similar farms in Malawi, Uganda and Tanzania. These tea estates,
owned by multinational companies such as Unilever, now cover hundreds of square
kilometers, carpeting the slopes in bright green as far as the eye can see. They
employ thousands of people, many of whom are housed on the estates and benefit
from amenities including education and some of the best medical facilities available
(TMR, 2016). It is a modern plantation model, underpinned by what might be
described as local economic block, and supported by certification schemes such as
Fairtrade and Rainforest Alliance. It is large-scale industrial tea farming, where
yield, quality, consistency and costs are the key drivers. But there is more to tea in
Africa than these giant commercial estates. Most of the increase in tea growing over
the last 20 years has come from smallholder farmers, who typically grow a small
amount of tea as a cash crop alongside staple food crops (World Bank, 2019). The
green leaf is not processed by the farmers, but delivered to a processing factory
owned by a large company or co-operative. Most of the large estate companies buy a
sizeable proportion of their leaf from local smallholders, and provide them with
training and support to help improve yields and quality. Arrangements like this can
have a significant beneficial impact on the community, by helping to generate growth
in the local economy (AFDB, 2014).

The most successful tea smallholder model is the Kenya Tea Development Agency
(KTDA). The KTDA is the umbrella body for over 500,000 smallholder farmers
spread across the main tea producing zones, and grouped to 62 processing factories
that are collectively owned by the farmers (TBK, 2014). The KTDA manage the
factories and market the tea, but the sale proceeds are shared by the farmers. It is a

unique model, and extremely successful, with KTDA farmers now producing over



half the Kenya tea crop (RoK, 2013). The KTDA factories around Mount Kenya
produce some of the best quality CTC tea in the world (TBK, 2014).

Average global prices of tea have been declining due to the obvious oversupply of
tea in the market. The situation has been worsened by the escalating costs of
production, labor, fertilizers, electricity, management costs as well as high taxation
costs (IFC, 2019). Moreover, there has been new entrants in the tea sector globally
with countries such as Nepal, Rwanda, and Vietnam joining the league while in
Kenya there has been an increase in production due to expansion in tea planting and
provision of high tea yielding varieties of tea plants by the Tea Research Institute of
Kenya (TRIK, 2012). Due to these developments, tea industries in some countries
have collapsed such as South Africa and this poses a serious challenge to the future
growth and direction of tea industry in Kenya. Therefore, in Kenya, just like in Sri
Lanka and India, the tea industry should re-evaluate its operations and supply chain
processes so as to remain profitable and competitive at global level. Sri Lanka, India
and China have already taken measures to solve these challenges by enhancing the
efficiency of their supply chains and exports through value addition, product
diversification and aggressive promotion (TBK, 2014).

Tea is considered as having a share of the global beverage market which is a highly
competitive field. There is a wide range of tea products which continue to be
developed through product and process development for added value as market
shares become more sophisticated and competitive. This requires the existence of
excellent supply chain management practices among tea corporations that can make
the product available to the market in a convenient manner (Wanja & Chirchir,
2013). Modern organizational competition emanates from external activities taking
place outside the demarcation and boundaries of the organization (Beamon, 2013).
Therefore, organizations need to effectively link their various operations with
suppliers such as wholesalers, retailers, and end customers so as to survive the
complex corporate competitive world. Hence the most important function of supply
chain management is to provide firms with ways of integrating functions at both the

upstream and downstream levels (Bozarth, Warsing, & Flynn, 2009).



Therefore, the overall objective of supply chain management is to enhance the
performance of the entire supply chain and not an individual organization. Various
studies have indicated that effective implementation of supply chain management
practices has the potential of contributing to enhanced organizational performance
(Carneiro, 2015). These studies have shown that companies that have a higher degree
of integration with suppliers and customers have shown very high performance.

1.1.1 Global Perspective of Supply Chain Management Practices and

Performance

Supply chain is an entire network of interlinked entities either directly or indirectly
and interdependent in serving the final customer or consumer (Bechtel & Jayaram,
2016). Supply chain management practices are the strategies employed by
management to perform or achieve certain functions or outcomes through a set of
controllable and measurable actions (Boscheck et al., 2008). The supply chain
management practices may entail aspects such as value addition management,
supplier relationship management, logistics management, and information sharing

and technology deployment among others (Fujita & Thisse, 2013).

The term supply chain management practices reflect the major role of strategic
management in adapting, integrating and reconfiguring resources, organizational
skills and functional competencies to respond to the challenges of the external

environment (Eljelly, 2015).

Supply chain management practices are complex and require skills and accumulated
knowledge so as to determine a company’s capacity of general efficiency and ability
(Keller & Cappelli, 2014). When supply chain management practices are employed
through organizational processes, they enable firms to manage coordination of
activities and efficiently use assets (Richey et al., 2011). Boscheck et al. (2008)
refer to supply chain management practices as those management attributes, abilities,
organizational processes, knowledge, and skills that allow a firm to achieve superior
performance and sustained competitive advantage over competitors. It is a
management’s task to exploit and leverage firm specific assets and capabilities SO as

to get the best.



Supply chain capabilities are the foundation blocks for enhanced firm competitive
advantage, performance, and overall success (Schmenner, 2012). When the
organization’s supply chain management practices are correctly aligned with its
objective, the company enjoys a competitive advantage leverage over its competitors
that is of superior performance and an extremely strong market position. With supply
chain management practices in place, operational and sustainable excellence can also
be achieved. The supply chain management practices exist at different levels, where
there is supply chain planning and projections and implementing the supply chain
plans (Lebaron & Lister, 2015). Ghosh (2017) suggests there is an exceptional link
between proficiency concerning supply chain management and exceptional

organization profitability.

He classifies this management processes into three categories namely external
processes management capabilities which refers to the group of management
capabilities that enables the company to compete by forecasting and acting on
changes in markets through the development of sound relationships with suppliers,
channel members, and customers (Ali, Namusonge, & Sakwa, 2016). Internal
management processes capabilities that refer to those internal management
capabilities that enable the firm to exploit opportunities in the environment. In other
words, they facilitate the company acting on information in a manner that brings
value to customers and assures the organization viability in the long run; Spanning
management processes capabilities relate to the processes that support the anticipated
needs of patrons being fulfilled by the business (Cardy & Munjal, 2016). They do so

primarily through integrating the external and internal management capabilities.

1.1.2 Regional Perspective of Supply Chain Management and Performance

Africa presents unique, varied, and continually evolving challenges for supply chain
management networks. Even companies with long track records in the region are
being forced to find new and creative ways to maintain growth and extend their reach
into new countries and markets. While some of the lessons learned in other emerging
regions are also applicable to Africa, it is likely that they will be only part of the
solution (AFDB, 2014). The rest will come from unique approaches tailored to

specific countries, markets, and consumer groups. In particular, firms will need to



adapt their supply chain management solutions through various approaches so as to
navigate the African supply chain management network and ensure firm profitability
(Mckinsey, 2013).

Firms have had to take advantage of African regional economic block agreements
and growing trade corridors so as to extend their supply chain management networks.
To achieve economies of scale in African distribution networks, most companies
with aspirations to serve large parts of the continent have adopted a regional
approach. Picking the right regional breakdowns and developing the right supply
chain network design within those regions have had a critically important effect on
the reach, speed, and cost of coming up with such supply chain networks (UNCTAD,
2013).Many organizations have found it useful to consider Africa as four zones, with
roughly the same-sized GDPs. These zones are: Maghreb, Western Africa, South of
Africa, and Eastern Africa (World Bank, 2013).

For example, Supply Chain Management System (SCMS), a specialty supply chain
partnership for medicines to support victims of human immunodeficiency virus
(HIV), established regional distribution centers (RDCs) in three out of these four
zones: in Ghana, Kenya, and South Africa. Ghana was chosen as the best location for
the RDC in West Africa due to the availability of a nearby port facility, the country's
relative economic and political stability, the willingness of the government to have
the facility located there, and its proximity to Nigeria and Cote d'lvoire (two
countries with high patent risk).Kenya was chosen in East Africa for similar reasons,
including the receptivity of the government to the RDC, its location in the center of
the region, and the availability of a good airfreight hub, while South Africa's good
infrastructure and access to ports for imports from the United States and Asia made it
the logical choice for the South (WHO, 2013) .

Some companies have developed supply chain management network approaches that
serve regions beyond Africa itself. Ford Motor Company, for example, set up a parts
distribution center in Nigeria to serve not only the entire African continent but also to
reach several countries in the Middle East (Namusonge, Mukulu, & Iravo, 2017).
Recent investments in transportation infrastructure have provided better direct access

to Africa's established industrial and urban markets as well as improved access to



newer markets. For example, better rail networks have greatly improved the
connections between smaller countries like Uganda, Rwanda, and Burundi with the
port of Mombasa in Kenya hence strengthening the supply chain networks. These
links have facilitated trade in both directions, allowing easier importation of foreign
products while providing a more efficient means of exporting natural resources and

agricultural products manufactured in the region (Mckinsey, 2013).

Despite these improvements, much of Africa continues to struggle with poor logistics
infrastructure and high distribution costs, requiring careful design of physical
distribution networks (warehousing and transport) for commercial supply chains
networks (AFDB, 2014). Establishing distribution networks within these regional
alliances should enable improved service levels to customers. However, there is
significant variation in the legal and regulatory strengths of the countries within the
economic alliances, something that should be taken into account as supply chains are
developed. For example, relatively weak legal systems and more complex and costly
processes make it more challenging to establish supply chains in the 15 members of
the Economic Community of West African States (ECOWAS) than in the smaller
East African Community (EAC). Meanwhile, the Southern African Development
Community (SADC) is larger, better regulated, and simpler to operate in than either
ECOWAS or EAC (UNCTAD, 2013).

1.1.3 Local Perspective of Supply chain Management Practices and

Performance

The Kenyan field of supply chain management can be termed as being at its pupae
stage. However, the concept of supply chain management practices and performance
is not entirely new. Namusonge, Mukulu and Iravo (2017) did a study on the
influence of supply chain capabilities on performance of manufacturing entities in
Kenya where they used procurement capabilities, inventory management capabilities,
logistical capabilities, customer service capabilities and information communication
technology (ICT) capabilities as the independent variables and established that
supply chain capabilities play a key role in the performance of manufacturing entities

in Kenya.



