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ABSTRACT

Entrepreneurship has been regarded to have a significant effect on the development and
performance of businesses worldwide. The effect is however contingent upon many different
factors. How these factors interact in an integrated configuration is a key issue for
organizations. Vital among these factors are business environment and services that affect
product development and service delivery. However there are few studies on
entrepreneurship in Kenya especially those integrating business environmental factors and
development services. This study therefore intended to interrogate the nature and effect of
entrepreneurial orientation, moderating roles of internal and external business environments
as well as business development services, and their joint effect on the performance of small
and medium enterprises in Kenya. The study adopted a cross sectional survey design and
used primary data collected from a sample of 150 enterprises in the manufacturing sector in
Nairobi. To examine the moderating and joint inter-variable relationships, both descriptive
and inferential statistical approaches were used to analyze the data at composite, dimensional
and parameter levels. The findings illustrate that, contrary to expectation, the composite and
construct forms of entrepreneurial orientation had no direct effect on performance. However,
further regressions on entrepreneurial orientation measures indicate that three parameters
significantly affected performance. These findings therefore demonstrate that, at composite
and construct level, entrepreneurial orientation did not affect performance, whereas at
individual parameter level entrepreneurial orientation had a significant relationship. The
findings at composite and construct levels contradict expectation of the study while those at
parameter level support the theory that entrepreneurial orientation is positively related to
performance. Concerning internal business environment, the study found lack of moderating
on the relationship between entrepreneurial orientation and performance. Additional tests to
determine if internal business environment mediates the relationship also found no effect. As
for external business environment, this study confirmed presence of a significant moderating
effect on the relationship between entrepreneurial orientation and performance. In another
vein, business development services were found to have a positive and significant, although
weak moderating effect, on the link between entrepreneurial orientation and performance of
small and medium enterprises in the study. However, in view of the weak moderation result,
additional tests to determine other roles of business development services found that the
variable was a very strong mediator in the relationship. In addition, this study found that,
whereas the joint effect of all the predictor variables on performance was greater than
individual effects of entrepreneurial orientation, internal and external business environments,
the individual effect of business development services were greater than the joint effect. This
study concludes that while performance of the studied small and medium enterprises were
generally affected by entrepreneurial orientation and external business environmental
changes, internal business environment had no moderating or mediating effect. In contrast,
business development services had moderating and mediating effect on their performance.
These findings find support in theory and empirical literature. This study therefore
recommends that small and medium manufacturing enterprises in Nairobi should develop
strategies to manage these variables and improve their performance.

Key Words: Entrepreneurial Orientation, Business environment, Business Development
Services, Performance, Moderating, Mediating, Small and Medium Enterprises.
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CHAPTER ONE: INTRODUCTION

This chapter presents a brief overview of the study in terms of what prior scholars have

done on the variables in the topic, the study context and a description of the major

variables in the study. Specifically, the chapter presents summarized conceptual,

contextual and empirical reviews of the study variables. The chapter also discusses

research problem motivating the study as well as the objectives to be achieved. Lastly,

the chapter delves into the value of the study and its significance in theory, policy and

practice before detailing the outline of the thesis.

1.1 Background of the Study
Research focusing on the concept of entrepreneurship In organizations has gained

considerable momentum over the last three decades. Most of this research has been

concerned with how entrepreneurial orientation (EO), an aspect of entrepreneurship,

manifests in organizations thereby affecting their performance (Miller, 1983; Covin &

Slevin, 1989; Lumpkin & Dess, 1996; Pett & Wolff, 2010). However, many such studies

have yielded mixed results. For example the study by Covin and Slevin (1989) reported

that although entrepreneurial orientation affects performance, its three dimensions - risk

taking, innovativeness, and pro-activeness should all be present for the effects of

entrepreneurial orientation to manifest in an organization. Conversely, Lumpkin and Dess

(1996), who later introduced competitive aggressiveness and autonomy as additional

dimensions, argued that any of the five dimensions may indicate the presence of

entrepreneurial orientation in an organization.

Besides these arguments, literature suggests that entrepreneurial orientation manifests

differently in a large as opposed to a small and medium enterprise (SME). Pinchot (1965)
i

argued that in large organizations, entrepreneurship concept manifests in different forms

comprising corporate venturing, corporate entrepreneurship, internal entrepreneurship or

intrapreneurship. In contrast, Miller (1983) took the position that the phenomenon is

more dominant and applicable within a small and medium enterprise.
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Consequently, many scholars have studied the relationship between entrepreneurial

orientation and SME performance globally. The bulk of these studies reported that

although entrepreneurial orientation generally had a positive effect on SME performance,

this effect was not consistent within and across different countries (Pett & Wolf, 2010;

Fairoz, Hirobunmi & Tanaka, 2010). In other words, how the phenomenon affected

SMEs differed depending on the country in which the study was conducted. While some

causes of the inconsistencies were found to be conceptual, a number were contextual; and

yet others were as a result of methodological differences (Goll & Rasheed, 2004).

In addition literature has revealed that, although there have been some efforts towards

studying the EO and SME performance relationship in developing economies such as

Kenya, most studies have mainly concentrated in the developed world. However, just like

in developed economies, some of the few studies focusing on developing economies have

also reported mixed results (Fatoki, 2012). For example Gathenya, Bwisa and Kihoro

(2011) reported that although various aspects of entrepreneurial orientation affect the

performance of SMEs in Kenya, this effect was inconclusive hence they recommended

further research incorporating additional variables and other aspects of entrepreneurial

orientation.
r:

Despite the inconsistencies reported in literature, SME studies in Kenya have

underscored the enterprises' value in the country's economy (Maalu, 2010; Otieno,

Bwisa & Kihoro, 2011). This value has been premised on the notion that SMEs are major

contributors to job creation and poverty alleviation. As a result, the government of Kenya

has identified the SME sector as a critical economic segment that increases jobs and

reduces the high overall unemployment rate which currently stands at 40%. In the

process, this narrows the wealth inequalities and improves the country's economic

growth (Government of Kenya, 2011).

The contribution of SME sector to the economy is however against a backdrop of a

number of internal and external business related challenges. While internally, SMEs lack

adequate capacity necessary to advance their business objectives, externally they are

subjected to the constraints of the dynamic and competitive business business

2



environment which impedes their ability to provide products and services to customers.

According to Wanjau, Macharia and Ayodo (2012:79), "severe organizational constraints

on financial, technological and human resources often cause businesses in developing

countries to lag behind their counterparts in developed countries in using electronic

commerce." In addition, SMEs lack economies of scale which hampers their ability to

build a reliable service and resource base necessary to support their business activities

and effectively manage external business environmental effects.

Arising from these views, it is apparent that entrepreneurial orientation has emerged as a

strong phenomenon in SMEs which can act as a possible antidote for SMEs to leverage

the rapidly changing and competitive SME business environment (Fatoki, 2012). Based

on this perception, the thesis of this study was that business development services and

business environmental changes could moderate the way entrepreneurial orientation

affects performance of SMEs in Kenya. The investigation of this thesis however required

a theoretical framework in which thoughts from various theoretical bases were

underpinned to facilitate further exploration as to why some SMEs could experience

improved performance. Therefore theories such as entrepreneurship, the growth of the

firm, behavioural theory of the firm, contingency, and transaction cost economics were

used as the study's broad theoretical framework. However resource based view (RBV)

was adopted as the anchor theory to underpin issues pertaining to the role of business

development services and business environment in the effect of entrepreneurial

orientation on SME performance.

1.1.1 Entrepreneurial Orientation
The term "orientation" has commonly been used in organizational research to connote an

individual or organization's inclination or state towards a certain philosophy or behaviour.

Philosophical orientations are attitudes that add value to an entity while behavioural

orientations have been described as their action-based stances. Based on this perception,

numerous constructs have been articulated as orientation. For example market orientation,

motivation orientation, role orientation, external orientation, strategic orientation (Parker,

2007; Pett & Wolff, 2010) and entrepreneurial.orientation (Miller, 1983) which this study

examined.

3



On the other hand, the term "entrepreneurial" refers to the behaviour exhibited by entities

when they pursue opportunities and create wealth without regard to the nature, type, or

availability of their resources. According to Miller (1983: 771), an entrepreneurial firm is

one that "engages in product market innovation, undertakes somewhat risky ventures, and

is first to come up with proactive innovations beating competitors to the punch."

Consequently, other scholars (Covin & Slevin, 1989; Fatoki, 2012) have argued that

entrepreneurially oriented firms generally exhibit innovative, risk-taking and proactive

characteristics.

Entrepreneurial orientation encourages generation of ideas which may lead to the creation

of new products and services. Literature (Yusof, Sandu & Jani, 2007) posits that the term

entrepreneurial orientation is used to refer to "the set of psychological traits, values,

attributes and attitudes strongly associated with a motivation to engage in entrepreneurial

activities." The concept emerged from strategic management literature on a strategic-

choice perspective which asserts that launching a new start-up, through an existing firm

or via internal corporate venturing can be successfully undertaken by purposeful

enactment (Lumpkin & Dess, 1996). Literature (Fatoki, 2012) points out that, although

entrepreneurial orientation has been widely studied, there is still lack of consensus

regarding its definition.

