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ABSTRACT

Micro and Small Enterprises (MSE's) playa very critical role in the growth and development
of the Kenyan economy. The sector has increasingly assumed importance especially in the
areas of job creation, ready availability of commodities, utilization of idle savings, and
poverty reduction and eradication among others. However the sector has been faced with
many constraints such as poor management practices, insecurity, lack of access to credit, bad
marketing practices, competition, technological changes and globalization, among others.
King (2002) states that there are a good number of surveys of MSE 's in Kenya which have
been concerned with identifying what might be called 'obstacles to growth' illustrating
factors such as security, working capital, access to credit, business training and higher
technical skills.

The purpose of the study was to explore management constraints faced by the MSE sector in
Kenya and analyze how constraints relating to management functions of Planning,
Organizing, Staffing, Directing and Controlling impact on the performance of MES's in
Kenya.

Stratified and Simple Random sampling techniques were used to select 75 Cyber Cafes from
the study population of 574 businesses within the Nairobi's Central Business District.
Structured questionnaires were used as instruments of data collection and were administered
to managers/owners of the businesses. Data was analyzed and conclusions drawn. Based on
the results of the study, appropriate recommendations are made to put a case for adoption of
sound management practices in MSE's to enhance their performance.

The study findings revealed that majority of the MSE's do practice, to a large extent, these
management functions of Planning, Organizing, Staffing, Directing and Controlling, in their
daily operations. However, most managers of the enterprises lack managerial skills and
experience needed to run the enterprises efficiently. Majority of them were found to be very
young and lack the necessary experience. The turnover rate of managers was also found to be
quite high resulting in lack of continuity in the management of the enterprises.

In terms of performance of the businesses, it wasfound that majority of the businesses were at
the lower end of micro enterprises in terms of number of employees, daily revenues, assets,
profits and competitiveness. Most of the enterprises, in their own assessment, indicated that
the businesses were performing only fairly but it was not clear which indicators they used to
gauge business performance. It appears therefore that lack of managerial skills and
inexperience was responsible for their inability to assess business performance accurately.
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DEFINITION OF TERMS

The following are the terms used in the study and their meanings:

Entrepreneur:

An entrepreneur is a person who organizes and manages a small scale business enterprise, and

assuming the risk for the sake of profit (Macharia, 1998). Stokes & Wilson (2006:3) describes

the entrepreneur as "The individual or groups of individuals who act as principal mediator(s)

of the process of change described through undertaking a specific project based on an

opportunity that requires implementation of new idea or ideas"

Enterprise:

For the purposes of this study, the terms "enterprise," "firm," "organization," and "business,"

are used interchangeably. An "enterprise" is defined here as any income-earning activity that

is not in primary agriculture or mineral production.

Micro and Small Enterprises (MSE's):

There is no universally accepted way of classifying businesses by size. Classification of a

business as small or large is subjective and varies from country to country or authority to

authority. The National MSE Baseline Survey of 1999 (Randiki, 2000) adopted the

International Labor Organization (1972) criteria based on number of employees as follows:

Micro 1 - 10, Small 11-50, Medium 51 - 100 and Large > 100

In this study, the term will be used to refer to income generating enterprises employing from 1

to 50 employees.

Informal Sector:

Informal Sector can have different meanings. It can be in terms of degree of legality, the

extent to which an enterprise is registered pays taxes and obeys the regulations. The informal

sector has the following main features; ease of entry, small scale ofthe activity, self-

• !I,IIII.I ••• :0. •••••••.•••••••.•••••• _ •••• __
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to organized markets, to formal credit, to education and training or services and amenities,

unavailable, low productivity and low incomes.
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Cyber Cafe:

A cyber cafe or internet cafe is a place where one can use a computer with Internet access

usually for a fee charged per hour or minute. The Nairobi City Council (NCC) classifies cyber

cafes according to the license fee payable as follows:

Small: Kshs.7,200

Kshs. 10,200

Kshs. 20,200

Medium:

Large:

This study will adopt the above classification.

Employee:

An employee refers to a person working in an enterprise and includes family or non-family

members. According to the 1999 National MSE Baseline Survey (CBS, ICEG and KREP,

1999), Employee does not necessarily mean salaried worker with wages but refers to a person

working in the enterprise whether paid for the services or not.

Performance

Business or enterprise performance may be generally referred to as "the activity of providing

goods and services". This implies that the business has two components; the activity, which is

the performance, and the goods and services which are the results. Performance must

therefore be positively directed toward achieving results, providing customer service and

satisfaction, and generating profits. In this study, performance will be determined in terms of

number of employees, business size or growth, improved sales turnover or profits

Management:

A renowned authority in management, Mary Parker Follett (1868 - 1933) simply described

management as "the art of getting things done through people". Based on Henri Fayol's

theory of management, management will be defined in this study as "The process of lannin

XII



CHAPTER ONE

1.0 INTRODUCTION

1.1 Background

In most countries and especially in the developing ones, Micro and Small Business

Enterprises (MSE's) form the backbone of these economies. These countries are

characterised by a large MSE sector as compared to the other sectors and Kenya is no

exception (Randiki 2000). The MSE's contribute significantly to the economic

development and act as the backbone of socio-economic transformation. The 1999

National MSE Baseline Survey found that there are about 1.3 million MSE's country-

wide, employing some 2.3 million people and this figure was expected to rise as the

sector expands. This is a clear indication that the MSE sector provides employment for

substantially more people than the formal sector. The provisional figures for 1999

indicated that the formal sector employs some 1.7 million people (CBS et al. 1999).

According to the Sessional Paper no. 2 of 2005 on MSE Policy and Legislative

Framework (GoK, 2005), the MSE sector is a major pillar in industrialization,

employment creation and poverty reduction. The sessional paper was intended to give

the sector the required policy and legislative framework to steer the country towards

the achievement of national goals of industrialization, employment creation and

poverty reduction.

MSE's are the fastest growing and important business sector in Sub-Saharan Africa.

They provide opportunities for job creation and are often used as a poverty reduction

strategy in most countries (IDRC, 1996). The Sessional Paper no. 2 of 2003 on the

development of MSE's for wealth and employment creation for poverty reduction

states that MSE's provide one of the most prolific sources of employment, not to

mention the breeding ground for medium and large enterprises, which are critical for

industrialization (GoK, 2003).

I

. .. ; ... p

contributor to the national economy. Akabueze (2000) observes that MSE's are the

engine room for the development of any economy because they form the bulk of

1



business activities in Africa's economy. He goes on to say that African countries like

Nigeria, Ghana, Malawi, Mali, Senegal and Tanzania have witnessed this in

employment generation, rural development, economic growth and industrialization,

and better utilization of resources. Kimuyu and Omiti (2000) adds that MSE's are

reputed for being behind most of the social-economic transformation in Kenya where

they have contributed a great deal to the development process through employment

and wealth creation. Randiki (2000) observes that fiscal pressures continue to hinder

the growth of public sector employment while large enterprises are in turmoil mainly

as a result of market liberalization. Many observers therefore see MSE's as a source of

economic salvation, though they can only provide short term solution to problems of

unemployment nationally. This is mainly because of their inefficiencies and lack of

proper management.

Despite the important role the MSE sector plays in the economy, the sector is beset by

numerous challenges which need to be addressed. The 1999 National Baseline survey

on MSE's (CBS et aI, 1999) listed several constraints in the MSE sector. The list

mostly outlined factors external to the enterprise particularly pertaining to the

high positive correlation existed between those firms that keep books and the level of

2



profits. Thus, he concluded that policies designed to improve both technical and

managerial skills may be of importance for performance.

It is the urge to explore the management practices adopted by managers ofMSE's that

has inspired the need for this study, whose main aim is to analyze the management

constraints affecting performance of Micro and Small Enterprises in Kenya and make

recommendations aimed at improving performance of businesses in this sector.

1.2 Statement of the Problem

Despite the important role the MSE's play in the national economy, several factors in

the management of these enterprises have continued to pose a big challenge to their

existence. Bowen (2009) observes that despite the significant role MSE's play, they

are faced with the threat of failure with past statistics indicating that three (3) out of

five (5) fail within the first few months of existence. The major concern is that most

managers ignore or are simply not aware of the important role good management

Kenya which have been concerned with identifying what might be called "obstacles to

growth" illustrating factors such as working capital, access to credit, security, business

3



training and higher technical skills. Longeneker el al (2006) adds that lack of planning,

improper financing and poor management has been cited as the main causes of failure

of small enterprises.

It follows therefore that little work has been done on the administrative management

aspect of the small enterprises. This shows that a gap exists in this area of small

businesses management and the impact on their performance. It is therefore the

purpose of this study to bridge this gap. To do this, the study aims at analyzing the

management constraints and how this affects performance ofMSE's in Kenya.