Wanja and Chirchir (2013) did a study on supply chain management practices and
performance of Kenya Tea Development Agency managed factories and indicated
that supply chain management practices play a pivotal role in aiding the performance
of Kenya Tea Development Agency managed factories.They strongly indicated that
the process of obtaining tea leaves from farmers,taking it to the local weighing
centre,processing it in the factories and eventually selling it locally or internationally
requires a well coodinated and sophisticated supply chain management
network.Ondieki and Oteki (2015) did a study on the effect of supplier relationship
management on the effectiveness of supply chain management in the Kenyan public
sector and recognised that supplier relationship management created a harmonious

scenario of dealing with suppliers in the Kenya public sector.

Bolo (2011) did a study on empirical investigation of selected strategy variables on
firm’s performance: A study of supply chain management in large private
manufacturing firms in Kenya, discussed the effect of selected strategy variables on
corporate performance in supply chain management. The selected strategy variables
entailed core competencies of supply chain, core capabilities of supply chain strategy
and strategy implementation. Focusing on the core competencies and core
capabilities of supply chain and was determined that core capabilities and
competencies do have effect on corporate performance in large private
manufacturing firms in Kenya. The independent effect of core competencies and core
capabilities on firm’s performance may also create competitive advantage for a firm,

but nevertheless, over time may be imitated by competitors (Bolo, 2011).

To make the economy more vibrant and to improve productivity, proper corporate
structure and governance need to be put in place where SCM competencies, strategy,
capability, can be used to create synergy (Barratt, 2004). The progress development
of the supply chain management capabilities individually over time can lead to a
snowball effect in terms of overall supply chain capabilities enhancement thus
resulting in a synergetic effect on performance (Chege, Ngugi, & Ngugi, 2017).
Therefore, in Kenya the area of supply chain management practices ought to be
developed so as to bring out its full potential to the production sector in terms of

performance.



1.1.4 Tea Subsector Industry in Kenya

Before Kenya attained independence, indigenous Kenyans were restricted by law
from growing tea. When it approached independence, the legislation was repealed to
allow the indigenous people to commence tea growing. Following this development
in 1960, the colonial government created the Special Crops Development Authority
(SCDA) to promote growing of tea by Africans under the auspices of the ministry of
Agriculture (RoK, 2013). After independence, Kenya Tea Development Authority
was formed through legal notice No.42 of 1964 and took over the liabilities and
functions of the SCDA to promote and foster the growing of tea in small farms,
which were previously said to be unviable in view of the expertise and costs
required, as witnessed in the plantation sector. Due to privatization, Kenya Tea
Development Authority was converted to Kenya Tea Development Agency Limited
and was incorporated on 15th June 2000 as a private company under (CAP 486) of
the laws of Kenya, becoming one of the largest private tea management agencies
(KTDA, 2019).

KTDA offers management services to the small-scale tea subsector in Kenya. The
company is managed by a board of directors from the twelve zones that represent the
tea growing regions of Kenya. Each zone has a collection of factories under their
management. A factory has six directors that are elected by farmers. The elected
directors meet at the zonal level to elect a board member to KTDA (TBK, 2019).
There are one hundred and seven factories under the management of KTDA. All
factories are managed in a similar business model. The company has a sole
responsibility of buying tea leaves from small scale farmers, processing of the tea
and ensuring the same is marketed appropriately. All these activities involve value
addition and complex supply chains that need good supply chain management
practices at both the upstream and downstream levels (Wanja & Chirchir, 2013).
Without proper supply chain management practices, KTDA factories may not be able
to operate profitably since their supply chain activities may be derailed thus leading
to losses (KTDA, 2019).

In 2019, Kenya's gross domestic product (GDP) amounted to around 102.43 billion
U.S. dollars (World Bank, 2020). Thus, KTDA contributes a lot to agriculture which

10



is the mainstay of the Kenyan economy since it directly contributes 24% of the Gross
Domestic Product (GDP) annually, and another 27% indirectly (CBK, 2016). The
agricultural sector accounts for 65% of Kenya’s total exports and provides more than
70% of informal employment in the rural areas in terms of tea pickers and factory
workers (RoK, 2013). Therefore, the agricultural sector is not only the driver of
Kenya’s economy but also the means of livelihood for the majority of Kenyan
citizens and major foreign exchange earner. In the Vision 2030 blue print, the
agricultural sector is broken down into six major sub-sectors, namely: industrial
crops, food crops, horticulture, livestock, fisheries and forestry. Tea and coffee fall
under the industrial crops. Kenya is the leading exporter of tea in the World, with its
exports in 2014 reaching 441 million kilograms, and accounting for about 22% of the
global tea export volumes (TBK, 2014). Tea is also the leading foreign exchange
earner in the country accounting for 21% of the total export earnings (RoK, 2013).
Tea also supports over 3 million people directly and indirectly and accounts for 4%
of Gross National Product (GDP) (TBK, 2014; Mbui, Namusonge, & Mugambi,
2016).

Kenyan tea is predominantly sold in bulk after the initial primary tea processing.
After tea is plucked from the farms in green form, it is taken through the primary
processing. This process entails subjecting the green leaves to the withering process
and thereafter the leaf is cut into small pieces, torn into small sizes and finally curled.
The product is taken through oxidation process and then subjected to dryers to
undergo the heating process (TRIK, 2012). The final product is black CTC tea which
is later graded into various sizes depending on grain sizes. This product is thereafter
packed into packages of between 50-80 kilograms which is now sold as bulk tea.
This entire process is the primary level of tea processing (KTDA, 2019; Mbui,
Namusonge, & Mugambi, 2016).

The actual supply chain of the tea subsector industry in Kenya begins with the farmer
who is the supplier of green leaves. The green leaves are plucked at the farm by
casual workers, loaded into specially made African baskets and carried on their heads
or backs as a simple means of transport by the farmer/casual workers to the tea
collection center at the zonal level (RoK, 2013; Wanja & Chirchir, 2013). At the
collection Centre, weighing of tea leaves is done using an Electronic Weighing
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Solution (EWS) whereby both the farmer and center attendants keep the records in
terms of number of kilograms of leaves supplied by the farmer. The green leaf is then
transported to the factory using tea collection trucks. At the factory the green leaf is
received and the weight is confirmed before processing begins. Once the processing
is completed, the processed tea is packaged and transported to a Mombasa warehouse
where auction is done and the tea ends up either with a local or international buyer
(KTDA, 2019). This study focused on the supply chain process from tea plucking in
the fields till the tea export to global markets hence requiring a high level of supply

chain management process.
1.2 Statement of the Problem

Kenya is the leading exporter of tea in the world in terms of volume, but it takes
second position in terms of earnings after Sri Lanka (ITC, 2019). In 2019, Kenya
earned US$ 1.17 Billion (US$ 2.40 per kg) from exports of 497 million kilograms of
tea, while Sri Lanka earned US$ 1.24 Billion (US$ 4.10 per kg) (or 3% higher) from
export of 300 million kilograms (or 25% lower volumes) hence huge revenue
leakage for Kenya which has a negative trickling down effect to the tea subsector
industry players (World Bank, 2019). A report by EATTA (2020) claim that the
main reason why Kenya earns less from tea export compared to other countries like
Sri Lanka could be due to failure to incorporate supply chain management practices
such as value chain management as Kenya exports bulk of primary processed tea
while Sri Lanka exports value added tea. If Kenya was able to replicate Sri Lanka’s
supply chain management practices and earn similar price of US$ 4.10 per kg in
2019, then it could have pocketed US$ 2.037 Billion (Ksh 204 billion) in revenue
earnings instead of US$ 1.17 Billion (Ksh 117 billion). Incorporating sophisticated
supply chain practices will guarantee high earnings and hence high profit to tea
industry players’ thus creating employment and boost in the country’s GDP (TBK,
2019).

Although there is a wide range of literature on supply chain management practices
and performance, the area needs further research due to mixed research outcomes
which have created a dilemma hence occasioning a research gap. Wanja and Chirchir
(2013) carried out a study on supply chain management practices and performance of
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Kenya tea development agency managed factories. Christine (2010) carried out a
study on distribution strategies used by Chai Trading Limited to penetrate the Middle
East markets in bulk tea exports. Mbui,Namusonge and Mugambi (2016) sought to
establish the effects of strategic management practices on export value addition in
Kenya tea subsector. It is in this view that this study sought to establish the effect of
supply chain management practices on performance of tea subsector industry in
Kenya to answer questions regarding supply chain management practices and

performance.
1.3 Research Objectives
1.3.1 General Objectives

The general objective of the study was to assess the effect of supply chain

management practices on performance of tea subsector industry in Kenya.
1.3.2 Specific Objectives
The specific objectives which guided the study were:

1. To establish the effect of supplier relationship management practice on
performance of tea subsector industry in Kenya.

2. To determine the effect of value chain management practice on performance
of tea subsector industry in Kenya.

3. To assess the effect of customer relationship management practice on
performance of tea subsector industry in Kenya.

4. To evaluate the effect of logistics management practice on performance of tea
subsector industry in Kenya.

5. To determine the moderating effect of supply chain integration on supply
chain management practices and performance of tea subsector industry in

Kenya.
1.4 Research Hypotheses

The study was guided by the following null hypotheses:
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Hol: Supplier relationship management practice has no significant effect on
performance of tea subsector industry in Kenya.

Ho2: Value chain management practice has no significant effect on performance of

tea subsector industry in Kenya.

Ho3: Customer relationship management practice has no significant effect on

performance of tea subsector industry in Kenya.

Ho4: Logistics management practice has no significant effect on performance of tea

subsector industry in Kenya.

Ho5: Supply chain integration has no significant moderating effect on supply chain

management practices and performance of tea subsector industry in Kenya.

