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Abstract

Kenya has recently been facing a lot of challenges in her Coffee co-operatives, which is evidenced
by the decline in the export of the product in the last few years. Over the years the crop was
valuable and acted as the main export product earning foreign exchange to the county for a better
economic stability. However the coffee co-operatives exports have been deteriorating over the
years which have signaled a collapse of the industry if not addressed. The main objective of this
study was to evaluate the strategic management practices of coffee co-operatives financial
performance in Kenya. The specific objectives of this study were to; evaluate the effect of
marketing on financial performance of coffee co-operatives, assess the effect of Planning on
financial performance of coffee co-operatives, determine the effect of Human Resource
Management on financial performance of coffee co-operatives and determine the effect of cost
management on financial performance of coffee co-operatives. Cross-sectional survey research
design was be used for this study. The total population of co-operatives studied was 23. The
findings of this study are useful to coffee co-operatives managers, students and the policy makers.
All the coefficients were found to be statistically significant. The study concluded that the four
variables had a significance influence on the financial performance of the coffee cooperative in
Kenya. The study therefore recommended that manager should come up with strategies to monitor
marketing strategies, planning process, cost reduction and human resource management for a
better performance in future.

Keywords: Financial performance, Marketing strategies, Human resource management, Planning,
Cost reduction
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Introduction

According to international coffee organization (2014), coffee is the world’s most widely traded
tropical product, produced in over 50 developing countries. It provides a livelihood for 25 million
smallholder farmers and their families and can account for up to 50% of export earnings of some
countries. 1CO report note further that working towards securing a health world coffee economy
is therefore important economically, socially, environmentally and politically.

There are numerous challenges that have faced the coffee industry globally over the years some
of which are: economic pressures that are both external and internal to the coffee sectors such as
unfavorable and volatile exchange rates, global and regional economic crises, increasing cost of
essential factors of coffee production such as fertilizer and energy, shortages in supply and higher
costs and labour needed for coffee production and harvesting, and decreasing availability of land
for new coffee plantations; misconception about coffee held by some consumers, such as the
negative impact of coffee and health, can act as a constraint to increasing consumption ICO (2014).

ROK (2015), note that global production coffee production in 2013/ 2014 was estimated at 8.52
million tons compared to 8.80 million tons recorded in 2012/2013. This represented a 3.2 percent
reduction which was as a result of outbreak of coffee leaf rust disease in some major coffee
growing countries in Central America. The report noted further that production in Africa over the
period 2013/2014 fell slightly to 0.962 million tons, or 11.3 percent of the world total production.
Ethiopia for example recorded the largest production in the region, at 0.39 million tons, followed
by Uganda at 0.222 million tons and Cote d’ivoire 0.114 million tons. Kenya on the other hand
produced unchanged capacity of 0.051 million tons. The report concluded however by noting that
coffee stocks and inventories were mostly higher in 2013/ 2014 compared to previous seasons.

The coffee industry has under gone a lot of revolution since independent. Muthoni (2014), assert
that, under pressure from the world, the government of Kenya took a series of steps between 1990
and 2001 to loosen its control over the coffee industry. Some of these steps included: pulling out
of cooperative management in 1991: ending financial support to cooperatives, the Kenya Planters
Cooperative Union (KPCU) and the coffee research foundation (CRF) in 1995; relaxing regulation
of upstream processes in 1999; Limiting the role of the coffee board of Kenya (CBK) as regulator
in 2001; and increasing the number of marketing licenses issued from three to twenty-five in 2006.

Mude (2006), note that prior to 1998, the government played a major role in the running of
cooperatives through the coffee of the commissioner of cooperative, and their field lead by district
cooperative officers. Mude note, further that although members owned the cooperatives and
elected their board members, the commissioner’s office had powers to dissolve the governing
board, call for fresh elections or directly appoint a care-taker committee.

