European Journal of Management and Marketing Studies

ISSN: 2501 - 9988
ISSN-L: 2501 - 9988
Available on-line at: http://www.oapub.org/soc

doi: 10.5281/zenod0.998929 Volume 2 | Issue 3 | 2017

INFLUENCE OF MANAGEMENT CAPABILITIES ON THE
PERFORMANCE OF NZOIA SUGAR COMPANY

Kennedy Ntabo Otiso!

Dr., Lecturer, School of Business and Management Science
Department of Business Management

University of Eldoret, Kenya

Abstract:

The purpose of this study was to determine the influence of management capabilities
on the performance of Nzoia Sugar Company Limited. The study was based on the
Resource Based View Theory. A case study and survey designs were employed in this
research. The study targeted a total of 1,403 employees comprising of 790 lower level
employees, 422 Supervisory level employees, 182 middle level management and nine
top level management. Random stratified sampling technique was used to select 210
respondents. Data collection instruments comprised of questionnaires and interview
schedules. Validity was determined by content validity and reliability using Cronbach
alpha method which had Cronbach Alpha Coefficient of 0.783 which was greater than
0.7. Data were collected and analyzed using descriptive methods. It was recommended
that there was need for organization to develop customer care capability that would
enable the staff to interact with customers and other stakeholder at all level; that
organization should develop market capability that ensures maximum reach out to all
possible customers; the firms needed to adopt management capabilities that can make
them stand out in the customers” eye and suit the prevailing environmental conditions
at the given period of time and finally organizations need to set up sufficient budget
that would enable them adopt most current technologies which would result to increase
in performance. It was concluded that an increase in customer service management
capability constructs like repeat purchase, confidentially of customer information and
different customer needs once enhanced could translate to higher firm performance;
attributes of marketing capabilities like employee training on basic marketing skills, e-

marketing and marketing intelligence information should be enhanced; internet
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penetration, automation of processes, use of e-marketing and procurement could lead
to improved firm performance and setting targets for the company which are attainable,
monitoring and evaluation of all activities would lead to improved firm performance.
The findings of this study shall be useful to the policy makers, strategists and the
researcher in making informed conclusions and recommendations. The findings shall
give guidance to the managers of different departments in coming up with proper

policies in management.
JEL: ]J53, M11, L21

Keywords: management, capabilities, firm, performance, competitive advantage,

automation
1. Introduction

For more than a decade, research has attempted to untangle the relationship between
Management capabilities and the firm's performance. Large sample of statistical
evidence demonstrate that majority of the productivity benefits are attributed to
organization capability investment (Brynjolfsen and Hitt, 1995). These results imply the
existence of a set of Organizational characteristics that are positively correlated with all
organizational Capabilities and performance of the firm. A variety of organizational
capabilities, practices and processes complement each other, however we expect
systems practices and competencies working in a relationship to enable greater business
value generation (Milgrom and Roberts, 1990). Firm performance refers to organization
effectiveness in terms of its financial and Operational performance (Saraf et al., 2000).
Previous research has used a number of Indicators to measure firm performance is
finance, efficiency, marketing, technology. Management practices are strongly
associated with firm performance (Bloom and Van Reenen, 2010) found that there were
large differences in management practices across firms as well as countries and that
these practices are strongly associated with firm level productivity and other
performance measures such as profitability and survival rates. Differences in
management practices are larger between firms in the same country than across
countries suggesting firm and sector-specific factors were at least as important as the
general business environment in shaping managerial performance. Management is an
activity which comprises the planning, organizing, leading, directing and controlling
the activities of the firm. There is a significant relationship between competence based
management systems and business performance especially where the management

development activity is linked to business strategy.
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2. Research Design and Methodology

2.1 Research Design

The study adopted survey and correlational designs to determine the effects of
management capabilities and firm performance of Nzoia Sugar Company Limited. The
designs aided in understanding the phenomena through the meanings that people
assign to them and it aims at understanding the context (Walsham, 1997) of
management capabilities on firm performance in the Nzoia Sugar Company Limited.
The purpose of using case study approach was that it has the ability to let the subject
unfold naturally; to refine concepts and frames of reference while studying the
phenomena and it enables the researcher to understand and capture the dynamics of

the process of change (Galliers, 1992).

