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Abstract

Kenya'’s industrialization, like that of most Subh@ean Africa countries, has been slow and continoiggow

at an equally slow pace. Key among the constramtgrowth are poor economic policies geared at ptorg
processing and value addition. Being largely araidgn economy, the country will continue to depemd
agricultural led industrialization with the fooddabeverage processing sector being the largedt @tp&rcent of
all manufacturing value add sectors in the coubyr2011. Among the key determinants of industralan is a
favourable political and social economic stabilityat provides a stable macroeconomic environmenbdésh
local and foreign investors to put their money imtIntures that spur economic growth. This studyghbto
analyze perceived effects of selected macroeconamicators of inflation, exchange and interesesabn the
food and beverage manufacturing sector in Kenya. &e@cutives of 95 firms were surveyed on theiception

of the effects of the selected macro- indicatorshair firms’ operating environment and economicf@enance.
From the target firms, 32 responded giving a rate38.7 percent. Analysis revealed that effects of
macroeconomic factors on sustainable competitivearatéhge of food and beverage firms in Kenya was not
statistically significantg= .142) for inflation, p = .767) for exchange rate arju(.086) for interest rates at 95
percent confidence intervad (=0.05) as perceived by industry top executivestheén analysis revealed that
multicollinearity was indicated (tolerance factdy. & and Variance Inflation Factors of >10). The licgtion of

the findings was that macroeconomic factors have hawl an adverse effect on performance of food and
beverage processing firms in Kenya. This was mastably due to the fact that most of the firms urglevey
were privately owned family businesses which defitkeir funding from family resources and were not
necessarily involved imports or exports trade tvauld expose them to adverse interest or exchaate r
fluctuations. Most manufactures in Kenya find theiarket internally with limited exports to the Edsftican
region. The fact that Kenya has enjoyed relativacpeover the years has further contributed to blesta
macroeconomic environment as confirmed by thes#irfgs. There is need for the Government to endeaaeou
maintain and improve on the macros for industrélon to take off. Multi-collinearity could also V&
introduced distortion of the findings.
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INTRODUCTION

Kenya's manufacturing sector contributes aboutdi@gnt of GDP annually and is growing at an averdd@:-4
percent (GOK, 2010; 2011; 2012; 2013). The mainceam is that the sector has been stagnant for decad
mainly due to unfavorable policies. Although thetee has shown signs of recovery and growth, tlze si
continues to be small compared to newly indusiglicountries like Singapore, Malaysia and Ind@an@senya
Economic report, 2009). The structure of Kenya'snuofacturing sector shows that processing of food
commodities and refining of petroleum products #re main industries in terms of value added. Thus,
manufactured exports mainly comprise agro-procepseducts (Kenya Economic report, 2009).

The manufacture of food, beverages and tobaccadedoa growth of 2.2 percent in 2010. The incresas
mainly attributed to growth in dairy and dairy puets, grain mills, meat and processing and miscetias food
sub-sectors. Other manufacturing sub-sectors vaates remarkable growth of 9.4 percent compared.9o
percent in 2009 (Kenya Economic Survey, 2011). Kagas that require immediate attention in the
manufacturing sector include providing incentivestimulate production of intermediate productstipalarly
those with export potential; encouraging sub-caning and other forms of alliances between locah$i and
multinationals; improving the investment climateidasupporting value addition in agro-processingugtdes
(Kenya Economic report, 2009).
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According to Kenya Vision 2030, for agriculture ¢mow at 7 percent per year and propel the restef t
economy to the envisaged 10 percent annual GDPtlgroeate, the country has to improve on industry and
market development for value-added products andenfieam trade in primary commaodities, both intermahd
externally, to trade in manufactured goods. Thagh will be driven by market pull forces and corifpeeness
within the industry. Development of agro-procesdimdigher levels will create employment and aneéiag for
growth in other sub-sectors.

Although the manufacturing sector contributes drlypercent to the Kenyan GDP, it is one of themsdhat is
expected to take the lead in propelling the coutdrg newly industrialized, medium-income econorgy2630
as envisaged in the Kenya Vision 2030 (2007). Theeethe manufacturing sector has to grow at amigher
rate than currently.

