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Abstract

Tea industry is the largest employer in private sector firms where about 3.8 million people are working on both the tea
processing factories and on tea estates. It contributes to about 60% of agricultural sector to the GDP and 25% of Export
earnings. However Tea Industry operates in a volatile environment facing several risks that are likely to threaten the success of
this industry. This study sought to establish the effect of risk mitigation on financial performances of Tea manufacturing firms
in Kenya. Risk mitigation helps an organization to find ways to manage events that will cause a negative impact on financial
performance of the organization. The study was guided by the following specific objectives; to find out the effect of
production risk mitigation on financial performance of tea manufacturing firms in Kenya, to find out the effect of economic
risk mitigation. The study adopted descriptive research design. A questionnaire administered to the respondents who were
sampled by saturated sampling technique. The research population consisted of all 7 KTDA factories in Kisii County; seven
risk managers and seven board members of the factories. Quantitative data was analyzed by use of descriptive statistics and
multiple regression analysis was used to describe the relationship between the variables. From the findings, there was variation
of 79.6 % on financial performance of tea processing firms due to changes in production risk mitigation, and economic risk
mitigation. The study concluded that if risk mitigation is practiced in an organization it will lead to improved financial
performance. The study recommends that companies should practice comprehensive risk mitigation planning to counter any
likely event that might cause business breakdown in Tea manufacturing industries in Kenya.
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1. Introduction

The Vision 2030 aims to transform Kenya into newly industrializing middle-income County providing a high quality of life by
2030. The industrial sector has been identified as key to addressing incidences of high poverty levels, unemployment, disparities
in regional development and meagre foreign exchange earnings from exports of primary or semi-processed agricultural produce
(Republic of Kenya, 2010). The Kenya Private Sector has over the years substantially contributed to the country’s economic
development process. Figures indicate that the sector contributes over 80% of the GDP, a substantial percentage of total
employment and bulk of export earnings (Kepsa 2010). The growth in manufacturing sector has mainly been attributed to rise in
output of the agro-processing industries such as tea processing subsector (Njeri, 2014).

Tea industry is the largest employer in the private sector, with more than 80,000 people working on the factories and about 3
million people working on the estate and about 3 million people earning their livelihood from the sector (KTDA, 2003). The agro-
processing industries in Kenya operates in a volatile environment facing several risks such as credit risk, liquidity risk, marketing
risk, among others (Mugenda, 2012). These risks may threaten the success of Tea industry.

A risk is the possibility of an event or activity impacting adversely on an organization, preventing it from achieving
organizational outcomes. Pandey (2005) describes risk as variability that is likely to occur in the future which will then affect
returns from investment. Risk Management are the activities and actions taken to ensure that an organization is conscious of the
risks it faces, makes informed decisions in managing these risks and identifies and harness potential opportunities (Mugenda,
2012). The impact of risk on business environment deals with the level of understanding of cause and effect relationships. A risk
management process aims at mitigating negative impact of internal and external disturbances in production, product quality issues
and financial losses (Oberg, 2012).

Managing risk well requires careful consideration of key concepts of minimizing loss, maximizing opportunity and preparing
for uncertainty (Australian Government, 2008). Risk mitigation are action plans conceptualized by a firm after making a thorough
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evaluation of possible threats, hazards or detriments that can affect a business operation. The purpose of such practices is to lessen
or reduce or totally eliminate the adverse impacts of known or perceived risks inherent in a particular undertaking before any
damage or disaster take place. Risk mitigation is the third step in risk management process.

2. Research Problem

Tea plays an important role in Kenya’s socio economic development. Tea is the leading industrial crop in terms of its
contribution to the GDP. In 2016, tea accounted for 40 percent of the marketed agricultural production and contributed 25 percent
of the total export earnings amounting to USD 1.25 billion (KNBS 2017). In addition, tea provides livelihoods to approximately
over 600,000 small holders who contribute approximately 60 percent of the total tea production (G.0.K, 2016).

Despite the role tea industry play in the economy, a volatile environment exist including variety of risks such as production
risk, operational risk, compliance risks, financial risks which impact adversely on an organization hence the need to come up with
ways of mitigating the risks faced so as to improve on financial performance. Several studies related to risk mitigation have been
conducted in Kenya; a study by Kagwaren, Njau & Kamau (2014) on Risks faced and mitigation strategies employed by small
and Medium Enterprises revealed that diversification, collaboration, insurance and credits score cards as strategies to risk
mitigation. Ayiekoh (2006) study focused on Kenyan Banking Industry and associated Risks and mitigation strategies. Despite
vast previous empirical studies on Risk Mitigation and performance of organizations, little information is known about the effect
of risk mitigation on financial performance of tea manufacturing firms in Kenya.