As such different scholars have used diverse definitions to ground the concept in the

context of their studies. For example, while Lumpkin and Dess (1996) defined

entrepreneurial orientation as processes that comprise the methods, practices, and

decision-making styles that lead to new entry. This definition, the processes relate to

testing emerging technologies, venturing into new product-market opportunities and

having an appetite for risky ventures. On the other hand, Moreno and Cassilas (2008:508)

defined the concept as "the organizational decision making proclivity favouring

entrepreneurial activities."

4



Despite definitional differences, entrepreneurial orientation as an area of study has

generated immense interest more so since early 1980s. After assertion by Miller (1983)

that entrepreneurial orientation can benefit organizations the need to understand the

phenomenon, especially in the context of SMEs, has gained considerable momentum

(Covin & Slevin, 1989; Lumpkin & Dess, 1996; Wiklund & Shepherd, 2003; Gathenya,

Bwisa & Kihoro, 2011; Fatoki, 2012). A major point of contention in these studies has

however been how the presence of entrepreneurial orientation may be detected in an

organization. Literature demonstrates that the original three dimensional construct

pioneered by Miller (1983) consisting of risk-taking, innovativeness and proactiveness,

and the five-dimensional version with competitive aggressiveness and autonomy added to

the original construct by Lumpkin and Dess (1996) have been the most popular measures.

Whereas risk-taking may enable firms to make large resource commitments so as to

secure high returns by capitalizing on opportunities (Zahra & Covin, 1995), proactive and

competitively aggressive firms may take their products and services to the markets ahead

of their counterparts thus benefiting from competitive advantage of being first in the

market. Moreover, Lumpkin and Dess (1996) observed that firms that practice autonomy

can improve their performance by encouraging individuals in the organization to make

decisions thereby affording them opportunity to bring forth and carry their ideas or

visions through to completion. Thus entrepreneurial orientation has been presented as an

important concept that may enable organizations respond to the rapidly changing and

competitive business environment and improve their performance.

However, studies focusing on entrepreneurial orientation have generated mixed

arguments regarding its relationship with organizational performance (Wilkund &

Shepherd, 2003; Fatoki, 2012). Gathenya, Bwisa and Kihoro (2011) observed in their

study which examined entrepreneurial orientation among SMEs in Kenya that although

entrepreneurial orientation has an effect on SMEs, other aspects should be incorporated

in future studies. Although the study did not say which specific aspects should be

examined further, literature suggests that internal practices, resource constraints and

external situations have been shown to have some effect on how organizations achieve
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their objectives. More recently, Fatoki (2012) studied the effect of entrepreneurial

orientation on SMEs in South Africa but found that much as entrepreneurial orientation

had a positive effect on SMEs, the effect was mediated by financial debt.

These results suggest that the effect of entrepreneurial orientation on SME performance

may depend on a number of issues including the concept, context and even methods used

to study the relationship. Arising from these observations, this study argued that

entrepreneurial orientation manifests in organizations in terms of the distinct underlying

practices implied in the five dimensions. Therefore this study considered the five-

dimensional construct developed by Lumpkin & Dess (1996) which comprises risk-

taking, innovativeness, proactiveness, competitive aggressiveness and autonomy as an

appropriate measure of entrepreneurial orientation when examining its relationship with

SME performance.

1.1.2 Business Development Services
The word service is prevalent in business and has been popularly used to refer to an

intangible activity undertaken by an organization. Whereas intangible activities

undertaken outside the borders of -organization target their external customers, similar
I

activities within organizations areaimed at improving their internal processes. That is an

organization's activities, both internal and external, may be intangible but is geared to

towards improving services in order to satisfy the various business needs.

External intangible activities denote identifiable goods provided by an organization to its

customers or clients, but are not made of physical substance (Hornby, 2005). Such

activities form part of the purpose for which an organization is in business and are

undertaken in pursuit of some return. In contrast, internal intangible activities indicate

actions taken by an organization towards serving the external customer. These actions are

usually aimed at improving an organization's internal efficiency and effectiveness

towards customer support initiatives.
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The phrase business development is used to mean the process of improving an

organization's performance. The process comprises tasks and actions involved in

analytically preparing potential opportunities for an enterprise, supporting them and

monitoring their implementation. These tasks and actions may include activities

undertaken to produce and deliver products and services to the customer. Business

development may be aimed at specific aspects of an entity. The services may also focus

on the overall performance of the organization.

Literature (Beck, Demirguc-Kunt, & Levine, 2005) argues that business development is

common especially in growing businesses and may assist them modernize their business

models. They explained that enterprises may face many challenges which force them to

constantly review how they do business in order to remain competitive. Similar

sentiments have been expressed by international development agencies such as World

Bank (World Bank, 2004). Business development is therefore an overbearing feature that

is crucial in an organization. Most organizations thus engage in business development as

part of their efforts to remain competitive.

Business development services (BDSO refer to internal intangible activities undertaken by
/' -

an organization towards serving its customers. The concept emanated as an offshoot from

micro-finance services which proved important as a bottoms-up development model in

promoting entrepreneurship by providing credit to SMEs and the poor (Miehlbradt &

McVay, 2001). Initially known as "non-financial services", business development

services originally focused on providing training and consulting to address deficiencies in

education and technical capacity and other internal constraints of an enterprise (Tanburn,

Trah & Hallberg, 2001).

However, the field of business development services has been undergoing a paradigm

shift from a focus on the supply of subsidized financial services to a limited population,

to a focus on the development of a vibrant business development services market that

provides a variety of non-financial services for large numbers of SMEs. As a result,

business development services have now broadened to include marketing, information
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on SMEs (SEEP, 2000). While technology and product development leads to better

portfolio combination and product offering, good infrastructure facilities such as

refrigeration and warehousing facilities preserve their products for longer periods.

Moreover, market access through advertising, exhibitions and research provides crucial

market information and improves the image of organizations and their products in the

market place (Steel & Webster, 2001).

In a more recent and local study Mehta, Virjee, Evans and Wathobio (2007) examined

business development services for community managed small water enterprises in Kenya.

They found that much as business development services may help improve the pace and

quality of implementing new schemes and providing support services to existing schemes,

accessing business development services was itself a challenge especially outside urban

areas. In another vein, Gathenya, Bwisa and Kihoro (2011) reported that use of business

development services among SMEs could enhance their entrepreneurial strategic

planning practices and improve their performance. Based on these mixed views regarding

the effect of business development services on SME performance, this study examined

additional role of business development services as a moderator on the link between

entrepreneurial orientation and SME performance.
/' ~

1.1.3 Business Environment

Business environment refers to the set of conditions within and around an object or

entity. Hornby (2005 :490) has defined business environment as "the conditions in a place

that affect the behaviour or development of somebody or something." Early organization

theorists (Thompson, 1967; Pfeffer & Salancik, 1978; Williamson, 1979; Hamman &

Freeman, 1981) conceptualized the business environment based on uncertainty, resource

dependence, efficiency. and ecology as the four main perspectives. Commenting on

theory by Thompson (1967), literature argues that business environment poses as a

source of many uncertainties that affect organizations in diverse ways. Therefore

organizations need to respond to these uncertainties using appropriate strategies.

9



From uncertainty perspective, business environment is also a source of information upon

which organizations depend to make decisions regarding their businesses (Duncan,

1972a; Tung, 1979; Machuki, 2011). Information is a basic but crucial ingredient that

organizations depend on to make decisions concerning their products and services.

According to Draft et al (1988), perception of information uncertainty produces a mixed

set of results depending on the ability of an organization to predict the use of internal as

opposed to external and personal as opposed to written services. Other studies for

example Thomas et al (1993) and Sawyyer (1993) found different results regarding the

role of information uncertainty in an organization.

Reasoning from resource dependence view, Pfeffer and Salancik (1978) argued that the

business environment is a source of resources comprising personnel, information, product

and services, and funds. According to the scholars, such resources are perceived to be

scarce and critical yet they are essential for an organization's survival. Citing Thompson

(1967), Bluedorn et al (1994) posited that the degree to which enterprises depend on

other organizations for their resources is an important source of uncertainty. The scholars

interpreted the other organizations as consisting of creditors, suppliers and competitors

plus the nexus of other firms in the external business environment. Therefore in this
I

configuration, enterprises may -feduce ~their dependence on resources in the external

business environment through acquisition or control of resources with value in order to

improve their performance.

In addition to uncertainty and resource dependence perspectives discussed above,

Williamson (1967) presented another view of the business environment from the

dimension of costs of transactions with parties outside an enterprise. According to this

view, transaction costs vary across organizations based on factors within the industry.

They also depend on individual enterprises and their focus on how they can choose to

transact business on the basis of some criterion for minimizing the sum of production and

transaction costs (Porter, 1980; Robins, 1987; Bluedorn et al., 1994). Therefore an

enterprise's effectiveness is likely to depend on the way management deals with these

costs in order to cope with the prevailing situation,
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The fourth perspective which looks at business environment from population ecology

stand point was presented by Hamman and Freeman (1981). From this perspective,

business environment is regarded as a set of forces affecting organizations but to which

organizations are unable to adjust due to structural inactivity. Literature (Hamman &

Freeman, 1977) identified two different aspects of population - aggregates of members

within or served by organizations, and aggregates of organizations rather than members.