1.5 Significance of the Study

The study may be beneficial and relevant to the following parties:

1.5.1 Tea Manufacturing Organizations

The study may provide information to the management of tea manufacturing
organizations that will enable them to conduct their functions and duties in a more
efficient and effective manner. This in turn will lead to better performance and
profitability in the industry. It may also provide insight on the various supply chain
management practices that can be adopted so as to achieve a competitive advantage
and operational excellence. Additionally, tea producers who are involved in
production, processing and marketing of tea can also benefit from the findings to
identify opportunities for upscaling their activities, in the entire supply chain

network.

1.5.2 Suppliers

The study may enable suppliers understand how the tea subsector industry conduct
their operations with regards to supply chain management, thus they will be in a

better position to also plan their operations in terms of lead time, logistics, tendering
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and quoting. KTDA which particularly manages small scale farmers shall greatly
benefit from the study as it would understand supply chain management practices
which can ultimately increase revenue to small scale tea farmers and the tea industry

in Kenya as a whole.

1.5.3 Academicians and other Researchers

Academicians and other researchers may benefit from this research since it provides
more insight on supply chain management especially in the Kenyan context. Kenya
is among the leading exporters of tea in Africa, which generates significant revenues
for the country, thus, carrying out research on supply chain management practices in
the tea subsector industry in Kenya is an interest whose results can yield valuable
implication to Kenya’s tea subsectors amongst others. This research will be used as a
basis of further study in the future. The study’s recommendations would generate
more research in the field of supply chain management in the tea sector. It may also
create ways of resolving emerging problems in the tea subsector industry both in

Kenya and at global arena.

1.5.4 Policy Makers

This study is of great value to policymakers in the Kenyan tea subsector industry. It
provides concrete information on supply chain management practices and how this
may be approached in the Kenyan situation. Policy makers especially Ministry of
Agriculture and Tea Board of Kenya can be able to use the findings of this study to
examine critical issues surrounding supply chain management and to formulate
appropriate and relevant policies to form a guiding framework for supply chain
management of Kenyan tea subsector industry. The government, through the findings
of the study can appreciate the importance of partnerships in the tea subsector
industry in promoting supply chain management which will also help the country
expand its processing and packaging capabilities. The management of the tea
subsector industry can also benefit from the findings of the study as it comes in
handy in identifying gaps that may need to be addressed in order to control supply

chain management practices.

15



1.5.5 Supply Chain Professionals

Supply chain professionals may gain through acquiring new knowledge on supply
chain management capabilities and practices at a time when supply chain
management is evolving under challenges that are particularly being faced by the
industry at large. The findings may also assist in growth and development of supply
chain management both locally and internationally. Tea exporters who have
predominantly over the years relied on exports of bulk teas can be guided
accordingly by the study to make a business shift to supply chain management

practices which can increase their tea income earnings accordingly.

1.5.6 Community and Farmers

The study may benefit the entire community and farmers involved in the tea
subsector industry in Kenya. By enhancing the supply chain function in the tea
subsector industry and reducing inefficiencies, more finances will be available for
other tea development research projects that will immensely benefit the community
and tea farmers’ financially. In addition, the community will benefit from better
production and supply chain operation processes which in turn may lead to superior

tea products and services in the market.

1.6 Scope of the Study

This study focused on the Effect of supply chain management practices on
performance of tea subsector industry in Kenya. The supply chain management
practices that were considered in the study are: supplier relationship management
practice, value chain management practice, customer relationship management
practice, logistics management practice and supply chain integration. The study
focused on supply chain management practices in the Kenyan tea sector which is
spread across the country. Tea is the leading foreign exchange earner in Kenya,
contributing to about four (4%) percent of the country’s Gross Domestic Product
(KNBS, 2019). Supply chain management practices have got the capability to spur
earnings from tea export while also creating employment amongst other benefits

(TBK, 2014). The study was conducted in Kenya and used sampled respondents in
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the Kenyan tea subsector industry drawn from tea factories, tea packers and tea

exporters.

1.7 Limitation of the Study

The researcher encountered a number of challenges while undertaking the research
study. However, the limitations did not have a significant interference with the
outcome of the study. The first challenge was that some of the respondents did not
feel comfortable to share some classified information regarding their firms as they
had fears that the information, they provided could be used against them or bear
some adverse effects on their firms and therefore they did not wish to participate in
the study. However, this situation was diagnosed by the researcher as the participants
were well briefed on the confidentiality of the information they were to give and that
it would be used for academic purposes only. Similarly, the researcher outlined the
necessary steps put in place to ensure the information was kept confidential without

revealing the participants identity in any way.

The second limitation was accessing the senior managers targeted for the research
study in their respective firms. Due to the busy schedule of the managers, the
researcher encountered difficulties of accessing them since most of the time the
senior managers offices were manned by office secretaries and junior officers who
could not allow the researcher to access the manager’s offices without official
appointment. To mitigate this situation, the researcher booked for appointments at
the convenience of the targeted firm managers and used an introductory letter from
Jomo Kenyatta University of Agriculture and Technology and also a research permit
from National Commission for Science, Technology and Innovation to facilitate the
exercise. The researcher also deployed excellent communication and interpersonal
skills with the respondents and explained to them the importance of the study and

promised them of high confidentiality of the information they gave.

The third limitation was the delayed response to the questionnaires by some
managers and some even lost them in the process thus occasioning failure to achieve
100 percent response rate. The challenge was however mitigated as the research
assistants deployed were able to make follow-ups and clarify the questions that
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respondents were not able to digest. The research assistants also frequently provided
additional questionnaires to those respondents who had lost questionnaires issued to
them and were willing to continue with the research exercise. This greatly reduced

the number of unfilled sections in the questionnaires and increased the response rate.

Lastly, the research concentrated on only few aspects of supply chain management
practices namely; supplier relationship management practice, value chain
management practice, customer relationship management practice and logistics
management practice. There are other aspects of supply chain management practices
which were not explored such as electronic supply chain management, supply chain
communication systems, warehousing management systems, supplier training
management etc. that may have an effect on performance of tea subsector industry in

Kenya.
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CHAPTER TWO
LITERATURE REVIEW
2.1 Introduction

This chapter presented literature review of the theories that informed the variables in
this study which were supplier relationship management practice, value chain
management practice, customer relationship management practice, logistics
management practice and supply chain integration. Similarly, it reviewed both
critical and empirical literature of all the key variables mentioned. It also provided a
summary and critique of the literature reviewed. It also presented a conceptual

research framework which formed the basis for the research hypotheses.
2.2 Theoretical Framework

The theoretical perspective relevant to this study was based on effect of supply chain
management practices on performance of tea subsector industry in Kenya. The
theories discussed in this section were resource-based view theory, porter’s value
chain theory, supply chain network theory and supply chain integration theory.
However, this study was mainly anchored on the resource-based view theory and

supply chain network theory from which the variables of the study were derived.
2.2.1 Resource Based View Theory

This is a grand theory in this research which tries to explain all the independent
variables and moderating variable of study namely, supplier relationship
management practice, value chain management practice, customer relationship
management practice, logistics management practice and supply chain integration.
Barney (1991) as cited by Namusonge, Mukulu and lIravo (2017), assert that the
resource-based view (RBV) is a managerial framework used to determine the

strategic resources a firm can exploit to achieve sustainable competitive advantage.

Barney's 1991 article "Firm Resources and Sustained Competitive Advantage" is
widely cited as a pivotal work in the emergence of the resource-based view theory.

However, some scholars argue that there was evidence for a fragmentary resource-
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based theory from the 1930s.RBV proposes that firms are heterogeneous because
they possess heterogeneous resources, meaning that firms can have different
strategies because they have different resource mixes (Barney, 1991).The RBV
focuses managerial attention on the firm's internal resources in an effort to identify
those assets, capabilities and competencies with the potential to deliver superior
competitive advantages.

Firms have realized the critical importance and interdependencies that mutually exist
between the organization’s internal operational processes and those of suppliers and
customers (Luo & Child, 2015). Organizations are focusing at improving their
operational level performance and as a result a good number of firms are developing
explicit linkages with suppliers and customers so as to reap the benefits of such
linkages (Regner, 2015). Supply chain management linkages refers to the pillar
connections that a firm creates with critical entities in its supply chain network in
order to fully manage the flow of inputs from suppliers into the firm and outputs
from the firm to customers who are end users. These linkages can only be
implemented through practices such as seeking suppliers and customers input on
innovation of new products and product diversification, vendor management
inventory system to allow sharing of information between various parties in the
supply chain, supplier and customer relationship management, and value addition
management among other critical supply chain components (Rungutusanatham,
Salvador, Forza, & Choi, 2013).

In order to have a proper insight on the critical significance which exist between
supply chain management linkages, supply chain network performance and
organizational performance, some theories have been borrowed and applied in supply
chain management from other related disciplines such as economics and
management science so as to provide a rich insight for better understanding the
benefits that firms derive from supply chain management linkages between suppliers
and customers. The resource-based view of the firm is borrowed and applied in

supply chain management from the strategic management discipline.

The resource-based view of the firm has been applied successfully to develop
insights into the inter-firm relationships and alliance for better performance
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(Volberda & Karali, 2015). Thus, a better understanding of the resource-based view
play a pivotal role in advancing conceptual and pragmatic understanding of the
firm’s supply chain management interactions and its impact on overall performance.
The resource-based view theory is a theoretical perspective that initiates the attempt
to describe, explain and predict how firms can achieve a sustainable competitive
advantage through acquisition of rare, valuable, in-imitable and non-substitutable

control over resources (Namusonge, Mukulu, & Iravo, 2017).

Resource based view theory asserts that resources include both tangible assets such
as buildings and equipment’s and intangible assets such as capital knowledge that
facilitate the production and delivery of goods and services (Arend & Levesque,
2010).Firms seek to gain permanent or semi-permanent control over resources that
can provide a competitive advantage over competitors in the volatile market. As a
result, firms may exert different levels of control over different types of resources
and they would differ in terms of the collective whole commonly referred to as
bundle of resources or resource endowment that would be available to them (Barney,
1991). These unique differences, in turn, should lead to innovation of different
product through product differentiation that ultimately account for the firms’

competitive advantage position (Helfat & Peteraf, 2003).