1.3 Research Objectives

The overall objective of this study was to analyze management constraints affecting

performance of Micro and Small Enterprises (MSE's) in Kenya:

Specific objectives of the study were;

(a) To identify the management practices adopted by Managers of Micro and

Small Enterprises (MSE's) in Kenya.

(b) To identify the constraints associated with management of the MSE's.

(c) To analyze how those management constraints impact on the performance of

the MSE's.

(d) To suggest intervention measures in light of the findings of the study.

1.4 Research Questions

(a) What management practices do Managers of Micro and Small Enterprises

(MSE's) in Kenya adopt.

(b) What are the constraints associated with management of the MSE's?

(c) What is the level of performance ofMSE's given the prevailing constraints?

• :10'.. .•. .•.• , .•. ~ •. '" '~I~'''' • ~~ •••• ••... •
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1.5 Scope of the Study

The study was carried out on 574 Cyber Cafes located within the Nairobi's Central

Business District. The businesses were those licensed by the Nairobi City Council and

conform to the definition of Micro and Small Enterprise. That choice was guided by

the desire to have a larger concentration of the population, ease of accessibility and to

carry out the study on formal and established businesses.

1.6 Significance of the Study

The study is significant because it explores the management practices in MSE's and

the impact of management constraints on MSE performance. The study findings will

be important to various stakeholders in the MSE sector such as entrepreneurs,

managers, employees, policy makers, and the academic world.

To the entrepreneurs and managers, they will be able to appreciate the value of good

management practices and the need to hire professional managers and personnel with

the right qualifications and skills to manage the business efficiently. They will also be

able to adopt strategies aimed at running the business efficiently and improve

performance of their organizations. The Employees on the other hand will benefit

from a conducive work environment brought about by adoption of good management

practices.

To policy makers, they will be able to formulate policies which encourage good

management of businesses in the sector. To the academic world, the study findings

and recommendations will point out new areas for further research, thereby

contributing to knowledge. Universities and other institutions will consider offering

programs on Entrepreneurships aimed at helping train managers capable of responding

to the problems of managing small businesses.

1.7 Limitations of the Study

. • •• .•• ~~ ••• • •. . I Iil.. '.: I .
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(a) Data on Small Business Enterprises:

Data on locations and details of micro and small enterprises in Kenya are not

readily available and it could have proved difficult to open the study too wide.

This necessitated the study to be limited to cyber cafes in Nairobi.

(b) Busy schedule of respondents:

The Managers or Owners targeted in the study are usually busy running their

enterprises and may not spare time to fill the questionnaires.

(c) Fear of victimization

Some of the managers of these small businesses may be cautious of giving

information due to fear of their shortcomings being revealed. Such

shortcomings are usually linked to bad business practices such as tax evasion,

exploitation of employees etc.

1.8 Assumptions of the Study

6



CHAPTER TWO

2.0 LITERATURE REVIEW

2.1 Introduction

This chapter deals with literature relating to small businesses. Particularly, it deals

with the issues of founders of the businesses, how the businesses are managed and the

challenges faced in the management of such businesses. There is also an examination

on whether strategic management may improve performance of these businesses.

Finally the chapter examines the performance parameters.

2.2 Small Enterprises

It is not always easy to classify a business enterprise as "Small" or "Large" because

there is no universally accepted definition. Classification of a business as small or

large is subjective and varies from country to country or authority to authority.

Longenecker et al (2006) argues that specifying any size standard to describe small

business is necessarily arbitrary because people adopt different standards for different

purposes. Moreover, a business may be defined as 'small' when compared to a larger

7



Table: 2.1 SME Thresholds adopted by EC (2005)

CATEGORY HEAD COUNT TURNOVER BALANCE SHEET

Medium 50 -249 < E50m < E43m

Small 10 -49 < EI0m < EI0m

Micro 0-9 < E2m < E2m

Source: European Community. www.europa.eu.int.

In Kenya, Micro and Small Enterprises are mainly classified according to the number

paid employees. The National MSE Baseline Survey of 1999 (Randiki, 2000) adopted

the International Labor Organization (1972) criteria based on the number of

employees. Micro enterprises are those employing up to 10 workers (including the

working owner) and Small enterprises are those employing more than 10 and up to 50

workers. Medium-sized enterprises refer to enterprises which are intermediate between

the micro enterprises and the large enterprises and employ 50-100 workers, while large

enterprises have over 100 employees. According to CBS et al (1999), about 99% of

the MSEs in Kenya belong to the micro group based on the number of employees.

Furthermore, about 97% of these enterprises employ of 1-5 workers.

2.2.1 Benefits of the MSE's

The benefits ofMSE's to any economy are easily noticeable, they include:

contribution to the economy in terms of output of goods and services; creation of jobs

at relatively low capital cost, especially in the fast growing service sector; provides a

vehicle for reducing income disparities; develops a pool of skilled and semi-skilled

workers as a basis for the future industrial expansion; improves forward and backward

linkages between economically, socially and geographically diverse sectors ofthe

economy; provides opportunities for developing and adapting appropriate

-- --- - - .. - -- --_ .•. - ...
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The Kenya Institute of Management (KIM) in its publication known as Management

strategies to encourage, especially the youth, to initiate their own small businesses.

Key among these is the creation of the Youth Enterprise Development Fund (YEDF)

9



which was officially launched on 1st February 2007 with the aim of disbursing funds

to the youth enterprises through the financial intermediaries and the Constituency

Youth Enterprise Scheme (CYES) (http://www.youthfund.go.ke).

Furthermore, the Sessional Paper (No.2 of 2003) on the development of MSEs for

wealth and employment creation for poverty reduction states that MSE's provides one

of the most prolific sources of employment, not to mention the breeding ground for

medium and large enterprises, which are critical for industrialization (GoK, 2003).

ICEG, (1997; 1998) states that MSE's account for 75 percent of jobs created and 61

percent of all wage employment in Kenya. They also account for 15 percent of Gross

Domestic Product. This makes the sector an important contributor to the national

economy. Meads (1998) adds that with fiscal pressures constraining the growth of

public sector employment and with large enterprises in turmoil often as a result of

area of lower to into an area of higher productivity and greater yield" (Lambing &
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Kuehl, 2000) Entrepreneurs are not only founders of business enterprises but

encompasses active owner-manager, second generation members of family owned

firms and owner-managers who buyout founders of existing firms. They are

energizers who take risks, provide jobs, introduce innovations and spark economic

growth. (Longenecker et aI, 2006:3)

2.3.1 Characteristics of the Entrepreneur

Those who have studied entrepreneurial behavior have noted certain characteristics

such as innovativeness, ability and willingness to take calculated risks, determination,

insight, total involvement, independence, need for achievement, leadership ability and

so on. Massie (2002) refers to John Stuart Mills, a 19th century British Economist who

saw risk-bearing as the distinguishing factor between entrepreneurs and managers.

Entrepreneurs stand to lose or gain for their own purse as a result of their efforts, while

Managers are merely office holders and they bear none ofthe risks or liability ofloss

According to psychologist J. B Rotter, those entrepreneurs who believe their success

depends on their own efforts have an internal locus of control. However, those who

feel that their lives are controlled by luck or chance or fate have an external locus of

control. Successful entrepreneurs are convinced that they can control their own

destiny. One study concluded that small business survival and success is linked to the

internal locus control beliefs ofthe owner-managers. (Stokes & Wilson 2006)

Sababu (2007:82) gives the characteristics of a successful entrepreneur as; "those

having self-confidence in working hard and independently while taking risks. Those

having organizational ability in setting goals, becoming result oriented and being

responsible and accountable. They are self-nurturing, enjoys challenges in business

competition and tolerant of uncertainties".

2.4 Management

In its most basic form, an organization is two or more people working together to

reach a goal An orga . at"0 t exi t f •• ill' ••••••• 11I ••• - ••••.

strategies are agreed upon by members of the organization through some form of

communication. Then members set about to act in accordance with what they agreed
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to do. There must be a way of monitoring whether the goals are being met. This in its

general form is what management is all about.

While the practice of management can be traced back to 3000 B.C., it was not given

serious attention until the 1800s when large organizations emerged. Over the years,

several authorities have come up with theories on various forms of management, key

among them being; Classical, Scientific, Human Relations, Administrative, Strategic

and Management by Objectives. It is not the intention in this study to duel on the

details of each of the theories.

As is the case with most terms used in the academic field, different authorities attach

different meanings to the terms. There is therefore no single definition of

Management. A renowned authority in management, Mary Parker Follett (1868 -

1933) simply described management as "the art of getting things done through

people". Based on Henri Fayol's theory of management, management will be defined

in this study as "The process of planning, organizing, staffing, leading and controlling

people within a group in order to achieve organizational goals"

The performance of a business enterprise, large or small, rests on the Manager's

ability to manipulate and implement the various functions of administrative

management of planning, organizing, staffing, leading, and controlling. Therefore in

this study, the researcher will discuss Administrative Management as developed by

Fayol with adaptation to the way they are likely to be practiced in small business

environment.

