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Abstract

This paper examines the relationship, if any, between strategy types
and performance of commercial banks in Kenya. The population
of the study are all the commercial banks operating in Kenya
while Return on investment (ROI) is the measure of performance.
Likert-type questionnaires with questions framed on the basis of
pre-designed operational definitions of Miles and Snow’s strategy
types of defender, prospector, analyzer and reactor, were designed,
and used, in collecting primary data from the bank managers.
Secondary data on bank performance were collected consisting
of returns on investment. The primary data was analyzed using
correlation and regression analysis to test the relationship between
strategy types and performance. Regression estimates show that
reactor strategy has significant negative effects while prospector
strategy has significant positive effects. Defender strategy has
positive effects but insignificant. Similarly, analyzer has negative
but insignificant effects. This implies that banks are better off
pursuing prospector strategy.
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I. Introduction

The business environment has changed drastically over the last two
decades. As such, the key preoccupation of most top managers in
organizations is the development of a corporate strategy that will
give the organization a competitive edge in the highly dynamic
environment. Grant (1991) defines a strategy as the overall game
plan for deploying resources to establish a favorable position
in the market. A number of strategy typologies have emerged,
however, Miles and Snow's (1978) typology is one of the most
popular typologies of strategy. Miles and Snow came up with
the strategic archetypes of defenders, prospectors, analyzers, and
reactors as management's response to changes in technology or
markets. These strategy types represent the way organizations
align themselves with their environments and respond to the three
major adaptive cycle problems of entrepreneurial, engineering,
and administrative (Walker, 2013).

The banking system in Kenya comprises mainly of commercial
banks. Others are either non-bank financial institutions or
mortgage finance companies. It consists of 44 commercial banks.
The large banks have a tradition of working together rather than of
aggressive competition. However, various reform measures have
been implemented recently to enhance the growth and dynamism
of the sector. The large banks that had traditionally been working
together are slowly moving away towards competition. This
has led to stiff competition forcing most financial institutions
to re-package their services and products to satisfy the needs
of the customers and retain their market share. The competition
is getting more intense with new financial service providers
emerging all the time. The provision of funds transfer service by
telecommunications service providers has worsened the situation
further. This has provided customers with a wide range of products
to choose from. As a result, the financial institutions are out more
aggressively to capture and retain their market share by modifying
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their business strategies.

Most studies in the financial sector have largely investigated firms
in mature and stable economies. In other words, most of the studies
have been carried out in the developed world and very few in
developing countries. Similarly, a few studies that have examined
the relationship between miles and snow's strategy types and
performance have come up with conflicting results. In one study,
for instance, it was found that profitability is significantly greater
for prospectors and defenders than for reactors (Conant et al.
1990). However, Snow and Hrebiniak (1980) found that reactors
outperformed prospectors and defenders in highly regulated
industries. Hambrick (1983) found that prospectors outperform
defenders on market share with a reverse for return on investment.
The author found no study examining the relationship between
miles and snow s strategy types and performance in the banking
sector in Kenya. This study therefore fills an existing research
gap relating to knowledge and understanding on the relationship
between miles and snow's strategy types and performance in the
commercial banks in Kenya. Although some studies have been done
on organizations in other parts of the world, such organizations
are regarded as thriving in different environmental conditions
and therefore there is need to replicate such studies in the Kenyan
context. Arising from this, the study seeks to address the following
question: What is the relationship between Miles and Snow's
strategy types and performance in Kenya's commercial banks?
This study will help managers and business analysts understand
the relationship between Miles and Snow's strategy types and
performance. To researchers and students of management the
study will act as a point of reference and further research.

The rest of the paper is organized as follows: Section 2 explains
the research design, section 3 presents the data analysis and
interpretation, while section 4 gives the conclusion of the study.

Il. Research Design

The research design for the study was a survey. A survey was
deemed more appropriate since this study involved relationships
and comparative analysis. The survey results were used to explore
the relationship between organizational strategy and performance
of the commercial banking institutions. The population of study
consisted of all the 44 (CBK list, 2008) commercial banking
institutions operating in Kenya. Given that their number is not
high, a census study was conducted.

Questionnaires with Likert-type scales were used to collect
primary data. To increase the response rate, respondents were
two managers- the head of planning and that of human resources
or the head of finance where applicable. This was to ensure that
the questionnaires are answered by people who are knowledgeable
on strategy. All the questionnaires were enclosed with addressed
return stamp envelopes. This was meant to increase the response
rate. Financial performances were captured from the secondary
data sources, that is, financial reports of the institutions.