Barney (2003) and Peteraf (2011) as cited by Nyang'au, Rotich and Ngugi (2017),
discussed the five critical characteristics of a resource that would allow firms to
attain a sustainable competitive advantage. First, the resource must be valuable in
that it improves firm efficiency and effectiveness in providing unique and
distinguished performance from its competitors. Second, the resource must be rare so
that by exercising control over it, the firm can exploit it to the disadvantage of its
competitors and use it to gain competitive advantage over its competitors. Third, the
resource must be imperfectly imitable to prevent competitors from being able to
easily imitate innovation and develop the resource in-house. Fourth, the resource
must be imperfectly mobile to discourage the ex-post competition for the resource
that would offset the advantages of maintaining control of the resource. Fifth, the
resource must not be substitutable; otherwise, competitors would be able to identify
and innovate different products which can be strategically equivalent resources to be

used for the same purpose.
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How a particular resource fits within a firm’s resource endowment and interacts with
firm’s other resources can also reduce imitability and deter mobility. More
specifically, the integration of a resource within a complex social network would
likely raise the stakes of the resource making it even more difficult to replicate and
this phenomenon is commonly referred to as “social complexity”. The social
complexity of a team effect, especially for successful teams that interact within a
system of facilities, decreases the likelihood of such teams being successful in other
contexts — an argument that may explain the failures of quality circles outside of
Japan (Carneiro, 2015).The intangibility of a desirable resource, as well as legally
imposed restrictions and regulations such as patents, licenses, and industrial
espionage laws also serves to protect the resources from being readily duplicated or
traded.

Resource based view of the firm theorists have explored how resources can create
and sustain a competitive advantage of the firm. Grant (2009), as cited by
Nyamasege and Biraori (2015), equated the concept of performance to core
competencies in the organizational routines. He explicitly argued that organizational
routines which he defined as “regular and predictable patterns of activity and
sequence of coordinated actions that deploy rent-yielding resources, hence creating a
competitive advantage” (Grant, 1991). Amit and Schoemaker (1993), as cited by
Nyang'au, Rotich and Ngugi (2017), made the same argument and extended the
definition of performance as “information-based, tangible and intangible processes
that provide enhanced productivity of its resources, as well as strategic flexibility and

protection for its final product or service”.

In summary, the major highlights of resource based view theory are: To compete
effectively, each firm seeks to acquire, control, and bundle resources with unique
performance attributes; Resources are classified as tangible and intangible assets that
are key inputs into the production effort and delivery of goods or services;
Performance attributes are organizational routines practices and mechanisms that
enable a firm to acquire and deploy unique resources to facilitate the production and
delivery of goods or services; Resources that are valuable to the firm, rare ,
imperfectly mobile, not imitable by competitors, and not substitutable provide the

firm with a sustainable competitive advantage.
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When a firm controls resource that bare the attributes of resource-based view theory
i.e., rare, valuable, in-imitable, on-substitutable and imperfectly mobile or simply
VRINN resources, the firm gains a unique sustainable competitive advantage. When
a firm creates unique supply chain networks with its suppliers and customers,
resulting into connections that exclude competitors from forming the same
connections with the same critical suppliers and customers for the same purpose, the
firm gains a competitive advantage which benefits them immensely. These benefits
should directly be credited to the performance of the firm since the connections in
supply chain linkages facilitate the flow of quality materials such as raw materials
into the firm and finished goods and services out of the firm (Schmenner, 2012).

In concurrence with the resource-based view of the firm thinking perspective, supply
chain management practices that facilitate availability of quality materials from
suppliers to a firm and from the firm to customers represent a VRINN (rare,
valuable, in-imitable, imperfectly mobile and non-substitutable) resource and can
create an organizational performance advantage for the firm. However, performance
advantage tends to be a temporary reprieve for the firm and in order for a firm’s
supply chain management practices and linkages to provide a sustainable
organization performance benefit, a firm must continually endeavor to protect the
integrity of the VRINN resource properties of its supply chain network linkages
(Morali & Searcy, 2013).

Therefore, the resource based view approach can be modelled into two perspectives
as follows; In the short-run, a firm’s supply chain network linkages represent a
VRINN resource that provides superior but temporary performance advantages to the
firm and that the extent to which a firm is able to continually protect the integrity of
the VRINN resource properties in its supply chain network linkages will determine
whether or not the firm will enjoy sustainable superior performance advantages from
such connections with critical suppliers and customers (Cawley & Snyder, 2012). In
conclusion, this theory is relevant to supply chain management practices contribution
to performance as it advocates for better control of firm’s resources that are VRINN.
The firm can gain a sustainable competitive advantage by proper control and

management of supply chain network by deploying proper supply chain management
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practices such as supplier relationship management and value addition management

which are key resources to the success of any organization.
2.2.2 Michael Porter’s VValue Chain Theory

The value chain theory of the firm (Porter, 1985; Porter, 1990; Porter, 1991; Porter,
2001) views the firm as being a collection of discrete but related production
functions, if production functions are defined as activities (Chang, 2022). Drawing
on the value chain theory of the firm, the study sought to determine the effect of
value chain management practice on performance of tea subsector industry in Kenya.
Scholars aver that the value chain theory of the firm is a relevant theory for
understanding the effect of value chain management practice on firm performance
(Ali, Arslan, Chowdhury, Khan, & Tarba, 2022). Extant literature posits that the
value chain theory also known as Porter’s Value Chain Analysis is a business
management concept that was developed by Michael Porter (Pujawan & Bah, 2022).
Scholars opine that Porter (1985) described a value chain is a collection of activities
that are performed by a company to create value for its customers in the book entitled
competitive advantage (Chege, Ngugi, & Ngugi, 2017; Pujawan & Bah, 2022).
Scholars avow that Porter (2001) explains that value creation is the added value
which leads to competitive advantage and ultimately, added value also creates a

higher profitability for an organization (Nyamah, Attatsi, Nyamah, & Opoku, 2022).

The value chain analysis is based on Michael Porter’s generic value chain model
(Porter, 1990), developed in 1985 and used to explore Porter's model of competitive
advantages through differentiation and cost leadership strategy. A value chain
disaggregates a firm into its strategically relevant activities in order to understand the
behavior of costs and the existing and potential sources of differentiation (Mbui,
Namusonge, & Mugambi, 2016). Porter has always warned of the danger of being
“stuck in the middle” (Porter, 1990). Porter’s value chain consists of a set of
activities that are performed to design, produce, market, deliver and support its
product (Pujawan & Bah, 2022).

Porter’s value chain theory states that chains are broken down into single activities

hence allowing the firm to get a full picture of which parts of its operations create
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value and which ones do not create value (Das & Salwan, 2013). The main aim of
Porter’s value chain theory is to cut the entire complicated supply chain network of a
company into smaller units. The value chain analysis works in such a manner that a
product gains value as it passes through the vertical stream of production within the
firm’s supply chain (Thompson, Dolan, Mayer, Roll, & Yeoman, 2017). When
product value is created, it exceeds the costs associated with product transformation
hence generating profit (Srai, 2015). The Porter’s model of competitive advantage
through differentiation and cost leadership strategy was originally introduced for
companies in the manufacturing industry which have a significant impact on service
firms. The value chain model is segmented into primary and support activities
(Pujawan & Bah, 2022).

Primary activities encompass those roles involved with a product’s physical creation,
sales and distribution, and after-sales service. In detail, the primary activities
involves inbound logistics, operations, outbound logistics, marketing and sales,
service in the core value chain creating direct value (Harrison & Wicks, 2013).
Primary activities are always defined as value-added activities which are those that
customers perceive as adding utility to the goods or services they purchase (Cefis &
Marsili, 2006). Support activities provide the assistance necessary for primary
activities. In detail, support activities involve procurement, technology development,
human resource management, firm infrastructure supporting the value creation in the
core value chain (Harrison & Wicks, 2013). Both the primary and support activities
are not part of the closer value chain but they are included in every function of the
value chain (Pujawan & Bah, 2022).

Normally most organizations do not produce all components of goods and services
by themselves and have a set of incoming already-finished products. In this scenario,
the firm is part of a larger supply chain network and needs to consider linkages with
external activities in the supply chain management network (Garriga, 2014). Porter
(1990) also identified the importance of supply chains and networks which lie
outside the parent organization and are controlled by other companies (Zott & Amit,
2013). The upstream-suppliers (preceding company) provide input to a company
which adds value (own company), which then down streams the products to the next
company (following company) (Bechtel & Jayaram, 2016).
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The target of a well-planned and organized supply chain network is to maximize
value creation while minimizing costs, where all activities of a firm link efficiently
and effectively together (Harrison & Wicks, 2013). The result of adding together the
total value and the cost of creating value is, according to Porter (1985), the margin.
The total value is referred to as the price a customer is willing to pay for a good or
service. Johnson (2010) asserts that in service providing organizations, the
organizational culture has an impact on creating service value as culture includes the
way people perform the service and which if successfully enhanced, competitive
advantages will surface and with differentiated service, it will be difficult for
competitors to copy (Pujawan & Bah, 2022).

With the help of the value chain concept as one of the pillars in supply chain network
management, companies can analyze and describe their source of competitive
advantage (Porter, 2001). An effective value chain strategy along the supply chain
network approach enables an organization to identify the core competencies
necessary to compete and to produce and deliver customer value expectations and to
coordinate the value addition process as goods and services move along the supply
chain (David, 2011). Given the fact that tea processing management in Kenya
undergoes through various value addition process both locally and internationally, it
is therefore imperative to understand the practical approach of Michael Porter’s
Value Chain Analysis as a basic powerful management tool of enhancing value chain
management practice and performance of tea subsector industry in Kenya.

2.2.3 Supply Chain Network Theory

The supply chain network theory is one of the grand theories in this research
covering all the independent and moderating variables. It is one of the theories for
purchasing and supply chain management which has been introduced during the last
decades (Barasa, Namusonge, & Iravo, 2015). Mainly the supply chain network
theory is considered to describe the relationships in which companies, suppliers,
customers or buyers are engaged. Barasa, Namusonge and Iravo (2015) assert that
the theory was first introduced during the 1970s and the 1980s and developed from

the focus on relationships between just two entities, or strategic alliances, towards an
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approach which entails multiple relationships between different counterparts
throughout the supply chain.