When these two aspects are used in studies as units of analysis, different results have

been reported in organizational performance. The intention of this study was to examine

organizational performance and therefore it focused on an organization as the unit of

analysis.

Business environmental influence has been a popular· area in business studies many of

which have been anchored on the preceding four perspectives (Hambrick, 1982b; Osborn

& Hunt, 1984; Bluedorn et al., 1994; Machuki & Aosa, 2011). However, some studies

(Leblebici & Salancik, 1981; Sudarsono, Pratiwi & Suhendra, 2007) have criticized these

perspectives arguing that they are cumbersome in research. When fronting these

arguments, the scholars sighted issues such as difficulty in measurement, ability to

distinguish between the different aspects and how to control for the influence of and,

interference of other factorsTas some of the problems. Indeed, because of these

difficulties, data for a given parameter collected based on anyone of them may not result

in same or similar findings.

McKelvey (1982) examined business environment from population perspective and

classified the concept into two more distinct categories, that is, a non-manipulable

component over which organizations have no control and a manipulable element over

which organizations have some control. In a related sense, other studies (Wheelen &

Hunger, 1992; Anthony & Govindarajan, 1998) have reasoned that business

environmental effect may be best understood when the phenomenon is configured in

terms of an internal component which refers to the area within an organization and the

external part which connotes the area outside. This study adopted a similar approach and

examined whether internal and external business environments may play a function on

the effect of entrepreneurial orientation on performance.
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The concept of organizational internal business environment has received considerable

attention in extant literature (Hamman & Freeman, 1977; Sudarsono, Pratiwi &

Suhendra, 2007). The phenomenon portrays an organization's setting in terms of

availability of resources, skills and capacity that a firm uses to provide its goods and

services. Organizational internal business environment has been defined by Sudarsono,

Pratiwi and Suhendra (2007) as the setting or atmosphere within an organization which

consists of all the interior elements that have an effect on the ability of the enterprise to

implement its mandate.

According to Machuki (2011), the internal business environmental elements consist of

the company's objectives and goals, nature of the organization's products and or services,

communication processes and networks within the organization as well as the educational

background of employees. The elements inside an organization have been presented in

extant literature as important in achieving organizational goals and objectives (Machuki,

2011). The central reasoning behind this argument has been that these elements affect

businesses operations and hence the overall organizational performance. Indeed, this is

demonstrated by the many studies that have focused on determining the role of these

elements on organizational performance.

Other studies have configured internal business environment in terms of organization

specific characteristics such as age, size, management, structure, decision making, culture

and many other attributes (Sheaff et al., 2003; Farhangi & Safarzadeh, 2005; Sharifi &

Charrakh, 2011; Miri, Rangriz & Sabrikaran, 2011). These scholars reasoned that the

studied business environmental dimensions affect the way organizations manage their

resources. They then suggested that this in turn, affects decisions and activities of an

organization and thus likely to have some impact on its performance. Therefore how well

these internal organizational factors are coordinated is likely to have an impact on the

success of an organization in managing or responding to external business environment

and factors outside its boundaries.
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External business environment, which Thompson (1967) also called task business

environment consists of an organization's business and regulatory community and

represents one of the major contingencies faced by a firm outside its borders. Although

studies argue that external business environment has an overbearing influence on

organizations, defining the phenomenon has not been an easy task due to the many

different views available in literature (Osborne & Hunt, 1984; Johnson & Scholes, 2002).

According to Osborne and Hunt (1974), external business environment refers to an

infinite set of elements outside an organization's boundaries as well as other

organizations, associations of individuals and broad forces (Machuki & Aosa, 2011). It

also comprises micro, industry and macro as the three main elements (Johnson &

Scholes, 2002).

In the configuration by Johnson and Scholes (2002), micro business environment is made

up of a small area or the immediate periphery of the organization that consists of human

resource, customers, financing, suppliers, communities and competitors. Organizations

are affected by these elements as a result of the roles they play when their products and

services being produced and sold. On the other hand, the industry component consists of

the set of firms within the same industry as the organization. This kind of set is important

because its elements usually deal in similar products and services and target the same

markets thereby increasing competition. Macro business environment which is the third

component in this classification has been a popular phenomenon in past studies (Johnson

& Scholes, 2002). Extant literature (Porter, 1980; Osborne & Hunt, 1984; Kibera, 1996;

Aosa, 1992; Machuki, 2011) has argued that macro business environmental factors

impact to a greater or lesser extent on almost all organizations.

In their analysis of macro business environment, Johnson and Scholes (2002) identified

six broad components comprising political, economic, socio-cultural, technological,

ecological and legal factors (PESTEL). Reasoning on the basis of these factors, the

scholars posited that a country's political orientation may affect an organization's

business in many ways. For example depending on whether a country's political system

is a dictatorship, democracy or monarchy, the stability level is likely to be different

thereby affecting that country's economic performance.
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Similarly, Strempek (1996) argued that socio-cultural trends are changing demand

patterns and that both cultural and socio-structural systems influence organizational

norms, status, roles and characteristics of individual actors. Child (1972) and Levitt and

March (1988) added that technology, ecological and legal dimensions have also been

found to affect organizational performance based on their continuous and uncontrollable

changes.

These factors have been demonstrated to manifest in organizations in terms of their

dynamism, complexity and hostility (Miller and Friesen, 1978). According to Machuki

(2011) dynamism causes rapid changes thus posing uncertainty to organizations due to

inadequate or lack of information. Extant literature has argued further that in dynamic ~

business environments, the PESTEL elements change in uncontrollably thus becoming

difficult for an organization to predict their nature. Complexity has also been

demonstrated to manifest in terms of large numbers of business environmental issues

which organizations have to address. The differences and dissimilarities arising from the

complex issues pose serious challenge to many organizations. Lastly, munificence takes

the form of abundance or constraint of resources caused by elements in the business

environment.

Therefore, whereas dynamism affects information availability, complexity leads increases

issues for firms and yet munificence causes resource constraints. The state of the

PESTEL elements is hence important to organizations. Thus this study focused on the

external business environment as an important factor that is likely to moderate how

entrepreneurial orientation affects SMEs performance and operationalized the variable in

a three dimensional form consisting of dynamism, complexity and munificence of the

parameters presented in the PESTEL framework.

1.1.4 Organizational Performance

An organization refers to the structure through which individuals cooperate

systematically to conduct business. Ulrich (1984 :251) defined an organization as "an

independent legal entity that is organized around workplace technology and that produces
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products or services." Organizations are interested in how well they produce and sell or

provide their products and services to their customers. Activities related to the production

of products and services are many and diverse and require careful monitoring to ensure

the laid down procedures are followed to achieve the required quality and standards in a

consistent manner. These activities vary depending on the industry and are also affected

by various factors surrounding an organization.

How well an organization produces and sells or provides its products and services to its

customers, has been referred to in literature as performance. Performance is the

accomplishment of a given task with respect to some preset objective, goal or standard. In

other words, organizational performance refers to the extent to which an organization

competes, and brings products to market, its status in the community, attractiveness to

potential employees, and profitability (Jensen & Meckling, 1976). Performance may

therefore mean many different things depending on what is to be achieved.

Organizational performance has been defined by Machuki and Aosa (2011 :208) as the

"achievement of an enterprise with respect to some criterion or criteria." The concept

manifests in various situations especially where individuals or organizations are involved
~ -

in pursuit of a common objective or goal. It is also a measure of how effectively an

organization achieves its vision and mission by designing and implementing relevant

strategies (Machuki, 2011). Performance is therefore an important concept that is at the

center of an organization and thus its measurement is critical in determining whether the

organization is achieving the desired results (Venkataram & Ramanujan, 1986).

The concept of organizational performance has been explained usmg different

organizational and economics based theories (Williamson, 1985; Eisenhardt, 1989).

Reasoning from the perspective of agency theory, Eisenhardt (1989) opined that increase

in costs incurred by shareholders when monitoring managers may lead to a reduction in

organizational performance. In a similar vein, Williamson (1985) argued that

organizations may increase their performance by reducing uncertainty, frequency of

purchases, and investing in assets thereby lowering such costs. Likewise, resource
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dependence, resource based VIew, open systems and other theories focus on

organization's dependence on resources and generally reason that effective use of

resources is likely to lead to improvement of organizational performance (Thompson,

1967; Pfeffer & Salancik, 1984; Wernefelt, 1984).

Despite being grounded in several theories and regarded as an important organizational

phenomenon, measurement of performance has generated heated debate among scholars.

Venkatraman and Ramanujam (1986) argue that the differences in opinions may be as a

result of performance measurement being conceptualized based on theory, empirical

results or management perspective. While theoretically, performance measures the

effectiveness of actions to implement various organizations' objectives, empirically

capturing performance involves many constructs yet managerially the concept acts as a

measure of the quality of the day to day decisions made by managers in the course of

their duties.