2.2 Location of Study

This study was carried out in Nzoia Sugar Company Limited located in Bungoma
County. Bungoma County is one of the former districts of Western province. It borders
Mt. Elgon to the north-west, Trans-Nzoia County to the east and Busia County to the
west and south-west. It also borders the Republic Educational of Uganda to the north-
western point at Lwakhakha border point. Bungoma lies between latitude 0 degrees 253
North and 35 degrees to the East. It covers an area of 2068.5 square Kilometers with a

population of about 1.4 million people.

2.3 Target Population
The study targeted a total of 1,403 employees comprising of 790 Unionisable employees,
422 Supervisory level employees, 182 middle level management and nine top level

management (Nzoia Sugar Company Limited, 2017).

2.4 Sampling procedures and Sample Size

Stratified sampling technique was be used to categorize into 4 strata, top level
management, supervisory level employees, middle level management and Unionisable
employees. Then simple random sampling was used to select 210 employees so that
each and every one in the target population had an equal chance of inclusion from the
target populations of 1,403 employees. This was done so that the study did not miss any
parameters that were vital to the research. The sample size of employees was
determined by use of Kombo and Tromp (2006) recommendation that a sample size of
10% to 30% was representative enough for the study population. Therefore, the sample

size of employees was determined on the basis of 15% recommended by Kombo and
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Tromp (2006): Number of employees: - 15/100 x 1403 = 210 employees. To get sample

population proportionate to target population, the study used the following:

Ne
. —Xn
Sample size for each="

Where:
N is the target population for each strata;
N is the target population;

N is the sample size.

Using the formula shown above, out of 9 top level management, 2 were selected
purposively because this technique allows the researcher to use cases that had the
required information with respect to the objectives of the study (Mugenda & Mugenda,
2003). Out of 422 supervisory level employees, 63 were selected randomly, 27 middle
level management were selected randomly from 182 and 118 Unionisable employee
were randomly selected from target of 790.The middle level management consisted of
departmental head such as finance, purchase, transport, marketing while Supervisory
Level Employees who directed other workers with instructions from middle level
management. The Unionisable employees were those employees who were registered

in workers union. The distribution is as shown in Table 1.

Table 1: A Sample Frame

Strata Population Sample Size
Top Level Management 09 02
Supervisory Level Employees 422 63
Middle level Management 182 27
Lower Level Employees 790 118
Total 1,403 210

2.5 Methods of Data Collection

The study used both the questionnaire and interview schedules for data collection.

2.6 Questionnaires for Employees

Questionnaires are useful instrument of collecting the primary data since the
respondents can read and then give responses to each item and they can reach a large
number of subjects (Orodho, 2004). This explains why the questionnaires were used to
capture data from the employees who were deemed to have acquired the requisite
educational levels. This instrument was also used in the study because it was

convenient to administer when handling a large group of respondents. These
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instruments were confidential, save on time, no bias and covered wide area (Mugenda,
Mugenda, 2003).

2.7 Validity and Reliability of Research Instruments

2.7.1 Validity

According to Mugenda and Mugenda (2002) validity refers to the accuracy and
meaningfulness of inferences made based on results obtained. It is asking a relevant
question framed in the least way. White (2005) describes validity as the agreement
between the researcher’s conclusion and the actual reality. The research adopted the
content validity to measure the validity of the instruments to be used. Content validity
enables data being collected to be reliable in representing the specific content of a
particular concept. Supervisors and the research experts in the Department of Business
Administration and Management evaluated the applicability and appropriateness of
the content, clarity and adequacy of the research instrument from a research
perspective. Borg and Gall (1985) points out that validity of an instrument is improved
through expert judgment. Validity was also checked during piloting to ensure all the
items in the questionnaire were relevant and functional. Moreover, to ensure validity of
the instruments, content validity was established (Cozby, 1977) from the pretest and re-
test method that was done before the actual research. The pre-test retest was carried out
in one out of the ten (10) departments whose twelve (12) respondents were not involved
in the final data collection and analysis. The twelve (12) respondents looked at the
questionnaire items; ascertained the content and whether the items measured what they

intended to measure. .