2.4.1 Planning

The fundamental objective of business plan is not only to create a selling document to

be shared with outsiders but also to provide a clearly articulated statement of goals and

strategies for internal purposes. A business plan is comprehensive document that helps

the entrepreneur/manager to analyze the market, develop the business strategy and

help avoid costly mistakes.

- -... - •. _... .

never get around to planning. Planning is easy to postpone and therefore easy for

managers to ignore while concentrating on the more urgent issues of production and
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sales. The danger is that if planning is ignored, such managers may be pushed out by

competitors" .

Successful managers do constantly scan the business environment to determine its

impact on the business. This is strategic planning which is vital for survival and

growth of any business. According to Lambing & Kuehl (2000), Business

environment is composed of three factors that can affect the business, that is; National

trends, Industry trends, and Local trends.

There are three very fundamental reasons for implementing a planning process:

Firstly, if your plan sets out certain objectives, you are much more likely to achieve or

exceed them than if you just keep moving along without any plan. Research has often

shown this to be true and it stands to reason that having a plan will enable you to often

you to look ahead from time to time. Thirdly, a plan can often alert you to

inconsistencies that need to be managed e.g. a lack of capital or other resources

necessary to fund the growth projected. Once recognized you are in a position to better

within the organization. Managers distribute responsibility and authority to job holders

in this function of management. Each organization, large or small must have an

organizational structure. In developing an organizational structure and distributing

13



authority, the managers' decisions reflect the mission, objectives, goals and tactics that

grew out of the planning function. Specifically, they decide division oflabor,

delegation of authority, departmentation, span of control and coordination. Gray,

(2001) states that the issue of organizational structure is important and more so as the

operation grows. This includes issues such as specialization of labour, and

coordinating mechanisms. Greater supervision and administration is necessary as

division of labour increases to keep up with the productivity increases needed with

increased sales and growth.

Management must make these decisions in any organization that has more than two

people. Erven, (2009) adds that organizational structure is particularly important in

family businesses where each family member has three hats (multiple roles): family,

business and personal. Confusion among these hats complicates organizational

structure decisions.

2.4.3 Staffing

In all organizations, large or small, people are the most important resource because all

other resources are managed by people. Capable, industrious and motivated employees

can create customer satisfaction and enhance enterprise profitability. Management of

people is therefore a key role of the manager. In small enterprises however, the

owner/manager will often try to take control of the personnel management function

personally but as the business grows, there will be need for a professional manager.

However, hiring a professional human resource manager as the business grows is not

always the case and as Stokes & Wilson (2006) states, rarely is a trained human

resource manager appointed from outside, even as high growth small firms tend to

make do with owner/manager performing this function. It is also the function in which

the owner/manager assesses themselves as having the lowest level of expertise. Large

firms usually rely on good human resource management practices of having

• ! • -' -- -

aimed at attracting and retaining the best human resource for the enterprise.

Longeneker et al (2006) states that hiring the right people and eliciting their
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enthusiastic support are essential factors in reaching the full potential of any business.

Key areas to pay attention to in management of human resource are hiring, training

and development, compensation and employee welfare.

2.4.4 Leading

Real leadership is required for a business to compete effectively and grow. People

look to leaders to bring meaning, to make sense of the seemingly unquenchable

demand for results and the need for individuals to find purpose and value. According

to Baron & Shane (2005), Leadership can be described as the "process of social

influence in which one person is able to enlist the aid and support of others in the

accomplishment of a common task".

margina y or unpro Ita e businesses struggling to survive from day to day. At best

they earn only a bare living for their owners. They lack money for sales promotion,

market research, and employment of adequate and skilled staff among other
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constraints. They continue to argue that small firms experience constant change in

their organization and management needs as they move from launching to where they

employ full staff of professional managers. Small firms are therefore more vulnerable

to poor management than large ones because of managerial inefficiency. Therefore,

willingness to improve management through training and bringing in of professional

managers have been found to be a positive factor in their success.

relating to the growth stages of a firm. The models describe the stages of growth and

identify various management issues relating to each stage. Each stage ends on a crisis

necessitating different management approach. For example, Larry Greiner (1972)

developed "growth phases model" where he suggests that organizations go through

five (5) stages of growth and need appropriate strategies and structures to cope. It is a

descriptive framework that can be used to understand why certain management styles,

organizational structures and coordination mechanisms work and don't work at certain

phases in the development of an organization. Later, he added a sixth phase (Harvard

Business Review, May 1998). Figure 2.1 below shows Greiner curve describing five

(or six) phases of organizational development and growth:
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2.5.1 Management Challenges in Small Businesses

Most studies on the performance of MSE's have tended to concentrate on financial

challenges, particularly challenges in accessing credit or sources of finance. While this

MSEs. Lack of capital may simply be a symptom of other problems, which cannot be

solved by availability of credit alone. Randiki, 2000 adds that this sector is dogged by

many constraints such as capital constraints, market and information failures,

inappropriate laws caused by inappropriate regulations among others.

Marete (2009) argues that, "setting up of small businesses in Kenya today has been

made relatively easy especially with the number of start-up loans being offered by

Micro-Finance institutions. But keeping it afloat, being able to make money from the

business, breaking even in the face of myriad of challenges is a different task all

together". Despite the significance of MSE's, past statistics indicate that three out of

five businesses fail within the first few months of operation (Bowen et al, 2009).Why

some businesses fail and why some succeed is a matter of debate, although there are

some common mistakes such as the ones listed below that can sink a business in no

time.

2.5.1.1 Lack Of A Plan

Lack of a plan or failure to plan is often a fundamental problem for many MSE's. The

arguments for planning are many and irrefutable, and yet this is a very common failing

for most MSE's. A well-thought-out plan forces one to think about the future and the

I~ .•.•.•. I~ ~ •.•.•••.••.• :! ••• t. ~~ .... I.! .-- •.......•
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the financial needs, the marketing and management plans, the competition, and the

overall strategy for success".
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2.5.1.2 Lack Of Management Skills

ofthe management problems as inability on the part of the manager to make good

decisions, wrong or misplaced kinds of experience, poor management of employees,

inexperience with product or service line and lack of self confidence

There are areas where the current management does not have the expertise, or the time

to deal with the issues. The solution is to determine what those areas of weakness are

and then to develop strategies for dealing with those challenges. Once the manager

spends the time to recognize a weakness, as long as it is not in a core area for the

specific business, it often can be compensated for without a lot of time, effort or

money. Solutions can be as simple as assigning the responsibility to an existing

manager with a requirement to watch for the obvious pitfalls, to hiring a person part-

time or a consultant. The solutions are often obvious if one spends a little time

planning and assigning responsibility (Hailes & Hubbard, 1983).

2.5.1.3 Lack of information

Lack of information about what is working, and what is not working in the business

can be a problem. Often small firms do not evaluate their results and when something

-1-.1-- ..:-:.:, - -.1'-', ill I ill' ill'. :f.,' _Trill_

the same. Without access to timely, simplified, reliable and relevant information,
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MSEs are unable to survive and grow in a fast changing, increasingly globalized and

Poor procedures are a constant challenge for MSE that is trying to manage with

limited resources. Most entrepreneurs and managers do not realize that the procedures

in place for managing the business need to be well designed to reduce the incidence of

errors. Error correction is often a major waste of time and particularly management

time. Good procedures with a little time and effort invested up front will usually pay

enormous dividends in time and cost savings on an ongoing basis.

2.5.1.5 Ignoring risks

Many entrepreneurs ignore risk in their assessment of alternatives and opportunities. A

business is about taking managed risks and one cannot insure for or avoid risk if one is

in business. However, very few managers or entrepreneurs, once they have chosen a

course of action, pause to consciously think of ways to manage the risk and determine

procedures or steps that can be taken to reduce the risk and increase the chances of

success.

2.5.1.6 Failure to manage change

Th t t f t b . h Th bilit• • • I .• • ••• I .

order and predictability but is ill equipped to deal with change, which is the order of

the day in the new millennium. To cope with change effectively, you need to be a

leader as well as competent manager (Barrow et aI, 2005)
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2.6 Strategic Management

It then reassesses each strategy regularly to determine how it has been implemented

and whether it has succeeded or needs to be replaced or revised to meet changing

environmental circumstances. Strategic Management Process can therefore be

represented by the illustration in figure 2 below.

