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ABSTRACT

E-businesses promise new avenues for creation of wealth. According to Amit and Zott
(2001), this value creation potential arises from the combination and exchange of
resources. While research on value creation in e-businesses has been carried out
elsewhere, the author is not aware of any such research on Kenyan e-businesses.
Therefore, the study sought to examine sources of value creation for Kenyan e-businesses
based on Amit and Zott’s (2001) model. Amit and Zott claim that organisations can create
value in e-businesses by leveraging on complementarities, novelty, efficiency and lock-in.
The study was guided by two research questions. What are the sources of value creation
for Kenyan e-businesses? Secondly, are the measures of value creation formulated by

Amit and Zott, relevant to Kenya?

The research methodology adopted was case study. This is a research strategy that
attempts to examine contemporary phenomenon in real-life contexts. Listed companies
with e-business implementations from the Nairobi Stock Exchange (NSE) formed the
population. Companies examined include; Kenya Airways, TPS Serena and Nation Media
Group chosen due to the richness of their e-business implementations. Data was collected
from company annual reports, investor communiqués, questionnaires, organisation
websites and company management interviews. Two techniques were used for data
analysis; the within case analysis technique which involved generating detailed case study
write-ups based on questionnaires. The cross case analysis technique involved looking at

the data in many divergent ways.

The study findings showed that complementarities, lock-in, novelty and efficiency as
identified by Amit and Zott (2001) were sources of value creation for all three Kenyan
companies above. However, there were differences in the way the companies leveraged
on these sources. Kenya Airways leveraged on efficiency, TPS Serena on
complementarities, Nation Media Group leveraged on all the four sources;
complementarities, novelty, efficiency and lock-in. The study also revealed that Amit and
Zott’s’ (2001) model was relevant in the Kenyan context. The Kenyan companies studied
created value in their business implementations by focussing on the different sources of
value creation in their e-business. Kenya Airways in its e-business deployments was

driven by the need to make its processes more efficient. Similarly, TPS Serena was driven

v



by complementarities. Nation Media Group was the only company to have focussed on all
four sources of value creation complementarities, novelty, efficiency and lock-in in its e-

business implementations.

The study findings revealed that the three Kenyan companies studied created value by
leveraging on complementarities, efficiency, novelty and lock-in their business
implementations. Kenyan companies should therefore make use of Amit and Zott’s
(2001) model in the design and implementation of e-businesses. The findings also showed
that the importance of a source was determined by the industry a company operated in. It
is therefore necessary for Kenyan companies to be informed of the critical value creation

sources in their industries to adequately leverage on them.

However, further research is needed to determine whether the difference in leverage of
the value creation sources across industries is due to characteristics specific to the
industry or due to chance. A research that includes value creation practices of more
Kenyan e-businesses across different time frames and stages of maturity is therefore

encouraged.
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CHAPTER 1
1.0 INTRODUCTION

1.1 Background of the Problem

E-business is becoming increasingly important for countries, organizations and
individuals (Bakry S. and Bakry F., 2001). This prompted Kanter (2001) to say that there
are only two types of businesses left in the world; e-businesses and “wanna-bes”. Bakry
S. and Bakry F. (2001), define e-business as the publishing of information and the
performance of different types of transactions, or chains of them, electronically over
intranets, extranets, and the Internet. This however, is different from e-commerce which
Barnes, Hinton and Mieczkowska (2004) defined as the sharing of business information,
maintaining business relationships and conducting business transactions by means of

Internet-based technologies. Thus, e-commerce is a subset of e-business.

When referring to e-businesses, Porter (2001) stated that companies that succeed will be
those that use the Internet to complement traditional ways of competing and not those
that set their Internet initiatives apart from their well established operations. Porter’s
(2001) view ignores the value creation practices of e-businesses. Could it be that,
successful e-businesses are those that learn how to create or add value? Amit and Zott
(2001) proposed a model to identify the sources of value creation for e-businesses as
efficiency, complementarities, lock-in, and novelty. The model arose from case studies
done on e-businesses in developed countries and though widely used in academia and

industry, the author was not aware of any such study carried out on Kenyan e-businesses.

Previous studies by Tsai and Ghoshal (1998) had showed that novel deployments of
resources could generate new sources of value. They were building on an earlier study by
Hitt, Hoskisson, Johnson and Moesel (1996) that firm innovation had become important

for value creation in many industries.

Extant strategy theory had largely focused on the appropriation of value as the basis for
explaining and predicting firm performance (Moran and Ghoshal, 1996). In their view, it

was not only value appropriation, but also value creation that was the essence of effective



long term firm strategies and was therefore, at the heart of strategy theory. For them, the

concept of firm strategy had to be integrated with the process of wealth creation.

Porter (1985) defined value as the amount buyers are willing to pay for what a firm
provides them. However, value comes in many forms: technology, market access and
information; therefore, value creation can also be seen as a process by which the
competitive abilities of business partners are enhanced by being in a relationship
(Wilson, 1995). Walter, Ritter and Gemiinden (2001) regarded value as the cornerstone
of business market management because of the predominant role that functionality or
performance plays in business markets. They defined value as the perceived trade-off
between multiple benefits and sacrifices gained through a customer relationship by key

decision makers in the supplier’s organization.

How do Kenyan e-businesses manage to create value? Do they correspond with those

identified by Amit and Zott (2001)?

1.2 Statement of the Problem

Amit and Zott (2001) identified the sources of value creation for e-businesses as
efficiency, complementarities, novelty and lock-in. Though the model has been useful in
highlighting sources of value creation for e-businesses in developed countries (Tse,
2007), similar studies have not been carried out in developing countries; notably Kenya.
An e-readiness study carried out by Kenya Education Network [KENET] (2007) showed
that most institutions were unable to provide information on the extent of their electronic
interaction with suppliers, nor of the value of their on-line business transactions. The
rapid growth in the number of businesses that use the Internet is a global phenomenon
(Amit and Zott, 2001), but hardly do Kenyan companies really get down to consider how
these opportunities may be leveraged to create value. What is observed is that the value
creation practices by Kenyan e-businesses go largely unnoticed, unknown and
undocumented. This study sought to change this, through the in-depth analysis of value

creation practices by Kenyan e-businesses.



1.3 Purpose of the Study

The purpose of this study was to examine sources of value creation on Kenyan electronic
businesses as presented by Amit and Zott (2001); namely, efficiency, complementarities,

lock-in, and novelty.

1.4 Research Questions

This research was based on the following research questions:
1. What are the sources of value creation for Kenyan e-businesses?

2. Are the measures of value creation formulated by Amit and Zott, relevant to Kenya?

1.5 Justification of the Study

The research is useful to industry and practice. The stakeholders of this research include:

1.5.1 Kenyan Companies

In recent times, firms have been increasing investments in information technology (Carr,
2003). But, do these systems create value? Examination and documentation of best and

poor Kenyan e-business practices will raise awareness which will benefit industry.

1.5.2 Kenyan Entrepreneurs

Amit and Zott (2001) argue that a firm’s business model is an important locus of
innovation and a crucial source of value creation for the firm and its suppliers, partners,
and customers. This business model is determined by the entrepreneur. This is in
distinction to previous value creation theories that suggested that firms created value by
acquiring resources such as capital, labour and raw materials from suppliers to transform
them into products completely ignoring the entrepreneurial behaviour that is
indispensable for the success of a business (Brandenburger and Stuart, 1996). The need
for Kenyan entrepreneurs to be informed of the best value creation opportunities in e-

business, will increase the effectiveness of e-business start-ups.



1.5.3 The Kenyan Government
The paper on Millennium Development Goals (MDG) for Kenya points to the role ICT

skills play in promoting economic development of a country (Ministry of Planning and
National Development [MPND], 2005). If so, value creation in e-business would be
synonymous with economic development. The Kenyan government stands to benefit in
more tax revenue realised as a result of successful e-businesses enterprises. This

economic development will arise from the value created by Kenyan e-businesses.