Muthoni (2014), note further that at the farm level, producers receive extension services and
relevant inputs from coffee research foundation and from private traders. The study notes further
that, the picking of the cherries is done by hand in Kenya. Once the coffee cherries are harvested,
they are transported to the factories for processing and subsequently to commercial millers for
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milling and grading. In the processing stage the cherry has the fruit or pulp removed leaving the
seed or bean which is then dried. The method used determines the flavors of roasted and brewed
coffee.

Research questions
I.  What is the effect of cost management on the financial performance?
ii.  What is the effect of planning on the financial performance?
ii.  What is the effect of human resource management on the financial performance?
iv.  What is the effect of marketing on the financial performance?
Scope of the study

This study concentrated on coffee cooperatives in Muranga County in Kenya. The region was
selected since it is a major coffee growing area in Kenya. Despite of the favorable climatic
conditions for coffee growing, farmers in Murang’a county have recently been changing from
coffee farming to other crops. This is evidenced from the disappearance of large coffee plantations
in the county. There are 135 coffee factories which have merged to form 46 cooperatives boards.

2.3 Conceptual Framework

N
[ Marketing

J
Cost management —

Financial Performance

Strategic Planning —>
Human resource management
Independent Variables Dependent variable
Figure 1: Conceptual Framework
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Qualitative Analysis of the variables
1. Marketing

The study embarked to assessing the relevant of the various measures of marketing. The study
hypothesized that the marketing aspect of organization had a substantial consequences on the
financial performance of the organization. Various questions were posed to the respondents. The
results presented in table 1 shows that the respondents had a tendency to agree more on the
questions rather than remaining neutral or disagreeing with the opinion statements.

Table 1: Marketing

Opinion Statement Mean Standard deviation
Promotion strategies are well outline 464 1163
We have a good advertising strategy 478 1115
Our pricing matches the market price 468 1.086
There is adequate funding for product Marketing 464  1.140
You have always identify new market 471 1112

There are plans put in place to create awareness both locally 4.48  1.154
and to international markets

Our products face stiff competition existing in the market 458 1181

The study sought to examine the respondent’s level of agreement or disagreement on the various
measures of the marketing variable. Table 1, presents the relevant results which shows that on a
scale of 1 to 5 ( where 1= strongly dis agree and strongly disagree=5) the descriptive statistics
were; (mean score 4.64), (mean score 4.78), (mean score 4.68), (mean score 4.64), (mean score
4.71), (mean score 4.48) and (mean score 4.58) in extension all the variables had a standard
deviation less than 2 which means that all the variables are normally distributed around their
means.

2. Cost Management

The study embarked to assessing the relevant of the various measures of marketing. The study
hypothesized that the cost management aspect of organization had a substantial consequences on
the financial performance of the organization. Various questions were posed to the respondents.
The results presented in table 2 shows that the respondents had a tendency to agree more on the
questions rather than remaining neutral or disagreeing with the opinion statements.
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Table 2 Cost Management

Opinion Statement Mean  Standard Deviation
The organization has a cost saving strategy 441 1.338
The management is able to reduction operational cost 4.45 1.360
The expenses of the organization are within the budget 4.43 1.340

Cost of operations have gone high reducing the profits margins  4.32 1.359

There is minimal mismanagement of funds 4.45 1.327

There are strategies implemented to reduce cost of operations 4.23 1.37

The study sought to examine the respondent’s level of agreement or disagreement on the various
measures of role clarity. Table 2, presents the relevant results which show that on a scale of 1 to 5
(where 1= strongly and strongly disagree=5), (mean score 4.41), (mean score 4.45), (mean score
4.43), (mean score 4.32), (mean score 4.45) and (mean score 4.23) in extension all the variables
had a standard deviation less than 2 which means that all the variables are normally distributed
around their means.