Proponents of the three perspectives (Wiklund" 1999; Fairoz & Hirobumi, 2010) have

presented different viewpoints regarding their veracity. They have argued that whereas

actions taken by an organization may lead to the achievement of preset goals and

objectives which is an important indicator of performance, use of different constructs

when measuring an organization's achievement allows for flexibility and consideration of

different elements or aspects of an organization's activities. In addition, the perspectives

reason that the quality of decisions of management is crucial since managers play a

critical role in day to day running of an organization. Thus since collecting data to

determine each perspective is a methodological issue, this is likely to lead to variations of

the phenomenon.

Another cause of variations in performance measurements has the actual indicators used

to operationalize the phenomenon. Extant literature (Chakravathy, 1986; Machuki &

Aosa, 2011) has reported that organizational performance is a multidimensional construct

as such no single index may provide its comprehensive understanding relative to the

constructs of interest and therefore it is important to consider multiple indicators. As such
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a combination of quantitative or accounting and qualitative or market indicators have

been used as the two broad measures of performance when studying its relationship with

a multiplicity of independent variables (Wiklund & Shepherd, 2003; Frank, Kessler &

Fink, 2010). However some studies for example Houthoofd, Desmidt and Fidalgo (2009)

used only financial indicators as measures of business performance when analyzing its

heterogeneity in research related to entrepreneurial orientation.

Financial indicators however exist m many different types although most studies

commonly use gross profit, return on assets, revenue growth and earnings per share to

measure performance. Such studies have reasoned that, these indicators are important in

an organization as they are more objective and moreover demonstrate how well resources

are used to convert inputs into products and services (Bisbe & Oakley, 2004). In the

process, they provide stakeholders such as shareholders, potential investors and

customers with crucial information necessary for making informed decisions and choices.

However, due to inadequacy or difficulty in obtaining financial data in some

organizations, non-financial measures have commonly been used instead. Non-financial

indicators are also many m~ch as }iterature shows that new products, market share,

product/service quality, operational efficiency, customer and employee related factors are

important because they enable stakeholders evaluate how well the organization performs

relative to other industry players.

Even though these two broad.classifications constitute fairly distinguishing measures of

performance in an organization, problems have been reported regarding availability of

their data especially among SMEs. Bisbe and Oakley (2004) reported that SMEs rarely

capture or maintain non-financial information which makes it difficult to collect data for

related indicators. Although accounting data should be considerably easy to obtain given

that the law requires all organizations to file their financial returns with Kenya Revenue

Authority at the end of every financial year, this has not been the case.

17



The main reason why this happens is that many SMEs in Kenya treat such information as

confidential and hence do not release it easily to the public even for research causes. Thus

indirect, relative or perceptual measures have been common in some prior studies

(Letting, 2011). This study therefore used two year average percentage growths in profit,

sales, return on assets and ratio of sales to profits and customer satisfaction and employee

satisfaction to determine SME performance.

1.1.5 Entrepreneurship in Kenya

Since independence in 1963, Kenya has endeavoured to improve the standard of living of

her people. This aspiration has been consistently reflected in various Government policy

documents such as the Sessional Papers and National Development Plans for example

1997-2001. More specifically, Sessional Paper number 10 of 1965 on African Socialism

and its application to planning in Kenya set out the need to achieve high and growing per

capita income, with equitable distribution among the citizens, as one of the major

developmental objectives.

Even though a number of initiatives such as the Jua Kali Voucher Support program of

1995 - 2001 were undertaken by the Government to try and realize this objective,
r-

economic performance remained -largely poor as the per capita incomes have been

consistently low over the years (Riley & Steel, 2000). According to International Labour

Organization (ILO), poverty has been identified by the Government as a major hindrance

to achieving high and sustainable equitable distribution of per capita income. Poverty and

unemployment have been exacerbated by the policy on Kenya's economic development

programs which over the years have been geared towards the promotion of medium and

large scale enterprises.

Although efforts made in the past to exploit the great potential of agriculture and small

scale entrepreneurship were targeted towards both urban and rural areas, these have not

yielded the desired results to the full extent. This is perhaps because over the years,

government policies focused on industrial development mainly through the public sector

while the role of the private sector remained largely ignored. The setback was
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demonstrated at the dawn of the new millennium in the year 2000, when the country's

economy recorded its lowest growth rate of negative 0.2% since independence with 56%

of the population living in abject poverty (Central Bureau of Statistics, 2003). According

to the Kenya's Ministry of Gender website, this situation however started experiencing a

paradigm shift in the mid 2000's when the government started laying more emphasis on

youth and women affairs.

In this respect, some direct government actions included the creation of a ministry in

charge of women and youth affairs which was later split in 2008 into separate ministries

for Youth and Gender respectively. Subsequently, the government enacted more policies

and instruments that were geared towards encouraging youth and women to engage in

entrepreneurial activities. Of significance is the Women Enterprise Development Fund

(WEDF) which was officially launched in 2007 with the principal objective of

empowering women economically. The aim of this fund was to enable the government

realize the third Millennium Development Goal (MDG) on gender equality and

empowerment of women.

In recognition of the critical role women play in socio-economic development of the
- -

country, this fund was identified as a flagship project under the social pillar of the

country's vision 2030 (GoK, 2007). According to the Women Enterprise Fund website,

the fund which was channeled to the target beneficiaries through financial intermediaries

and directly through Constituency Women Enterprise Schemes (CWES) was expected to

playa catalytic role in mainstreaming women in the formal Financial Services Sector

(WEDF,2012).

Almost at the same time in 2007 when Women Enterprise Development Fund was

launched, the government also started the Youth Enterprise Development Fund (YEDF)

as one of the strategies to spur entrepreneurship among the country's youth. The main

focus was on enterprise development as a key strategy to stimulate economic

opportunities for and participation by Kenyan youth in nation building (YEDF, 2012).

Earlier in the same year, the government had formulated and launched Vision 2030 as
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another instrument and national planning strategy with economic, social and political

governance as the main pillars. The principal objective of Vision 2030 was to make

Kenya a newly industrializing and middle income country that can provide high quality

life for all her citizens by the year 2030. The government aimed to implement the

initiative in five successive medium term plans which address milestones in the three

pillars.

Launching of Vision 2030 as a national planning strategy was of significance to

entrepreneurship in Kenya. Considering that the aim of the economic pillar of the vision

was to maintain a sustained economic growth of 10% per annum over a five year period,

it was in the interest of the government to introduce activities and initiatives that would

help realize this target. It is in recognition of this cause that the government followed the

launch by introducing Women Enterprise Development Fund and Youth Enterprise

Development Fund both of which have greatly spurred the level of entrepreneurial

activity among youth and women with some notable results. The post launch indications

have been that the government would introduce more initiatives in the strife to achieve

the goals of vision 2030 and thus further spur entrepreneurship (GOK, 2007).

These initiatives have greatly been strengthened by the new constitution of Kenya that

was promulgated in August 2010. The constitution forms a very strong anchor for

entrepreneurship as it provides the necessary legal framework for devolved governments

within which the county governments have been established based on democratic

principles with reliable sources. of revenue to enable them to govern and deliver services

effectively. In this process the devolved governments are expected to promote

entrepreneurial activities in all the 47 counties in Kenya. In addition to devolution, other

chapters in the constitution such as the Bill of rights, Land and Business environment

which empower Kenyan citizens are expected to lead to increased entrepreneurial

activities in Kenya. Given the importance the government attaches to SMEs, their

entrepreneurial predisposition and their potential to contribute to poverty alleviation, this

study aimed at determining how the predictor variables affect performance.
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1.1.6 Small and Medium Enterprises in Kenya

An enterprise is an organization or firm involved in the trade of goods or services to

consumers. Enterprises may be classified as small, medium or large in addition to

categorization by the types of goods, services or sectors in which they operate. This study

was however concerned with the small and medium enterprises. These enterprises vary

widely in characteristics across different countries and even within the same country. As

such they lack a universally agreed definition and therefore studies have tended to use a

widearray of definitions and measures based on the context of the study.

Literature shows that parameters used in most definitions for categorizing SMEs include

number of employees, total net assets, sales and investment level (Kurokawa, Tembo &

Willem te Velde, 2008). Based on these criteria, some scholars for example Ayyagari

(2005) have argued that SMEs outside Africa generally employ from 0-250 people. This

means that what constitutes an SME in the developed world may be classified as a large

firm in Africa. In Kenya the World Bank has defined SMEs as enterprises employing

between 11 and 150 employees with total assets up to US$ 10,000 and annual sales up to

US$ 100,000 (World Bank, 2004). Kenya Association of Manufacturers (KAM) has

however classified SMEs as enterprises with annual sales turn-over of below 20 Million

Kenya Shillings.

SMEs in Kenya permeate the entire economy which comprised of ten sectors. Kenya

National Bureau of Standards (KNBS) listed these sectors as Agriculture, Manufacturing,

Financial Services, Tourism, Building and Construction, Energy, Transport and

Communication, Education, Health, and Business environment and Natural Resources.