1.5.4 Academia and Researchers in Kenya

How much value can firms create together with their suppliers and buyers
(Brandenburger and Stuart, 1996)? Considering that the rapid growth in the number of -
businesses that use the Internet is a global phenomenon (Amit and Zott, 2001), the study
of value creation in e-businesses is imperative. E-businesses have the potential of
generating tremendous new wealth, mostly through entrepreneurial start-ups and
corporate ventures (Amit and Zott, 2001). The advent of e-business presents a strong case
for the confluence of the entrepreneurship and strategy research streams. Little literature
exists in Kenya that has highlighted or even articulated the central issues related to this
new phenomenon (Amit and Zott, 2001). Industry best practices should be brought to the
attention of academia who will make use of it not only in teaching but also as a basis for
further research to improve the comprehension of the value creation sources in e-

businesses.

— s
F

1.5.5 Kenyans Society

Critics like Carr (2003) however, point out that, though IT’s potency and ubiquity has
increased, its strategic value in organisations has not. Tse (2007) adds that the source of
value creation in e-business is still not fully understood as the business of selling over the
Internet is not just about technology; it is also about customers. How do Kenyan
companies then employ technology to create value for the customer? The research sought
to provide useful insights on the role of information technology in strategy especially for
Kenyan e-businesses. Kenyans will benefit from employment opportunities that
successful e-businesses will provide, but also better services and products delivered to

them.



1.6 Scope of the Study

E-businesses have the potential of generating tremendous new wealth for Kenya and
Africa, mostly through entrepreneurial start-ups and corporate ventures (Amit and Zott,
2001). Kenyan e-businesses should be able to benefit from this research as it will guide
them on how much value they should expect to capture in an e-business operation
(Brandenburger and Stuart, 1996). Strategies that focus on creating new value will
undoubtedly lead to some of that value spilling over to other firms and to the Kenyan

society as a whole (Moran and Ghoshal, 1996).

The research was carried out on Kenyan companies listed on the Nairobi Stock Exchange
(NSE). Three companies from the Commercial and Services segment of the NSE formed

the sample. The research was carried out in four months; August to November 2007.

1.7 Definition of Terms

This study is concerned about value, the drivers behind value creation, the relationship
between value and wealth generation and value creation as a tool for enhancing

competitiveness.

1.7.1 Value

Porter (1985) defined value as the amount buyers are willing to pay for what a firm
provides them. Value may then be measured by the total revenue of a firm. A firm is

profitable if the value it commands exceeds the costs involved in creating the product.

To Brandenburger and Stuart (1996), value referred to the total value created in e-
business transactions regardless of whether it is the firm, the customer, or any other
participant in the transaction who appropriates that value. This is the definition that was

adopted in this research

1.7.2 E-business

In the research done by Amit and Zott (2001) on value creation in electronic businesses,
they defined an e-business firm as one that derives a significant proportion (at least 10%)

of its revenues from transactions conducted over the Internet.



Bakry S. and Bakry F. (2001) defined e-business as the publishing of information and the
performance of different types of transactions, or chains of them, electronically over
intranets, extranets, and the Internet. This was the definition that was adopted in this

research

1.7.3 Value Creation

Moran and Ghoshal (1996) argued that value creation formulation arises from the
combination and exchange of resources. From his study of alliance portfolios, Lavie
(2007) added that network resources directly extend and enrich a firm’s value-creation
opportunities. This then enhances a firm’s ability to generate value from its relationships
with partners as they pursue shared objectives and extend their range of value chain

activities.

For Amit and Zott (2001), value creation is synonymous with wealth creation.

1.7.4 Transaction

According to Williamson (1979), a transaction occurs when a good or service is
transferred across a technologically separable interface. This happens when one stage of
processing or assembly activity terminates, and another begins. This research adopted

this definition.

1.8 Chapter Summary

The purpose of this study was to examine the sources of value creation on Kenyan e-
businesses. This study is significant since the rapid pace of technological developments
coupled with the growth of e-businesses gives rise to enormous opportunities for value

creation and hence creation of wealth.

Amit and Zott’s model (2001) was preferred for this study as it presents electronic
businesses sources of value creation as efficiency, complementarities, lock-in, and
novelty by merging strategic management and entrepreneurship literature. The research
was carried out on Kenyan publicly listed companies, between August and November

2007.



CHAPTER 2
2.0 LITERATURE REVIEW

2.1 Introduction

In this chapter, literature from which value creation is based is considered. The chapter
begins with Moran and Ghoshal’s (1996) work that highlights the tenets of value creation
by firms. Then, Nahapiet and Ghoshal (1998) work is reviewed; these show that value
creation by firms originates from social capital exchanges. Other literature on value
creation examined includes that reviewed by Amit and Zott (2001) on virtual markets,
value chain analysis, Schumpeterian innovation, resource based view, strategic networks,

and transaction cost economics.

Amit and Zott’s (2001) model forms the main body of this chapter since it is the value
creation sources of e-businesses that are being considered. These sources are identified as
efficiency, novelty, lock- in and .complementarities and are further analysed under
various headings, and a case of each source is also studied. A critique of each of these

sources follows as put forward by Porter (2001) and Tse (2007).

The relevance of Amit and Zott’s (2001) model is then considered against various
metrics designed in this study, these include; focus practised by Kenyan e-businesses on

Amit and Zott’s (2001) sources of value creation, the legal framework and social culture.

2.2 Value Drivers for Kenyan E-businesses

Drucker (1994) said that an organisation is built and run on certain assumptions that fit
reality; he calls these a company’s theory of business. Has the theory of business
organisations in the twenty first century changed? Kanter (2001) declared that there are
just two types of companies left in the world: dot-coms and “wanna-dots.” Therefore,
strategy making in the digital age requires a kind of entrepreneurial mind-set if it is to
command the energy and dedication of all concerned (Stopford, 2001). Moran and
Ghoshal (1996) put it best when they alleged that “it is not only value appropriation but
also value creation that is the essence of effective long term firm strategies and that, must

lie at the heart of strategy theory” (p. 41).



They had built their argument from industrial organisation economics where the practice
in gaining and maintaining market power so as to appropriate as much of the value that
accrues from economic rent sustaining barriers as possible is the objective of strategic
management. On the other hand however, the resource-based view places greater
emphasis on the prevention of other firms from appropriating a firm's own existing rent
streams. Both perspectives they argue, focus on factors affecting value appropriation and

have little in the way of theory to help understand the sources of value creation.

They say that “value appropriation” as the essence of a firm's strategy is inadequate and
misleading, both as a description of what persistently successful firms actually do and
also as a prescription for what firms must do to become persistently successful,
irrespective of how success may be defined. They advocate for a concept that integrates
the firm strategy concept with the process of wealth creation since neither the creation of

value, nor its realization, occur randomly.

According to them, firm's can take appropriate steps to obtain the capacity to assimilate
new knqwledge and to combine it with other knowledge in order to generate new value
creating rent streams. Strategies that focus on creating new value will undoubtedly lead
to some of that value spilling over to other firms and to society as a whole; the more
value a firm creates, the more likely it is to benefit from some of that value in the form of
appropriable, transient rents. Moran and Ghoshal's (1996) point was simple, value
creation arose from the combination and exchange of resources. But, how do Kenyan e-

businesses facilitate exchange and hence foster value creation?

Nahapiet and Ghoshal (1998) developed a theoretical model that sought to illustrate that
this exchange is facilitated by social capital; a term used to describe relational resources,
embedded in cross-cutting personal ties developed over time useful for the development
of individuals in community social organizations, providing a basis for trust cooperation
and collective action. In their study, they argued that (1) social capital facilitates the
creation of new intellectual capital: (2) organizations, as institutional settings are
conducive to the development of high levels of social capital: and (3) it is because of
their more dense social capital that firms, within certain limits have an advantage over
markets in creating and sharing intellectual capital. The question therefore arises as to

how Kenyan e-businesses offer opportunities of using social capital to create value?