Food and beverage processing in Kenya

Competition is the fuel for growth and advancemiardny industry, the food and beverage manufaajuoine
included. Among the major consumers of agricultuaay materials are middle and large industries émafage
in value addition. Many of these industries arecemtrated among the food and beverage categomooégsors
for both the local and export markets. Due to rgmgulation growth and accompanying migration if@ans
and cities with most of the urban population de@gcbn fast foods like juices, bread, snacks arterot
processed foods, investment in the lucrative seb#s increased in recent years leading to significa
competition. This has led firms in the food and drage sub-sector to rethink strategy and devisensnef
sustaining competition in the industry. Many firhmsve explicitly embraced strategic planning whileeos have
embarked on various forms of competitive strategies

M acr oeconomic situation in Kenya

The Kenyan economy derives its key strengths oitalture and related ventures. Over the yearsetdmomy
has enjoyed relative calm and stability leadingatdavourable investor confidence that has conteithu
relatively higher industrialization than other ctngs in the Eastern Africa Region. However, theirdoy is
prone to fluctuations in the macro environment seitating urgent and decisive corrective monetaxy fescal
interventions by the central bank. The most recentirrence was in 2012 when the exchange raten latl éime
low of Ksh. 107 to the USD. With such fluctuatiomsyestor confidence would easily be eroded. Howetre
government has been extremely keen to control dxeres at acceptable levels.

Statement of the Problem

Firms operate in a dynamic and turbulent envirortmBtacroeconomic stability is critical to the susseof
industry especially so for inflation, interest atend exchange rates which directly impacts onfittencial
position of a firm. Industry performance dependstlos turbulence in the macroeconomic environmehichv
also determines investor confidence. In establisleifiects of the selected macroeconomic factorindastry
stability and particularly in the Kenyan food anevbrage manufacturing sector in 2013, this studiglsbto
know what were the perceived effects of inflatiorierest rates and exchange rates on sustainabyipetitive
advantage as viewed by top executives of firm&énindustry?

Resear ch Objective

The objective was to establish the perceived effetthe selected macroeconomic indicators of tiitg
interest rates and exchange rates on sustainaflgetitive advantage in the Food and Beverage ingust
Kenya.

Resear ch Hypotheses
Deriving from the objective, the following hypothesvas tested at 95 percent confidence intersal {.05)
using theF-test.

Hypothesis: Thereisarelationship between perceived effects of macroeconomic factors and sustainable
competitive advantage in the food and beverage industry in Kenya
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LITERATURE REVIEW

Influence of M acroeconomic Factor son Sustainable Competitive Advantage

Commercial firms operate in an open system whezg #re impacted by external and internal factoofir{don

& Scholes, 2002). The manufacturing industry fad@samic operational environment in which it haseatend
with changing macro-economic factors like interemtes, exchange rates and inflation. Most manufiaciu
firms have to import machinery and equipment whach prone to exchange rate fluctuation. Some Kenyan
manufacturers export to the Eastern Africa regiurope and other countries, meaning frequent erieowith
interest rate changes.

Dwivedi (2008) argues that persistent inflationperhaps the second most serious macroeconomicepnobl
confronting the world economy today -second onlyhtmger and poverty in the ‘third world’. Inflatianeans
considerable and persistent rise in the generall lefsprices over a long period of time. AccorditogPigou
(1947), inflation exists when money is expandingenihan in proportion to increase in earning atstivit is a
situation of ‘too much money chasing too few goodlstoo much currency in relation to physical voluof
business. A moderate rate of inflation is considegesirable and acceptable and keeps the econartiank
optimistic, promotes economic activity and preveet®nomic stagnation. Based on past experiencas, it
suggested that 1-2 percent inflation in developed 46 percent in less developed countries is alelgirand
moderate (Dwivedi, 2008).