The focus of an SME is therefore dependent on the sector in which it operates although

the enterprise may trade its goods and services across the entire economy. This has made

SMEs have a significant contribution in the Kenyan economy. However, the SME sector

has been fragmented with no national register as such it was difficult to estimate

accurately the total number of SMEs in the country. Therefore, different sectors of the

economy rely on sectoral associations started and managed by various groups of

organizations involved in similar businesses or professions.
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This has given rise to many associations such as Kenya Medical Association (KMA),

Law Society of Kenya (LSK) and Kenya Association of Manufacturers among others.

Each of these associations tends to encourage organizations within its definition to take

up membership through registration. As a result, a multiplicity of SME registers with

varying number of enterprises emerged. SMEs in the manufacturing sector in Kenya,

which was the focus of this study, in general produce several types of products which

they sell in various markets. Therefore there exist many different types of SMEs even

within the manufacturing sector itself. KAM (2012) categorized its members into twelve

sub-sectors according to the different types of raw materials used or products

manufactured.

The sub-sectors were: Building, Mining and Construction; Chemical and Allied; Energy,

Electrical and Electronics; Leather and Footwear; Metal and Allied; Motor Vehicle and

Accessories; Paper and Board; Pharmaceutical and Medical Equipment; Plastics and

Rubber; Services and Consultants; Textile and Apparels; and Timber, Wood and

Furniture. According to the KAM December 2012 membership register, the member

organizations within these sub-sectors were further categorized into large, small and

medium enterprises that manufacture different goods and provide various services as well

as those that provide value addition services. The register had a total of 782 member

organizations of which 230 were SMEs while 714 were large firms. However, only the

230 organizations, as documented in appendix 1, formed the population since the focus of

this study was SMEs in Kenya.

SME sector has for a long time been regarded as an engine of growth and a major

contributor to job creation and poverty reduction in Kenya. Although it has been difficult

to determine the extent of this contribution accurately, economic surveys have provided

some indicative statistics. The 2004-2005 African Economic Outlook report provides

statistics which show that SMEs in Kenya employed some 2.3 million people and accounted

for 18% of the national GDP in 2003.
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Furthermore, the 2006 Government Economic Survey reported that the country recorded

an increase in total employment from 8.3 million in 2005 to 8.7 million of which 89%

was from informal sector and SMEs. A subsequent government economic survey in 2010

found that the informal sector constituted 81% of the total employment in the country

(Government of Kenya, 2011).

However, despite this impressive contribution to the Kenyan economy and the

importance the government attaches to SMEs, the enterprises still experience many

challenges. Some of these challenges are external while others are due to organizations'

internal constraints. According to Bowen, Morara and Mureithi (2009), the Kenyan

economic business environment is characterized by high costs of raw materials and

interest rates which limit SME's access to inputs and capital resulting in a negative

impact on their performance. In addition, it has been emphasized that, other factors like

the dynamic political business environment and the rapid changes in the social

demographics impede performance of SMEs.

Moreover, diversity in the culture, rapid changes in and high cost of technology was

argued to exacerbate this situation. Furthermore, SMEs in Kenya face harsh ecological

conditions ranging from poor roads to high cost and expensive or inadequate power,

drought and flooding. In addition the legal business environment presents SMEs with

several regulatory and legal challenges. Internally, the enterprises are also constrained by

inadequate business and technical skills, rigidity in their policies and procedures,

structure complexity and different management styles. Arising from the contributions of

SMEs to the Kenyan economy and the potential of the enterprises to provide support for

devolution initiatives which could spur rural entrepreneurship, this study examined

entrepreneurial orientation on their performance. / ',

1.2 Research Problem

Many studies examining the effect of entrepreneurial orientation on organizations have

argued for a direct relationship (Miller, 1983; Covin & Slevin, 1989; Lumpkin & Dess,

1996; Pett & Wolf, 2010; Fatoki, 2012). In the process, the studies have reasoned that
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entrepreneurial orientation has a positive impact on organizational performance. For

example Fatoki (2012) found that entrepreneurial oriented organizations reported better

performance compared to those that are not. However, it has been argued that

organizations operate in situations where several different factors interact (Porter, 1980;

Johnson & Scholes, 2002).

In this regard, factors such as internal and external business environmental constraints

have been argued to affect the way organizations produce and sell their products and

services and hence their performance. Most importantly, it has been observed that

organizations require diverse array of resources and services to achieve their objectives

(Penrose, 1959; Cyert & March, 1963). Regrettably though, interactions among different

internal and external factors constrain the ability of organizations to acquire and properly

use resources and services. Therefore, it is important to consider other factors when

studying the effect of entrepreneurial orientation on organizational performance.

Studies examining the linkage between entrepreneurship and organizational performance

have ventilated the relationship by advancing the argument that entrepreneurially oriented

organizations experience improved performance. The fundamental tenet of this argument

has been that entrepreneurial behaviour of an organization affects its effectiveness and

efficiency. Likewise, it has been opined that organizations pursue the individual elements

of entrepreneurial orientation because each element has a positive bearing in their

businesses (Fairoz, Hirobunmi & Tanaka, 2010).

Central in this relationship however are the resources that organizations rely on to

produce their goods and services. Organizations' dependence on resources has been

analyzed and anchored within the domain of several theories. For example, Thompson

(1967) argued that organizations are like open systems and therefore constrained by

business environmental conditions. Pfeffer and Salancik (1978) also reasoned that

organizational performance is affected by their dependence on external resources over

which they have limited control.
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Later, Wernefelt (1984) perceived organizational resource constraints in the context of

internal business environment and argued from resource based view that an

organization's performance is affected more by how it uses resources available to it

rather than resource availability parse. These theories and others point to the fact that

organizational performance is a direct consequence of the dependence of various

organizations on resources which either they have little or no control over.

The dependence of organizations on such resources is a critical issue especially among

SMEs. However, despite the importance of SMEs in many countries Kenya included, the

enterprises generally lack economies of scale necessary to obtain these resources and

services in a cost effective manner. Their perceived importance has been premised on the

notion that the sector reduces poverty levels and is a major contributor to economic

growth (Beck, Demirguc-Kunt & Levine, 2005). Moreover, the sector is viewed as being

critical in employment creation thus leveraging on disparities in wealth distribution. For

example the government of Kenya's economic survey of 2010 found that the informal

sector comprising mainly of SMEs contributed 81% of the total employment in the

country (Government of Kenya, 2011).

The ability of SMEs in Kenya to access resources and services is however subject to

several factors such as external business environment, internal constraints and services

that organizations require to facilitate their business activities. Machuki (2011) argued

that an organizations' dependency on resources from the external business environment

increases its vulnerability. For example when a country's political business environment

is stable, this creates an atmosphere that is conducive for business.

The political component of the business environment is a key issue to businesses. A

stable political business environment may most likely lead to an atmosphere that is free

of conflicts and therefore may favour production, free movement and exchange of goods

and services. Conversely, conflicts arising from political activities such as a country's

national elections may create uncertainties to businesses. Such uncertainties may cause

businesses to experience depressed demand for goods and services resulting in low sales

which eventually could lead to reduced growth.
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A negative effect of political business environment on business was demonstrated in

Kenya following the disputed presidential elections of 2007 which reduced the Kenyan

economy by over 3% and caused losses that businesses reported for many months

thereafter (Government of Kenya, 2009). Similarly, unstable or poor economic

performance, unfavorable social and cultural changes, dynamic changes in technology,

concern for ecological conditions and adverse regulatory and legal constraints all bear

serious implications to SMEs.

In addition to external business environment, organizations' effectiveness is conditioned

by their own internal limitations. Arguing from the viewpoint of resource based theory,

Penrose (1959) said that organizations perform differently based on the way they utilize

internal resources. However organizations adopt different configurations in terms of

styles of management, structure, decision making processes and other internal matters

which also have a bearing on their effectiveness.

In such configurations, although management style component of internal business

environment may have a positive bearing on an organization depending on whether it is

supportive or not, the structure adopted in an organization may have a negative impact on

an organization if it is vertical and hence complex. Conversely, a horizontal structure

may have a positive impact on organizations. Furthermore, centralizing decision making

processes to a few positions has been argued to reduce efficiency of activities thus

impacting on productivity in organizations (Sharifi & Charrakh, 2011).

Internal business environmental factors may therefore have some bearing on how

organizations utilize resources thereby affecting their performance. Organizations are

also affected by services that facilitate tasks and actions they undertake to analytically

recognize and evaluate opportunities, support them and monitor their implementation

(Steel & Webster, 2001). These services facilitate the development of businesses in many

ways.
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Whereas market access component facilitates the delivery of SMEs' goods and services

to marketplaces where they can be sold or used, well planned purchasing of raw materials

and services is central in availability of input to the production processes. Indeed, the

timely and cost effective procurement of raw materials is crucial in the processing and

profitability of an organization's products.

Furthermore, alternative financing is another crucial factor for supporting an SME's

initiatives especially during downturns in business cycle. As an illustration, Fatoki (2012)

reported that access to finance moderates the link between entrepreneurial orientation and

performance of SMEs in South Africa. Other services like technology and product

development, infrastructure, training and technical assistance, and policy development

also playa crucial role in SMEs.

However, acquiring these services may have a monetary implication which is a limiting

condition among SMEs. Moreover, SME practitioners may not have the right skills

necessary to evaluate the suitability of such services in organizations. As such, some

SMEs may not to use these services which may have a negative effect on their

performance.