Following these leads, Tsai and Ghoshal (1998) found strong support for Nahapiet and
Ghoshal's (1998) proposals about an association between social capital and firms' value
creation. In their study Amit and Zott (2001) analysed various value creation strategic

management and entrepreneurship frameworks.

2.2.1 Virtual Markets

According to Amit and Zott (2001), virtual markets refer to settings in which business
transactions are conducted via open networks based on the fixed and wireless Internet
infrastructure. These markets are characterized by high connectivity, a focus on
transactions and the importance of information goods and networks and high reach and
richness of information. They argued that e-businesses are characterised by virtual
markets that establish a firm’s value creation potential. In virtual markets, traditional
boundaries between firms along the value chain are disregarded as business processes are
shared among firms from different industries. The characteristics of virtual markets
combined with the vastly reduced costs of information processing allows for profound
changes in the ways companies operate and in how economic exchanges are structured.
They also open new opportunities for wealth creation. Thus, conventional theories of
how value is created are being challenged. But how important are virtual markets in

Kenya...now? What about in future?

2.2.2 Value Chain Analysis

Reviewing Porter’s (1985) work, Amit and Zott (2001) said that the value chain
framework analysed value creation at the firm level by identifying activities of the firm
and then studying the economic implications of those activities. It had four steps: (1)
defining the strategic business unit, (2) identifying critical activities, (3) defining
products, and (4) determining the value of an activity. Value chain analysis explores the
primary activities, which have a direct impact on value creation, and support activities,

which affect value only through their impact on the performance of the primary activities.

Amit and Zott (2001) point out that it is here that Porter defined value as ‘the amount
buyers are willing to pay for what a firm provides them. They continue that according to
Porter, a firm can be seen as profitable if the value it commands exceeds the costs
involved in creating the product. Value can be created by differentiation along every step
of the value chain, through activities resulting in products and services that lower buyers’
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costs or raise buyers’ performance. Drivers of product differentiation, and hence sources
of value creation, are policy choices (what activities to perform and how), linkages
(within the value chain or with suppliers and channels), timing (of activities), location,
sharing of activities among business units, learning, integration, scale and institutional
factors. Amit and Zott (2001) highlight another work by Porter and Millar (1985), who

argue that information technology creates value by supporting differentiation strategies.

The model however, is more suitable for the analysis of production and manufacturing
firms than for service firms as Amit and Zott (2001) point out quoting Stabell and
Fjeldstad (1998). Amit and Zott (2001) say that value creation opportunities in virtual
markets may result from new combinations of information, physical products and
services, innovative configurations of transactions, and the reconfiguration and
integration of resources, capabilities, roles and relationships among suppliers, partners

and customers.

2.2.3 Schumpeterian Innovation

The theory of economic development and new value creation through the process of
technological change and innovation was pioneered by Schumpeter in 1934 (Amit and
Zott, 2001). They argued that Schumpeter had identified several sources of innovation
(hence, value creation) including the introduction of new goods or new production
methods, the creation of new markets, the discovery of new supply sources, and the
reorganization of industries. Hence in 1942, he introduced the notion of ‘creative
destruction’ noting that following technological change, certain rents become available to
entrepreneurs which later diminish as innovations become established practices in

economic life.

Amit and Zott (2001) highlight that in Schumpeter’s theory, innovation is the source of
value creation. Thus technology is considered to drive novel combinations of resources
(and the services they provide). This then is the foundation of new products and
production methods, which in turn, lead to the transformation of markets and industries,
and hence to economic development. Amit and Zott (2001) say that Teece (1987) added
that the effectiveness of protective property rights (appropriability regime) and

complementary assets can add to the value creation potential of innovations whereas
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Moran and Ghoshal (1999) highlighted the role of economic exchange through which the

latent value imbedded in the new combination of resources is realizable.

It is with this background in mind that Amit and Zott’s (2001) model for value drivers of
e-business developed; from received theoretical perspectives of strategic management

and entrepreneurship.

2.2.4 Resource-Based View of the Firm

The resource based view (RBV) which builds on Schumpeter’s perspective states that the
marshalling and unique combination of a set of complementary and specialized resources
and capabilities (which are heterogeneous within an industry, scarce, durable, not easily
traded, and difficult to imitate), may lead to value creation (Amit and Zott, 2001). Hence
as Amit and Zott continue to explain, in RBV, services rendered by the firm’s unique
bundle of resources and capabilities may lead to value creation. They quote Barney
(1997), who said that a firm’s resources and capabilities are valuable if and only if, they
reduce a firm’s costs or increase its revenues compared to what would have been the case

if the firm did not possess those resources.

Amit and Zott (2001) say that the emergence of virtual markets opens up new sources of
value creation since relational capabilities and new complementarities among a firm’s
resources and capabilities can be exploited (for example, between online and offline
capabilities). They emphasise that information-based resources and capabilities, which
have a higher degree of mobility than other types of resources and capabilities increase in
importance within ebusiness firms, value migration is likely to increase and the
sustainability of newly created value may be reduced. They bring to attention Dierickx
and Cool’s (1989) work that time compression diseconomies provide an effective barrier
to imitation for firm-specific resources and capabilities that had to be built over time due
to factor market imperfections, and hence enable the preservation of value. Taking up
from Barney (1986), Dierickx and Cool define strategic factor markets as a market where
the resources necessary to implement a strategy are acquired. For example, the market for
market share is cited as a relevant strategic factor market for implementing a cost

leadership strategy.
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Accessing such resources through partnering and resource sharing agreements is more
viable in virtual markets, yet the preservation of value, and hence its creation becomes
more challenging, because rivals may have easy access to substitute resources as well

(Amit and Zott, 2001).

2.2.5 Strategic Networks

Amit and Zott (2001) say that strategic networks are ‘stable inter-organizational ties
which are strategically important to participating firms. From the work of Gulati, Nohria
and Zaheer (2000) they point out that strategic alliances may take the form of, joint
ventures, long-term buyer—supplier partnerships, amongst other ties. According to Amit
and Zott, one of the key questions strategic network theorists seek to answer is, how is

value created in networks (for example, through inter-firm asset co-specialization)?

Referring to Gulati (1998) and Lorenzoni and Lipparini’s (1999) work, Amit and Zott
(2001) say that the appearance of networks of firms in which market and hierarchical
governance mechanisms coexist has enhanced the range of possible organizational
arrangements for value creation. Hence strategic networks arguments have moved
beyond structures to explore the importance of governance mechanisms such as trust and
the importance of resources and capabilities especially those of suppliers and customers

for value creation.

From Kogut (2000), Amit and Zott (2001) outline some sources of value in strategic
networks to include: shortened time to market, enhanced transaction efficiency, reduced

asymmetries of information, and improved coordination between the firms.

2.2.6 Transaction Cost Economics

From Williamson’s (1975, 1979, 1983) works Amit and Zott (2001) adopt a definition
that a transaction occurs when a good or service is transferred across a technologically
separable interface. They say that transaction cost economics identifies transaction
efficiency as a major source of value, as enhanced efficiency reduces costs. For instance,
value creation can derive from the attenuation of uncertainty, complexity, information
asymmetry, and the small-numbers bargaining conditions. Moreover, reputation, trust,
and transactional experience can lower the cost of idiosyncratic exchanges between

firms.
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They conclude however, that organizations that economize on transaction costs can be

expected to extract more value from transactions.