Iil. Data Analysis and Interpretation
Tabular analysis using averages were used to identify the dominant

strategy types. Return on investment was used to measure
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performance. Correlation and regression analysis were used to
establish the relationship between strategy and performance.
Performance is hypothesized to depend on strategy types, that
is, whether a bank is pursuing Reactor, Prospector, Analyzer or
Defender strategy, thus:

Performance = f(Reactor, Prospector, Analyzer,
Defender)

A. Overview of Bank Profiles

1. Years of Operation

The number of years that the banks have been in operation is a
key indicator of the growth trends in the industry. Table 3.1 shows
the duration as follows:

Table 1: Number of Years the Banks Have Been in Operation

Years of operation | Frequency/No. of banks | Percentage (%)
1-5 6 19.4

6-10 1 3.2

11-15 5 16.1

Over 15 19 61.3

Total 31 100

As shown in Table 1, most of the banks surveyed (61.3%) have
been operating in Kenya for over 15 years. However, it is also
evident that a good number (19.4%) were established within the
last five years. This shows that there is some growth in the industry.
This could be as a result of increased demand for banking services
owing to improved economic activities as well as more awareness
on the importance of banking.

2. Distribution of Banks by Size
The sizes of the banks in terms of asset base and profitability are
as shown in Table 2:
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Findings on Table 3 indicate that out of the banks surveyed,
(15)48.4% are locally owned, (12) 38.7% are both locally and
foreign owned while the rest (4)12.9% are purely foreign owned.
It is evident from the above that most of the Kenyan commercial
banks are locally owned.

B. Dominant Strategy Types

The researcher used the characteristics of the Miles and Snows’
strategy types. Each question was measured from a scale of 1 (not
at all) to 5 (to a very great extent). The researcher considered the
averages of the responses to the questions under each strategy
as shown in categories in Table 4. The category with the highest
mean score is taken to represent the dominant strategy type within
the bank.

Table 4: Strategy Types Frequencies

STRATEGY TYPE FREQUENCY | PERCENTAGE
Defender 13 41.90

Analyzer 11 35.50
Prospector 7 22.60

Reactor None -

Total 31 100

From Table 4 it is evident that thirteen or 41.90 per cent of the
respondent banks practice defender strategy, eleven or 35.50
per cent Analyzer, seven or 22.60 percent prospector and none
practices reactor strategy.

C. Strategy and Performance
The Return on investment (ROI) is the result of dividing net income
before tax by total assets. In order to establish the relationship
further between the various strategies and performance, the
researcher looked at the average returns on investment for each
strategy type as shown in Table 5:

Table 5: Strategy Types Performance

Table 2: Bank Size AVERAGE RETURN ON
Size of bank | Frequency/No. of banks | Per cent STRATEGY TYPE INVESTMENT
Small 4 12.9 Prospector 3.59
Medium 20 64.5 Defender 1.71
Large 7 22.6 Analyzer 1.64
Total 31 100.0 Reactor Nil

The findings in Table 2 above indicate that most banks (64.5%)
are of medium size, followed by large at 22.6% and lastly small
banks at 12.9%.

1Il. Ownership

The ownership of any bank is very important because it determines
how strategy is formulated and adopted. The respondents were
asked to provide information on the size of their respective
workforces. The results are presented in Table 3 as follows:

Table 3: Ownership

Ownership Frequency Percentage
Local 15 48.4
Foreign 4 12.9
Local/Foreign 12 38.7
Total 31 100
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Findings on Table 5 indicate that banks practicing prospector
strategy perform better than banks practicing defender, analyzer
and reactor strategies. This is evidenced by the high performance
achieved by banks practicing prospector strategy.