Harland (1996), as stated by Nyang'au, Rotich and Ngugi (2017), defines the supply
chain network as a specific type of relation linking a defined set of persons, objects
or events. Chang, Chiang and Pai (2012) further state that the supply chain network
is a complicated network model, and its specific context depends on the relationships
among the network members. Moreover, supply chain networks are seen as
beneficial for every company embedded through the investments and actions of the
other counterparts involved in the process (Chicksand, Watson, Walker, Radnor, &
Johnstone, 2012).

Furthermore, it was found that there are several underlying assumptions, as for
instance that a central position of companies within a supply chain network could
lead to competitive advantage, or that companies share information and knowledge
with their partners (Badar, Sammidi, & Gardener, 2013). Moreover, in terms of the
contribution to purchasing it can be said that the theory is applicable to the most
important decision points. The theory helps with the demand planning through the
simplification of the resource allocation reached through the settlement of strategic

long-term partnerships (Barasa, Namusonge, & Iravo, 2015).

Moreover, companies embedded in a network have the ability to choose from a
greater set of suppliers and through this can even ensure the supply of critical
commodities. Furthermore, the relationships among companies are assumed to be
trustworthy and thus contribute to the value addition on both sides and further
simplify the decision about the selection of the supply strategy. Lastly, the supply
chain network theory contributes to the fourth decision point, namely the negotiation,
since companies in networks aim to engage in long-term contracts through which

strong partnerships between the counterparts are designed (Chicksand et al., 2012).

Previous empirical research into real-world supply chain networks has recognized
seemingly universal supply chain network properties (Bullmore & Sporns, 2009).
These properties exhibit a short characteristic path length, a high clustering
coefficient and the presence of a power law connectivity distribution (Barabasi,
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2009). Hearnshaw and Wilson (2011) assert that a supply chain infrastructure can be
modelled as a supply chain network by a set of “nodes” that represent autonomous
and independent business units as firms which are able to exercise sovereign power
choices and a set of “connections” that link these firms holding them together for the
purposes of creating products and services. The existence of linkages between firms
represents exchange of relationships and the underlying performance contract if
present. The critical connection types in supply chain networks are the presence of
contracts and various flow types such as material flows through logistics,
information flows through various systems and financial flows as a result of profit

incomes through firm’s performance.

The supply chain network theory is descriptive in nature and has primarily been
applied in supply chain management to map activities along the supply chain
network, the main actors in the supply chain network and capability resources in the
supply chain. The focus of supply chain network theory has been on developing
long-term supply chain relationships which are trust-based between the members of
the supply chain network such as buyer-supplier relationships, third party logistics
provision and management roles in supply chain networks (Gunasekaran, Irani, &
Papadopoulos, 2014). Supply chain management is widely saluted as a strategic tool
for companies because they contribute and aid in building and maintaining a

competitive advantage (Badar, Sammidi, & Gardener, 2013).

Supply chain management has become more influential because there is an
increasing dependence on suppliers so as to meet firms target and objectives. The
dependence nature of supply chain networks makes supply chain management
practices a thumb rule for supply chain practitioners in the firm (Closs, Bolumole, &
Rodammer, 2014). Tang (2006) asserts that supply chain network management
should have a positive impact on the performance of the firm if properly and
competently managed. Many researchers have enumerated several supply chain
management strategies that can be used to spur the growth and performance of the
firm through maximizing profits and minimizing costs. These include supplier
relationship management, value chain management, customer relationship
management, supply chain logistics management and supply chain integration into

the firm’s core departments and activities (Mclnerney, 2015).
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Organizations should invest heavily on the diversification of suppliers as a strategy
to handle disruptions and this leads to a wider access of supply chain base enabling
firms to inject in additional supply chain production lines and quickly shifting
volumes and productions in case of disruptions thus ensuring continuity of the firm’s
day to day activities therefore decreasing the negative impact any single player can
have on the supply chain network stream (Kooi, Dutta, & Feudel, 2013). Supplier
selection criteria becomes one of the most important practices in supply chain
network performance and overall performance (Karjalainen & Moxham, 2013).
Supplier selection is done after the firm has made a decision on either single sourcing

strategy or multiple sourcing strategy.

Supplier selection strategy should be based not only on the price of acquiring goods
and services but also on a wide scope of metrics such as quality, organizational
parameters and capabilities with a view to getting the best returns on expenditures
thus propelling organizational growth (Manuj, Omar, & Yazdanparast, 2013)
.Supplier selection criteria based on quality, pricing, delivery and performance of
product have significant relationship with the four elements of customer satisfaction
which include -product quality, product variety, delivery service and competitive
pricing thus overall performance (Calton, 2015). This explains the importance of
supply chain network theory in trying to explain one of the variables which is

customer relationship management and performance.

Building a collaborative supply chain network base with suppliers is the key element
in supplier selection strategy. Chopra, Meindl and Kalra (2007) referred to trust,
mutuality, information exchange, openness and communication as important recipes
in supply chain management process. Gimenez and Sierra (2013) asserts that buyer-
supplier relationships are becoming more popular in supply chain network because of
their ability to reduce fraction and uncertainty thus ensuring performance. Wahl and
Bull (2014) assert that long-run collaborative relationships with key suppliers

contribute immensely to firm’s performance.

Chopra, Meindl and Kalra (2007) states that a supply chain contract specifies what
governs the buyer-supplier relationship as it guides the behavior and performance of
all the parties in the supply chain network. In addition to volume or capacity, lead
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time, price and liabilities, penalties are part of the contracts which keep both parties
on their toes to ensure supply chain network performance and hence overall
organizations performance. Supply chain contracts are structured in such a manner to
increase profitability, reduce risks by giving accurate information and enhance
flexibility of operations without any hitch (Murray, 2013). Dekker, Sakaguchi and
Kawai (2013) also stated that well-specified supply chain management contracts
might promote more cooperation between supply chain members, long-term
relationships and trusting information’s exchange relationships. Well-specified
supply chain management contracts also play a critical role in supply chain risk
management transfer such as transferring the risks to third party service providers
like logistics and storage thus removing the burden of financial loss from the
organization in case of any risk eventuality hence ensuring company incomes and

profits stay intact.

Dekker, Sakaguchi and Kawai (2013) also argue that contracts and relationships are
complementary since using structured supply chain management contractual
mechanisms, organizations can improve and coordinate better with suppliers and
secure a variety of supply chain options. Williams et al., (2008) assert that suppliers
are vital to the success of a firm, in terms of their reliability in provision of
contractual agreements, availability and on the competitive edge of supplying the
final product to the end user. Supplier selection criteria, diversification of suppliers,
supplier partnership and alliance, supply chain contract agreement, value chain
management along the supply chain, supply chain logistics management,
information’s sharing along the supply chain and supply chain integration are some
of the strategies used as supply chain management practices which if competently
administered have got the potential of propelling the firm to a competitive advantage
thus ensuring performance. Hence this theory covers all the variables under study in

this research.

2.2.4 Supply Chain Integration Theory

This theory instigates the moderator variable which was to determine the moderating
effect of supply chain integration on supply chain management practices and
performance of tea subsector industry in Kenya. Supply chain integration theory

30



(SCI) is, to a great extent, concerned with the development of more integrated
approaches that hold out the prospect of eliminating many of the inefficiencies
directly attributable to supply chain fragmentation. The integrative philosophy of
supply chain integration theory (SCI) involves internal, supplier and customer
integration. Integration in this context refers to the extent to which various supply
chain activities and processes work together in a seamless manner as possible (Hsu,
Tan, & Zailani, 2016). It has long been recognized that traditionally managed
businesses and supply chains, often characterized by high levels of fragmentation,
have failed to achieve their true potential in terms of profitably meeting customer

expectations (Gimenez & Sierra, 2013).

The internal integration aims to eliminate traditional functional silos and integrate the
functional departments of a company into a single entity in order to meet the
requirements of customers at the lowest system-wide cost (Flynn, Huo, & Zhao,
2013). Brown (1983), as cited by Barasa, Namusonge and Iravo (2015), suggested
that inter-functional integration should be based on the theory of interdependence,
whereby the relations between two working units are described as individual or
collection activities and behavior of individuals or of a group. The internal
integration can be optimal when the complementary cross-functional teams of a firm,
including procurement, production, logistics, marketing, sales and distribution, act as
a whole to coordinate the information flow, share resources and work as a team to
achieve a mutual organizational goal (Carneiro, 2015). The internal integration can
be operative or functional integration (Bechtel & Jayaram, 2016). Supply Chain
Integration should not just focus on a single entity and it should look at various sub-
systems, activities, relationships and operations hence it requires all the nodes in the
network, whether inside or outside the firm, to communicate, exchange and share

detailed and current information (Chang, Chiang, & Pai, 2012).

Kumar (2013) asserts that supply chain integration links an organization with its
customers, suppliers and other channel members by integrating their relationships,
activities functions, processes and locations thus providing a breeding ground for
firm’s competitive advantage and performance. Sharif, Alshawi, Kamal, Eldabi and
Mazhar (2014) asserts that successful supply chain management practices require the

cross-functional integration of key business processes within the firm and across the
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supply chain networks of organizations that consist of the supply chain.
Organizations must integrate their daily operations with trading partners in order to
have a sustainable competitive advantage for the whole supply chain network (De
Sousa & Fairise 2014).

Power (2005) asserts that integration involves the cooperation among supply chain
players, collaboration with supply chain partners, information sharing systems along
the supply chain network, mutual trust in supply chains, partnerships and alliances,
technology deployment and a fundamental shift away from managing individual
functional processes to managing integrated supply chains of processes. Kwon and
Suh (2004), as stated by Barasa, Namusonge, and Iravo (2015), consider supply
chain integration as a strategic tool that aims to reduce supply chain costs and thus
increasing customer and shareholder value. Supply chain integration is a good
approach for improving business process performance in a highly competitive market
(Wu, Huatuco, Frizelle, & Smart, 2013). Bandaly, Shanker, Kahyaoglu and Satir
(2013) assert that the highest levels of integration with both suppliers and customers

have the highest correlation to an organization’s performance.