Fig. 2.2: Strategic Management Model

External Strategy Formulation Strategy Implementation Evaluation

tr1 & Control
Z Societal Env.<•....
::0
0 Task Env. Mission Objectives Strategies Policies Programs Budgets Procedures PerformanceZ
~
tr1
Z Internal f----+ -.>-l
> ----.t"'
(J') Structureo> CultureZ

Resources +_t_*_t_*_*_* __ *
Feedback

Source: Wheel en & Hunger (1991: 12)

strategy formulation, strategy implementation, and strategy evaluation. These elements

are steps that are performed, in order, when developing a new strategic management

plan. Existing businesses that have already developed a strategic management plan
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will revisit these steps as the need arises, in order to make necessary changes and

improvements. Sababu 2007:2) adds that, "Strategic Management can therefore be

viewed as a process which encompasses these variables"

exactly backward. Unlike giants, small businesses cannot rely on the inertia of the

marketplace for survival nor can they succeed on brute force, throwing resources at

problems. On the contrary, they have to see their competitive environment with

particular clarity and stake out and protect a position they can defend. That is what

strategy is all about"

Jennings and Bever (1997:63) states that, "successful small firms practice strategic

management either consciously and visibly or unconsciously and invisibly. Failure and

success are interpreted as measures of good or indifferent management. Many

owner/managers pursue personal objectives which inhibit the probability of success of

these enterprises". According to them, the majority of existing studies of small business

performance tend to focus on either the symptoms arising from problems within the

firm or upon the reason given for failure. Despite the fact that management skills and

abilities are required, the management process in small firms is unique and cannot be

considered to be the same as professional management in larger organizations. The

multiplicity of roles expected of the owner/manager as the principal stakeholder often

causes conflict which enhances the possibility of poor decision-making and

inappropriate action. The root cause of either small business failure or poor

performance is almost invariably a lack of management attention to strategic issues.

- - - - - - -- - -- - - - ---

argues that small business owners/managers can develop strategic plans that will set

their businesses apart from the great multitude of other businesses. This can be done by
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identifying and acting on internal strengths and weaknesses and their external

2.7.2 The Balanced Scorecard

frameworks have evolved to assist managers in this, key among them are;

Performance Prism, Performance Pyramid, Six Sigma Framework, ISO, Value-based

Management, Total Quality Management, Holistic Scorecard, Balanced Scorecard and
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more. Of the tools designed to improve corporate performance, the Balanced
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Conceptual Framework

• Recruitment of personnel -
sourcing/selection! orientation

• Terms of employment - casual!
Staffing tern porary /contract/permanent

• Training and Development -
formal!informal! promotions

Performance• Staff welfare - medical/labour No. of employees•relations/ union matters/
entertainment • Sales turnover!

profits

• Asset base

Duty allocation - job descriptions/ • Competitiveness•
Organizing delegation

• Resource allocation - space/
equipment/materials/

Communication

Controlling

• Employees - instructions/
feedback/shared mission

• Customers - needs/feedback

• Monitoring and measuring
performance in line with plans

• Correcting shortcomings
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CHAPTER THREE

hand. Descriptive study was intended to bring about deeper insights and better

understanding of the effects of management constraints on performance of Cyber

Cafes.

3.3 Study Population

The target population for the study consisted of small-scale cyber cafes located in

Nairobi's Central Business District. The choice was guided by the fact that cyber cafes

offer almost similar services such as Internet, typing, printing, photocopying,

telephone, fax, stationery, retail, IT consulting, light meals amongst other related

services. The ones studied are those employing between 1 - 49 workers as full time or

casuals. The NCBD has 574 cyber cafes falling in this category, which are licensed by

the Nairobi City Council (NCC) forming the study population.

3.4 Sampling Method

The research employed stratified and random sampling technique in selecting

respondents for the study. The population segregated into mutually exclusive strata

categorized by a code number as shown in Table 3.1 below. The stratification derived

from the stratum's share of the total population to come up with the sample in each

stratum. The survey was conducted on managers or business owners.
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3.5 Sample Size

The sample comprised 12.2% of the total population of 574 enterprises giving a total

of a sample size of 75 enterprises.

Table 3.1: Population Characteristics and Sample Size

Business Code Business Category Population Sample

Type Size Size

Small 690 Small Cyber Cafe/Bureau 253 30

110 Medium Trade Shop/Retail service 53 8

695 Professional and Technical Services 110 15

Medium 685 Medium Cyber Cafe/Bureau 126 17

Large 615 Small Professional Services Firm 13 2

675 Large Cyber Cafe/Bureau 19 3

Total 574 75

Source: Author & Nairobi City Council 2010

3.6 Data Collection Methods

(i) Field Research

The major method used in the collection of data was the questionnaires

administered to the respondents, combined with interviewing them for further

clarification where necessary. The respondents were the owners or managers

involved in the day to day running of the enterprises.

(ii) Questionnaires and Interviews

making relevant conclusions on the overall state ofMSEs in Kenya.
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3.7 Data Analysis

The data was analyzed using descriptive statistics to assess the influence of various

management function variables on performance. In particular, the data was analyzed

using frequency distributions and percentages, means and ranges and bar graphs. The

Statistical Package for Social Sciences (SPSS), Microsoft word and Microsoft excel

computer packages was used.
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CHAPTER FOUR

4.0 DATA ANALYSIS AND PRESENTATION OF RESULTS

4.1 Introduction to Data Analysis

In this chapter, the results of the study are presented, interpreted and discussed. Data

used in this study was collected from a cross sectional survey of Micro and Small

Enterprises (MSE's) carried out on Cyber Cafes in the Nairobi Central Business

District (NCBD) during the month of March 2010.

The overall objective of this study was to analyze management constraints affecting

performance of Micro and Small Enterprises (MSE's) in Kenya. Specific objectives

were:

(e) To identify the management practices adopted by Managers of Micro and

Small Enterprises (MSE's) in Kenya.

(f) To identify the constraints associated with management of the MSE's.

(g) To analyze how these management constraints impact on the performance of

(h) To suggest intervention measures in light of the findings of the study.

The chapter is divided into four major sections. The first section presents the General

Characteristics of the Study Population while the other three sections addresses each

of the three objectives (a) - (c) listed above. Objective (d) is addressed in chapter 5.

The research employed stratified and random sampling technique in selecting

respondents to be studied. The sampling frame consisted of 574 Cyber Cafes falling in

the category ofMSE's, and licensed by the Nairobi City Council (NCC).The sampling

frame was segregated into mutually exclusive strata categorized by a code number.

• • - - -' ------ •- ! •ith th I . h t t S' d r d d t

The method used to collect data was the structured questionnaire (Appendix 4)

administered to the respondents. The questionnaire was structured into three sections.
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Section I dealt with general information about the enterprise, Section II dealt with

information on management practices and constraints, while Section III dealt with

information relating to enterprise performance. The respondents were owners or

managers involved in the day to day running of the enterprises. 70 questionnaires were

delivered personally to the respondents representing 12.2% of the total population. Of

the 70 questionnaires delivered, 63 of them were returned representing response rate

of 90%. Details of rate of response to questionnaires administered are as shown in

Table 4.1 below.

Table 4.1: Details of Questionnaires Administered

Business Code Business Category Quest. Quest. Back Resp.

Type Sent Rate
M F Tot.

Out (%)

Small 690 Small Cyber Cafe/Bureau 25 15 9 24 96

110 Medium Trade ShoplRetail 8 4 .... 7 87.5.J

service

695 Professional and Technical 15 6 6 12 80
Services

Medium 685 Medium Cyber Cafe/Bureau 17 9 7 16 94.1

analyzed data. Frequency distributions, percentages and weighted mean were used to

derive conclusions.
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4.2 General Characteristics of the Study Population

Overall Performance of the Business

Since an indication of business performance is important in the analysis of these

findings, the respondents' assessment of performance of their businesses is given here.

When asked how they would rate the overall performance of their businesses in the

last one year, most of the respondents (50%) indicated that the overall business

performance in the last one year was good (43.3%) and very good (6.7%). Also a big

number (46.7%) said the business performance was fair and only 3.3% said the

performance was poor. Table 4.2 and Figure 4.1 below show the respondents'

assessment of the performance of the business in the last one year.

, __ _. _,"~!.,: <,.' "Jl.tL· ~_. ~~~.-,-
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Good 26 41.3 43.3 50.0
Fair 28 44.4 46.7 96.7
Poor 2 3.2 3.3 100.0
Total 60 95.2 100.0
Missing 3 4.8
Total 63 100.0

Source: Author 2010

Fig. 4.1: Assessment Business Performance

Source: Author 2010
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Gender

During the survey, a total of 63 respondents were sampled in cyber cafes across the

_ - -- .- -.- - ",.,

respondents by gender is shown in Table 4.3 below.