The variables presented in the foregoing conceptual discussion may therefore have an

effect on the relationship between entrepreneurial and performance of SMEs. This

relationship has been examined in several empirical studies with the view of establishing

how it manifests (Lumpkin & Dess, 1996; Fairoz, Hirobumi & Tanaka, 2010; Pett &

Wolff, 2010; Fatoki, 2012). However, many of these studies have primarily focused on

the direct effect of entrepreneurial orientation on firm performance. For example Fairoz,

Hirobumi and Tanaka (2010) examined entrepreneurial and market growth among SMEs

in Sri Lanka. Although their study established that there were significant correlations

between entrepreneurial and market share growth and that entrepreneurial dimensions

exhibited positive correlations with SME performance, it did not take into account

development services, internal organizational factors and external business environment

which are important variables in this relationship.
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In a similar vem, Fatoki (2012) found that entrepreneurial orientation influences

performance of SMEs in South Africa and that debt finance partially mediated the

relationship. The fact that this mediation is partial implies that there could be other

factors not examined in that study which could have an effect in this relationship. In

addition, some local scholars (Bowen, Moraa & Murithi, 2008; Gathenya, Bwisa &

Kihoro, 2011) studied the effect of entrepreneurial orientation on SME performance and

reported mixed results. For example, Otieno, Bwisa and Kihoro (2012) established that

various aspects of entrepreneurship such as product innovation and risk taking were

perceived as viable strategies in organizations in Kenya. The study however focused on

large manufacturing firms and moreover did not factor in variables examined in this

study.

Whereas these empirical studies made substantial contributions with regard to how

entrepreneurial orientation affects SME performance, they mainly focused on examining

the relationships between two variables at a time and therefore did not pay attention to

the integrated linkages among all the variables simultaneously or in combinations of

more than two. Furthermore, although positive and significant relationship between

entrepreneurial orientation and organizational performance was found in some of these

past studies, this relationship was not consistent across different studies. Moreover,

studies done across different countries exhibited context-sensitivity, suggesting that the

business environment in which organizations operate could influences their performance.

Another shortcoming noted in past studies is the tendency to investigate predictions and

antecedents of performance individually but not considering their integrated effect.

Inadequate attention was also noted in previous studies regarding investigations involving

moderating factors in the link between entrepreneurial orientation and SME performance.

Against this background, this study addressed the foregoing gaps by not only

investigating the nature and form of the relationship between entrepreneurial orientation

and performance of small and medium manufacturing enterprises in Kenya, but also

exploring the moderating roles of business environment and business development

services on this relationship. In this process, this study sought to answer the following
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research questions: What is the relationship between entrepreneurial orientation and

performance? Does internal business environment moderate the relationship between

entrepreneurial orientation and performance of small and medium manufacturing

enterprises? How does external business environment affect the link between

entrepreneurial orientation and SME performance? Do business development services

moderate the effect of entrepreneurial orientation on performance of SMEs? Is the

combined effect of entrepreneurial orientation, internal business environment, external

business environment and business development services on performance greater than the

effect of individual variables?

1.3 Research Objectives
The main objective of this study was to investigate the effect of business development

services and business environment in the relationship between entrepreneurial orientation

and SME performance in Kenya.

The specific objectives were to:

i) Establish the relationship between entrepreneurial orientation and SME

Performance

ii) Determine the moderating effect of internal organizational business environment

on the relationship between entrepreneurial orientation on SME performance

iii) Establish the moderating role external organizational business environment on the

effect of entrepreneurial orientation on SME performance

iv) Determine the moderating effect of business development services on the

influence of entrepreneurial orientation on SME performance

v) Establish the combined effect of entrepreneurial orientation, internal

organizational business environment, external organizational business

environment and business development services on performance of small and

medium manufacturing enterprises in Kenya

1.4 Value ofthe Study
The importance of SMEs to the Kenyan economy in terms of their contribution towards

poverty alleviation and job creation has been articulated for many years. Therefore
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performance of SMEs is regarded as a clear indicator for the country's improvement in

economic health and growth of GDP. But, many factors affect the way SMEs do their

business. For example SMEs are challenged internally with capacity and skill issues and

externally by their lack of scale economies which renders them less competitive. As a

result, many past studies have focused on how SME competitiveness and performance

could be improved. In this process, some of these studies have investigated

entrepreneurial orientation as a possible antidote in overcoming deficiencies in SME

performance and thus giving them competitive advantage.

However, despite the importance of SMEs and their contribution to the Kenyan economy,

relatively little information is available regarding how entrepreneurial orientation affects

performance of SMEs especially in the presence of the variables which examined in this

study. The study was thus designed to explore other factors which may have an effect in

the EO-SME performance configuration. The central thesis was that effectiveness of

entrepreneurial orientation in organizations was contingent upon internal and external

business environment, and business development services and therefore that SME

performance could be a function of these factors.

The findings from this study are valuable in theory, policy and practice. Regarding

theory, the study extends the frontiers of knowledge by contributing to academic

discourse especially regarding the role of business development services and business

environment in the entrepreneurial orientation performance relationship. Specifically, this

study has linked the theoretical arguments advanced in resource based theory, theory of

growth of the firm, contingency theory and resource inter-dependence theory to how the

predictor variables affect SME performance. This has consequently grounded the

integrated effect of all the combined variables which is a major contribution from

theoretical perspective.

In addition, this study brings more understanding on the concept of entrepreneurial

orientation from the viewpoint of risk management, innovation, and exercising

autonomy, being proactive to market and practicing competitive aggressiveness in the
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Kenyan context. Scholars are therefore likely to use the new knowledge generated from

this study to enrich their syllabuses. This will also provide further opportunity for deeper

understanding of the concepts examined in this study. By making these contributions, this

study is useful in research as it forms a basis for literature reviews and reference in future

studies touching on these and related concepts.

This study also stands to benefit the government especially its regulatory authorities. The

authorities will be able to develop institutional frameworks for SMEs based on the

empirical findings and scholarly information from this study. In this regard, the findings

from the study are expected to be instrumental during formulation of policies and

procedures relating to entrepreneurship as well as, development services. In addition,

they will be useful in giving guidance on how to deal with business business environment

prevailing in the country.

Also, given that the Kenya government has fronted SMEs as important agents in creating

jobs, alleviating poverty and boosting economic growth as well as being crucial towards

achieving its Vision 2030, this study forms an important literature base to assist in this

regard. Therefore an examination of how entrepreneurial orientation affects SME

performance as well as the role this of the predictor variables may help the government

make informed policy decisions regarding funding, support strategies and other actions

necessary to make enterprises contribute to the economy in a more meaningful way.

Lastly, this study provides essential empirical information that can be used by SME

development agencies and practitioners to decide, select, choose, and manage their

enterprises. The reviewed literature established that past studies focusing on concepts

similar to those in this study were few despite the targeted assistance that SMEs received

from the World Bank, international agencies and national governments. Although this

assistance was mainly based on the notion that SMEs create jobs, accelerate growth and

reduce poverty, comparatively few empirical studies had been done to support the notion.

The current study therefore provides crucial empirical information and data that will

assist SME owners, development partners and other interested parties make informed
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decisions and choices. It will especially be critical in enabling SME practitioners

determine factors that affect performance of their firms. Thus the study is valuable as it

contributes to theory, policy and practice.

1.S Summary of Introduction to the Study
In this chapter the subject matter of this study has been introduced by presenting the

background on entrepreneurship in organizations as well as selected past studies that have

focused on this phenomenon. In addition, a brief theoretical background especially

highlighting research based view as the anchor theory has been elucidated. Furthermore

the chapter has conceptually and contextually discussed the study variables beginning

with entrepreneurial orientation, followed by internal business environment, external

business environment and business development services which are the predictor

variables in the study before concluding with performance the response variable.

Similarly, the focus of the study which is small and medium manufacturing enterprises

has been discussed in detail more so in the Kenyan context where the study was dune.

This chapter has likewise narrated the problem that this research addressed which was to

establish the effect of the predictor variables on the study population. In addition, the

objectives that were achieved during this study are presented before concluding with a

brief analysis of the contribution of the study from the perspectives of theory, practice

and policy.
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CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter presents literature regarding entrepreneurial orientation and firm

performance relationship and all the predictor variables that were hypothesized to have

some effect in this relationship. Firstly, the concept of entrepreneurship, which was the

main field of this study, is broadly elucidated. Secondly, an appraisal of the theoretical

foundations of the underpinning theories and the anchor theory and their linkages with

the study variables is done. The chapter then reviews literature and empirical studies

focusing on conceptual and contextual perspectives of these variables as well as their

linkages. Based on the empirical and conceptual arguments from the reviewed literature,

identified gaps and contradictions are summarized and linked with the problem of the

study. The chapter also presents how this study attempted to address some of the gaps

and contradictions. Lastly, a conceptual framework and model in which variable

relationships are explained is presented. The chapter concludes by expounding on the

various hypotheses which the study interrogated to investigate the objectives.