The main challenge experienced in supply chain integration is the ability to
coordinate activities across the supply chain network so that the enterprise can
improve performance by reducing costs, increasing service levels, reducing the
bullwhip effect, better utilization of resources and effectively responding to changes
in the market place (Simchi-Levi, Kaminsky, & Simchi-Levi, 2009). Chopra and
Meindl (2015) argues that supply chain coordination is experienced when all the
different levels of supply chain work toward the objective of maximizing total supply
chain profitability rather than each stage devoting itself to its own profitability.

2.3 Conceptual Framework

A conceptual framework is a graphical representation of the theorized
interrelationships of  the variables of a study Kothari and Gang (2014). The
conceptualization of variables in any academic study is important because it forms
the basis for testing hypotheses and coming up with generalizations in the findings of
the study (Sekaran, 2015). The independent variables of this study included supplier
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relationship management practice, value chain management practice, customer
relationship management practice and logistics management practice. Supply chain
integration represented moderating variable while the performance of tea subsector
industry in Kenya represented the dependent variable. The conceptual framework
further explained the sub variables tested in each variable which were the measures

that were tested.
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Figure 2.1 presents the conceptual framework for the study.

Supplier Relationship Management Practice
e Collaborative initiatives

e Planning and forecasting initiatives —>
e Coordination of resource sharing
initiatives

Value Chain Management Practice
e  Product diversification

e Product innovation >
e  Product process management
. - . Performance of Tea Subsector
Customer Relationship Management Practice Industry in Kenya
e  Customer product value satisfaction e Firm profit margins
A R

ICevetI duct desian inout — i e Market share index
* ustomer product design inpu e  Operational efficiency
e  Customer communication channels

Logistics Management Practice
e Transport management systems -y
e Inventory management systems
e Distribution channel networks

Supply Chain Integration
e Individual Integration
e Internal Integration
e External Integration

Independent Variable Moderating Variable Dependent

Variable

Figure 2.1: Conceptual Framework

2.4. Review of Literature on Study Variables
2.4.1 Supplier Relationship Management Practice

Supplier Relationship Management refers to the discipline that an organization
embraces while strategically planning and managing all interactions with
organizations that supply goods and services in order to maximize the value of those

interactions. It involves the aspect of information sharing, supplier development,
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collaborative initiatives, supplier performance and supplier selection criteria (Dianah
& Joseph, 2012). Strategic supplier partnership refers to a long-term relationship
between the firm and its suppliers since it is designed to leverage the strategic and
operational capabilities of individual participating companies to help them achieve
significant emphasized benefits (Li, Ragu-Nathan, & Subba, 2012). A strategic
partnership is centered on direct, long-term association and encourages mutual
planning and problem-solving efforts and enables companies to work more
effectively with a few critical suppliers who are willing to share responsibility for the
success of the product. Suppliers participating early in the product-design process
can offer more cost-effective design choices, help select the best components and

technologies and help in design assessment (Dianah & Joseph, 2012).

Collaborative approaches have been shown to deliver a wide range of benefits which
enhance competitiveness and performance in terms of better cost management,
improved delivery time, improved resource management, improved risk management
and delivering incremental business value and innovation (Lysons & Farrington,
2012). Competitive supply chains should be able to integrate supply and demand
through collaboration in order to deliver significantly improved performance
(Barratt, 2004). Organizations that have incorporated supply chain collaboration
among their chain member realizes improved forecast, more accurate and timely
information, reduced costs, reduced inventory and improved customer service in

their business operations (Simatupang & Sridharan, 2005).

Collaborative supply chain initiatives continue to be developed and are gaining
prominence based on the assumption that closer inter-enterprise relationships and
enhanced information exchange will improve the quality of decision-making and
hence improve supply chain performance in an organization (Ahmed & Ullah, 2012).
Vertical collaboration enables the suppliers to quickly respond to customer
expectations, good product innovations and anticipate customer needs (Albino,
Dangelico, & Pontrandolfo, 2012). Derocher and Kilpatrick (2013) affirmed that a
strong relationship increases the likelihood for organization to exchange critical
information as required to collaboratively plan and implement new supply chain

strategies.
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Simatupang and Sridharan (2015) argues that effective collaboration requires mutual
objectives, integrated policies, appropriate performance measures, a decision
domain, information sharing, and incentive alignment. Ryu, SoonHu and Koo (2016)
asserts that when companies collaborate, they create access to their information,
knowledge and assets to their partners. Sharing of information, decision
synchronization and incentive alignment aid the members to maximize their market
share, minimize running costs and ensure reliable and timely delivery of products to

customers (Sandberg, 2017).

Supply chain relationships can help in the coordination of the entire supply chain.
Chopra and Meindl (2015) assert that supply chain coordination results when all the
different stages of supply chain network put their effort towards the objective of
maximizing total supply chain profitability rather than each stage devoting itself to
its own profitability. Integration of key business processes in a supply chain is best
achieved through coordination and collaboration of business partners (Christopher,
2015). Collaborative relationships are multi- dimensional and might involve parties
including external partners or alliances, suppliers and customers who work together.
Handfield and Nichols (2013) argue that without a foundation of effective supply
chain relationships, any effort taken to manage the flow of information or materials

in a supply chain is likely to be unsuccessful.

Supply chain relationships can be understood as a form of co-operative inter-
organizational relationships, which are socially contrived mechanisms for collective
action. Supply chain relationships occurs when firms in the network set common
goals and work jointly to achieve the overall supply chain performance and value to
the customer through resources and information exchange between the supply chain
network partners. Stank et al. (2014) proposes that supply chain relationships and
collaborations are the construct of coordination, participation and joint problem
solving between supply chain partners. In order for the sharing of critical information
to materialize, a high degree of trust must exist among the collaborating partners
(Frankel et al., 2015).

Demand forecasting and having the right demand forecasting systems play in the
overall profitability of businesses (Albino et al., 2012). Demand forecasting forms an
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essential component of the supply chain process. It’s the driver for almost all supply
chain related decisions. While demand forecasting is undeniably important, it’s also
one of the most difficult aspects of supply chain planning (Badar, Sammidi, &
Gardener, 2013). Demand is often volatile making demand forecasting both an art
and a science. Demand forecasting is defined as the process by which the historical
sales data are used to develop an estimate of the expected forecast of customer
demand. Demand forecasting provides an estimate of the goods and services that
customers will purchase in the foreseeable future. Demand forecasting facilitates
critical business activities like budgeting, financial planning, sales and marketing
plans, raw material planning, production planning, risk assessment and formulating

mitigation plans (Bechtel & Jayaram, 2016).

Trust has been identified as one of the most recognized social norms for managing
and coordinating inter-organizational exchange (Jap, 2017). Kwon and Suh (2015)
opined that it is difficult to imagine a serious business commitment without trust.
Success of supply chain relationships and collaboration has been equated with the
ability and readiness of managers to create trust and build long-term relationships
among supply chain network partners (Panayides & Venus-Lun, 2013). Supply chain
relationships require trust and commitment for long-term cooperation along with a

willingness to share risks (Brockhaus, Kersten, & Knemeyer, 2013).

2.4.2 Value Chain Management Practice

Process management in value chain is defined as all the efforts an organization puts
in place in order to analyze and continually improve fundamental activities such as
manufacturing, marketing, communications and other major elements of firm’s
operations (Peter et al., 2011).A business process is defined as a complete and
dynamically coordinated set of activities or logically related tasks that must be
performed to deliver value to customers or to fulfill other strategic goals of the
organization (Strnadl, 2012). The changing economic operational environment has
led to an increased interest in improving organizational business processes in order to

enhance performance in terms of value processing (McCormack et al., 2009).
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An effective value chain management strategy approach makes an organization to
identify the core competencies necessary to compete, produce and deliver customer
value expectations thus these needs coordinating the whole value production process
(David, 2011). Peter et al. (2010) asserts that value surrounds the movement of
resources through the transaction process. Murray (2013) argues that a value chain
stream map takes into account not only the activity of the product, but also the
management and information systems that support the basic process of
manufacturing the product as well as alignment of People, Process, and Products that

are essential for long-term success.

Product diversification has proved to be the growth engine for markets in terms of
market size, and consumer mix all over the world (Beamon, 2013). Product
diversification simply refers to the several product lines which are developed for
same markets and customers which ultimately increase revenues to the business
(Richard, Devinney, Yip, & Johnson, 2015). Baus and Pils (2009) stated that “Unless
a new major crop is introduced in the area, efforts in diversification will most likely
be at individual level, based on quick diffusion of innovations. Small-scale farmers™
lack the resources and marketing expertise in the vertical dimension of
diversification in value addition which will be dominated by established actors.
Vertical diversification will gain more and more meaning in the post-coffee society

as a form of value addition which will lead to increased sales and profit margins”.

Innovations, more so technological innovation is one of the key aspects of a learning
organization that attempts to continuously align itself to economic development and
continuously address the competitive environment in which it operates. This way the
organization aims at coming up with new ideas backed with modern technological
advancements (Closs, Bolumole, & Rodammer, 2014). Many organizations in the
world today have created centers of excellence whose main purpose is to collect new
ideas both from the internal and external environment, while continuously focusing
on its core business mandate (Charles, 2012). For example, in Kenya, Equity Bank
has a center of excellence headed by people with different skills and talents as think-
tanks to drive change and growth in the bank. This has greatly helped the bank to
grow in technology which is relevant and able to timely address the needs of its

target customers.
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When technical innovation is given the attention it requires, it becomes the growth
engine of a business and in most cases, it is able to be aligned with the Enterprise
Resource Planning (ERP) of that business (Carneiro, 2015). Therefore, it is assumed
that successful innovation depends upon the ability to provide added value through a
relevant customer experience. The customer experience represents all of the
outcomes necessary for customers to feel the desired effects of innovation. In a mass
market, the total market is segmented into similar groups of customers and their

relevant experiences (Freeman, 2010).