2.2.7 Amit and Zott’s (2001) E-business Value Creation Model

In their findings, Amit and Zott (2001) say that no single entrepreneurship or strategic
management theory could fully explain the value creation potential of e-businesses as e-
businesses have the potential of generating tremendous new wealth, mostly through
entrepreneurial start-ups and corporate ventures. Amit and Zott (2001) presented the

value drivers of e-business as four interdependent dimensions, namely:

1. Efficiency; this consists of search costs, selection range, symmetric information,

speed, scale economics etc.

2. Complementarities; this consists of between products and services for customers
(vertical versus horizontal), between on-line and offline assets, between technologies

and between activities.

3. Lock-in; this consists of switching costs, loyalty programs, dominant design, trust,

customization, positive network externalities (direct and indirect)

4. and Novelty; which consists of new transaction structures, new transactional content

and new participants.
This is expressed diagrammatically by Figure 1 below:

Absence of literature regarding the value drivers of Kenyan businesses highlights the
importance of this study. Amit and Zott (2001) explained the different elements in the

diagram as follows:

2.2.7.1 Efficiency

Transaction efficiency is identified as one of the primary value drivers for e-business
consistent with transaction costs theory. Transaction efficiency increases when the costs
per transaction decrease and can result in any of the ways documented below by Amit

and Zott (2001).
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Novelty
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=  Between technologies

= Between activities

Figure 1: Sources of value creation in e-business

(a) Search costs

Companies can reduce transaction costs by ensuring either, (1) reducing the cost of a
business process activity already being conducted, as when a transaction that is currently
conducted by phone or fax is automated and (2) reduce the cost of matching buyers and
sellers as it is potentially less expensive to search for products compare prices or buyers
over the Internet than to read catalogues and make phone calls. As a result, buyers will
find sellers they might not have otherwise found (Amit and Zott (2001). Improved
information can also reduce customers’ search and bargaining costs as well as

opportunistic behaviour (Lucking-Reiley and Spulber, 2001).



(b) Selection range

E-businesses enhance transaction efficiency by providing a greater selection of products
online at lower costs by reducing distribution costs and streamlining inventory
management (Amit and Zott (2001). According to Coltman, Devinney, Latukefu and
Midgley (2001) providing classic customer service is the key to repeat purchasing. They
gave the example of Brandwise.com a comparison-shopping web site that enabled
consumers realise value by narrowing down on their selections from the plethora of

products available in the marketplace.

(c) Symmetric information

Efficiency enhancements relative to offline businesses and relative to other online
businesses can be realized by reducing information asymmetries between buyers and
sellers through the supply of up-to-date and comprehensive information. By leveraging
this cheap interconnectivity of virtual markets, e-businesses enhance transaction
efficiency by enabling more informed decision making (Amit and Zott (2001). In his
study of highly networked Japanese firms, Dyer (1997) found that information flows and
reduced asymmetries of information among other factors, were important in reducing the

potential transaction costs associated with specialized assets.

(d) Simplicity

E-businesses enhance transaction efficiency by simplifying the process as there is less
likelihood of making mistakes compared to offline businesses (Amit and Zott, 2001).
Lucking-Reiley and Spulber (2001) say that the development of software and
communications standards e.g. Extensible Markup Language (XML) to develop data
descriptions and protocols that describe practically all aspects of a transaction including
product features, transportation, prices, and credit terms was being widely adopted by
manufacturers, suppliers and distributors. Such standardization was important in enabling
computers of both parties to a transaction understand precisely what was being traded, so
that each party could automatically update its internal records such as billing and

inventory, greatly simplifying the transaction process.

(e) Speed
A coupled process encourages iterations and the search for creative solutions; though

sometimes, speed is more important than innovation (Eppinger, 2001). According to
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Amit and Zott (2001), this is when the speed and facility with which information can be

transmitted via the Internet makes the e-business approach convenient and easy.

(f) Scale economies

Both vendors and customers benefit from scale economies through demand aggregation
and bulk purchasing. E-businesses streamline the supply chain by speeding up
transaction processing and order fulfilment. Amit and Zott (2001) refer to a study done
by Garciano and Kaplan (2001) that found online rather than an offline auction format for
trading cars between businesses led to transaction costs to be decreased by half. Other
business costs like marketing and sales costs, transaction-processing costs, and
communication costs could also be reduced in an efficient e-business, and a firm’s value-
creating potential can be enhanced through scalability i.e., increasing the number of

transactions that flow through the e-business platform.

(g) Autobytel.com

Amit and Zott (2001) give Autobytel.com as a case in point to illustrate how efficiency is
used to create value. Potential auto buyers are supplied with detailed and comprehensive
comparative shopping information on different models and the costs to the dealers of
these models (selection range). Potential buyers can then quickly make well-informed
decisions (symmetric information). The buying process is substantially simplified
(simplicity) and accelerated, (speed) and bargaining costs are reduced (search costs).
While vendors’ margins on each sale might be lower, sales volumes increase at

essentially no marginal costs (scale economies).

(h) Critique of Efficiency

Tse (2007) points out that the peril with Internet information, lies in its superficiality. In
many cases, the on-line channel is unlikely to instil in consumers the confidence required
to make a purchase. Also important to retailers is the fact that offering shoppers more

information does not necessarily make them more confident or more willing to buy on-

line.

2.2.7.2 Complementarities

The Resource Based View (RBV) theory highlights the role of complementarities among

strategic assets as a source of value creation (Amit and Schoemaker, 1993).
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Complementarities are present whenever having a bundle of goods together provides
more value than the total value of having each of the goods separately. For instance,
customers who buy products over the Internet value the possibility of getting after-sales
service offered through bricks-and-mortar retail outlets, including the convenience of

returning or exchanging merchandise (Amit and Zott, 2001).

(a) Between products and services for customers (vertical versus horizontal)

Amit and Zott (2001) said that, e-businesses leverage this potential for value creation by
offering bundles of complementary products and services to customers. These
complementary goods may be vertical complementarities (for example,, after-sales
services) or horizontal complementarities (for example, one-stop shopping, or cameras
and films) that are provided by partner firms. Christensen and Methlie (2003) continue
that horizontal integration of products, services and information based on complementary
components in businesses leads to increased convenience and lower transaction costs for

the customers.

(b) Between on-line and offline assets

Customers who buy products over the Internet value the possibility of getting after-sales
service offered through bricks and- mortar retail outlets, including the convenience of
returning or exchanging merchandise (Amit and Zott, 2001). Das and Teng (2000)
developed a resource based theory of strategic alliances (between offline and online
assets) in which they suggest that the rationale for these kind of alliances is the value

creation potential of firm resources that are pooled together.

(c) Between technologies

Davern and Kauffman (2000) developed the idea that complementary assets (especially
business process design i.e. technology and human capital) influenced a firm's realization
of value. Amit and Zott (2001), went further to say e-businesses could create value by
capitalizing on complementarities among technologies such as linking the imaging
technology of one business with the Internet communication technology of another,

thereby unleashing hidden value.

(d) Between activities
According to Amit and Zott (2001), e-businesses may also create value by capitalizing on
complementarities among activities such as supply-chain integration. Christensen and
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Methlie (2003) said that complementarities defined the horizontal scope of a provider,
and changed the value creating system from a linear value chain focused on profit
maximization within a firm to a network of interrelationships that focused on maximizing
the ultimate customer value, as well as a mechanism for sharing the generated revenues
among the participants of the network. This effect of complementarities had an
exponential effect such that demand increase was a function of the number of

complementary components of the product or service.

(e) Xoom.com

Amit and Zott (2001) give the example of Xoom.com a company that made use of
complementarities. The company facilitated community building among Internet users
and exploited its customer base through a mix of e-business activities, such as auctions,
sales, and direct marketing (complementarities between activities). Xoom.com attracted
customers by offering an array of free complementary Internet services, such as home
page building and hosting, access to chat-rooms and message boards, e-mail, online
greeting cards, downloadable software utilities, and clip art (horizontal
complementarities between products and services for customers). These services were
not directly related to the products Xoom.com sold or to the auctions it hosted on wits

website.