2.7.2 Reliability

According to Mugenda and Mugenda (1999), reliability of an instrument is a measure of
the extent to which a research instrument yields consistent results or data after repeated
trials in the study. The consistency of questionnaire was established through test re-test
method where research tools were administered twice to the same people under
identical conditions, this procedure revealed the questions that are vague that can lead
to respondents interpreting them differently hence adjustments accordingly. Reliability
measures the relevance and correctness of the instruments (Mugenda and Mugenda,
2003). After piloting, the internal consistence procedure was used to determine the
reliability of the instruments. This was determined from scores obtained from a single
test administered to a sample of subject. A score obtained in one item was correlated
with scores obtained from other items in the instrument. Finally, Cronbach Alpha

Reliability coefficient value was computed to determine how items correlate among
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themselves. The threshold value acceptable in this study was 0.783 which was higher
than an alpha of 0.7 according to Fraenkel and Wallen (2000) and Mugenda and
Mugenda (2003). On the basis of the results of piloting process, the instruments were
then duly modified to meet performance standards before being used for actual data

collection.

2.8 Data Collection Procedure

The researcher obtained a research permit and a research authorization letter from the
National Commission for Science Technology and Innovation before embarking on data
collection process as dictated by ethics. The instruments were administered through
personal visits to the Nzoia Sugar Company Limited where the questionnaires were
administered in the presence of the researcher after agreeing on the dates and then
collected personally or by use of research assistants. The researcher took time to explain

any issues arising from the research instruments.
3. Data Analysis, Presentation and Discussion

3.1 Questionnaire Response Rate
A representative sample of 210 employees participated in the research. 180 respondents
completed the questionnaires properly and returned them to the researcher giving a

response rate of 86%.

3.2 Demographic Characteristics of the Respondents
The background information of the respondents included gender, age, education and

number of years worked for the company. The results were as discussed below

3.3 Gender of the Respondents

The first part of the background information was on the gender of respondents. The
results revealed that 62.2 % of the respondents were male while the remaining 37.8%
were female. This indicates that majority of employees in Nzoia Sugar Company are

male as compared to female. The results are as shown in the Table 2.

Table 2: Gender of the Respondents

Gender Frequency Percentage
Male 112 62.2
Female 68 37.8
Total 180 100.0

Source: Research data, 2016
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3.4 Age of the Respondents

The second part established the age of the respondents. The results revealed that 20% of
the respondents were aged between 18 to 24 years, 3.7% were aged between 25 to 34
years, 22.8% were between 35 to 47 years while the remaining 25.6% were 48 years and
above. The results reveal that majority of the respondents were aged between 18 to 47
years. Lopez et al., (2006) found out that age of employee has a significant effect on
organizational capabilities. The most affected capability was technical capabilities

where old guards were found to less interested as compared to managerial capability.

3.5 Education Level of Respondents

The other information was on the educational background of the respondents. The
results showed that 14.8% of the respondents had O-level, 9.3% had certificate level,
46.3% had diploma while the remaining 29.6% had bachelor’s degree. Majority of the
respondents had diploma qualification and bachelor’s degree Kotur and Anbazhagan
(2014) revealed that education level of the workforce has significant impact on the
adoption rate of various organization capabilities. He found that, workers in the
medium range on educational qualification perform better compared those in the

extremes. The results are as shown in Table 3.