3. Objectives of the Study

The following were specific objectives of the study:
i To find out the effects of production risk mitigation on the financial performance of tea manufacturing firms in
Kenya.
ii. To find out the effect of economic risk mitigation on the financial performance of tea manufacturing firms in Kenya.

4. Significance of the Study

The study contributed to practice and literature in a number of ways. First, it added to the minimal studies relating to risk
mitigation and financial performance among Tea firms in Kenya. This understanding help policy makers in the tea industry such
as the government to understand the variables that drive risks mitigation and financial performance among Tea firms in Kenya
and therefore help to align risk decisions to the important drivers of efficiency among the firms. Academicians may find results
from the study useful in forming a basis for future theory development in the field of risk mitigation and firm performance.

5. Review of Literature
5.1 Theoretical Literature Review
5.1.1. Portfolio Theory

Harry Markowitz first developed the basis of portfolio theory in 1959. The portfolio theory is based on the adage that do not
put all your eggs in one basket. This explains the risk-reducing effect of spreading investment across a range of assets, that in a
portfolio unexpected bad news concerning one company will be compensated for to some extent by an expected good news about
another. Markowitz (1959) has given the tools for identifying portfolios that give the highest return for a particular level of risk.
The investors can then select the optimum risk-return trade-off for themselves depending on the of personal risk aversion. These
portfolios of different proportions satisfy a particular level of investor risk tolerance. According to the portfolio theory there is a
risk-reducing effect of spreading investment across a range of assets rather than running a single investment.

5.1.2 Contingency Planning Theory

Contingency planning (CP) also known as business continuity planning is a crucial element of risk management. The
fundamental basis of Contingency Planning (CP) is that, since not all risks can be eliminated in practice, residual risks always
remain. Despite the organization's very best efforts to avoid, prevent or mitigate them, incidents will still occur. Particular
situations, combinations of adverse events or unanticipated threats and vulnerabilities may conspire to bypass or overwhelm even
the best information security controls designed to ensure confidentiality, integrity and availability of information assets (Hisnson
and Kowalski, 2008). In the context of this study, CP is defined as the totality of activities, controls, processes, plans etc. relating
to major incidents and disasters. It is the act of preparing for major incidents and disasters, formulating flexible plans and
marshaling suitable resources that will come into play in the event, whatever actually eventuates. The very word ‘contingency’
implies that the activities and resources that will be required following major incidents or disasters are contingent (depend) on the

233 | August, 2018: Vol. 1, Issue 1




INTERNATIONAL JOURNALS OF ACADEMICS & RESEARCH ISSN: 2617-4138 | www.ijarke.com
IJARKE Business & Management Journal

exact nature of the incidents and disasters that actually unfold. In this sense, CP involves preparing for the unexpected and
planning for the unknown. The basic purpose of CP is to minimize the adverse consequences or impacts of incidents and disasters.

5.2 Empirical Literature Review
5.2.1 Production risk mitigation

The main focus of production risk mitigation has mainly been on controlling the quantity of goods to be produced, as opposed
to enhancing financial performance (Banks, 2004). However, this production risk mitigation often leads to enhanced financial
performance as controlling the quantities to be produced enables the organization to save on costs. Banks (2004) further suggests
that by managing production risks, the managers are able to increase the value of the firm through ensuring continued profitability
of the firm.

Proper production risk mitigation is important in the daily operations of any manufacturing company to avoid financial losses
and bankruptcy. This is in line with Jolly (1997) contribution that preventing losses through precautionary measures is a key
element in reducing risks and consequently, a key driver of profitability. The efficiency of production risk mitigation by
manufacturing companies will generally influence their financial performance. Gold (1999), asserts that manufacturing companies
could not survive with increased loss and expense ratios.

Meanwhile, production risk mitigation has been linked with shareholder value maximization proposition. Ali and Luft (2002),
suggested that a firm will only engage in production risk mitigation if it enhances shareholder value; Banks (2004), contributed
that it is important for each firm to retain and actively manage some level of risk if it is to increase its market value or if the
probability of financial distress is to be lowered; Pagano (2001), confirms that risk mitigation is an important function of
manufacturing institutions in creating value for shareholders and customers. Generally, manufacturing company operations are
prone to risks and if the risks are not managed the firm’s financial performance will be at stake. Firms with efficient production
risk management structures outperform their peers as they are well prepared for periods after the occurrence of the related risks.
This study hopes to come up with an expected positive relationship between production risk mitigation and financial performance
of manufacturing companies.