(f) Critique of Complementarities

Porter (2001) argues that although complements are important to an industry's growth,
they have no direct relationship to industry profitability. Whereas a close substitute
reduces potential profitability, a close complement can exert either a positive or a
negative influence. Complements therefore affect industry profitability indirectly through
their influence on the five competitive forces. If a complement raises switching costs for
the combined product offering, it can raise profitability. But if a complement works to
standardize the industry's product offering, as Microsoft's operating system has done in

personal computers, it will increase rivalry and depress profitability.

With the Internet, he continues, widespread partnering with producers of complements is
just as likely to exacerbate an industry's structural problems as it is to mitigate them. As

partnerships proliferate, companies tend to become more, increasing rivalry. He
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concludes by alleging that successful companies will use the Internet to complement

traditional ways of competing.

In a study of business to business exchanges (B2B) within the electronics component
industry however, Day, Fein and Ruppersberger (2003) found that there was a high
survival rate (67%,) amongst companies that focused more on complementary services.
These services included hard-to-find items and the liquidation of excess inventories.
Stieglitz and Heine (2007) believe that not taking complementarities into account will
lead to a loss in value creation, revenues and ultimately in the profits of a firm, because it
will fail to realize its full potential. They however note that the values of complementary
assets are interdependent, and therefore their use has to be actively coordinated. They
underpin the role of general management in the coordination of complementary assets

and activities.

2.2.7.3 Novelty

Amit and Zott (2001) argue that the unique characteristics of virtual markets i.e., the
removal of geographical and physical constraints, possible reversal of information flows
from customers to vendors, and other novel information bundling and channelling

techniques make the possibilities for innovation in e-businesses seem endless.

(a) New transaction structures

There can be substantial first-mover advantages for e-business innovators (Lieberman
and Montgomery, 1998); such that being the first to market with a novel business method
makes it easier to create switching costs by capturing ‘mindshare,” and by developing
brand awareness and reputation. Priceline.com achieved this by introducing reverse
markets, whereby individual buyers indicated their purchase needs and reservation prices
to sellers (Amit and Zott, 2001). They continue that eBay was also the first company to

introduce customer- to-customer auctions on a large scale.

(b) New transactional content

Moran and Ghoshal (1999), say that the main innovation of some e-businesses resides in
their complementary elements, such as the resources and capabilities they combine. Amit
and Zott (2001) add that, sometimes, even low-value items could be successfully traded

between individual consumers.
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(c) New participants

Arthur (1996) argued that first movers were in a good position to initiate the positive
feedback dynamics that derived from network externalities to achieve a critical mass of
suppliers and/or customers before others did. He concluded that in ‘winner-takes-most
markets’, it was imperative to enter a new market first. Amit and Zott (2001) applied this
dimension of innovation in e-business to the appropriate selection of participating parties.
For example, firms could direct and intensify traffic to their web site by initiating affiliate
programs with third parties that were compensated for enabling the execution of
transactions from their own web sites. Autobytel.com a car dealer revolutionized the
automobile-retailing process in the United States through linking potential buyers, auto
dealers, finance companies, and insurance companies, thus enabling round the- clock

one-stop car shopping from home.

(d) Critique of Novelty

E-businesses innovate in the way they do business, that is, in the structuring of
transactions. For example, eBay was the first company to introduce customer- to-
customer auctions on a large scale (Amit and Zott, 2001). The unique characteristics of
virtual markets, continue the authors, makes the possibilities for innovation seem endless.
For example, e-business firms can identify and incorporate valuable new complementary

products and services into their bundle of offerings in novel ways.

Tse (2007) says that novelty presupposes first mover advantage. Quoting Boulding and
Christen (2001), he says that being the first to enter a market does not always create
profitability in the long-term because as the brand and marketing advantages fade over

time, the fall in revenue becomes insufficient to cover the high costs of being a pioneer.

2.2.7.4 Lock-in

The efficient organization of economic activity entails matching governance structures
with transactional attributes in a discriminating way. This highlights the importance of
transaction costs to towards the organization of economic activity (Williamson, 1979).
Amit and Zott, (2001), showed that lock-in prevented the migration of customers and
strategic partners to competitors, thus creating value. A firm’s strategic assets, such as its
brand name, and buyer—seller trust, both contributed to lock-in. Lock-in was

implemented in two main ways switching costs and positive network externalities.
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(a) Switching costs

(Williamson,1979) stated that “if transaction costs are negligible, the organization of
economic activity is irrelevant, since any advantages one mode of organization appears to
hold over another will simply be eliminated by costless contracting” (p. 233). Amit and
Zott (2001), explain that lock-in is manifested as switching costs, which are anchored in
the transaction cost framework. Ways in which switching costs may be implemented in

e-businesses include: loyalty programs, dominant design, trust, customisation etc.

(i) Loyalty programs

Customer retention can be enhanced through loyalty programs by rewarding repeat
customers. Bonus points collected via the use of Master Card are redeemable towards
U.S. retailer Barnesandnoble.com reward certificates which in turn may be used to
purchase Barnesandnoble.com products (Amit and Zott, 2001). Christensen and Methlie
(2003), found a strong association between e-business enabled customer retention
initiatives and the increase in financial value indicators; sales revenue per employee,

gross profit margin, and return on investments.

(i) Dominant design

One of the maxims widely accepted in knowledge-based markets is that it pays to have
superb technology, twice or three times better in some dimension—price, speed,
convenience—to dislodge a locked-in rival (Arthur, 1996). Amit and Zott (2001) stated
that firms could develop technology to dominant design and proprietary standards for
business processes, products, and services (for example, Amazon’s patented shopping

cart) creating value.

(iii) Trust

Other things being equal, idiosyncratic exchange relations which feature personal trust
will survive greater stress and display greater adaptability (Williamson, 1979). Amit and
Zott (2001), add that firms that established trustful relationships with customers, for
example, by offering them transaction safety and reliability guaranteed by independent

and highly credible third parties realised value.

(iv) Customization
Familiarity with the interface design of a web site requires customer learning; once this
learning has begun, it inhibits customers from switching to other sites where their
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learning would have to begin again (Amit and Zott, 2001). They continue that online
vendors can then use data-mining methods to personalize products, information, and
services. Shankar and Winer (2006) then define customization as the business process in
which customer equity (i.e., aggregate lifetime value of a firm’s existing and potential
customers) is continuously created, enhanced, and managed by interacting with

customers through multiple channels.

(b) Positive network externalities

Amit and Zott, (2001) state that networks may exhibit externalities in that the production
or consumption activities of one party connected to the network have an effect on the
production or utility functions of other participants in the network. This effect is not
transmitted through the price mechanism. Network externalities are usually understood as
positive consumption externalities in which the utility that a user derives from
consumption of the good increases with the number of other agents consuming the good.
Arthur (1996) concludes that this created a positive feedback loop, and more importantly,
increasing returns and positive feedback may derive from network effects. Network

externalities may be either direct or indirect.

(v) Direct

Arthur (1996) categorically stated that technological products did not stand alone. They
depended on the existence of other products and other technologies. He gives the
example of Novell (a networking company) that set up incentives for software developers
to write for its Netware rather than for its rivals. The software writers did just that. By
building Novell’s Netware success, they ensured their own. Novell thus managed cross-
product positive feedbacks actively to lock in its market. It went on to profit hugely from

upgrades, spin-offs, and applications of its own.