3. Planning

The study embarked to assessing the relevant of the various measures of marketing. The study
hypothesized that the planning aspect of the organization had a substantial consequences on the
financial performance of the organization. Various questions were posed to the respondents. The
results presented in table 3 shows that the respondents had a tendency to agree more on the
questions rather than remaining neutral or disagreeing with the opinion statements.

Table 3. Planning

Opinion Statement Mean Standard Deviation
The organization has clear Goals setting 4.32 1.397
There is clear Implementation of plans 4.33 1.331
Strategy evaluation is a continuous process 4.32 1.416
Monitoring of strategy is a continuous process 4.29 1.384
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Planning process is done on regular basis 4.34 1.500
Am well informed about strategic planning 4.33 1.114

The study sought to examine the respondent’s level of agreement or disagreement on the various
measures of compensation. Table 3, presents the relevant results which show that on a scale of 1
to 5 (where 1= strongly and strongly disagree=5), (mean score 4.32), (mean score 4.33), (mean
score 4.32), (mean score 4.29), (mean score 4.34), and mean score 4.33) in extension all the
variables had a standard deviation less than 2 which means that all the variables are normally
distributed around their means.

4. Human Resource Management

The study embarked to assessing the relevant of the various measures of marketing. The study
hypothesized that the human resource management aspect of the organization had a substantial
consequences on the financial performance of the organization. Various questions were posed to
the respondents. The results presented in table 4 shows that the respondents had a tendency to
agree more on the questions rather than remaining neutral or disagreeing with the opinion
statements.

Table 4. Human Resource Management

Opinion Statement Mean Standard Deviation
The employee receive Training and development 4.67 1.112

frequently

The roles are decentralization to teams 4.58 1.214

The Recruitment of employees is transparent 4.61 1.156

The remuneration of employees is fair 4.58 1.146

Training is provided to equip employees with new skills  4.60 1.134

and technology

The study sought to examine the respondent’s level of agreement or disagreement on the various
measures of compensation. Table 4, presents the relevant results which show that on a scale of 1
to 5 (where 1= strongly disagree and strongly disagree=5), (mean score 4.67), (mean score 4.58),
(mean score 4.61), (mean score 4.58), and mean score 4.60) in extension all the variables had a
standard deviation less than 2 which means that all the variables are normally distributed around
their means.
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5. Multicollinearity using Correlation Matrix

The results in table 5, presents the correlation results. The correlation matrix table was used to
estimate the degree of correlation between the various pairs if variables. The term multicolinearity
was used to explain the relationship between paired values of the independent variables.
Gujarati(2008), note that multicollinearity refers to the level of correlation between any two
independent variable. Gujarati note further that as a rule of thumb the correlation between the
independent variables should not exceed 85% for multicollinearity to be termed as being absent.

Table 5. Correlation Matrix

Performance  Marketing Cost Planning Human
managem Resource
ent Management

Performance 1

Marketing 0.877 1

Cost 0.724 0.488 1

management

Planning 0.573 0.472 0.430 1

Human 0.872 0.545 0.574 0.366 1
Resource

Management

From table 5 it can be observed that the correlation between the independent variables and the
dependent variable was high. The interpretation was that the level of multicollinearity between the
independent variable was not very high which meant that the influence of each variable in the
regression model could be isolated easily.

According to Brook (2002) multicollinearity is the problem that occurs when the explanatory
variables are very highly correlated with each other. Brook note further that if there is no
relationship between the explanatory variables, they would be said to be orthogonal to one another.
If the explanatory variables were orthogonal to none another, adding or removing a variable from
a regression equation would not cause the values of the coefficients on the other variables to
change. Burns and Burns (2008), assert that muticollinearity is the presence of very high
correlations between the independent variables and should be avoided.
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From table 5 it is noted that the correlation between financial performance and the various
independent variables was above 30%, which was a good indicator of the explanatory power of
the independent variables on the variance of the dependent variable.