Table 3: Education levels of the Respondents

Education Level Frequency Percentage
O level 27 14.8
Certificate 17 9.3
Diploma 83 46.3
Bachelor’s degree 54 29.6
Total 180 100.0

Source: Research data, 2016

3.6 Management Capability and Firm Performance

The third objective of the study was to assess the role of management capabilities on
tirm performance. The objective tested the fourth hypothesis of the study which posits,
Hos: There is no significant effect of management capabilities on firm performance. This
was achieved through correlation and simple linear regression analysis at significance

level of 0.05. The results are as discussed below.

3.7 Descriptive results of Management Capability
The employees were asked questions on six aspects of Technological Capabilities. Table

4.14 gives the percentage of respondents who responded to each of the questions
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according to the Likert scale of 1-5 where 1-SD (Strongly Disagree), 2-D (Disagree), 3-U
(Undecided), 4-A (Agree) and 5-SA (Strongly Agree). The results are as shown in Table

below.

Table 3.8: Descriptive statistics of Management Capability

Question SD (%) D (%) U (%) A (%) SA (%)

Employees and management usually set targets
16(8.9)  30(16.7)  18(10)  55(30.6) 61(33.9)

for the company

Set targets are attainable 15(8.3)  24(13.3) 29(16.1) 56(31.1) 56(31.1)

Proper and effective management and

monitoring of all activities helps improve the

) ) 14(7.1)  28(15.6) 23(12.8) 61(33.9)  54(30)
quality of goods and services and reduces

production cost

There are significant variances between the actual

time of completing an activity and planned time 14(7.8)  25(13.9) 25(13.9) 59(32.8) 57(31.7)

for

The management communicates management
. 13(7.2)  24(13.3) 25(13.9) 64(35.6)  54(30)

strategies to all staff.

There is alignment of strategic initiatives with

_ 6(3.3)  33(18.3) 46(25.5) 89(49.4)  6(3.3)
strategic goals

Source: Research data, 2016

Management capability of Nzoia Sugar Company Limited Ltd was rated as good on all
issues used as indicators. From the results in Table 4.14, 30.6% of the respondents
agreed that employees and management usually set targets while 33.9% strongly
agreed. The findings reveal that 62.2% of the respondents were in agreement that the
targets set by the organization were attainable. Further, the findings indicate that 33.9%
of the respondents agreed that there were proper and effective management and
monitoring of all activities helps improve the quality of goods and services and reduces
production cost while 30% strongly agreed. From the results, 64.5% of the respondents
agreed that there are significant variances between the actual time of completing an
activity and planned time for. It was also established that 65.6% of the respondents
were of the opinion that the management communicates management strategies to all
staff. Lastly, the findings revealed that 49.4% of the respondents agreed that there is
alignment of strategic initiatives with strategic goals and further 3.3% strongly agreed.
The results from interview revealed that management capabilities play crucial
roles in firm performance. Through management capability, there has been strategic
vision and identity for the company. The management capability is also provide means
to communicate the vision and objective throughout the organization and encourage

workforce to achieve them. The researcher also noted that, there is effort of developing
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management capabilities so as to coordinate and fast track other organizational

capabilities.

3.8 Inferential Results for Management Capabilities
In order to determine whether management capabilities had any effect on firm
performance, the study tested the following null hypothesis:

Ho4: There is no significant effect of management capabilities on firm
performance. The researcher used the correlation (r) and regression (beta, 3) to test this
hypothesis. The test criteria is set such the study rejects the null hypothesis Ho4if 3170,
otherwise the study will have failed to reject Ho4 if 31=0.To test the hypothesis, mean of

tirm performance (P) was correlated with mean of management capabilities.

Table 4.15: Correlation results of management capabilities and firm performance

Model R Rz Adj.R* B SE B t df F Sig.
Constant 2218 0.162 13.694 0.000
MTC 0.682 0465 0462 0563 0045 0682 12440 1,179 154757  0.000

Predictors: (Constant), management capabilities

The correlation results between the mean of management capabilities and the mean of
firm performance (P) had r=0.682 at p=0.00.The results revealed management
capabilities had a statistically positive and significant effect on firm performance. This
implies that increase in management capabilities would results to increase in
performance. Therefore the third null hypothesis is rejected since P<0.05 and confirm
that there is significant relationship between management capabilities and firm
performance.