5.2.2 Economic Risk Mitigation

The economic performance is judged by the stability in macroeconomic variables, such as exchange rate, the rate of inflation,
consumer price index, GDP, stock market index and interest rates, the policy makers at both the macro and micro levels expect
that economic condition would remain stable and favorable to sustain business performance. Moreover, it is the wish of potential
and existing investors that these macroeconomic elements remain pleasant so as not to threaten the firm’s ability to meet up with
set objectives. Firms make several operational and strategic decisions which are usually moderated by the fundamentals of
business operating environment; these include financing decision, investing decision and operational decision. Hence, firms must
pay particular attention than before to their operating environments when formulating and implementing survival and growth
strategies (Otokiti & Awodun, 2003).

Variation in firms’ performances can be attributed to the general macro and micro® Economic factors which are the economy,
industry and firms’ specific factors. The behavioral character of a business environment plays major role in accommodating or
constraining business activities. Where there is lack of good understanding of the external business environment, the attendant
effect of this on firm’s performance cannot be over emphasized. After all, it is the enhanced performance (effectiveness,
efficiency, and economy) that can ensure the sustainability of the organisation in relation to its corporate goals and objectives. An
accommodating business environment is one that encourages firms to operate efficiently. Such conditions encourage firms to
innovate and to increase productivity, maximize shareholders wealth and ultimately improve overall performance. In turn, it
expands employment and contributes taxes necessary for public development. In contrast, a poor business environment increases
the obstacles to conducting business activities and decreases firms’ prospects for reaching its potential regarding sustainable
performance and wealth creation (Owolabi, 2013).

5.3 Conceptual Framework

The independent variables in the conceptual framework will consist of the elements of risk mitigation practices namely
Production risk mitigation, Economic risk mitigation. The dependent variables are financial performance as reflected in Return on
equity, Return on Assets and Earnings per Share.
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» Commercial Performance
» Business Performance
Independent Variables Dependent Variable

Figure 1 Conceptual Framework

6. Research Methodology
6.1 Research Design

Research design is a plan and structure of investigation aimed at obtaining answers to research problem (Cooper & Schindler,
2008). The aim of a research design is to control the experimental, extraneous and error variables of a particular research problem
being investigated.Burrell and Morgan (1979) reveal that research design can have the extremes of objectivism and subjectivism,
that is, the ‘sociology of regulation” and ‘sociology of radical change’. Researchers working within the regulation perspective are
concerned primarily with the need for the regulation of societies and human behaviour. They assume an underlying unity and
cohesiveness of societal systems and structures. In this context, much of business and management research can be classed as
regulation research that seeks to suggest how organizational affairs may be improved within the framework of how things are
done at present rather than radically challenging their current position.

Therefore this study adopted a descriptive survey research design. According to Gay (1981) descriptive survey research is a
process of collecting data in order to test hypothesis or to answer questions concerning the current status of the subject in the
study. It is mainly concerned with forecasts, evidence and characteristics of respondents or circumstances. Descriptions can be
used as an indirect test of a theory or model. Descriptive research has an advantage because it is elastic in data gathering and
similarly makes use of open-ended and closed questions which allows respondents to give extra information easily.

6.2 Target Population

The target population of the study comprised of directors, departmental managers, middle level management officers and
lower level staff from the seven KTDA factories in Kisii County by December 2016. Table 1 below shows the target population
of the study.

Table 1TargetPopulation

Employee position No. of Factories Total employees used in the
study

Departmental managers 7 56

Directors 7 42

Lower Level management 7 140

Middle Level management personnel 7 70

Total employees in the Sampling Frame 308

6.3 Sampling Size and Sampling Techniques

A sample design is a definite plan for obtaining a sample from a given population. It refers to the technique or the procedure
the researcher adopts in selecting items for the sample (Kothari, 2005; Mugenda and Mugenda, 2003). Sample design lays down
the number of items to be included in the sample. Saturated sampling technique was used to select tea factories in this study from
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which the sample size was determined. The study sample size was determined using Godden (2004) method: Sample Size was
determined as:

Z2xPx1 — P
S$=——

CZ
Where,

SS = Sample Size

Z = Z-value A (take 1.96 for a 95 percent confidence level)

P = Percentage of population picking a choice, expressed as decimal.