2.2 The Concept of Entrepreneurship

The concept of entrepreneurship has been studied in several social science disciplines

including economics, sociology, psychology, history, and political science for several

decades. Entrepreneurship was pioneered in the mid eighteenth century by Cantillon

(1755). Subsequently, Say (1803), Marshall (1890), Schumpeter (1911), Knight (1921)

and Kirzner (1973) built on the foundation laid by Cantillon to ground entrepreneurship

as an effectiveness tool for individuals and organizations. Even with this solid foundation

together with extensive and diverse literature, entrepreneurship still remains one of the

most emphasized yet least understood phenomenon in social science (Montanye, 2006).

This has made entrepreneurship a controversial and confusing concept in academic,
research to-date.

A major controversial issue that has ansen In the process is definition of

entrepreneurship. Literature (Shane & Ulrich, 2004) reasons that in order to understand

entrepreneurship concept, the term entrepreneur ~hich has been presented as central in
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the concept, should be examined first as an antecedent issue. However before

subsequently growing to mean a merchant, employer or manager, the term entrepreneur

originally referred to an individual who undertook a project. The term has however

evolved to mean self-employment of any nature. This is nevertheless a misrepresentation

of the term since there are many self-employed individuals who are not entrepreneurs

parse - they do not exhibit the various characteristics associated with entrepreneurship

such as risk taking, being innovative, pro-activeness and so on. Herbert and Link (1988)

reasoned from economics viewpoint that an entrepreneur is an innovator, that is, one who

changes the factors of production to create something new.

A part from definition, literature has presented this view of entrepreneurship in many

different ways. While Montanye (2006) presented' an economics based definition of

entrepreneurship as the process by which individuals acquire ownership (property rights)

in economic rents for their creation, Stevenson and Jarillo (1990) defined

entrepreneurship from psychology perspective as the process by which individuals look

for opportunities without regard to the resources possessed or controlled. In addition,

Lewis (1980) examined entrepreneurship in the public sector and presented the concept

as the process of creating or profoundly elaborating a public organization so as to alter

greatly the existing pattern of or allocation of scarce public resources. Definitions of

entrepreneurship are therefore many and more importantly seem to change largely based

on the field of study and sometimes context.

However, in spite of the definitional differences, research on entrepreneurship has gained

momentum in the last few decades as evidenced in the increasing number of teachings

and the role played by professors as evidenced by the boom in entrepreneurship courses

in universities the world over (Finkle, Kuratko & Goldsby, 2006). The studies have

presented entrepreneurship as a concept that manifests both in organizations and

individuals. This dual manifestation of entrepreneurship has also been demonstrated in

entrepreneurial organizations whereby individual entrepreneurs or their agents engage in

the phenomenon through the process of creation of new businesses, sometimes

represented by new branches or enhancing olel ones.
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Scholars have also reasoned that entrepreneurship manifests both in small and large

enterprises alike. While in large firms entrepreneurship has been referred to as corporate

venturing, corporate entrepreneurship, internal entrepreneurship or intrapreneurship

(Pinchot, 1965), in small organizations, the concept has commonly been known as

entrepreneurial orientation (Lumpkin & Dess, 1996). According to Miller (1983),

entrepreneurial orientation is the process by which entrepreneurship takes place in small

enterprises and takes the form of risk taking, innovation and pro-activeness which leads

to creation of new products, new processes and use of new methods for delivering

products to old or new markets. This process is important since it leads to improved

performance in organizations (Miller, 1983; Covin & Slevin, 1989; Lumpkin & Dess,

1996).

The reasoning from these scholars supports pioneering studies by Cantillon (1755) and

Knight (1921) who asserted that firms taking risks in uncertain situations may make

profit as a reward for such risks. The views are consistent with other studies that have

argued for the role of entrepreneurial orientation in organizations. These studies and

others were however anchored in various relevant theories to ground the concept of

entrepreneurship. This study therefore adopted a theoretical foundation underpinned on

relevant specific theories to examine the hypothesized relationships.

2.3 Theoretical Foundations of the Study

This study examined performance of small and medium enterprises, especially how this

performance is affected by an enterprise's entrepreneurial orientation in the presence of

selected variables. Extant studies examining the entrepreneurial orientation and firm

performance relationship have presented arguments within the framework of several

antecedent theories in the field of entrepreneurship (Covin & Slevin, 1989). These

theories have been used to explain entrepreneurship and ground the concept especially

with regard to how it manifests. In addition, the studies have presented arguments

regarding where the concept takes place and in what conditions. However, the major

difficulty in applying the theories in entrepreneurship studies has been their lack of

synthesis into one central theory of entrepreneurship.
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Arguably, it may not be an easy task to do so, but the lack of a central theory complicates

entrepreneurship studies considerably. Although this gives scholars the freedom of

choice, it also makes it difficult to do meaningful comparisons across different studies

which render certain relationships inconclusive. Nevertheless, entrepreneurship scholars

have argued that the phenomenon and its related concepts are also relevant to and

therefore explainable in other social science disciplines. For example, early economic

scholars in the intellectual history (Cantillon, 1755; Knight, 1921) identified and

discussed the roles of an entrepreneur in varying contexts such as uncertainty-bearer,

arbitrager, innovator, contractor, and manager, supplier of financial capital, alert

discoverer and coordinator have been.

More recently, Montanye (2006) viewed an entrepreneur from economics point of view

and argued that the concept changes the three factors of production, that is, raw materials,

labour and capital to create something new. Studies have also advanced arguments

describing an entrepreneur using psychological traits such as need for achievement

(McClelland (1965), tolerance for ambiguity (Tusi, 1993), locus of control (Nwachukwu,

1995) and others. Arising from these discussions, it is apparent that entrepreneurship is a

multifaceted issue which is relevant in different academic disciplines. As such the

concept may be viewed from the domain of different theories. Therefore, this study

reasoned within the framework of the theories of entrepreneurship, growth of the firm,

behavioural, contingency and transaction economics and lastly resource based view as the

anchor theory.

2.3.1 Entrepreneurship Theory

According to Cantillon (1755) who is regarded as the pioneer of entrepreneurship, the

concept is closely linked to that of an entrepreneur. An entrepreneur was first and

foremost recognized as having a crucial role in economic theory. In practical terms, an

entrepreneur engages in entrepreneurial activities which can for example be market

exchanges in pursuit of making profit. Market exchanges are however volatile. Thus

Cantillon (1755) asserted that entrepreneurship represents what an entrepreneur does and

may thus help organizations improve their service delivery leading to effectiveness and

better performance.
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Based on these pioneering works, several scholars fashioned their own theories. Knight

(1921) added a distinction of risk-taking as a central characteristic of entrepreneurship

when developing the risk based theory. This theory separated risk into two components

consisting of an "insurable risk" which can be eliminated by means of contingent

contracts, hedging, and diversification, and "risk due to uncertainty" which cannot be

eliminated but may systematically be reduced through discovery and action (Knight,

1921; Montanye, 2006). Risk taking has also been perceived with regard to the

probability of loss in an organization while uncertainty is attributed to lack or scarcity of

information for business decision making (Jensen & Meckling, 1976).

Proponents of the risk perspective have argued for risk theory of entrepreneurship which

states that risk and uncertainty are factors of production In which the main function of the

entrepreneur is that of acting in anticipation of future events from which the entrepreneur

expects to earn some profit (Montanye, 2006). Some scholars added that risk theory of

entrepreneurship centers on arbitraging and risk-bearing role of entrepreneurs in

organizations. The theory focuses on how risk and uncertainty may affect effectiveness of

an organization. It presents risk and uncertainty as important issues that organizations

should deal with in order to improve their performance. The importance of risk is also

demonstrated in the manner in which it is given prominence in entrepreneurship studies

which equates entreprerieurship with risk taking (Montanye, 2006).

In a similar vem, when developing the now popular three dimensional model for

measuring entrepreneurial orientation which comprises risk taking, innovation and pro-

activeness, Miller (1983), the scholar reasoned that risk is a key issue in businesses and

that organizations which take risks exhibit higher entrepreneurial behaviour and are likely

to perform better than their non-risk taking counterparts. This notion have been upheld in

literature for example by Porter (1980) and Johnson and Scholes (2002) who contend that

since organizations constantly interact with the business environments in which they

operate, they are exposed to several risks emanating from the inherent interactions

between their businesses and the business environment.
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The earlier contributions m the field of entrepreneurship notwithstanding,

entrepreneurship theory was later extended by Schumpeter (1934; 1942) who developed

"creative destruction" theory which later became literally identical with entrepreneurship.

This theory, also known as innovation theory, posits that entrepreneurship occurs when

an individual successfully carries out "new combinations" of ideas and resources. In

other words, the entrepreneur engages in innovating new and improved goods and

services, new markets, enhanced production processes, organizational practices and

structure, and supply chain improvements. Schumpeter's list of functions was later

modified to include minimization of transaction costs by Coase (1937) who argued that,

when there is no transaction cost, a firm has no economic basis to exist. Some critics have

however argued that innovation theory places excessive emphasis on technical innovation

and ignores risk at the entrepreneur's and organizationallevel.