While value creation is the ultimate goal of the firm, sustainable value creation
requires that value is created for everyone involved: the customer, the service
provider, the supplier and all the stakeholders (Theuri, Mugambi, & Namusonge,
2014). In the frameworks under consideration, all imply that service innovations
require all stakeholders to gain over the long-term for the interrelationships to be
sustainable. However, the customer tends to be the initial focal point for driving
value (Johnson, 2010). Keller and Cappelli (2014) states that many industries have
the geographic distribution of work changing significantly. For instance, service
providers such as utility companies or banking or investment companies have their
bill payment centers located far from some people, as a result firms have found that
they can overcome this challenge and make their services accessible to users through

technology.

Mobile phones for instance have been the best source of technology where customers
can transact without having to be physically present in the service companies.
Furthermore, such arrangements can take advantage of the time differences so that
critical projects can be worked on nearly around the clock. Technology provides the
opportunity to fasten service provision to customers which has helped in avoiding
people joining large queues just to pay for their utilities or to get other services. For
instance, Kenya Revenue Authority initiative of the online PIN (personal
identification number) registration assisted in registering so many people who never
had their personal identification numbers just because they “feared” the long queues

in the KRA towers (Chege, Ngugi, & Ngugi, 2017).
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2.4.3 Customer Relationship Management Practice

Customer Relationship Management (CRM) refers to an effort to maintain a life time
quality relationship with all customers for mutual benefit since the customer is the
only source of income in a supply chain network. It also involves business strategy,
people, processes, performances (Dekker, Sakaguchi, & Kawai, 2013). The
underlying factors of customer relationship management are the integration of
distinctive competences, resources and capabilities (Dekker, Sakaguchi, & Kawali,
2013). Validity and fame of an organization in producing goods with proper and
actual quality and advertisement of whatever exists, the proper contact of employers
with customers, and customer assumptions can be effective in customer attraction
(Chopra & Meindl, 2015).

Customer satisfaction is a term frequently used in supply chain management. It is a
measure of how products and services supplied by a company meet or surpass
customer expectation (Cardy & Munjal, 2016). Customer satisfaction is defined as
"the number of customers, or percentage of total customers, whose reported
experience with a firm, its products, or its services (ratings) exceeds specified
satisfaction goals (Das & Salwan, 2013). It is seen as a key performance indicator
within business and is often part of a balanced scorecard. In a competitive
marketplace where businesses compete for customers, customer satisfaction is seen
as a key differentiator and increasingly has become a key element of supply chain
business strategy. A customer's expectations about a product tell us how he or she

anticipates how that product will perform.

Namusonge et al. (2017) assert that consumers may have various "types” of
expectations when forming opinions about a product's anticipated performance. For
example, four types of expectations are identified by Beamon (2013): ideal,
expected, minimum tolerable, and desirable. While, Calton (2015) indicated that
among expectations, the ones that are about the costs, the product nature, the efforts
in obtaining benefits and lastly expectations of social values are key in customer
satisfaction. Perceived product performance is considered as an important construct
due to its ability to allow making comparisons with the expectations. It is considered
that customers judge products on a limited set of norms and attributes.
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Keller and Cappelli (2014) designed their researches as to manipulate actual product
performance, and their aim was to find out how perceived performance ratings were
influenced by expectations. These studies took out the discussions about explaining
the differences between expectations and perceived performance. Regner (2015) has
been able to establish that customer satisfaction has a strong emotional and affective
component. Still others show that the cognitive and affective components of
customer satisfaction reciprocally influence each other over time to determine overall
satisfaction (Ghosh, 2017). Especially for durable goods that are consumed over
time, there is value to taking a dynamic perspective on customer satisfaction. Within
a dynamic perspective, customer satisfaction can evolve over time as customers
repeatedly use a product or interact with a service. The satisfaction experienced with
each interaction (transactional satisfaction) can influence the overall, cumulative
satisfaction (Mckinsey, 2013). Schmenner (2012) showed that it is not just overall
customer satisfaction, but also customer loyalty that evolves over time.

Organizations need to retain existing customers while targeting non-customers.
Measuring customer satisfaction provides an indication of how successful the
organization is at providing products and/or services to the marketplace (Cravens &
Piercy, 2009). Customer satisfaction is measured at the individual level, but it is
almost always reported at an aggregate level. It can be, and often is, measured along
various dimensions (Wolf, 2014). A hotel, for example, might ask customers to rate
their experience with its front desk and check-in service, with the room, with the
amenities in the room, with the restaurants, and so on. Additionally, in a holistic

sense, the hotel might ask about overall satisfaction ‘with customers stay.

As research on consumption experiences grows, evidence suggests that consumers
purchase goods and services for a combination of two types of benefits: hedonic and
utilitarian (Kumar, 2013). Hedonic benefits are associated with the sensory and
experiential attributes of the product (Kazi, 2012). Utilitarian benefits of a product
are associated with the more instrumental and functional attributes of the product
(Morali & Searcy, 2013). Customer satisfaction is an ambiguous and abstract concept
and the actual manifestation of the state of satisfaction will vary from person to
person and product/service to product/service. The state of satisfaction depends on a
number of both psychological and physical variables which correlate with
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satisfaction behaviors such as return and recommend rate (Namusonge, Mukulu, &
Iravo, 2017). The level of satisfaction can also vary depending on other options the
customer may have and other products against which the customer can compare the

organization's products.

Design inputs are the king of supply chain product development. If a product that is
in the market has issues, odds are the issue can be traced back to the design inputs
defined during product development (Harrison & Wicks, 2013). Design inputs are
the foundation of supply chain products, and the firm’s product is only as effective as
the inputs used to create it. Well established design inputs can make the rest of
supply chain product development easier as a result (Albino, Dangelico, &
Pontrandolfo, 2012). Once the organization has defined design inputs, it’s ready to
engage in core development. In supply chain, this is one of the most enjoyable
aspects of product development.

Core development is the stage in which the firm will be creating device prototypes
and bench testing them (Lundqvist, Liu, & Lundberg, 2015). This process leads to
establishing design outputs, which define the supply chain product components and
how it will be received by the customer. Each product or service developed by an
organization, and every change made to those products and services, is done for the

purpose of attracting more consumers.

Whether it’s a brand-new product or a new feature added to an existing product, it is
all done for the sole purpose of meeting consumers’ needs so that businesses can
draw more sales (Bechtel & Jayaram, 2016). Therefore, if all of organization’s
product development is done with the end goal of satisfying consumers, then the
organization target demographic should be involved in the product development
process. Too many businesses develop their products in a sort of vacuum, with no
input from the very people they’re creating the products for (Lambert, 2011). It’s not
until the product is launched that they learn what they’ve created is not something

people want.

The best way firms can avoid making this mistake is to gather input from consumers

through every stage of product development (Jap, 2017). Successful businesses like
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Unilever, the company behind big haircare products like Suave, use consumer
insights to generate ideas for new products and marketing techniques all the time
(Carneiro, 2015). In fact, it’s one of the techniques that has made them so successful.
By constantly gathering input from consumers, firms will be able to identify pain
points, learn how to better communicate with their target audience, and use the
information they share to lead to breakthrough ideas in their business.

In any supply chain business, communication is essential. It serves as a point of
connection that enables information to be easily exchanged between company and
the clients (Bullmore & Sporns, 2009). So, ensuring that customers can easily access
the firm is imperative. Firm’s need to offer various channels through which
consumers can communicate with them, such as social media, phone, email, chat,
and text (Mckinsey, 2013). These networks offer clients comfort and reassurance in
knowing that the company can meet them when and where they want to talk. Open
channels diminish the barrier between company and customer, enabling clients to

feel more connected to firm’s brand (Cravens & Piercy, 2009).

Communication channels are tools used by companies to establish a relationship and
communicate with their audience. They enhance the experience between the
customer and the brand, boosting relationship marketing, generating recognition for
the company and impacting sales. It’s through them that firms can: Present a new
product or service to their customers; Keep people informed about everything
regarding their area of operation; Answer their audience’s questions and reply to

their comments; Share material that can bring their audience closer to their brand.

Therefore, when firms are choosing the channels to be used, they should choose the
one in which it’s possible to provide information that adds value to their audience by
helping them and offering solutions. Firms should get to know their consumers’
pains, doubts, desires, and goals (Inayat, 2012). This way, firms will be able to create
useful content to establish a relationship with clients. Communication channels help
firms to build and establish their brand with their consumers by increasing sales and
contributing to helping organizations understand their audience’s behavior (Franken,

2014). They create a bridge between the firm and their audience. Therefore, knowing
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what they are and how to work with each channel is as essential as choosing their
persona, because this will be the foundation for firm’s digital marketing strategy.

There is no specific channel that will bring a firm greater and bigger results. It will
all depend on the firm’s business and their customers’ profile (Bechtel & Jayaram,
2016). But since there are several communication channels, it’s recommended that a
firm should have more than one channel. This way, their audience will have more
than one customer service option and the firm will have more opportunities to
strengthen relationship with customers. Ideally, a firm should choose a form of
communication that’s related to company’s culture and that is able to easily and

adequately dialog on each channel.

Successful customer relationship management is based on keeping interaction by
listening to the customer, maintaining the efforts to offer goods and services based
on customer values and paying attention to the continuous changes of customers'
needs as they differ from each other in all aspects of life (Oyedijo, 2012). The
important process of customer relationship management includes proactive customer
business development and building partnership relationship with most important
customers. This leads to superior mutual value creation with the customer. Customer
relationship management comprises the entire array of practices that are employed
for the purpose of managing customer complaints, building long-term relationships
with customers and improving customer satisfaction (Schmenner, 2012).