C = Confidence interval, expressed as decimal (take 0.04 = +/- 4 percentage points)

Z-values (Cumulative Normal Probability Table) represent the probability that a sample will fall within a certain
distribution.

The Z-values for confidence levels are:

1.645 = 90 percent confidence level
1.96 = 95 percent confidence level
2.576 =99 percent confidence level

_ 1.96%x 0.5x1-0.5

S5 0.042

SS§=1,200

Therefore, SS = 1,200 respondents; fitting the formulae for new sample

SS

newsS = ————
1+55—1/POP

1200
1+ {(1200 — 1)/308}

newss =

New sample size SS = 245 respondents

Hence the new sample size for this study was 245 respondents for the study consisting of departmental managers, directors,
low level management and middle level management.

All the KTDA tea factories are required to have risk managers and between six and eight committee members (KTDA, 2016).
This means that the average is seven committee members. Similarly, each tea factory is supposed to have seven board members.
This will give a sample size of 245 respondents.

6.4 Data Analysis

Data was analyzed through descriptive statistics and multiple linear regression analysis. The multiple linear regression models
was used to estimate the fundamental affiliation existing between dependent and the independent variables. According to Simon
(2003) descriptive statistics are meant to test the summaries from a sample that characterize that sample:

A multiple linear regression model was used to analyze the relationship between risk mitigation and performance of tea

processing firms. A statistical model was used to determine the effect of independent variables on the dependent variable given in
the formula:

Y= o+ lel + BzXz +e

Where:
Y— Financial Performance
o, — Constant
B, B2 - Coefficients
X, - Production mitigation
X, — Economic risk mitigation
e — Error term
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7. Study Results and Discussion
7.1 Descriptive Statistics on Operating Cash flows

7.1.1 Production mitigation

The study sought to establish the level at which respondents agreed or disagreed with the above statements relating Effects of

production mitigation and financial performance.

Table 2 Effects of Production Mitigation and Financial Performance

Statements Std,
N Min. Max. Mean Deviation

It is imperative that production risk mitigation 24 4.8 0.94
measures be employed to lessen the impact of risk 5
on manufacturing.

Production risks mitigation is considered by 24 4,12 0.84
farmers to be the most important risks mitigation 5
practise that significantly impact their livelihoods

Production risk mitigation can help reduce 24 3.91 0.93
global economic risk hence improving financial 5
performance.

Production risk mitigation ensures that not 24 3.85 0.96
much goods are wasted hence improving financial 5
performance.

Valid N (listwise) 24

5

From the findings the study established that majority of the respondents strongly agreed that Production risk mitigation ensures
that not much goods are wasted hence improving financial performance which is shown by the mean of 3.85, Production risk
mitigation can help reduce global economic risk hence improving financial performance shown by the mean of 3.91, Production
risks mitigation is considered by farmers to be the most important risks mitigation practice that significantly impact their
livelihoods shown by the mean of 4.12, and finally It is imperative that production risk mitigation measures be employed to lessen

the impact of risk on manufacturing shown by the mean of 4.8.

7.1.2 Economic Risk Mitigation

The study sought to establish the level at which respondents agreed or disagreed with the above statements relating to

Economic risk mitigation and financial performance.

Table 1 Economic Risk Mitigation and Financial Performance

Statements Std.
N Min. Max. Mean  Deviation

Changes in macroeconomic conditions like 24 1 5 4.12 0.84
exchange rates, government regulation, or 5
political stability will affect financial
performance of an organisation.

Putting in place a proper insurance coverage 24 1 5 3.91 0.94
will enable an organisation deal with any 5
economic risk that they face hence improving
the financial Performance.

Establishing a proper budget and tracking of 24 1 5 3.86 0.96
expenses will improve financial performance of 5
an organisation.

Establishing an emergency fund can help 24 1 5 4.04 0.87
mitigate economic risk. 5
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Statements Std,
N Min. Max. Mean  Deviation

Changes in macroeconomic conditions like 24 1 5 4.12 0.84
exchange rates, government regulation, or 5
political stability will affect financial
performance of an organisation.

Putting in place a proper insurance coverage 24 1 5 3.91 0.94
will enable an organisation deal with any 5
economic risk that they face hence improving
the financial Performance.