As shown in Figure 4.2 below, age distribution of the respondents was as follows:

Those aged between 21-25 years were 48.4%, between 26-30 years were 24.2%,

between 31-35 years were 9.7%, between 36-40 years were 11.3%, between 41-45

years were 4.8% and between 46-50 years were 1.6%. There were no respondents

aged over 51 years, therefore the observation that can be drawn from this is that these

enterprises are managed by young people in their 20's. This may be attributed to

factors such as high unemployment rate and high level of computer literacy among the

youth as compared to older people. This finding is also supported by literature

particularly by Applegate (2002) who gave the example of the United States where

approximately 27 million young people run small businesses because of the

motivation to be their "own bosses".

Source: Author 2010
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To establish if there was a relationship between the age of the manager and

performance of the business, Figure 4.3 below indicates that most respondents in the

21 - 25 age bracket reported that their businesses were doing well compared to other

age brackets. It is also observed that majority of the respondents in the 26-30 age

bracket reported that the businesses were doing poorly. It is therefore not possible to

confidently draw any conclusion on the effect of age factor on performance of the

enterprise.

Fig. 4.3: Relationship between Age and Performance

120 ;----------------,

100

80

exposure and higher intellect than those with low level of education.
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Fig. 4.4: Relationship between Level of Education and Performance

120~-------------------------,

69% of them had training at the level of diploma and above. However, it was not

possible to determine if training they underwent was relevant to the jobs they were

performing. This conclusion was also reinforced by the fact that a big number (54%)
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of the respondents, as shown in table 4.5 below, did not answer this question meaning

that the finding may not be reliable.

Table 4.5: Training Level

Frequency Percent
Valid Cumulative

% %
Certificate 7 11.1 24.1 24.1
Diploma 18 28.6 62.1 86.2
Degree 2 3.2 6.9 93.1
Other 2 3.2 6.9 100.0
Total 29 46.0 100.0
Missing 34 54.0
Total 63 100.0

,

Source: Author 2010

Source: Author 2010
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Respondents' Position in the Business
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Source: Author 2010

Age of the Business

Most of the cyber cafes around the NCBD had been in operation for more than four

years (38.7%). Those that had been in operation for four years but less than five were

21%, more than three but less than four 22.6%, more than two but less than three

16.1% while 6.5% had been in operation for less than one year. This is shown in Table

4.6 below.

Table 4.6: Age of the Business

Frequency Percent Valid % Cumulative
%

Less than 1 year 4 6.3 6.5 6.5
1 less than 2 ears 10 159 16 1 226

Total 62 98.4 100.0
Missing 1 1.6
Total 63 100.0

Source: Author 2010
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Since about 61% of the businesses had been in operation for three years and above, yet

statistics indicate that three out of five businesses fail within the first few months of

operation (KNBS, 2007), it is logical to assume that the businesses studied were

established and stable.

Frequency Percent Valid % Cumulative
%

Less than 1 year 15 23.8 23.8 23.8
1 less than 2 years 19 30.2 30.2 54.0
2 less than 3 years 12 19.0 19.0 73.0
3 less than 4 years 7 11.1 11.1 84.1
4 less than 5 years 4 6.3 6.3 90.5
More than 5 years 6 9.5 9.5 100.0
Total 63 100.0 100.0

Source: Author 2010

Since about 54% of the respondents indicated that they had worked in the business for

less than two years and yet they indicated above that about 61% of the businesses they

work for had been in operation for more than three years, it implies that the turnover

rate of managers is high. This finding, coupled with the relatively young age of the

respondents implies that majority of them take up these jobs as a stop-gap measure as

they seek better employment opportunities.

4.3 Management Practices

Planning

When asked whether they prepare any written plans for the business, 73.8% of the

respondents said they had some form of written plans in place whereas 26.2% had no

plans.
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Table 4.8: Business Planning Status

of the managers of these businesses prepare short term plans covering one year and

below. This is consistent with theory which indicates that small businesses do plan

only for the moment and deal with issues as they arise. According to Longnecker et al

(2006:377), "Small Business Managers all too often succumb to the 'tyranny of the

urgent' because they are busy putting out fires, they never get around to planning.

They spend so much time dealing with problems that are arising that it is difficult to

recognize the steps necessary to achieve the long-term objectives".

Fig. 4.7: Period the Plans Cover
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Source: Author 2010
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It would also be of interest to determine if there is any relationship between planning

and level of performance. Figure 4.8 shows that on the average, those who plan

reported that their businesses were performing better than those who do not plan.

Curiously though, none of those who do not plan reported that the business was doing

poorly.

Fig. 4.8: Relationship between Planning and Performance

120r---------------------------,

yes no

Source: Author 2010

When asked to give their opinion on the importance of the statements given as reasons

for planning on a scale 1 - 5 (not important - very important), 66.7% of the

respondents answered as shown in table 4.9 below:

Table 4.9: Importance of Planning

ITEM 1 2 3 4 5
To present to financial institutions for loan 18.5% 3.7% 24.1% 33.3% 20.4%

To guide employees on a day to day 9.1% 3.6% 3.6% 52.7% 30.9%
operation
Acts as standard for monitoring 7.5% 3.8% 39.6% 47.2% 1.9%
performance

competition
0

Source: Author 2010
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This is further shown graphically in Figure 4.9 below.

Source: Author 2010

From the responses, it may be concluded that majority of the respondents who plan

knows the value of planning. For those who answered that plans are important and

very important, a large number (92.6%) are aware that planning helps the business

focus on the future, 86.8% said that planning helps the business cope with

competition, 83.6% said that plans guide employees on day to day operations and

49.1 % said that plans act as standard for monitoring performance. It will be recalled

that these are some of the reasons for strategic planning and therefore it may be correct

to assume from the findings that the managers of these businesses perform strategic

planning either consciously or unconsciously. This is supported by literature. For

example, Jennings and Bever (1997:63) states that, "successful small firms practice

strategic management either consciously and visibly or unconsciously and invisibly".

Waguchu et al, (2001) argues that small business owners/managers can develop

strategic plans that will set their businesses apart from the great multitude of other

businesses.

This view is further strengthened by the responses to a further question which sought

•. .. •. •. •. . .. ..,... ..

that their plans had a vision statement, 47.4% had a mission statement, 89.3% had

objectives/goals, 67.9% included strategies, 36.8% included business
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policies/programs. These are elements of strategic plans. As for the type of plans

ITEM 1 2 3 4 5
Lack of financial resources for 43.5% - 21.7% 30.4% 4.3%
planning

Lack of knowledge or skill in 61.9% 23.8% - 9.5% 4.8%
planning process

There is no time to devote to 22.7% 36.4% 13.6% 27.3% -
planning

There is no need for planning 61.9% 14.3% 14.3% 4.8% 4.8%
because the work is routine

The business IS too small to 42.9% 33.3% 9.5% 14.3% -
necessitate planning

The manager IS able to guide 14.3% 4.8% 9.5% 14.3% 57.1%
employees effectively

Source: Author 2010

From the responses, the 26.2% of the respondents who said they had no plans were

generally not in agreement with the statements given as reasons hindering planning.

However, there was an indication that lack of financial resources and lack of time to

plan could be a major cause of the problem. A curious observation, however, was that