The results in the Table 4.15 show that 46.5% of the firm performance can be
explained by management capabilities (r> = 0.465).From the ANOVA results the F test
gave a value of F (1, 179) =154.757, p < .01, which was large enough to support the
goodness of fit of the model in explaining the variation in the dependent variables. It
also means a management capabilities is a significant predictor of performance. The

relationship followed a simple regression model of the nature:

Pf=2.218 + 0.563MTC

Where Pf is the firm performance, a is the constant intercept of which in our case
is 2.218 and beta [31= 0.563 and MTC is management capabilities.
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This suggests that an increase in management capabilities by one unit would
results to significant increase in firm performance by 0.563. In the hypothesis criteria,
we were to reject Ho4 if 1#0. However, from this results, the value of beta (3:1=0.563 and
yet 0.563#0.The study therefore rejects the null hypothesis and conclude that there is
significant effect of management capabilities on firm performance

Oya et al. (2010) supported the results of this finding by indicating that technical
capability accounted for 28.1% of change in firm performance. The same results were
obtained by Thompson and Heron (2007) found out that management capability results

to high performance work organization.

4. Summary, Conclusions and Recommendations

The study intended to assess the effect of organizational capabilities on the performance
of Nzoia Sugar Company Limited. The study targeted the 210 employees of Nzoia
Sugar Company. The organizational capabilities were measured using technological
capabilities, customer service management, marketing capabilities and management
capabilities. Firm performance was determined using market share, sales & revenue.
Data was collected using questionnaires and interview then analyzed by use descriptive
(Frequency & percentage) and inferential (Correlation and Regression) with significance
level of 0.05 with aid of SPSS (20). The findings revealed that organization capabilities
had significant effect on the performance of Nzoia Sugar Company Limited with
r=0.825. Up to 68.1% of the variance in performance is significantly accounted for by
organization capabilities leaving 31.9% to be explained by other factors. The summary
per objective is presented as follows. The strategic role of management has a great
impact on firm perfomance. The management has to put more focus particularly in the
potential of high performance work system to serve as an inimitable resource
supporting the executive implementation of the corperate strategy and attainment of
operational goals. Special attention should devoted to methodological challenges
inherent in the prior empirical work that has adopted these systems perspective and
what we can learn from research at different levels of analysis then nextsummarise the
evolution of our own work on the subject departments and present new findings that
bear its magnitude and its management strategy from perfomance relationship

Impact on corporate financial performance effectiveness is associated with
capabilities and attributes of its managent. The relationship between management
effectiveness and promptly cash flow and market value. The receipt of education, work
experience and service on performance will depend on the top management teams
strategic and social context. management capabilities had a statistically positive and

significant effect on firm performance. The results show that 46.5% of the firm
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performance can be explained by role of management capabilities (r> = 0.465).An
increase in management capability by one percent will result to significant increase in
performance by 0.196. The results show that management capabilities played significant
role in the enhancement of the firms performance and it significantly explains upto
46.5% change in firm performance. Therefore, setting targets for the company which are
attainable, monitoring and evaluation of all activities would lead to improved firm
performance. Therefore, the fourth null hypothesis was was rejected as there was
significant relationship between technological capabilities and the performance of the
tirm The study recommended that there was need for organization to develop customer
care capability that would enable the staff to interact with customers and other
stakeholder at all level. This would ensure all customer needs are addressed promptly
and there is uniformity in customer care services the study also recommended that
organization should develop market capability that ensures that maximum reach out to
all possible customers. The marketing strategies should be varied and customized so
that a lot of resources are not directed to marketing which has low yield in terms of

organization performance and high input cost.
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