Increased integration and growing macroeconomictdlations require more attention to be paid to lihke
between the “noise” that these fluctuations represed the company’s own development. Managemeist mu
weed out the effects of the “noise” so as to obtaalear picture of the long term sustainable pgatnd thus a
picture of how the company’s intrinsic competitiess is fostered (Oxelheim, 2002). Given the in@éas
financial and economic integration that prevailday, no firm can claim any longer to be unaffedigdvhat is
happening on the global economic arena and tarmésfintrinsic competitiveness.

Oxelheim (2002) endeavoured to elucidate the imphatacroeconomic variables on corporate performdnc
elaborating the extent to which shareholders shbeldnformed of the effects of the macros on tliems’
competitiveness. His argument was that the curemtounting system does not provide for stakeholder
information on the effects of the volatile macroeasmic environment for control decisions on the fatu
prospects of the company. This study, though drgwiresson on need for shareholder information, mase
particular in elaborating the effects of macroecunmofactors on the entire industry for the widerodoof all
stakeholders

In Kenya, the rate of inflation in the last fiveays has fluctuated widely from single digit to o@&rpercent and
back to single digit with accompanying damaginget$ on operational environment of business. Tlieatky,
the rate of economic growth depends primarily om itate of capital formation which depends on the
savings and investment. Therefore, whether inflatiffects economic growth positively or negativdgpends
on its effects on savings and investment. Inflatemmds to redistribute incomes in favour of higlesel earners
whose incomes consist mostly of profits and nonevsgurces. This kind of inflation induced redisitibn of
incomes increases total savings because upper énctasses have higher propensity to save. Theasera
savings increases supply of investable funds ametrt® the rate of interest which increases investraed
production capacity of the economy. This causesease in total output hence economic growth. Hidlation
distorts this leading to economic slowdown.

A foreign exchange market is a market in which ifgmecurrencies are traded. Like any market, theifpr
exchange market is a system which works througtitfaprovided by key players who are foreign exnbe
brokers, banks and the central bank. Central beakesthe lead role in stabilizing exchange ratepiayenting,
by direct intervention if necessary, violent fluations in the exchange rate (Dwivedi, 2008). Thislone by
selling foreign exchange when it is overvalued huaying it back when it is undervalued. The Excharage, in
a free market where no government intervention ramdestriction on holding or transacting foreigrcleange
exists, is determined by forces of supply and deman

Inflation has been high in the country affecting ttost of borrowing (interest rates) and the lefeéhvestment.
In the last two years, inflation has risen to 028rpercent and lowered to single digit level. Tisisalso an
undesirable situation since it affects planning enveéstment. Therefore, macro-economic factorsaaneng the
most important external factors that affect firpstformance.
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In elaborating the impact of firm specific macroeomic factors on profitability of firms in the foagkctor in
Pakistan, Bhutta and Hasan (2013) explored theitabdfty of firms listed in food sector of Karaclstock
market in presence of food inflation using multiage regression analysis for a period 2002-200& fitm
specific factors included debt to equity, tangthjligrowth and size while macroeconomic factorsuded food
inflation. Findings of the study revealed presemfesignificant negative relationship between sized a
profitability. Empirical results provided evidentdw®t the profitability of food sector was shapediby specific
factors and not macroeconomic variables. A notdbtétation of the study was that it used only one
macroeconomic indicator of food inflation althoughwas instrumental in providing significant instghbout
dynamics of profitability in the food sector firmhe study was similar to the current one in usénfiéition
although it differed in that the current study ushoee macroeconomic indicators and the broadesesenf
inflation (not only food derived) and various indiors of sustainable competitive advantage begidggability
used in the Bhutta and Hasan (2013) study.

Conceptual Framework

The direct effect of individual or collective maeemnomic factors on industry performance wouldbeeasily
discernible in a study like this one. Therefores #iudy sought to establish perceived effects efsilected
macroeconomic indicators on sustainable competitdiantage in the food and beverage industry.