Establishing a proper budget and tracking of 24 1 5 3.86 0.96
expenses will improve financial performance of 5
an organisation.

Establishing an emergency fund can help 24 1 5 4.04 0.87
mitigate economic risk. 5

Valid N (listwise) 24

5

From the findings the study established that majority of the respondents strongly agreed that, Establishing a proper budget and
tracking of expenses will improve financial performance of an organisation shown by the mean of 3.86,. Putting in place a proper
insurance coverage will enable an organisation deal with any economic risk that they face hence improving the financial
Performance as shown by the mean of 3.91, Establishing an emergency fund can help mitigate economic risk as shown by the
mean of 4.04 and finally Changes in macroeconomic conditions like exchange rates, government regulation, or political stability
will affect financial performance of an organisation. Shown by the mean of 4.12.

7.2 Inferential Statistics
7.2.1 Model Summary

Table 4 Model Summary
Model R R Square Adjusted R Square Std. Error of the Sig.
Estimate
1 .908° 772 .796 .89757 .908°
a. Predictors: (Constant), production mitigation, economic risk mitigation, Occupational risk
mitigation, operational risk mitigation

From the findings in the above table the value of adjusted R squared (co-efficient of determination) was 0.796 an indication
that there was variation of 79.6 % on financial performance of tea processing firms in Kisii County due to changes in production
mitigation, economic risk mitigation, Occupational risk mitigation and operational risk mitigation at 95% confidence interval.
This shows that 79.6 % changes in financial performance of tea processing firms could be accounted for by changes in production
mitigation, economic risk mitigation, Occupational risk mitigation and operational risk mitigation. The study also established that
there is strong positive relationship between performance of tea processing firms and production mitigation, economic risk
mitigation as shown by correlation coefficient of 0.908.

7.2.2 ANOVA
Table 5 ANOVA
Model Sum of df Mean F Sig.
Squares Square
Regression 18.423 105 18.423 9.123 .002?
1 Residual 34.31 135 .806
Total 52. 145

a. Dependent Variable: financial performance
b. Predictors: (Constant), production mitigation, economic risk mitigation

The study used ANOVA as presented in table 5. The results show that the calculated F=9.123, with P=0.012, <0.05, thus the
model goodness is fit to predict the variation in financial performance. The study also confirms that there is a statistical
relationship between risk mitigation practices and financial performance.
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7.2.3 Regression Coefficient

Table 6 Regression Coefficients

Unstandardized Standardized

Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 3.245 1.040 -.236 .816
Production risk .255 .187 312 1.358 .187
mitigation
Economic risk -.072 A71 -.098 -.421 .678
mitigation

a. Dependent Variable: financial performance
The established regression equation was
Y=3.245 + 0.255X,;+ -0.072X; + e

From the regression equation, the study revealed that holding production risk mitigation; economic risk mitigation to a
constant zero, financial performance could stand at 3.245. A unit increase in production mitigation would lead to an increase in
financial performance of tea processing firms by a factor of 0.255, a unit increase in economic risk mitigation would lead to an
decrease in financial performance of tea processing firms by a factor of 0.072.

The finding supported the study by Banks (2004) that suggested by managing risks, the managers are able to increase the value
of the firm through ensuring continued profitability of the firm. The findings are also supported by a study by Jolly (1997) who
evaluated that preventing losses through precautionary measures is a key element in reducing risks and consequently, a key driver
of profitability.

6. Conclusions and Recommendations

The main objective of the study was to assess the relationship risk mitigation practices and financial performance of tea
Processing Firms located in Kisii County. The regression results revealed that there is a positive relationship betweeneffect of risk
mitigation and financial performance of manufacturing firms. The coefficient of determination proved that the independent
variables contributed to 79.6% of the variation in financial performance as explained by adjusted R2 of 0.796% which shows that
the model was a good predictor. This is supported by a study by Jolly (1997) who evaluated that preventing losses through
precautionary measures is a key element in reducing risks and consequently, a key driver of profitability. These findings are also
supported by the study of Gold (1999) who established that the efficiency of risk mitigation by manufacturing companies will
generally influence their financial performance.

Based on the findings the study it’s concluded that production risk mitigation can improve the financial performance of tea
processing firms by ensuring that not much goods are wasted, by reducing global economic risk hence improving financial
performance and by lessening impact of risk on manufacturing. The study recommended that managers should practice production
risk mitigation, economic risk mitigation, occupational risk mitigation and operational risk mitigation so as to help in improving
the financial performance of an organisation.
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