6. Regression Results

The results in table 6, represents the results on the effect of strategic management practices on the
financial performance of coffee co-operatives societies in Murang’a county. The t values shows,
that all the factors were statistically significant since all the p-values are greater than critical value
of two standard deviations

Table 6. Regression Result

Coefficient
Standard

Beta Error t p-value
(Constant) 1.890 0.320 5.906 0.000
Marketing 0.371 0.052 7.190 0.000
Cost management 0.192 0.042 4.629 0.001
Planning 0.159 0.037 4.315 0.013
Human resources 0.291 0.049 5.939 0.000
management

F-statistic 100.302  P=> value 0.000 Adjusted R-squared

The fitted regression model was as shown below. The model shows the statistics as computed in
table 6.

Y =1.890 + 0.371X1 + 0.192 Xz + 0.159X3+ 0.291Xs3+ ¢
Standard Error 0.320  0.052 0.042 0.037  0.049
t-Statistics 5.9063 7.190 4.629 4315 5.939
p-value 0.000  0.000 0.001 0.013  0.000

Where; Y = Financial performance, X1 = Marketing, X2 = Cost management, X3 = Planning, X4
Human resource management, € = Error Term, o = Intercept, B1, B2, B3, P4 = Coefficients

Marketing

From table 6, the regression coefficient of marketing was found to be 0.371. This value shows that
holding other variables in the model constant, an increase in marketing by one unit causes the
financial performance of co-operatives to increase by 0.371 units. The sign of the coefficient is
also positive. The positive effect shows that there is a positive relationship between marketing and
financial performance. The interpretation was that marketing causes the financial performance to
increase. The coffee co-operative societies in Murang’a county should therefore consider the effect
of marketing on their financial performance since marketing would have a direct effect on financial
performance.
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Cost management

From table 6, the regression coefficient of cost management was found to be 0.192. This value
shows that holding other variables in the model constant, an increase in cost management by one
unit causes the financial performance of co-operatives to increase by 0.192 units. The sign of the
coefficient is also positive. The positive effect shows that there is a positive relationship between
cost management and financial performance.

The interpretation was that cost management causes the financial performance to increase. The
coffee co-operative societies in Murang’a county should therefore consider the effect of cost
management on their financial performance since cost management would have a direct effect on
financial performance.

Planning

From table 6, the regression coefficient of planning was found to be 0.159. This value shows that
holding other variables in the model constant, an increase in planning by one unit causes the
financial performance of co-operatives to increase by 0.159 units. The sign of the coefficient is
also positive. The positive effect shows that there is a positive relationship between planning and
financial performance.

The coefficient was not only positive but also statistically significant with a t-statistic value of
4.315. A t-statistic value of 2 and above is normally accepted to be significant for inference
analysis. The standard error was found to be 0.037 and the p-value was found to be 0.013. A p-
value of less than 0.05 is normally considered to be significant. The variable was also found to be
the least influential variable on the financial performance of coffee co-operative societies in
Murang’a county. These findings concur with those of those of Harrison, (1995), O’Regan and
Ghobadian, (2002), Poku, (2012), Phillips and Moutinho, (1999) who found that planning had a
substantial effect on the financial performance.

The interpretation was that planning causes the financial performance to increase. The coffee co-
operatives societies in Murang’a county should therefore consider the effect of planning on their
financial performance since planning would have a direct effect on financial performance.

Human resource management

From table 6, the regression coefficient of marketing was found to be 0.291. This value shows that
holding other variables in the model constant, an increase in marketing by one unit causes the
financial performance of co-operatives to increase by 0.291 units. The sign of the coefficient is
also positive. The positive effect shows that there is a positive relationship between marketing and
financial performance.