Amit and Zott (2001) illustrate that in the context of e-business, network externalities are
present when the value created for customers’ increases with the size of the customer
base. For example, a community site such as that created by Fortunecity, where a user
benefits when there are more participants with whom she or he can interact with in chat

rooms, on bulletin boards.
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(vi) Indirect

According to Economides (1996), financial exchange networks exhibited indirect
network externalities. There were two such ways in which these externalities arose. First,
these arose in the act of exchanging assets or goods. Second, externalities arose in the
array of vertically related services that composed a financial transaction. These included
the services of a broker, of bringing the offer to the floor, matching the offer, etc.
However, the first way in which externalities arose in financial markets was more

important.

Amit and Zott (2001) showed that indirect network externalities arose when economic
agents benefited from the existence of positive feedback loops with groups of agents. For
example, a buyer on an online auction site such as eBay had no immediate advantage
from the presence of additional buyers since other buyers willing to purchase the same
merchandise may prevent the desired trade. However, the presence of more buyers (a
signal of current and future market liquidity) made it more attractive for potential sellers
to put their products up for sale at that particular site. This, in return, enhanced the site’s
attractiveness to potential buyers. Buyers thus benefited indirectly from increasing
numbers of other buyers. The same logic held for sellers. In an auction setting, the
complementary components of the network would be the buyers and sellers. The total

value created therefore was a direct function of network size.

(c) Critique of Lock-in

Amit and Zott (2001) say that the value-creating potential of an e-business is enhanced
by the extent to which customers are motivated to engage in repeat transactions, and by
the extent to which strategic partners have incentives to maintain and improve their
associations. Lock-in they continue helps prevent the migration of customers and
strategic partners to competitors, thus creating value. Virtual markets also enable e-
business firms to create virtual communities that bond participants to a particular e-
business. Their conclusion is that the efficiency features, complementary products and
service offerings of an e-business may serve to attract and retain customers and partners;
hence, there is an important relationship between lock-in, efficiency, and

complementarities as sources of value creation.
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Porter (2001) disagrees. He maintains that switching costs are likely toA be lower, not
higher, on the Internet. It is not even necessary he continues, to have network effects so
as to achieve barriers to entry; they have to be proprietary to one company. The openness
of the Internet, its common standards and protocols and its ease of navigation, makes it
difficult for a single company to capture the benefits of a network effect. America Online
he says is the exception rather then the rule. And even if a company is lucky enough to
control a network effect, it often reaches a point of diminishing returns once there is a
critical mass of customers. Moreover, its creation will require a large investment that
may offset future benefits. In conclusion, he says that Internet brands have proven
difficult to build, due to the lack of physical presence and direct human contact that

makes virtual businesses less tangible to customers and traditional businesses.

Smagalla (2004) reports of a four year research done on B2C initiatives in Japan where
convenience store chains expanded the scope of offerings by including portions of e-
commerce and mobile —commerce value chains. These stores continually added products
and services that attracted customers, even if they did not contribute directly to the
bottom line. These kind of alliances have succeeded in supplementing the relative

scarcity of venture capital while leveraging R&D and brand recognition.

E-commerce is poised for a fundamental change— a shift from making online purchases
(commercial transactions involving a single consumer interacting with a two-dimensional
Web page) to going shopping online (a social experience involving groups of people
interacting with one another in a three-dimensional Web space) (Hemp, 2006). He cites
the growing popularity of online environments in which thousands of people interact in
real time in 3-D virtual worlds places such as Second Life, Entropia Universe, and There.
Hemp mentions some real world stores that have already opened shops in these worlds;

American Apparel and Adidas.

2.2.8 The Business Model Construct

Amit and Zott (2001), claim that a firm’s business model is an important locus of
innovation and a crucial source of value creation for the firm its suppliers, partners, and
customers. They therefore proposed the business model construct as a unit of analysis for

future research on value creation in e-business. (See Appendix G for the business model

24



construct). The model is explained in terms of transaction content, transaction structure

and transaction governance.

Table 1: Theoretical anchoring of sources of value creation in e-business

Efficiency @ Complem- Lock-in Novelty
entarities
Value chain analysis Medium Medium Low Medium
Schumpeterian )
) ) Low Low Low High
innovation
Resource based view Low High Medium Medium
Theory of strategic ) ) ) )
Medium Medium High Medium
networks
Transaction cost ) )
High Low Medium Low

economics

2.2.8.1 Transaction Content

Makadok (2001) defined a resource as an observable (but not necessarily tangible) asset
that could be valued and traded—such as a brand, a patent, a parcel of land, or a license.
A capability, on the other hand, was not observable (and hence necessarily intangible),
and therefore could not be valued, and changed hands only as part of its entire unit. Amit
and Zott (2001) defined transaction content as the goods or information exchanged, and

the resources and capabilities required to enable that exchange.

2.2.8.2 Transaction Structure

Gulati et al (2000) say that strategic networks potentially provide a firm with access to
information, resources, markets, and technologies; with advantages from learning, scale,
and scope economies; and allow firms to achieve strategic objectives, such as sharing
risks and outsourcing value-chain stages and organizational functions. A firm’s network

of relationships was therefore both a source of opportunities and constraints.

25



Amit and Zott, (2001) used transaction structures to refer to the parties that participated
in an exchange and the ways in which these parties were linked. Also included was the
order in which the exchanges took place (i.e., their sequencing), and the adopted
exchange mechanism for enabling transactions. The choice of a transaction structure

influenced the flexibility, adaptability, and scalability of the actual transactions.

2.2.8.3 Transaction Governance

Williamson (1979) argued that special governance structures supplanted standard market-
cum-classical contract exchanges when transaction-specific values were great. He gave
idiosyncratic commercial, labour, and family relationships as examples. Amit and Zott
(2001) defined transaction structures as the way in which flows of information,
resources, and goods were controlled by the relevant parties. Included in the definition
was the legal form of the organization, and the incentives for the participants in the

transactions.

2.2.9 Summary of Value Drivers for Kenyan Businesses

At the time of writing, no study on value creation practices of Kenyan e-businesses had
been done. This research was therefore ground breaking as far a Kenya is concerned
towards developing literature that would enable better understanding of value creation for

Kenyan electronic businesses.

In their analysis Amit and Zott (2001) said that that no single value creation theoretical
framework discussed above (i.e., value chain analysis, Schumpeterian innovation, RBV,
strategic network theory, transaction cost economics) should be given priority over the
others when examining the value creation potential of e-businesses. What was required
was the integration of the various frameworks. From Table 1, shown below, they
summarised the theoretical lenses that were commonly used in the fields of strategic
management and entrepreneurship for viewing and explaining wealth creation. The

frameworks were inadequate as they emphasized distinct sources of value.

Each of the identified sources of value creation in e-businesses, efficiency,
complementarities, lock-in and novelty demanded equal attention. They proposed the
business model construct as a unifying unit of analysis that captured the value creation

arising from multiple sources. The business model they said should depict the content,




structure, and governance of transactions designed so as to create value through the
exploitation of business opportunities. Pateli and Giaglis (2003) say that the evolution of
e-business technology has passed from the early phase of hype and innovation to the

mature phase of adoption and use.

Chesbrough, Ahern, Finn, & Guerraz (2006) discovered that many well-intended
technologies devised for the developing world had not become commercially viable and
had remained in the realm of the design studio or as charitable distribution programs.
However, products backed by organizations with a strong focus on the development of a

comprehensive business model were able to develop commercially sustainable products.

The research findings in chapter 4 on sources of value creation complementarities,
novelty, efficiency and lock-in are presented using Amit and Zott’s (2001) business

model construct.