D. Correlation Analysis

The results are replicated by correlation analysis as indicated in
Table 6. Spearman’s rank correlation coefficients were calculated
after ranking strategy types and performance in descending order
starting from the best performers to the poorest performers. From
the correlation results, it is evident that prospector, analyzer
and defender have positive correlation to performance. The
correlation of reactor strategy type to performance is however
negative. The strategy type with the strongest positive relationship
to performance is prospector followed by defender strategy and
then analyzer strategy.
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Table 6: Correlations Akaike info criterion | 5.43
Schwarz criterion 5.66
Analy- | Rea- | Perfor-
Prospector | Defender ser ctor | mance F-statistic 212
Control Table 7(b): OLS Estimates/ Regression
Collaboration Dependent Variable: Rate of Return on investment (ROI_V)
Competence
Cultivation Variable Coefficient [ t-Statistic | Prob.
Prospector 1 C 2.24 0.56 0.58
Defender 0.44 1 ANALYZER -1.76 -1.11 0.27
Analyzer 0.62 0.46 1 PROSPECTOR 2.73 1.78 0.09
Reactor 0.12 0.04 0.3 1 REACTOR -1.40 2.13 0.04
Performance 0.34 0.23 0.13 -0.37 | 1
R-squared 0.24
E. Regression Analysis R-squared 0.16
The Ordinary Least Squares (OLS) estimates, given in Table | Adjusted R-squared 3.34
7(a) and 7(b) show that Analyzer and Reactor strategies have | Variable Coefficient | t-Statistic | Prob.
negative effects on bank performance. Reactor strategy has the [ S E. of regression 301.33
inosic sli)gr?ﬁiiant nzg;tive effects. It is.siglrlliﬁcant E.lt.5 petftf:ent Sum squared resid 79 24
evel. Defender and Prospector strategies ?Ve .pOSIthe etfects Log likelihood 1.90
on performance. The Prospector strategy is significant at 20 -
percent. When the insignificant defender strategy is dropped from Durbin-Watson stat 0.24
the regression, the results change slightly. Analyzer and Reactor [ Mean dependent var 2.11
strategies still have negative effects and Reactor strategy is still | S.D. dependent var 3.65
significant at 5 percent. However, Prospector strategy becomes | Akaike info criterion 5.37
more significant, this time at 10 percent level of significance. Schwarz criterion 5 56
The ordered Probit estimates given in Tables 8(a) and 8(b) show a -y :
o Lo . F-statistic 2.91
similar pattern. Analyzer and Reactor strategies still have negative —
effects. However, Reactor strategy is more significant though still [ Prob(F-statistic) 0.05
at 5 percent. Prospector and Defender strategies have positive Table 8(a): Ordered Probit Estimates
effects on performance agd Prosp.ector strategy is. still signiﬁcapt Dependent Variable: ROI
at 10 percent. These findings are in agreement with the results in - —
previous studies (Miles and Snow, 1978; Snow and Hrebiniak, Coefficient z-Statistic | Prob.
1990; Conant et al. 1990). ANALYZER -0.23 -0.43 0.67
The OLS estimates are shown in Tables 7(a) and 7(b), while | PROSPECTOR 0.82 1.56 0.12
Lheelo(zi(.iered Probit estimates are given in Tables 8(a) and 8(b) REACTOR 20.49 225 0.02
. DEFENDER 0.15 0.33 0.74
Table 7(a): OLS Estimates/ Regression Limit points
Dependent Variable: Rate of Return on investment (ROI_V) LIMIT_2:C(5) 0.57 0.39 0.70
LIMIT 3:C(6) 1.33 0.91 0.36
Variable Coefficient t-Statistic | Prob. LIMIT 4:C(7) 2.36 1.58 0.12
C 1.68 0.36 0.72 LIMIT 5:C(8) 3.26 2.09 0.04
ANALYZER -1.86 -1.12 0.27
DEFENDER 0.36 0.24 0.81 Akaike info criterion | 3.23
E;iil;%fm{ zf 319 12‘5097 g-(lé Log likelihood 42.12
— — : Restr. log likelihood | -46.75
R-squared 0.25 LR Stat.IS.tIC (4 df) 9.27
Adjusted R-squared | 0.13 Probability(LR stat) 0.05
S.E. of regression 3.40 Schwarz criterion 3.60
Sum squared resid 300.65 Hannan-Quinn 335
Log likelihood -79.20 criter. '
Durbin-Watson stat | 1.90 Avg. log likelihood | -1.36
Mean dependent var | 2.11 LR index (Pseudo- 010
S.D. dependent var | 3.65 R2) '
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Table 8(b): Ordered Probit Estimates

Dependent Variable: ROI R
Coefficient | z-Statistic | Prob.

ANALYZER -0.18 -0.36 0.72
PROSPECTOR 0.87 1.73 0.08
REACTOR -0.49 -2.27 0.02
Limit Points
LIMIT 2:C(4) 0.35 0.27 0.79
LIMIT 3:C(5) 1.10 0.86 0.39
LIMIT 4:C(6) 2.13 1.61 0.11
LIMIT 5:C(7) 3.03 2.17 0.03
Akaike info criterion 3.17
Log likelihood -42.17
Restr. log likelihood -46.75
LR statistic (3 df) 9.16
Probability(LR stat) 0.03

Schwarz criterion 3.50

Hannan-Quinn criter. | 3.28

Avg. log likelihood -1.36

LR index (Pseudo-R2) | 0.10

It is worth noting that the results do not change significantly
whether OLS or ordered Probit methods are applied. In other
words, the two approaches yield similar results.

IV. Conclusion

41.90 percent of the commercial banks practice defender strategy,
35.50 percent practice analyzer strategy while 22.60 percent
practice prospector strategy. Reactor strategy is not dominant
among the commercial banks. Correlation analysis results show
that prospector and defender strategies are positively related to
performance while reactor and analyzer strategies are negatively
related to performance. Likewise, Regression estimates show that
reactor strategy has significant negative effects while prospector
strategy has significant positive effects. Defender strategy has
positive effects but insignificant. Similarly, analyzer strategy has
negative but insignificant effects. This implies that banks are better
off pursuing prospector strategy. These findings are in agreement
with results in previous studies.
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