METHODOLOGY
Population of the study

The food and beverage industry is the largest amihveg manufacturing value add industries in Kenya
comprising 21.8 percent of the firms. Most of thewtustries (71 percent) are located in Nairobi Btwnbasa.
This study sought to analyze 95 of the 138 food béderage firms located in the two major cities thogir
perceived effects of macroeconomic factors on swehée competitive advantage. The population wasetfore
138 food and beverage firms. The sample surveyedOfa

Resear ch Design

This research entailed a descriptive study desigscriptive studies are undertaken for purposesoértaining
and describing the characteristics of the variabfasterest in a study and offering the researehprofile or a
description of relevant aspects of the phenomemfant@rest from the individual, organization, inthysor other
perspectives (Sekaran, 2003). Descriptive resedestign is about what, where and how of a phenomenon
(Cooper & Schidler, 2003). Descriptive design usest of scientific methods to collect raw data ersdite data
structures that are used to describe the existiagacteristics of a defined target population (kehi& Wallen,
2000).

This study sought to describe the existing charisties with respect to the selected macros desgyithe

nature of the competition among the food and beesfams which form a unique group according to héot

(2006). Descriptive studies are undertaken wherliagacteristics or the phenomenon to be tappadsituation
are known to exist, and one wants to be able toritesthem better by offering a profile of the farst as this
study sought to do. Hypothesis testing offers araaned understanding of the relationship that &stong the
variables (Sekaran, 2003).

Pilot testing the questionnaire. The questionnaire was developed and refined orbalses of several sources;
field interviews with corporate level executivestab of the target firms, review of previous resdacontent to
inform choice of questionnaire items appropriate tfee study and discussions of preliminary draftshe
questionnaire with scholars to assess their vgliite-testing the questionnaires for clarity aatidity before
actual administration to the respondents enableddkearcher to polish the instrument and refine fibcus on
the items under study. Govindarajan (1988) fourad tuch preliminary treatment of the questionnairabled
him to get validity, clarity and relevance of rdsulThis was also consistent with the work of Kinda.im
((1988) who pre-tested their questionnaire witke fivms in a target sample of 44 for purposes gfrowing the
study instrument. The pretesting was further coestswith Newbert (2008) who used two academids¢atify
an appropriate starting point for his study on ealtareness, competitive advantage and performahde
consulting with five executives of five differemdhnology firms who assisted him polish his stugstrument to
make it more relevant. The questionnaire for thislyg was further polished with input from academécsl
statisticians to make data amenable to statisdicalysis and interpretation.
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Data collection

Data was collected from company executives usistpadardized questionnaire. To ensure confidetytiahd
ease of assistance by skeptical respondents, uttog letters from the researcher and relevartaittes (the
Kenya Methodist University (KeMU) and Kenya Assditia of Manufacturers (KAM) were used together with
the researcher’s self introduction physically aotigh emails. Where the Chief Executives/Chairmegepted
to personally participate or give audience to #&earcher, the questionnaires were administerederon-one
sessions which were enriching on company profilesg wider scope of information of greater depétarious
methods of administering the questionnaires weeel irscluding drop and pick, email attachments, @mel-on-
one sessions to fill in the questionnaires in theey.

Email attachments as a method of data collectioslater found ineffective since the target respotglemailed
at the start did not respond necessitating a chafigactics to drop and pick method. It was howemet
possible to use this method in Mombasa hence enettiod coupled with aggressive telephone calls weeel
to get response. In Nairobi, vigorous pursuit afp@dents on emails and physical visits couplel patrsistent
telephone calls enabled the researcher to getmespdrom otherwise very elusive and busy targgtardents.

Returned questionnaires were checked for complsteate the point of collection and where not congplet
respondents were guided on how to fill them in iy tesearcher to make them amenable to analysisteiér
misunderstanding of questions was the cause ofegpnnse, the researcher assisted in elaboragngptitents
of the questionnaire to get the most objective sasps. It was then entered into excel spreadshdwetse
numeric symbols for indicative figures on Likeraberesponses were assigned. After ensuring tleevaad free
of errors, it was entered into Statistical Packageéocial Sciences (SPSS) for analysis.