a large number of respondents (57.1 %) agreed that part of the reasons for failing to
~~~ .. - - - - - - - - - - - - - - - - - - - _. - - - - - - - - - - - -

respondents, it may be assumed the other statements could also be reasons for not
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planning but were answered in the negative so as not to disclose the real reason for

Source: Author 2010

Human Resource Management

The respondents were asked to give the number of employees in the business. The

majority (80.6%) of the businesses, as shown in Figure 4.11 below, had less than five

(5) employees, 14.5% had between five and ten employees, and only 4.8 % had

between eleven and thirty employees.

Table 4.11: Number of Employees

Frequency Percent Valid % Cumulative
%

Below 5 50 79.4 80.6 80.6
5-10 9 14.3 14.5 95.2
11-15 2 3.2 3.2 98.4
21-30 1 1.6 1.6 100.0
Total 62 98.4 100.0
Missin2 1 1.6
Total 63 100.0

This is consistent with literature especially the National MSE Baseline Survey of 1999

(Randiki, 2000) which adopted the International Labor Organization (1972)

recommendation basing the definition of MSE's on the number of employees. Micro
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Table 4.12: Methods ofIdentifying Employees

ITEM 1 2 3 4 5
Advertising 55.1% 32.7% 2.0% 8.2% 2.0%
Family contacts 15.6% 46.7% 20.0% 11.1% 6.7%
Friends contacts 8.0% 46.0% 26.0% 18.0% 2.0%
Employment agencies 80.5% 17.1% - 1.6% -
School and College contacts 11.9% 47.6% 21.4% 14.3% 4.8%

Source: Author 2010

The findings further reveal that Employment Agencies and Advertising were the least

used methods with 80.5% and 55.1% of the respondents saying they never use

employment agencies and advertising respectively. This could be attributed to the cost

element involved in using these methods and the informality of the businesses

themselves. School/college, family and friends contacts stood out as the mostly

commonly used methods of identifying employees with 47.6%, 46% and 46% of the

respondents reporting they sometimes use School/College, Family and Friends

contacts respectively. This practice is supported by literature. For example, Applegate

(2002) states that local schools, community colleges or even high schools are a source

f t t t d t f ld . b 4 11 b I h• ! '!
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Fig. 4.11: Methods of Identifying Employees

asked to rate the methods used to select suitable employees on a scale 1 - 5 (Never

Used - Always Used) from a list of several methods. The responses are as shown in

table 4.13 below.

Table 4.13: Selection Methods

ITEM 1 2 3 4 5

Conducting oral interviews 11.9% 47.6% 21.4% 14.3% 4.8%

Conducting practical interviews 2.1% 14.9% 44.7% 27.7% 10.6%

Relying on comments from 37.5% 37.5% 15.6% 3.1% 6.3%
referee of the candidate
Offering the job temporarily as 16.7% 28.6% 26.2% 21.4% 7.1%
performance is monitored

Source: Author 2010

From the responses, it appears that identifying suitable candidates to employ by

conducting practical interviews is the most commonly used method followed closely
- - - -

• • •pp y g

candidate which was the least favored by most respondents. 37.5% of the respondents
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had never used this method at all while 37.5% had sometimes used it. Figure 4.12

On terms of employment, the respondents were asked to rate the terms on which they

employ their staff on a scale 1 - 5 (Never Used - Always Used) from a list of terms.

The responses are as shown in table 4.15 below.

Table 4.14: Terms of Employment

Casual
2 4

5.1%
ITEM 1 3 5

12.8% 30.8% 38.5% 12.8%
Tern orary 16.7% 26.2% 33.3% 23.8%
Contract 48.7% 25.6% 23.1% 2.6%
Permanent 42.9% 17.1% 17.1% 14.3%
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Fig. 4.13: Terms of Employment

ITEM 1 2 3

Orientation/induction following 14.8% 14.85 25.9%
new appointments
Training on the job 2.7% 16.2% 51.4%

14.8% 29.6%

4 5

16.2% 13.5%

job as opposed to the other methods. A few of them indicated that they allow

would be expected because of the cost involved in providing formal training and the

fact that such businesses attempt to make maximum use of employee time.
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Fig 4.14: Training Methods

Source: Author 2010

The 33.9% of the respondents who said they do not provide training for their staff

were asked to indicate the extent to which they agreed with the statements given as

reasons for not providing training on a scale of 1 - 5 (strongly disagree - strongly

agree). Their responses are summarized in table 4.17 below:

Table 4.16: Hindrances to Training of Employees

Only trained employees are hired 28.6%

3 5ITEM 1 2 4

17.9%35.7% 3.6% 14.3%

From the responses, it appears that lack of funds, lack of time and lack of training

policy seems to be the main reasons for not training the staff. The respondents

indicated that they agreed or strongly agreed with the statements that lack of funds

46



(59.2%), lack of time (62.9%) and lack of training policy (65.4%) are to blame for

this. They, on the-ether-hand disagreed or strongly disagreed with the statement that

(60%). It is therefore apparent that they appreciate need for training but lack resources

to provide training for the employees.

Fig. 4.15: Hindrances to Training of Employees

Job Descriptions

Asked if they have job descriptions for each employee, 62.9% of the respondents, said

~~~~=,::"""",,!!,===o,:,f~j-,,-o~b-=d=escriptions.35.5% said they did not.have. Of those who
had a job description in place, 63.4% said it was only in verbal form while 36.6% had

it in written form. Lack of written job descriptions could be as a result of the fewer

number of employees where the manager finds it easy to be in direct contact with

employee and give necessary instructions.

Communication with Employees

The fewer number of employees could also be the reason why 69.8% of the

respondents said they communicate with their employees verbally, 38.1% through

emails respectively.
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Motivation ofEmpJoyees

88.7% of the respondents indicated that they had some form of incentives to motivate

feedback while 22.6% do not have. For those who have a feedback mechanism 55.3%

of them make verbal inquiries from their customers, 37.0% gather unsolicited

comments from customers on their level of satisfaction with the goods and services

offered, 26.1 % have suggestion boxes in place while 6.5% use other methods to get

feedback.

4.4 Business Performance

Services Offered

Apart from just providing internet services, most respondents said they provide a

variety of other services such as typing services (87.3%), printing services (98.4%),

photocopying (74.2%), telephone/fax services (49.2%), stationary (53.2%), IT

consulting services (30.6%), food/snacks (33.9%) and 3.2% of them provide other

services. A further question seeking to know when these services were introduced in

the business did not yield desired results. The question was aimed at gauging business

growth.

Daily Revenues

A large number of respondents (50.8%) said they make daily revenue of less than

Ksh.5, 000 while 41.0% of them make between Ksh.5, 000 and Ksh.lO, 000. The rest

said the make Ksh.l 0 000 and K h 1

consistent with the findings that these are small businesses belonging to the lower end

of micro enterprises. Figure 4.16 below shows distribution of daily revenues.
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Fig. 4.16: Approximate Daily Revenues

30

20
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Ksh.5,001-Ksh.10,000 Ksh.20,001-Ksh.25,00

Source: Author 2010

Asset Value of the Business

Due to the micro nature of the enterprises, many of the respondents (49.2%) said their

businesses were worth between Ksh.l00, 000 and Ksh.500, 000_ On the upper end,

16.4% of them said the total asset value was between ksh.500, 000 and Ksh.l , 000,

000 and 13.1% of them said it was between Ksh.l, 000,000 and Ksh.l, 500, 000, On

the lower end, only 11.5% gave the value of the assets as being below Ksh.l 00, 000

while 9.8% valued their business between Ksh.l, 500, 000 and Ksh.2, 000, 000. This

is illustrated in the table 4.18 below.

Table 4.17: Approximate Value of Business Assets

Freq. Percent Valid % Cumulative
%

95.1 % of the respondents indicated that their businesses had experienced some form of

growth over the past one year and only 4.9% of them said they had not experience any

growth. Those who had experienced some form of growth were asked to indicate the
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rate of growth on a scale of 1 - 5 (Very slow - Very fast) in the given business areas.

Their responses are summarized in table 4.19 below:

ITEM 1 2 3 4 5
No. of customers 3.7% 33.3% - 50.0% 13.0%
Revenue 2.0% 65.3% 10.2% 18.4% 4.1%
Profits 7.8% 62.7% 9.8% 15.7% 3.9%
No. of employees 16.7% 37.5% 27.1% 18.8% -
Equipment/stock 32.0% 38.0% 8.0% 18.0% 4.0%
New business area 25.0% 3l.3% 10.4% 29.2% 4.2%
Floor space 37.2% 18.6% 44.2% - -

Source: Author 2010

From the responses, it appears that the businesses recorded reasonable growth in the

number of customers with 63% of respondents saying the growth was fast to very fast.

to very fast. Growth in profits was moderate with 62.7% indicating that there was

growth but slow, same as growth in the number of employees which was also growing

slowly. On the other end, growth in floor space was the least with 37.2% of the

respondents saying it was very slow. Growth in new business areas and growth in

equipment/stock was also fairly slow. This is further presented graphically in Figure

4.17 below.

Fig. 4.17: Business Growth

Source: Author 2010
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~~~On the question seeking to establish if the business made any profit in the last three

than 4%; 28.1 % recorded a profit of 4% but less than 5%; while 15.8% recorded a

profit over 5%. In general, the businesses made profits as shown in table 4.20 below.

T bl 419 A IP P fita e : nnua ercentaze ro I

Freq. Percent Valid % Cumulative
%

1% but less than 2% 7 11.1 12.3 12.3
2% but less than 3% 14 22.2 24.6 36.8
3% but less than 4% 11 17.5 19.3 56.1
4% but less than 5% 16 25.4 28.1 84.2
Over 5% 9 14.3 15.8 100.0
Total 57 90.5 100.0
Missinz 6 9.5
Total 63 100.0

Source: Author 2010

Competition
As to the level of competition in this type of business, majority of the respondents

(65.0%) said that the business was very competitive with 33.3% saying it was

moderately competitive and 1.7 percent finding it not competitive. Most of them

(96.7%) have some form of strategy to counter competition in their business. They

were asked to rate the strategies they use to counter competition on a scale of 1 - 5

(Never used - Always used), their responses are as summarized in table 4.21 below:

Table 4.20: Competitive Strategies

Advertising to reach more customers

ITEM
Offering price reductions

Giving s ecial offers
Venturin into new service areas

• I - ., , "
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Majority of the respondents singled out improving quality of service as the most used

strategy to counter competition with 85.5% of the respondents saying they frequently

or always use the strategy. Giving special offers was also commonly used strategy

with 63.6% of respondents giving it a high rating saying they used this strategy or

always used it. The other methods were moderately used except the method of laying

off staff which most respondents (60.8%) said they have never used. The findings are

further presented graphically in Figure 4.18 below.