2.3 Relevance of Amit and Zott’s (2001) Model for Kenyan E-
businesses

Lee (2005) says that renowned economist, Robert M. Solow, once remarked: “We see the
computer age everywhere except in the productivity statistics” (p. 13). Indeed, the
business value of information technology continues to attract attention in the era of post
dot-coms and overall budget cuts (Lee, 2005). There is no shortage of e-business value
templates which oftentimes rely on economical justifications (Lee, 2005). Which of these
models are relevant to Kenya? Two models of interest in this study include the
Technology-organisation-environment (TOE) framework and Amit and Zott’s (2001)

model.
2.3.1 Technology—Organization—Environment (TOE) Framework,

Developed by Zhu, Kraemer, Xu, and Dedrick (2004), the model used the technology—
organization—environment (TOE) framework, to develop a research model for assessing
the value of e-business at the firm level. The theoretical model was tested using data
collected from 612 firms across 10 countries in the financial services industry. They
examined how e-business value is influenced by economic environments, and then
compared samples from developed and developing countries. Their findings

demonstrated:
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1. Within the TOE framework, technology readiness emerged as the strongest factor for
e-business value, while financial resources, global scope, and regulatory environment

significantly contributed to e-business value.

2. Firm size was negatively related to e-business value, suggesting that structural inertia

associated with large firms tended to retard e-business value.

3. Competitive pressure often drove firms to adopt e-business, but e-business value was
associated more with internal organizational resources (for example, technological

readiness) than with external pressure to adopt.

4. While financial resources are an important factor in developing countries,
technological capabilities become far more important in developed countries. This
suggests that as firms move into deeper stages of e-business transformation, the key
determinant of e-business value shifts from monetary spending to higher dimensions

of organizational capabilities.

5. Government regulation played a much more important role in developing countries

than in developed countries.

Their study concluded that IT investments had a positive contribution to firm
performance and e-business value as economic environments may shape e-business

transformation.

2.3.2 Amit and Zott’s (2001) Model

Amit and Zott (2001) realised that the rapid pace of technological developments coupled
with the growth of e-businesses gave rise to enormous opportunities for the creation new
wealth. From their examination of strategic management and the entrepreneurship
literature, it was clear that none of the received theories could not fully explain the
sources of new value creation in e-business. An integration of theoretical perspectives on
value creation was needed. They discovered that a firm’s business model was an
important locus of innovation and a crucial source of value creation for the firm its
suppliers, partners, and customers. Through their examination of how 59 e-businesses
created value, they developed the business model construct as a unit of analysis for future

research on value creation.
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2.3.3 Why Amit and Zott’s (2001) Model

According to Tse (2007), Amit and Zott’s (2001) study represents one of the most
comprehensive and ambitious attempts to deepen the understanding of the strategic issues

facing e-business firms.

When reached for comment via an e-mail sent on July 31st 2007, Prof. Raphael Amit of

the Wharton School confirmed this in a brief answer:

“It is appropriate and very relevant; it is used around the world by academics and

practitioners”

However, the model is not without problems. According to Tse (2007), 60% of the 30
firms that Amit and Zott (2001) had lauded for business excellence had stopped trading,
had been de-listed, or had gone bankrupt. For those firms that had remained in business,
a majority had dramatically trimmed the size of their operations. He then summarised

some of the shortfalls of value creation models for e-commerce as follows:
1. Not all consumers embrace new technologies when they are introduced.
2. Many consumers do not buy on-line when it is incompatible with their lifestyles.

3. Many products and services require consumer expertise and face to face interaction is

preferred.

The model had also been widely used. Christensen and Methlie (2003) used it to explore
value creation practices of Norwegian enterprises. In their study of e-business

frameworks, the model was amongst those considered by Pateli and Giaglis (2003).

Is the model then relevant for Kenya? How can relevance be established? What business
value success metric will be used to establish relevance? Lee (2005) says that
inconsistent metrics of business value confound this line of research by not having
unified measures. Many studies present different value metrics; soft versus hard,

productivity versus quality etc.
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2.3.4 Measuring Relevance of Amit and Zott’s (2001) Model for Kenya

Lee’s (2005) recommendation is that value metrics need to be defined according to the
specific contexts where different value drivers dominate IT value processes. For this
reason, the relevance of value creation measures for Kenya as established by Amit and
Zott (2001) was based on three issues: the focus on Amit and Zott’s sources of value

creation, the legal framework and the social culture.

2.3.4.1 Focus on Amit and Zott’s (2001) Sources of Value Creation.

From their data analysis, Amit and Zott (2001) concluded that the four sources of value
creation complementarities, novelty, efficiency and lock-in were interdependent. The
research sought to establish whether this was true or if there was indeed a difference in
focus in the implementation of the value creation sources by Kenyan companies. Which
of the four sources of value creation was the main driving force behind Kenyan

organisations deployment of e-business systems?

(a) Efficiency

New transaction mechanisms in markets are based on lower transaction costs and
improved market efficiencies (Amit and Zott, 2001). Efficiency gains affect delivery
times of both resources from suppliers and partners upstream, and finished goods to
customers downstream. Disintegration of the value chain, e.g., with more business
activities outsourced, taking advantage of economies of scale in production or
eliminating intermediaries in the delivery channels (disintermediation), also leads to
efficiency gains (Christensen and Methlie, 2003). Is efficiency as a source value creation
more important in some businesses than others? This calls for understanding of a
company’s business model (Ovans, 2000). Amit and Zott (2001) developed the business
model construct which depicts the content, structure and governance of transactions and

is a useful unit of analysis for e-businesses.

(b) Complementarities

Horizontal integration of products, services and information based on complementary
components leads to increased convenience and lower transaction costs for the customers
(Christensen and Methlie, 2003). For Kenyan companies is efficiency more important
than complementarities in lowering transactions costs? Just how important are

complementarities in creating value for Kenyan e-businesses? However, Amit and Zott
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(2001) contend that e-businesses may also create value by capitalizing on
complementarities among activities such as supply-chain integration, and
complementarities among technologies such as linking the imaging technology of one
business with the Internet communication technology of another, thereby unleashing

hidden value.

(c) Novelty

Regardless of the term used, the accelerating growth of information and communication
technologies has raised the interest for transforming traditional business models or
developing new ones that better exploit the opportunities enabled by technological
innovations. The primary limitations of such a contribution however concern the driver
of the change, which is considered to be a technology innovation rather than a business
opportunity (Pateli and Giaglis, 2003). Is novelty an important source of value creation in
Kenya? Perhaps other sources are more important; but then what would that mean for
Amit and Zott’s (2001) model which holds that the four sources of value creation novelty
, complementarities, lock-in and efficiency are interdependent? Novelty then as a source
of value creation has interesting characteristics in determining the relevance of the

model.

(d) Lock-in

Amit and Zott (2001) say that given the enormous reach of virtual markets, e-business
firms often connect numerous parties that participate in commercial transactions. Thus
they can be considered network generators. Networks may exhibit externalities in that the
production or consumption activities of one party connected to the network may have an
effect on the production or utility functions of other participants in the network. This is
collaborated by Christensen and Methlie, (2003) who say that communication in
electronic networks creates opportunities for new types of interactions and relationships.
This enables both sellers and buyers to play new roles, enabling both parties to collect
and store more information about each other. But how do Kenyan companies leverage on
lock-in? It would be interesting to see the kind of lock-in mechanisms that Kenyan e-

businesses employ and the interplay mechanisms with other sources of value creation.
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2.3.4.2 Legal Framework

Iliachenko (2005) says that the political - legal Internet business environment is virtually
global since there are no national borders. This makes Internet access possible for
virtually any country. Due to this, every actor (firm, organisation), operates basically
under its national laws. Kenya introduced the draft E-transactions Bill in 2007 to provide
an enabling legal environment to provide e-Government and e-Commerce services
(Ministry of Information and Communication [MIC], 2007). Is value creation in e-
businesses fostered by legal incentives? For instance, acceptability of online transactional
vehicles? Legal redress of online transactions in a court of law? Etc . Failure of this
criteria increases the credibility of Amit and Zott’s (2001) model (as this criteria is not

featured directly by the model) for Kenyan e-businesses.