Study Variables

The dependent variable was sustainable competéttantage measured by indications of sustained firm
profitability as well as turnover on a 5-point Likescale according respondent perceptions. Othastoact
indicators for dependent variable included Retunnlmvestment (ROI), Return on Assets (ROA), Dividen
yield, and percentage growth in market share. Randicator to qualify as a measure of sustainablapetitive
advantage, it had to be high on the Likert scattthe trend of growth constant or increasing. Sarclndicator
was assumed to depict superior firm performance @secompetitors. Profitability is the best indioa of
sustainable competitive advantage or performantteowh for private and unlisted firms, this is asdly
guarded company secret whose data is not normditgirable. Therefore, this study used respondents’
perceived indications on the parameters of sudténeompetitive advantage outlined above which ties
weighted to constitute the dependent variable. Wais consistent with studies by Newbert (2008) victv the
content chosen for analysis of micro and nanoteoigyosectors contained a high percent of privateiyned
firms for which secondary data was not availablettfiermore, the data was provided by single respatsdwvho
happened to be senior level executives or scisnéigjuably better positioned than anyone to asies's
internal operations and performance hence dataeatel was taken as more accurate. Moreover, use of
perceptual performance measures is preferred byonelents since objective measures such as prafits o
revenues are seen as confidential (Gruber, Heine®aBretel, 2010). Use of multi-dimension measurased

on perceptual firm performance further facilitiesyparison across firms and contexts such as agrdgstries,
time horizons and economic conditions (Song, Drdgenvanich & Calantone, 2005). Chandler and Hanks
(1994) further aver that earlier studies have iatid perceptual performance measures tend to Wdyhig
correlated with objective indicators which suppbsir validity.

Data Analysis

Data was analyzed for both parametric and non-peatréeriests. Most of the data collected using theit scale
was ordinal with assumptions that a score thatmwaie than another implied that people with highembered
responses were more in agreement with the positiogsestion than those with the lower-numberegaases.

The data was tested for central tendency and digpeafter confirmation of normal distribution bgpopriate
tests of normality; the Kolmogorov-Smirnov and Shayilk tests. Since the sample size was 32, i&gjon
analysis was carried out and interpretation of ltesaf tests of hypotheses done using st at 95 percent
confidence interval. The distribution of responses recorded (percentages that agree, disagreeinetables
for each response category for the various cortstruepresenting the independent variables. DesgFipt
statistics were generated to describe central terele and dispersion of the data. Descriptive tte$i such as
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the mean, the range, the standard deviation ananear gave a good idea of how the respondentsectéatithe
items on the questionnaire and how good the itemasored were. Poor spread (range) meant littlelvidity
and similarly, the mean, standard deviation anéawae indicated whether the respondents rangesfacttrily
over the scale.

Reliability

Reliability which is a measure of the extent to ethiresults are consistent over-time and an accurate
representation of the total population under stu@dg established. Reliability also tests if the Itssoan be
reproduced under similar methodology indicating tha instrument is reliable (Joppe, 2000), withisiass (free

of error) and ensures consistent measurementssatime and across the various items in the instnime
(Sekaran, 2003). Cranbach alpha is used to measliability and ranges from 0 to 1. The acceptaldiie of
Cranbach alpha is between 0.7 and 0.9 (Kline, 19@t)e alpha coefficient of 0.5 is adequate to dode
internal consistency (Nunnally, 1967). In this studeliability tests were carried out and indicatd alpha
coefficient of 0.660. Although Gliem and Gliem (&)0argue that an alpha of 0.6 is questionablernate
consistency can be assured with an alpha coeffioe®.5 (Nunally, 1967) hence confirming the ceteicy of

the constructs.