Fig. 4.18: Competitive Strategies

Source: Author 2010

Challenges Experienced

The respondents were given a list of common problems faced in running a business

and asked to rate the extent to which they experience them a on a scale of 1 - 5

(Strongly agree - Strongly disagree). Their responses are summarized in table 4.22

below:
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Table 4.21: Business Challenges

High employee turnover 38.9% 35.2% 5.6% 1.9%

Government/local authority interference

31.5% 29.6%

18.5%

7.4%Failure to fulfill plans 16.7% 14.8%

18.5% 35.2% 18.5% 13.0% 14.8%

Source: Author 2010

Technological challenges, lack of capital or credit and increased completion were

highly rated as the most experienced challenges, in that order. Government or local

authority interference, as would be expected, was also cited as a big challenge. The

other problems were given a lower rating in terms of their severity. Curiously, these

problems relate to management and since only managers were interviewed, there is a

possibility that they did not see them as a challenge.

Fig. 4.19: Business Challenges

Source: Author 2010
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The respondents were asked to give an assessment of the overall performance in the

listed business areas over the last one year on a scale 1 - 5 (Very low - Very high).

The findin s are summarized in table 4.23 below.

Updating of equipment was the area the respondents said the business performed

better. This may be a result of the nature of the business in which equipment get

obsolete in a shorter period of time and requires replacement. Moderate to high

performance was also recorded in most areas except new business area. This is

consistent with the earlier findings which identified this area as recording the least

growth.

Business Performance
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CHAPTER FIVE
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Enterprise Profile

had a mission statement, 89.3% had objectives/goals, 67.9% included strategies and

36.8% included business policies/programs. From literature, these are some of the
,

reasons and elements of strategic planning. From these responses, it implies that
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majority of the mangers who plan know the value of planning and therefore it may be

Technological challenges, lack of capital or credit and increased competition were

highly rated as the most experienced challenges while government and local authority

interference were also cited as a challenge. Surprisingly, the problems relating to
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This study was guided by the three research questions (a) - (b) which an attempt will

be to address from the findings. Question (d) is addressed under recommendations.

(a) What management practices do Managers of Micro and Small Enterprises

(MSE's) in Kenya adopt.

From the conceptual framework, the independent variables outlined were the

management functions of an organization of planning, organizing, staffing,

leading and controlling. The research findings indicated that these functions

are practiced by managers of the surveyed businesses. The performance of a

business enterprise depended, to a large extent, on how the managers

manipulated and implemented the various functions of administrative

management of planning, organizing, staffing, leading, and controlling. For

example, it was observed that those who carried out planning and training

function reported that their businesses were performing better than those who

said they do not plan.

(b) What are the constraints associated with management of the MSE's?

From the study findings, it appears that motivating and retaining employees is

a constraint judging from the fact that about 54% of the managers indicated

that they had worked in the business for less than two years only. Since most

on casual and temporary basis and have no long term benefits.

skills. Lack of management skills was evident from the finding that although

about 56% of the managers said they had undergone some form of training in

management; most of them reported that their businesses were not performing
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well. This may imply that they lack management skills, knowledge and talent

required to run the enterprises efficiently and strategically. According to Hailes

& Hubbard, (1983), businesses fail due to incompetence of managers because

management ability does not come automatically. Some of the management

problems are; inability on the part of the manager to make good decisions,

wrong or misplaced kinds of experience, poor management of employees,

inexperience with product or service line and lack of self confidence.

Engelman (1991:12); in putting up a case for the need for good management

practices states that, "MSE's can only start to succeed in providing more jobs

for people when they produce goods and services more efficiently and

profitably; and this can only be done with sound and effective management.

Important aspects of management such as leadership, motivation,

communication, delegation and workers' welfare must be such that

commitment and involvement at work is at an optimum level"

The findings also revealed that the managers were young with about 50% of

them aged below 25 years and therefore they are unlikely to have the necessary

experience or expertise in management.

In the area of planning, those who plan (about 83%) of them prepare short term

plans covering one year and below and none had plans covering a period of

more than three years. Also majority of those who had no plans indicated that

their reasons for failing to plan were lack of financial resources and lack of

time to plan. There was also false assumption among many managers (about

58%) that planning is not necessary because the manager was able to guide

employees effectively.

Human resource management was also found to be an area of major constraint.

Attracting and maintaining employees were some of the constraints noted

considering that majority of the businesses use mainly family and friends'

give long term incentives such as medical cover but rely mostly on short term

incentives like bonuses, meals and allowances. Longeneker et al (2006) states

that hiring the right people and eliciting their enthusiastic support are essential

factors in reaching the full potential of any business. Key areas to pay attention
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to in management of human resource are hiring, training and development,

compensation and employee welfare.

It was revealed that the most common terms of employment used were casual

and temporary. This short term employment, coupled with uncertain future

may be part of the reason for high employee turnover. It also appears that lack

of funds, lack of time and lack of training capacity and policy seems to be the

main reasons for failure to train staff. Lack of written job descriptions could be

as a result of the fewer number of employees where the manager finds it easy

to be in direct contact with employees and give necessary instructions.

(c) What is the level of performance of MSE's given the prevailing

constraints?

Most of the businesses rated the overall performance in the last one year as

being good (43.3%) and very good (6.7%). Also a big number (46.7%) said the

business performance was fair and only 3.3% said the performance was poor.

From the responses, it may appear that the businesses were performing well

despite several management constraints. But looking at some of the findings,

the performance was not all that good as the findings revealed. For example, a

large number of respondents (50.8%) said they make daily revenue ofless than

Ksh.5, 000 while 41.0% of them make between Ksh.5, 000 and Ksh.l0, 000.

able to make money from the business, breaking even in the face of myriad of

challenges is a different task all together".
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5.4 Conclusions

The overall objective of this study was to analyze management constraints

affecting performance of Micro and Small Enterprises (MSE's) in Kenya. From

the study findings, it was evident that the businesses studied had several

management constrains especially lack of managerial skills due to inexperience of

managers given their age and previous work experience. This was also evident in

the way they carried out managerial functions of planning, organizing, staffing,

communication and controlling. For example, in the area of planning, although a

significant number of them were planning, they had short-term plans which may

not enable business focus on the future.

In the area of businesses performance, it was noted that the businesses were at the

lower end of micro enterprises in terms of number of employees, daily revenues,

assets, profits and competitiveness. Most of the enterprises, in their own

assessment, indicated that the businesses were performing well, but it was not

clear what indicators they used to gauge business performance. It appears that lack

of managerial skills and inexperience was responsible for their inability to assess

business performance accurately. Performance Indicators tell businesses how well

they provide services, how long they take to process customer requests, their

product delivery performance and even how much time they spend fixing

mistakes. It is therefore unlikely that the crop of managers surveyed have the

capacity to do this.

5.5 Recommendations

Based on the findings of this survey and relevant literature on management, the

following recommendations are given which can help MSEs' improve their

performance.

planning. There is need to develop long term plans which can, among other

benefits, enable the business to be more focused and anticipate problems
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before they occur. As revealed from the findings, majority of those who

plan had some elements of strategic planning and therefore what is needed

is training in planning in order to let the business operate strategically.

c. On human resource issues, there seems to be lack of proper management of

this vital resource starting from hiring, maintenance, training and

development. Although it may not be possible to hire a human resource

professional due to the small number of employees in the enterprise,

professional assistance should be sought in developing appropriate policies

to attract and retain employees. Hiring a professional human resource

manager as the business grows is not always the case and as Stokes &

Wilson (2006) states; rarely is a trained human resource manager appointed

from outside, even as high growth small firms tend to make do with

owner/manager performing this function.

d. The government and its relevant arms should do more by way of

formulating appropriate policies geared towards helping MSE's improve

management. At the moment, most policies are geared towards accessing

credit, improvement of operating environment and so on. There is little

attempt to address management challenges MSE's face.

e. The entrepreneurs should be sensitized on the need for good management

skills in running their businesses. The enrolment of hired managers in

relevant management courses, even on part time basis, is important if

management of the enterprises is to improve. These skills could also be

offered by other bodies like Governmental and Non-Governmental

organizations in an affordable and convenient manner so as not to interfere

with the running of the business.