The interpretation was that marketing causes the financial performance to increase. The coffee co-
operative societies in Murang’a county should therefore consider the effect of marketing on their
financial performance since marketing would have a direct effect on financial performance.
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Summary of the findings

All the measurers of marketing were found to have effect on the financial performance as depicted
by the various responses from the respondents that were presented using table where the response
was also in percentage form. The constructs were found to be of good reliability that allowed the
researcher to proceed to the actual, qualitative and inferential analysis. This variable was found to
have a positive effect on financial performance of coffee co-operatives in Murang’a county. This
meant that increase in marketing facilitated the increase in financial performance of coffee co-
operatives in Murang’a county.

All the measurers of cost management were found to have effect on the financial performance as
depicted by the various responses from the respondents that were presented using table where the
response was also in percentage form. The constructs were found to be of good reliability that
allowed the researcher to proceed to the actual, qualitative and inferential analysis. This variable
was found to have a positive effect on financial performance of coffee co-operatives in Murang’a
county. This meant that increase in cost management facilitated the increase in financial
performance of coffee co-operatives in Murang’a county.

The factor scores obtained from the factor extraction process in an attempt to reduce the masses of
data were used in regression analysis.

All the measurers of planning were found to have effect on the financial performance as depicted
by the various responses from the respondents that were presented using table where the response
was also in percentage form. The constructs were found to be of good reliability that allowed the
researcher to proceed to the actual, qualitative and inferential analysis. This variable was found to
have a positive effect on financial performance of coffee co-operatives in Murang’a county. This
meant that increase in planning facilitated the increase in financial performance of coffee co-
operatives in Murang’a county.

All the measurers of human resource management were found to have effect on the financial
performance as depicted by the various responses from the respondents that were presented using
table where the response was also in percentage form. The constructs were found to be of good
reliability that allowed the researcher to proceed to the actual, qualitative and inferential analysis.
This variable was found to have a positive effect on financial performance of coffee co-operatives
in Murang’a county. This meant that increase in human resource management facilitated the
increase in financial performance of coffee co-operatives in Murang’a county.

The factor scores obtained from the factor extraction process in an attempt to reduce the masses of
data were used in regression analysis. The coefficient was also found to be statistically significant.

Conclusion

The study concluded that the marketing variable, as a key element of strategic management
practices have influence on financial performance. The findings that, marketing had a positive
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effect on financial performance were good indications that increase in marketing motivate better
financial performance of co-operatives in Murang’a county. This variable was also found to have
a statistically significant effect on financial performance. This variable was the most influential
variable on financial performance among co-operatives in Murang’a county

The findings that, cost management had a positive effect on financial performance were good
indications that increase in cost management motivate better financial performance of co-
operatives in Murang’a county. This variable was also found to have a statistically significant
effect on financial performance. This variable was the most influential variable on financial
performance among co-operatives in Murang’a county

The findings that, planning had a positive effect on financial performance were good indications
that increase in planning motivate better financial performance of co-operatives in Murang’a
county. This variable was also found to have a statistically significant effect on financial
performance. This variable was the most influential variable on financial performance among co-
operatives in Murang’a county. From the qualitative analysis it was found that the variables; The
organization has clear Goals setting, There is clear Implementation of plans, Strategy evaluation
is a continuous process, Monitoring of strategy is a continuous process ,Planning process is done
on regular basis and Am well informed about strategic planning were good measures of planning.

The study concluded that the human resource management variable, as a key element of strategic
management practices have influence on financial performance. The findings that, human resource
management had a positive effect on financial performance were good indications that increase in
human resource management motivate better financial performance of co-operatives in Murang’a
county. This variable was also found to have a statistically significant effect on financial
performance. This variable was the most influential variable on financial performance among co-
operatives in Murang’a county

Area for further research

Future research should be directed towards identifying more variables that affect employee
performance. Some of these variables would include culture, organizational structure and even
financial factors such as the asset base of the organizational. From the regression model it was
noted that the variables included were only able to explained 75 % of the variation in employees
performance. This study therefore recommends the improvement of this model by including more
variables that are relevant in explaining the variation some of which have been mentioned above.
This paper also recommends further research to include studies in other organizations apart from
learning institutions.
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