It is a comprehensive strategy and process of acquiring, retaining and partnering with
selective customers to create superior value for the company and the customer
through the integration of marketing, sales, customer service and the supply-chain
functions of the organization to achieve greater efficiencies and effectiveness in
delivering customer value (Dianah & Joseph, 2012). Ali (2008) considered customer
relationship management as the core business strategy that integrates internal
processes and functions, and external networks, to create and deliver value to
targeted customers at a profit. In order to realize this, the organization must identify
customers’ requirements and then provide the right combinations of transportation,

storage, packaging and information services (Harrison & Wicks, 2013).
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Proper management of customer service would lead to customer satisfaction which in
turn will result in repeat purchases and later enhance the firm’s performance with
regards to total sales volumes. The ability to generate higher levels of customer
satisfaction is regarded as an important differentiator and has therefore become a key
element of many firms’ business strategies. Furthermore, increasing and maintaining
high levels of customer satisfaction enhances customer loyalty and serves as a
safeguard against increasing price competition and the commoditization of products
(Ibrahim & Hamid, 2012). The general consensus is that higher customer satisfaction
leads to higher levels of repurchase intent, customer advocacy, and customer
retention (Das & Salwan, 2013). In turn, higher satisfaction and loyalty leads to
improved revenue, profitability, and cash flows (Dekker, Sakaguchi, & Kawali,
2013). Improved revenue, profitability and cash flows are some of the parameters

that can be used to measure performance.
2.4.4 Logistics Management Practice

Logistics management is that part of supply chain management that plans,
implements, and controls the efficient, effective forward and reverse flows and
storage of goods, services and related information between the point of origin and the
point of consumption in order to meet customers’ requirements. Logistics
management activities typically include inbound and outbound transportation
management, fleet management, warehousing, materials handling, order fulfillment,
logistics network design, inventory management, supply/demand planning, and
management of third-party logistics services providers (David, 2011). Tilokavichaian
and Sophatsathit (2011) assert that effective logistics management provides the right
product in the right place at the right time hence the reason why it has received much
attention over the past decade from practitioners and governments as it improves

overall performance.

Supply chain logistics is that part of a firm’s resources including all assets,
competencies, organizational processes, firm attributes, information and knowledge
which allow the firm to conceive and implement strategies that improve efficiency
and effectiveness (Namusonge, Mukulu, & Iravo, 2017). Logistics management has

been widely studied and measurement scales have been developed to link logistics
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management with competitive advantage and superior performance (Zhao, 2001).
These studies found that logistics activities affect performance with regards to
revenue enhancement as well as cost reduction. The use of logistics management as a
means to create differentiation was also investigated. These researchers found that
logistics management makes a major contribution to corporate strategy and
performance and sometimes provides competitive advantage (Marta et al., 2013).
The role of the logistics system is a critical part of the firm’s success in time and

quality-based competition.

Transport management system is the planning, controlling and decision making on
operational area of logistics that geographically moves and positions inventory
(Gimenez & Sierra, 2013). Because of its fundamental importance and visible cost,
transportation has traditionally received considerable managerial attention and
almost all enterprises, big and small, have managers responsible for transportation
(Mentzer et al., 2014). Transportation occupies one-third to two thirds of the amount
in the logistics costs provision hence transport management influences the
performance of logistics system immensely (David, 2011). Transporting is required
in the whole production procedures, from manufacturing to delivery of the final
product to consumers and reverse logistics. Only a good management system and
coordination between each component in the transport management system would

bring the benefits of logistics to a maximum.

A good transport management in logistics activities could provide better logistics
efficiency, reduce operation cost, and promote service quality on firms (Cawley &
Snyder, 2012). Obviously, a product has more value at a retail store than it has in a
firm’s warehouse, because in the retail store it is available for sale (Murray, 2013).
At the store it could generate revenue, while in the warehouse it is simply sitting
there waiting to be moved. This is where transportation adds value to goods. Whether
the good is moved from the manufacturer to the warehouse and then to a retail store,
straight from the manufacturer to the retail store, or simply from one warehouse to
the next, the product becomes more valuable to the company as it moves closer to the

end user (Schmenner, 2012).
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From the logistical system point of view, three factors are fundamental to
transportation performance: cost, speed, and consistency (Brockhaus, Kersten, &
Knemeyer, 2013). The cost of transport is the payment for shipment between two
geographical locations and the expenses related to maintaining on-transit inventory.
Logistical systems utilize transportation systems that minimize total system cost (Ali,
2008). Namusonge et al. (2017) assert that speed of transportation is the time
required to complete a specific movement. Speed and cost of transportation are
related in two ways. First, transport firms capable of offering faster delivery typically
charge higher rates for their services. Second, the faster the transportation service is,
the shorter the time interval during which inventory are on transit and the higher the
charges (Namusonge et al., 2017). Thus, a critical aspect of selecting the most

desirable method of transportation to a firm is to balance speed and cost of service.

Transportation consistency refers to variations in time required to perform a specific
movement over a number of shipments. Consistency reflects the dependability of
transportation. For years, logistics managers have identified consistency as the most
important attribute of quality transportation (Cravens & Piercy, 2009). When
transportation lack consistency, inventory safety stocks are required to protect
against service failure, impacting both the sellers and buyers overall inventory
commitment. With the advent of advanced information technology to control and
report shipment status, logistics managers have begun to seek faster movement while
maintaining consistency. Speed and consistency combine to create the quality aspect
of transportation (Ahmed & Ullah, 2012).

In designing a logistical system, a delicate balance has to be maintained between
transportation cost and service quality. In some circumstances low-cost, slow
transportation is satisfactory while in other situations, faster service is essential to
achieving operating goals (Nyang'au, Rotich, & Ngugi, 2017). Finding and managing
the desired transportation mix across the supply chain network is a primary
responsibility of logistics management. Transport management efficiency is therefore
dependent on how much value a firm is able to gain based on how much they are
able or willing to spend on transportation. Lastly it is transport management that
makes firm’s goods and products move with lower cost, speed and consistency and

provides timely and effective delivery of firm products.
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The inventory of company includes its raw materials; work in process; supplies used
in operations as well as finished goods (Mclnerney, 2015). Managing an inventory is
aimed at satisfying customer requirement while minimizing total operational cost in a
firm. Ellinger et al. (2012) defines inventory management as an approach to manage
the product flow in a supply chain, to achieve the required service level at an
acceptable cost. Inventory management basically implies controlling the business
stock or controlling the flow of goods and services as per their demand. Controlling
inventory is need of the hour as it formulates the business success/failure as
competition is intense, growing day by-day. Knowledge about inventory
management to academics and managers is vital for reducing costs, enhancing
product quality, service enhancement, improving competitive ability and operational
flexibility through pull systems (Swami & Shah, 2013).

For proper inventory management, services of middlemen or intermediaries are
required which is often known as supply chain management. Supply chain in simple
words means sequence of partners/members/intermediaries engaged or involved to
supply and manage the flow of manufactured products to the ultimate customers
(Githii, Kimani, & Kagira, 2012). These partners/ members/intermediaries are known
as channel functionaries encompassing suppliers, manufacturers, wholesalers,
retailers and the ultimate customers. These members collaborate and work together
by forming a network chain to ensure the goods are moved to the markets
(customers) known as supply chain. Supply chain is often known as all the parties/

channel members involved in satisfying the end customers (Charles, 2012).

In lean supply chain thinking, inventory is regarded as one of the seven “wastes”
and, therefore, it is considered as something to be reduced as much as possible
(Chopra & Meindl, 2015). Similarly, in agile supply chains, inventory is held at few
echelons, if at all with goods passing through supply chains quickly so that
companies can respond rapidly to exploit changes in market demand (Cardy &
Munjal, 2016). There have been various supply chain taxonomies based on these
concepts and most stress the need for inventory reduction within each of the
classifications. For example, Volberda and Karali (2015) state that a lean supply
chain “generates high (inventory) turns and minimizes inventory throughout the

chain” in an agile supply chain companies “make in response to customer demand”
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and in a hybrid supply chain companies “postpone product differentiation and
minimize functional components inventory”. There is thus an emphasis on inventory
reduction in each of these supply chain classifications. Whilst inventories provide
some security against fluctuations in the level of customer demand, there is concern
that they may reduce the ability of supply chains to respond to changes in the nature
of that demand. Inventories in international supply chains may, therefore, act as a
buffer against one risk whilst increasing another type of risk (Krishnapriya &
Rupashree, 2014).

A distribution channel is the path by which all goods and services must travel to
arrive at the intended consumer (Das & Salwan, 2013). Conversely, it also describes
the pathway payments make from the end consumer to the original vendor (Charles,
2012). In a supply chain, a distribution network is an interconnected group of storage
facilities and transportation systems that receive inventories of goods and then
deliver them to customers (Carneiro, 2015). It is an intermediate point to get products
from the manufacturer to the end customer, either directly or through a retail
network. A fast and reliable distribution network is essential in today's instant
gratification society of consumers.

The supply chain for goods can involve a far-reaching distribution network
depending on the product and where the end customers are located (Franken, 2014).
A manufacturer may have a distribution network to serve wholesalers, who in turn
have their own network to ship to distribution networks operated by retailers, who at
the last link of the supply chain would sell the goods in their retail stores.
Alternatively, a simplified supply chain could involve a manufacturer shipping
finished products to its distribution network and then directly to end consumers
(Nyaberi & Mwangangi, 2014).

Location (proximity to the customer) and infrastructure quality are important
attributes of a distribution network. Additionally, the storage, handling and
transportation functions at a distribution site are set up to suit the particular needs of
the company to serve its customer base in a geographic area (Kazi, 2012). There can
be a high level of sophistication at a single site and by extension, the entire
distribution network to optimally process order flow of finished goods, whether a
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handful of large items such as farm tractors or thousands of goods for a retail chain.
For the entire distribution network, a company must plan out needs for equipment,
workers, information technology systems and transportation fleets. The company
must determine whether a hub-and-spoke distribution network is right for its business

or a decentralized network (Calton, 2015).

Establishing an effective distribution network requires a studied approach because it
is increasingly considered a critical asset in this new age of e-commerce (Gimenez &
Sierra, 2013). Walmart, for example, with 147 distribution facilities at the end of its
fiscal year 2017, is still allocating more capital to build out additional fulfillment
centers for its distribution network as it evolves with the competitive demands of the
market (Mckinsey, 2013). Amazon has also increased its distribution network,
building out enormous robotically controlled warehouses across the world and
operating its own freight trucking fleets and cargo planes (Mckinsey, 2013). Amazon
has even discussed using autonomous drones to deliver goods to customers, which

would be an innovation in the distribution of goods (Mckinsey, 2013).

Distribution channels can be short or long, and depend on the amount of
intermediaries required to deliver a product or service (Lysons & Farrington, 2012).
Goods and services sometimes make their way to consumers through multiple
channels which involves a combination of short and long channels. Increasing the
number of ways, a consumer is able to find a good can increase sales. Bu