5.6 Suggestions for Further Study

study is recommended>

(a) The research on management ofMSE's should extend to cover opinions of

(b) It may also be of interest to do research on constraints associated with each

function of management separately to give in-depth treatment.
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(c) It emerged from this study that MSE's perform strategic management consciously

or unconsciously and therefore it may be interesting to do research on the state of

strategic management in small enterprises.
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APPENDIX 1:

Work Plan

No. Activity Time In Weeks

10 11 12 Status8 96 72 4 5

Proposal Writing

2 Data Collection

3 Data Analysis

4 Report Writing &

Presentation

PROJECT TIME SCALE: 12 weeks
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APPENDIX 2:

Budget

Task Item Cost Totals

Proposal Writing Internet Browsing 1200
Typing 1500
Printing 500
Photocopying 400
Travelling 2000
Telephone 1000 6600

Data Collection Photocopying 1500
Lunch 3000
Travelling 3000 7500

Data Analysis Analysis 5000
Printing 500
Travelling 1000 6500

Report Writing Typing 2400
Printing 800
Spiral Binding 1600
Travelling 1000 5800

Totals 26400
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APPENDIX 3:

Isaac B. D. Ominde
C/O School of Business
Kenyatta University
P.O. Box 43844 - 00100
NAIROBI

To all Respondents

RE: TRANSMITTAL LETTER
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APPENDIX 4:
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5. If the answer is yes, what type of training?
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II. MANAGEMENT INFORMATION

(v) Policies/Programs D (vi) Others (specify). _
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14. Which of the following plans have you developed for the business? Please tick

(iii) Manpower Plans D COv)Operational Plans D
(v) Others (specify) _

15. lfthe answer to question 10 is NO, to what extent, on a scale of 1 - 5, do you agree

with the following as being the reasons hindering planning process in your business?

Key:
Strongly disagree- 1
Disagree 2
Not sure 3
Agree 4
Strongly agree 5

ITEM 1 2 3 4 5

Lack of financial resources for planning

Lack of knowledge or skills in planning process

There is no time to devote in planning

There is no need to plan because the work is routine

The business is too small to necessitate planning

The manager is able to guide employees effectively

16.How many employees does the business have?

(i) Below 5 D
(iv) 16-20 D
(vii) Over 40 (specify) _

(ii)5-10 D
(v) 21-30 D

(iii) 11 - 15 D
(vi) 31-40 D

For questions 17- 19 & 21 below, please mark in the boxes provided using numbers from 1 -

5 where;

1- Never used
2 - Sometimes used
3 - Used
4 - Frequently used
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5 - Always used

business? Use numbers 1 - 5

(i) Advertising D
(ii) Family contacts D
(iii)Friends contacts D
(iv)Employment agencies D
(v) School and Colleges contacts D

18. Which of the following methods do you use to select a suitable person to employ from

a list of possible candidates? Use numbers 1- 5

(i) Conducting oral interviews D
(ii) Conducting practical interviews D
(iii) Relying on comments of a referee of the candidate D
(iv) Offering the job temporarily as performance is monitored D

19. On which of the following terms do you employ your staff? Use numbers 1- 5

(i) Casual D
(ii) Temporary D
(iii) Contract D
(iv) Permanent D

20. Do you provide any training opportunity to your staff?

Yes D(i) (ii) No D
21. If the answer is yes, which of the following methods do you use to train employees?

Please mark using numbers from 1 - 5 as above.

(i) Orientation/induction following new appointment D
(ii) Training on the job D
(iii) Sending employees to a training institution D
(iv) Allowing employees to seek their own training D

74



22. lfthe answer to question 20 is NO, to what extent, on a scale of 1 - 5, do you agree

Strongly disagree- 1
Disagree 2
Not sure 3
Agree 4
Strongly agree 5

ITEM 1 2 3 4 5

Only trained employee are hired in the business

There is lack of funds to spend on training

Type of work they do does not require training

lfthey are trained, they are likely to leave

There is no time to train staff

There is no training policy

23. Do you have ajob description for each employee?

(i) Yes D (ii)No D
24. lfthe answer is yes, in which form are these job descriptions?

(i) Verbal D (ii) Written D
(iii) Other, specify _

25. Through which of the following methods do you communicate with the employees at

work? Tick applicable ones.

(i) Verbal D
(iii) Staff meetings D
(v) Others, specify _

(ii) Written memos D
(iv) Through Supervisors D

26. Do you offer any incentives to motivate employees?

Yes D (ii)No D(i)
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27. If the answer is yes, which of the following incentives do you offer? Please tick
- - - ------ - - ------- ---

. ; - .
(iv) Allowances D (v) TealMeals D

D (vii) Trade Union Membership D(vi) Written/Verbal appreciation

(viii) Others (specify) _

28. Do you have a method of receiving feedback from customers?

(i) Yes D (ii)No D
29. If the answer is yes, how is this achieved? Please tick applicable ones.

(i) Through suggestion boxes D
(ii) Making verbal enquiries from customers D
(iii) Unsolicited comments from customers D
(iv) Others, specify
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III. BUSINESS PERFORMANCE INFORMATION
- --

(i) Internet D (ii) Typing D (iii) Printing D
(iv) Photocopying D (v) Telephone/fax D (vi) Stationery D
(vii) IT consulting D (viii) Foods/Snacks D (ix) Others (list)

31. From the above answer, please indicate how long the service has been offered if it was

not part of the original service.

(i) Internet

(ii) Typing

(iii) Printing

(iv) Photocopying

(v) Telephone/fax

(vi) Stationery

(vii) IT consulting

(viii) Foods/Snacks

(ix) Others (list)

32. Which of the following would be the approximate daily revenues of the business in

Kenya shillings?

(i) Below 5,000 D
(iii) 10,001 -15,000 D
(v) 20,001 - 25,000 D

(ii) 5,000 -10,000 D
(iv) 15,001 - 20,000 D
(vi) 25,001 - 30,000 D

(vii) Over 30,000 (specify) _

33. Which of the following would be the approximate value of assets of the business in

Kenya shillings?

(i) Below 100,000 D (ii) 100,001 - 500,000

D (iv) 1,000,001 - 1,500,000

D
D(iii) 500,001 - 1,000,000
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(i) Yes D (ii) No D
35. If the answer is yes, in which of the following areas has growth been experience?

Please mark in the boxes provided using numbers from 1 - 5 where;

1- Very slow
2 - Slow
3 - Unsure
4 - Fast
5 - Very fast

(i) No. of customers D (ii) Revenues D
(iii) Profits D (iv) No. of Employees D
(v) Equipment/Stock D (vi) New business areas D
(vii) Floor space D (viii) Others (List)

36. Has the business recorded profits in the last three (3) years?

(i) Yes D (ii)No D
37. If the answer is yes, which of the following is the approximate percentage increase in

profits per year?

(v) 4 but less than 5%

D
D
D

(ii) 1 but less than 2% D
(iv) 3 but less than 4 % D

(i) Less than 1%

(iii) 2 but less than 3%

(vi) Over 5% (specify) _

38. How do you rate competition in this type of business?

(i) Very competitive D (ii) Moderately competitive D
(iii) Not competitive D (iv) Others (specify) _

39. If there is competition, do you have any strategies to counter competition?

(i) Yes D (ii)No D
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40. Ifthe answer is yes, which of the following strategies do you use to counter the

competrtron.

1-Never used
2 - Sometimes used
3 - Used
4 - Frequently used
5 - Always used

e spaces p

ITEM 1 2 3 4 5

Offering price reduction

Advertising to reach more customers

Giving special offers

Venturing into new service areas

Laying off staff to cut costs

Improving quality of service

41. From your experience in running the business, to what extent, on a scale of 1 - 5, do

you consider the following to be problems experienced by your business?

Key:
Strongly disagree- 1
Disagree 2
Not sure 3
Agree 4
Strongly agree 5
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ITEM 1 2 3 4 5

Increased competition

Lack of capital/credit

Technological changes

Poor managerial skills

Lack of qualified/skilled employees

Low employee satisfaction/morale

High employee turnover

Failure to fulfill plans

Government/Local Authority
interference

--~---r- ,---'l.-f-'ery gMd-LI---I-tiij GeeEl g,---,(iii} Fair Q ~__....I
(v) Very poor D

42. How would you rate the overall performance of the business in the last one year?

(iv)Poor D
specify _

(vi) Others,

43. Please give your assessment of the overall business performance in the last one year

using the scale 1 - 5 below.

Key:
Very Low 1
Low 2
Moderate 3
High 4
Very High 5
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1 2 3 4 5n:1V1

Employees satisfaction

Customer satisfaction'

Revenues growth

Profit growth

Quality of service

Competitiveness

Updating of equipment

New business areas

Thank you for taking your valuable time to complete this

questionnaire. If you have any queries or comments, do not

hesitate to contact me on 0714996135 or 0722789298
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