Validity

This tests the authenticity of cause-and-effecatimhships (internal validity) and the generaliaatito the
external environment (external validity). Validity concerned with whether the findings are realiput what
they appear to be about (Balta, 2008). Contentdipliwas tested by discussions with experts dutimg

questionnaire formulation stage to ensure thantkasure included an adequate and representatieé isetns

that tapped the content. Adjustments on the quasdioe were made after such consultations, whidpeke
improve the study instrument in terms of contertt.frther ensure content validity, the questiormaias pre-
tested on a pilot basis on two company chief exeesitas respondents for comprehension, logic aedaece.
The feedback obtained helped in revising the imsémt (questionnaire) before administering it to tider

respondents excluding the ones involved in thetgstng. This is consistent with Dess and Davis8#)9
findings that content validity of a questionnairasaenhanced through a review of its items by previirategy
researchers (Bourgeois, 1980) and pre-testingabearch instrument in a field with firms not incddin the
sample which ascertained comprehensiveness andipdiaf the questionnaire items.

Construct validity was assessed by having respdadiedicate the importance of some key competitiethods
to their firms’ overall strategy on a 5-point Likescale with 1= not at all to 5 = very great ext@onsistent with
Govidarajan (1988), Porter’s (1980) and Dess andd3a(1984) work. Construct validity was demonstchby
high correlations between the items that compribectonstructs. The higher the inter-correlatiohs,more the
items were found to be relating (converging) todbastruct for which they were assumed to desc#@heu and
Li (2012) used confirmatory factor analysis to tistconstruct validity with all items loading sidinantly on

their expected constructs<0.05).

Test of Hypothesis

Multivariate linear regression analysis precedeploliyesis testing. Hypothesis testing was carrigdusing the
F-test. The hypothesis was tested for significaotcéts predictor variables on the dependent vaealding
Ordinary Least Squares linear regression modeldtatad to describe the relationships as below.

Yi :ﬁ0+ﬂ1 Xl +ﬂ2 ><2 +ﬂ3 X3 +ui

Where;

Y; = sustainable competitive advantage
By, B1, B2, B3 are regression coefficients
X, = Inflation

X, = Exchange rate

X3 = Bank interest rates
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Correlation and collinearity tests

It was necessary to confirm relationships betwd®n dependent and predictor variables and between th
independent variables themselves. Correlations deriwindependent variables indicating the directmal
strength of the relationships were generated. $bfte presence of collinearity or multicollinegritstep-wise
regression analysis was carried out and collingardticators of Tolerance and Variance Inflatiorcteas (VIFS)
were generated. Where tolerance factors were belaver VIF above five, presence of Multi-collinggrivas
indicated. The measure adopted however was foratade of <0.1 and VIF>10 for high collinearity (Sn
2012) for which cure would be dropping of one oresal of the variables in step-wise regressionllif@arity
was tested for variables in all models after fictnd of regression analysis.

Ethical Considerations

The food and beverage industry is sensitive toptlitadic since it deals with food. It is prudent thia¢ highest
level of ethical considerations be exercised indperations and communication in this industry. @oand
Schindler, (2003) describe ethics as norms or stasdof behavior that guide moral choices aboutbeinavior
or relationship with others. As expected, high leseethical standards was manifested in the respdao the
questionnaires. The respondents were as frankssshi® since it was at their discretion to omit amfgrmation
they felt sensitive and avail the correct detaileaerning the study variables as much as their enspolicies
allowed. The researcher was equally keen on obsgiigh moral standards at every stage of dat@cdain,
analysis and interpretation. Ethical attributesuoy researcher are academic honesty and modesgnalie the
results of the analysis gain wider applicability the industry, the data gathered was treated wiimate
diligence without exaggeration. The researchelieduout the entire survey on his own.

RESULTS

The companies under review varied in existence fi@2 to 2010, giving a range of 88 years. For old
companies to have survived all the years was a tidication of their competitiveness in the foatldbeverage
industry despite various forms of turbulence. Conypsize ranged from 12 to 3000 employees. The rtwajof
firms were in the medium category by definitiontls study of between 50 and 500 employees with tlean

50 defined as small and over 500 as large. Fomsfivere ranked as small, 22 as medium and 6 as. [@his
classification separated the categories bettere ganormal distribution of firms and identified dar firms
appropriately.