2.3.4.3 Social Culture

When two parties begin to trust each other, they become more willing to share their
resources without worrying that they will be taken advantage of by the other party (Tsai
and Ghoshal, 1998). This therefore means that trust fosters exchange. Taking human
factors into consideration therefore, is crucial to any e-commerce strategy (Tse, 2007).
What are some of the cultural aspects that foster value creation in e-business? Amit and
Zott’s (2001) model does not address this variable (well, at least not directly). Failure of
this criterion will establish credibility of the Amit and Zott’s (2001) model as being a

relevant model for Kenyan e-businesses.

2.4 Chapter Summary

Understanding the sources of value creation for electronic businesses will inform
academia and the industry of best practices. Amit and Zott’s (2001) model has been
studied to identify how e-businesses are able to create wealth through complementarities,
novelty, lock-in and efficiency companies. To study e-business value creation practices,
Amit and Zott (2001) suggested the business model unit of analysis which has been

described.

Two models have been described that analyse value creation practices of e-businesses,
the Technology- organisation —environment framework (TOE) and Amit and

Zott’s’(2001) model. Amit and Zott’s (2001) model was chosen since it is more
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comprehensive. Relevance of the model will be established by looking at Kenyan e-
business focus on Amit and Zott’s value creation sources and analysing the legal

framework and social culture as possible sources of value creation.
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CHAPTER 3
3.0 METHODOLOGY

3.1 Introduction

Growth and value creation have become the dominant themes for managers (Prahalad and
Ramaswamy, 2004). But how does one go about measuring value? Amit and Zott (2001)
explored the theoretical foundations of value creation by examining how 59 American
and European e-businesses that had recently become publicly traded corporations, created
value. Their observation was that e-businesses could create new value by thé ways in

which transactions were enabled.

This research used the same methodology used by Amit and Zott (2001) case study.
Kenyan publicly traded companies from various industries that had implemented e-
commerce companies were identified and investigated. Data was collected over a two

month period i.e. October and November 2007.

This chapter is organised as follows: First, the Research Design is introduced; this
research adopts the case study as its research design. Next, the population of the study is
described which consists of public Kenyan companies listed on the Nairobi Stock
Exchange (NSE). The Sampling Frame, Sampling Technique and Sample Size are then
described. Data Collection instruments consisted of questionnaires, management
interviews, and company communiqués. The Research Procedure then explains how the
research instruments were administered. A detailed explanation of Data Analysis then

follows. The last item is a summary of the chapter.

3.2 Research Design

The research design used was case study. But what is a case study? The case study
represents a research strafegy, to be likened to experiments, histories, or Jsimulations,
which may be considered alternative research strategies (Yin, 1981). He continues to say
that as a research strategy, the distinguishing characteristic of a case study is that it
attempts to examine: (a) a contemporary phenomenon in its real-life context, especially
when (b) the boundaries between phenomenon and context are not clearly evident.

Experiments differ from this in that they deliberately divorce a phenomenon from its
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context. Histories differ in that they are limited to phenomena of the past, where relevant
informants may be unavailable for interview and relevant events unavailable for direct

observation.

However, some researchers perception of case studies is that they are subjective; giving
too much scope for a researcher’s own interpretations. Thus, the validity of case studies is
seen as wanting (Flyvbjerg, 2006). This assumes that that qualitative analysis - and its
implicit companion, the case study - cannot yet be regarded as rational, much less
scientific ventures (Yin, 1981). Therefore, qualitative research on organizations cannot be

expected to transcend story-telling (Yin, 1981).

An advantage of case study research however is that theory developed from case study
research is likely to have important strengths like novelty, testability and empirical
validity which arise from the intimate linkage with empirical evidence (Eisenhardt, 1989).
Flyvbjerg (2006) concludes by saying that research that focuses on large random samples
or entire populations for example, questionnaire surveys with related quantitative
analysis, have the advantages of breadth but a problem of depth. For the case studies, the
situation is the reverse. Case study is therefore a necessary and sufficient method for
certain important research tasks in the social sciences, which holds up well when
compared to other methods in the gamut of social science research methodology

(Flyvbjerg, 2006).

Eisenhardt (1989) recommends case study design for new research areas, or research
areas for which existing theory seems inadequate since this facilitates developing theory,
which is a central activity of organisational research. According to Tse (2007), the source
of value creation in e-business is still not fully understood; this fact lends credibility to the
use of this method. Amit and Zott (2001) also made use of the inductive case approach in

their study of value creation sources in e-businesses.
3.3 Population and Sampling Design

3.3.1 Population
This study adopted Bakry S. and Bakry F.’s (2001) definition of an e-business; i.e. a

company is considered to be an e-business if in the normal course of its operations, it
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publishes information and performs different types of transactions or chains of them
electronically over intranets, extranets, and the Internet. The population therefore
consisted of Kenyan companies (profit making and not-for-profit), that had e-business
implementations. Included in the population were Internet Service Providers (ISP’s) like
Africa Online and Access Kenya. Excluded from the population were computer hardware
dealers and shops; though these provided infrastructure for e-business, they did not

themselves engage in e-business.
3.3.2 Sampling Design

3.3.2.1 Sampling Frame

A comprehensive listing of Kenyan e-businesses does not exist. However, Nairobi Stock
Exchange (NSE) maintains a listing of publicly listed Kenyan companies. This listing
formed the sampling frame of Kenyan companies. At the time of the study, there were
fifty four publicly listed companies (See Appendix F for the full listing). Amit and Zott
(2001) also used publicly listed companies in their research. Nairobi Stock Exchange
(NSE) categorized the companies into 5 major categories; Agricultural, Commercial and
Services, Finance and Investments, Industrial and Allied and Alternative Investment

Market segments.

In this study, a convenient sample of companies was drawn from the Commercial and
Services segment of the NSE. The segment was selected due to the diversity of companies
found in the segment but mainly due to the richness of e-business implementations
amongst the companies. For example, the sector had Access Kenya, the only listed
Internet Service Provider (ISP), Uchumi supermarket that relied on IT systems for point
of sales (both credit and cash purchases), inventory management, banking systems. The
segment consisted of 11 companies but only 10 had actively trading counters. At the time
of the research, Uchumi Supermarkets had the trading of its stocks suspended. The sector
was chosen over others since companies in this sector heavily relied on information

technology (IT) for their operations.

The selection of the Kenya Airways, TPS Serena and Nation Media Group companies
was purposeful to the research as these companies were market leaders in their sectors

and had well established e-business models.
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3.3.2.2 Sampling Technique

A purposeful or convenient sample of e-businesses was selected from the Commercial
and Services segment of the NSE due to the richness of the companies’ e-business
implementations amongst Kenyan companies. Selected companies were from different
industry sectors to remove industry bias. These were Kenya Airways, TPS Serena and
Nation Media Group. Cases were selected on the basis of expectations about their
information content. This is in accordance with Eisenhardt’s (1989) recommendation that
cases should be chosen for theoretical not statistical reasons as the purpose is to either
replicate previous cases or to extend emergent theory. Flyvbjerg (2006) also advises the

use of this type of information oriented selection.

3.3.2.3 Sample Size

Of the 11 companies from the Commercial and services segment of the NSE, 3 companies
formed the sample: Kenya Airways, Nation Media Group and TPS Serena. The selection
of three distinct industries ensured that the results of the study do not suffer from industry

specific bias. This was not a statistical study.

3.4 Data Collection Methods

The data collection instruments used by Amit and Zott (2001) were also used in this
research. Data was collected from publicly available sources; IPO prospectuses, annual
reports investor communiqués and company websites. In this study, company annual

reports, organisation websites and investor communiqués were used to collect data.

A semi-structured questionnaire (refer to Appendix D) was used to collect information
about: (a) the company (for example,, founding date, size, products and services provided;
(b) potential sources of value creation (for example, questions included: how important
are complementary products or services?); (c) the firm’s strategy (for example, questions
included: describe the firm’s e-business val<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>