Normality tests confirmed the normal distributidittee model through both Kolmogorov-Smirnov and [8tieo
—Wilks tests (Table 1).

Table 1. Normality test

Kolmogorov-Smirnov Shaphiro- Wilk

Statistic df Sig. Statistic df Sig.
Y 0.196 13 0.183 0.915 13 0.215
Inflation 0.256 13 0.02 0.891 13 0.099
Exchange Rate 0.238 13 0.043 0.864 13 0.043
Interest rate 0.172 13 .200 0.894 13 0.109

Results of descriptive statistics are presentedTable 2 showing key parameters like the mean, atand
deviation, mode, variance, interquartile rangewsiass and Kurtosis.
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Table 2. Descriptive Statistics

Variable Inflation Exchange Rate Interest Rate

Descriptive Statistic Statistic Std. Statistic Std. Statistic  Std.
Error Error Error

Mean 3.7692 .28088 3.7692 .28088 3.6154 .34970

95 percent Confidence 3.8530 3.1572 3.1572 2.8535

Interval for mean 4.4419 4.3812 4.3812 4.3773

5% trimmed mean 3.7991 3.7991 3.6838

Median 4.0000 4.0000 4.0000

Variance 1.026 1.026 1.590

Std. Deviation 1.01274 1.01274 1.26085

Minimum 2.00 2.00 1.00

Maximum 5.00 5.00 5.00

Range 3.00 3.00 4.00

Interquartile Range 2.00 2.00 2.00

Skewness -.030 .616 -.030 .616 -.602 .616

Kurtosis -1.209 1.191 -1.209 1.191 -.166 1.191

Correlation between the variables was tested asdtserepresented in Table 3 below.

Table 3.Correlation Analysis

Variable Coefficient Sustainable Inflation Exchange Interest Rate
Competitive Rate
Advantage
Sustainable Pearson
Competitive Correlation 1
Advantage
Inflation Pearson .162 1
Correlation
Exchange Rate Pearson .008 .559%* 1
Correlation
Interest Rate Pearson -.237 .402* 332 1
Correlation

Notice the high correlations between exchange aatd inflation and that between interest rate arfition
indicative of collinearity which was later confireh¢éhrough step-wise regression analysis.

Table 4 shows a summary of indications of respongernceptions on the three macroeconomic indicators
percentage of responses. There were mixed respangesssed by representatives of various companies
depending on whether there was an impact of maormeuic indicators on their business as shown.

Table 4.Perceived Effects of Macroeconomic Factors on Sustainable Competitive Advantage

S/NO. Macro economic factors Level of respondent Concurrence
(percent)
_ o @ PC:! ©
© % © 5 o
+— () E +— - oo +
© o - 5 ® -
B b= o + v S5
2 5 S 3 ) 25
Inflation affected economic stability over five years 3.1 3.1 34.4 50 9.4
Exchange rate fluctuation has negatively affected business 3.1 6.2 28.1 375 25
High bank lending rates have negatively influenced 12.5 3.1 28.1 25 31.2

company financial status

Source. Survey data (2013).
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The general spread of respondent indications nmaigitted opinion on effects of the selected macdidators
on sustainable competitive advantage.

Results of hypothesistesting

There was a low figure of adjustedd® .042 showing an exceptionally weak model wittyeh2 percent of the
effects on the dependant variable being explairyegrédictor variables implying almost no relatioipstiResults
of analysis of variance indicated an F value of31.4nd a higlp value for model fit of .254 shows that no
independent variable was significant as a prediofathe dependent variable. The coefficients & thodel
indicated none of the independent variables wasoa gredictor of the dependent variable (Table 5).

Table 5.Coefficients for Perceived Effects of Macroeconomic Factors on Sustainable Competitive Advantage

Model Unstandardized Coefficients Standardized t Sig.
coefficient
B Std. Error
Beta
(Constant) 3.490 .668 5.222 .000
1
Inflation 317 .210 .339 1.514 142
Exchange rates -.051 171 -.065 -.300 .767
Interest rates -.209 117 -.351 -1.783 .086

a. Dependent Variable: Sustainable Competitive Advantage.

Source. Survey results (2013)

The failure at significance of all the three prédiio/ariables meant that there was no linear @iatiip between
macroeconomic factors and sustainable competitoiam@tage. This meant that for the food and beverage
industry in Kenya, the selected macro-economicciaiirs had no significant bearing on sustainabfepstitive
advantage. Table 6 gives the summary of the tesypdthesis.

Table 6: Summary of Test of Hypothesis

Objective Hypothesis Method of Results Decision Reason
hypothesis
testing
To establish There is a Multivariate Inflation p = Fail to reject There is no
perceived effects relationship linear 0.142 not the H, on evidence of a
of between regression significant account of no relationship
macroeconomic perceived analysis significant between
factors on firms’ influence of (pvalue) Exchange ratep predictor effects of the
ability to create macroeconomic = 0.767 not variable selected
SCA factors on firm significant macroeconomic
performance and factors
SCA Interest rate p = (inflation,
0.086 not exchange rates
significant. and interest

rates) and SCA.
Fail to reject H,
on account of
no significant
predictor
variable
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Collinearity testsfor effects of macroeconomic factors on sustainable competitive advantage

Results from step-wise regression analysis werkiated for collinearity test. It was found that ggace of
multicollinearity was indicated due to low toleranfactors (<0.1) and high Variance Inflation Fast(rl10).
Table 7 shows the results of the collinearity tests

Table 7.Collinearity Tests for Model on Perceived Effects of Macroeconomic Factors

Model Unstandardized Standardized Collinearity Statistics
coefficients Coefficients
B Std Error Beta t Sig Tolerance  VIF
Constant
Inflation -.084 .000 -127 - - .010 104.454
Exchange rate -.173 .000 -309 - - .047 21.118
Interest rate .009 .000 .020 - - .005 189.666

Source. Survey Data (2013)

Note. The high collinearity depicted in the model coalgplain the failure at significance in the first ithariate
linear regression analysis.

Collinearity (or multicollinearity) is the undesbi@ situation where the correlations among the pededent
variables are strong. In some cases, multiple ss@gye results may seem paradoxical. For instaheemodel
may fit the data well (high F-Test), even thougme&of the independent variables has a statistisidigificant
impact on explaining the dependent variable. Thégppens when two independent variables are highly
correlated; they both convey essentially the sarf@rmation. When this happens, the independeridbigs are
collinear and the results show multicollinearity.uliitollinearity misleadingly inflates the standaedrors
making some variables statistically insignificaritil@ they should be otherwise significant. Formalariance
Inflation Factors (VIF) measures how much the varéof the estimated coefficients is increased thwercase
of no correlation among the independent varialifeso two independent variables are correlatedn thi the
VIFs will be 1. If VIF for one of the variables &ound or greater than 5, there is collinearityeaisged with
that variable. If there are two or more variableattwill have a VIF around or greater than 5, ofi¢hese
variables must be removed from the regression modeddress collinearity.

CONCLUSION AND RECOMMENDATIONS

The objective was on perceived effects of macroegon factors on firms’' ability to create Sustairebl
competitive advantage tested on firms in the food d&everage industry through the top executives.
Environmental turbulence is normally expected teessely affect industry and business hence thesiecio
test effects of the selected macroeconomic indisads perceived by industry executives on theiinasses.
Although there was no significant effect of theestééd macroeconomic indicators on firms’ abilitycieate
sustainable competitive advantage, the objective aghieved in as much as it sought to confirmefgblected
macros had any effect on sustainable competitivartidge. That the effects of the macros were igotfieant
was a desirable outcome as it implied better fa& itdustry. The failure at significance could hawen
occasioned by multicollinearity as confirmed byhhigprrelation coefficients among the independemiabées
and by the step wise regression analysis. Althofigllings of the study indicated that the selected
macroeconomic indicators had no significant effemts this industry, there is need for the government
maintain the macros at a stable level to tametinftaand control lending rates for general manufiday to
thrive.
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