According to Miller (1983), the theory is better viewed as a systematic innovation which

consists of the purposeful and sequential search for changes as well as on the systematic

analysis of the opportunities such changes might offer for economic and social

innovations. Advocates of innovation theory nonetheless contend that the major role of

innovation in a firm's business is to improve its effectiveness. Studies have linked

innovation to entrepreneurial orientation and argued that by being innovative,

entrepreneurially oriented organizations may achieve better performance than their non-

entrepreneurial counterparts (Miller, 1983).

Based on this reasoning, it maybe seen that being innovative refers to introduction of

new activities that enhance a firm's ability to compete and take risks. New activities in

this context entail facets such as redefinition of business concept, reorganization and

introduction of system-wide changes for innovation. Thereafter, other studies (Covin &

Slevin, 1989) reasoned that performance improvement is achieved by practicing

innovative activities such as introduction of new products and processes in an

organization.
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Focusing on these pioneering theories of entrepreneurship, several other scholars have

developed different variants to the original dimensions and approaches to these theories.

For example Mises (1951) summarized the entrepreneurship theory from uncertainty

perspective. In this summary, in addition to asserting that changes in consumer demand

may require adjustments which have no reference to technological innovations and

improvements, the study argued that dealing with uncertain conditions of the unknown

future is inherent in every action. This perspective posits that entrepreneurship involves

dealing with situations where there is information asymmetry which makes decision

making uncertain.

In some later studies (Schultz, 1975), a theory of entrepreneurship from the perspective

of on human capital was fashioned. The theory focused on an entrepreneur's ability to

deal with disequilibria in market activities and effect of education on perception and

reaction to these disequilibria. Thereafter, Kirzner (1985) examined the arbitrage function

of the entrepreneur and emphasized that the entrepreneur is constantly alert to profit

opportunities and acts ahead of others whenever opportunities arise. The theory by

Kirzner has also been linked to the concept of entrepreneur's information-transforming

function which reasons that market process fundamentally entails creation, discovery and

transmission of knowledge (Montanye, 2006).

Emanating from these arguments, it is evident that entrepreneurship theories are many

and diverse. It also follows that the theories form the backbone of entrepreneurship and

have been elaborately used to ground the concept in several past academic discourses.

Moreover, the theories have been important when conceptualizing variables in empirical

studies. Arising from these views, this study found it necessary to use the foregoing

theories to ground entrepreneurship concepts.

2.3.2 Resource Dependence Theory
Resource dependence theory was developed by Pfeffer and Salancik (1978) and is based

on organizations' interaction with business environment.· The theory states that

organizations' patterns of dependence on resources from the business environment lead

them to be externally constrained and controlled. This notion was later echoed by
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Dunnette and Hugh (1992), when they asserted that the theory explains organizational

behaviour or reaction to business environment by looking at an organization's context.

They reasoned further that this is because organizations require various types of resources

to carry out their businesses. These resources determine how organizations produce and

deliver their goods and services to their customers. The theory also posits that three main

structural characteristics of business environment that affect organizations are

concentration, munificence and interconnectedness.

Based on these characteristics, the business environment is presented as dynamic and

uncontrollable thus making access to resources challenging. Thompson (1967) reasoned

from open systems viewpoint that organizations' dependence on resources in the external

business environment affects their effectiveness. Letting (2011) argued that the role that

directors play in providing or securing essential resources to an organization through their

linkage with external business environment is a resource dependence theory issue. In

regard to small and medium enterprises and issues that they face, resource dependence

theory is important in explaining how their dependence on the business environment

affects their performance.

The theory therefore acts as a crucial link in explaining how external business

environment affects ability of organizations to access resources they need in their

businesses and has proven to be an important framework for analyzing business

environment-organization relations. Therefore this study based its argument regarding

organizations' interdependence. with external business environment on resource

dependence theory as one of the theoretical underpinnings.

2.3.3 Contingency Theory
This theory has been used in many past studies to analyze the effect of external factors on

the design of an organization (Lumpkin & Dess, 1996; Achcaoucaou, Bernado & Castan,

2009). The theory is based on the original works by Burns and Stalker (1961) and later

Lawrence and Lorsch (1967) which emphasized the need to examine the role of

contingencies or situations on organizations and their behaviour. The theory holds that

business environmental conditions determine the extent of appropriateness of
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organization structure (Lawrence & Lorsch, 1967). This suggests that a fit is required

between an organization's internal characteristics and its business environment for better

performance to be achieved.

Entrepreneurship scholars are often concerned with the relationship between various

organization related variables such as processes, structures and attributes of the business

environment and performance. When modeling the EO-Performance relationship,

Lumpkin and Dess (1996), argued that the main contingency variables that are relevant in

this relationship comprises organizational factors, strategy making process, culture, top

management teams characteristics, business environment and industry characteristics.

These factors have been analyzed in studies (Miller, 1983; Naman & Slevin, 1993; Covin

& Slevin, 1991) in different combinations in a contingency framework to test their effect

on organizational performance. For example, Naman and Slevin (1993) examined the

effect of mode of business environment (dynamism, complexity and munificence),

structure and entrepreneurial orientation on performance and found organizations

operating in turbulent business environments exhibited a positive fit.

These results were in agreement with earlier studies (Miller, 1983; Covin & Slevin, 1991)

which reported significant association between contingency variables, individual

entrepreneurial orientation dimensions and performance. In line with these revelations,

this study was conceptualized in a contingency theory perspective where four

independent variables were reasoned to have effects on performance in different

combinations in a contingency framework.

2.3.4 Transaction Costs Theory
According to Dunnette and Hugh (1992), transaction costs theory is based on the notion

that the primary purpose of organizations is the reduction of frictions, that is, transactions

that accompany exchange of goods and services. When making goods and services, it is

crucial to identify, distinguish and separate the types of costs incurred in the process for

product costing and determine the viability of the product. Furthermore, literature argues

that transaction costs arise from planning, adapting and monitoring completion of a

specific task (Williamson, 1985) as opposed to production costs which are associated
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with materials, labour and capital. In this regard, transaction costs are not directly

attributable to the actual process of producing a good or service but are incurred when

taking the product to the market or customer.

Separation of the two costs is important in identifying costs that vary directly with

production and other inherent costs that organizations incur but are not related to

production. Williamson (1979) argued that transaction costs manifest in organizations

through uncertainty, frequency and level of investment in assets peculiar to that

exchange. In regard to uncertainty, scholars have argued that organizations that trade in

goods and services whose sources or uses are straight forward experience less uncertainty

compared to their counterparts who deal in goods and services which are difficult to

access or with less obvious benefits. Studies (Williamson, 1979; Bajari & Tadelis, 2001;

Williamson, 2009) explained that some exchanges, such as buying a simple well defined

product, are accomplished effortlessly while other exchanges, like hiring equipment for

product development research which uses sophisticated technology, are more or less

uncontrollable.

Another aspect presented by Williamson (1979) is the frequency with which transactions

of a particular nature recurs increases the costs associated with that particular transaction.

This is in addition to costs that organizations incur in relation to investing in assets such

as human resource or opportunity costs of not using them elsewhere in the business. The

costs towards procuring such assets are unique to the transaction. When organizations

incur costs in respect of uncertainty, frequency and investing in transaction related assets,

such costs 'transaction' load onto the normal production costs thus increasing product

related expenses. Thus in accordance with this theory, these costs increases resource

demand for organizations which may end up affecting their performance.

2.3.5 Resource Based Theory
Resource based view (RBV) has been used widely in organizational research to explain

the dependence of organizations on resources (Wemerfelt, 1984; Truijens, 2003). The

view is credited to the works of Wemefelt (1984) although its early origins may be traced

to Coase (1937) who emphasized the importance of a resource and its implications for
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firm performance (Rugman & Verbeke, 2002). Subsequently, scholars (Foss, 1997;

Truijens, 2003) have reviewed and critiqued RBV in several dimensions. Wernerfelt

(1984:173) defined a firm's resource as "tangible and intangible assets which are tied

semi-permanently to the firm."

According to RBV, a resource refers to anything which may be perceived as a strength or

weakness of a firm. RBV therefore lays a lot of emphasis on the importance of resources

and its implications for firm performance. Consequently, proponents of RBV have

reasoned that it is a contemporary and promising theory that provides insights on both

strategic and organizational issues. However, critics of RBV (Foss, 1997; Truijens, 2003)

argue that the definitions relating to RBV seem all-inclusive and are moreover

characterized by non-homogeneous use of terminologies such as assets, resources,

capabilities and competencies.

In other studies, it has been reasoned that RBV is the intersection of Cyert and March's

(1963) behavioural theory of the firm and Penrose's (1959) theory of the growth of the

firm and therefore is not a standalone theory parse. According to Penrose (1959),

resources help organizations generate and sustain competitive advantage through

efficiency, economic profit and profitable growth (Kor & Mahoney, 2004), which are

functions of an organization's resources and determinants of its performance. Thus,

although a lot of importance has been attached to RBV, there are still many arguments

regarding how it concepts apply within an organization.

Scholars have also argued that RBV has been widely used as a theoretical framework in

management literature (Runyan, et aI., 2006). They further opined that as opposed to

Porter's (1980) five forces framework which takes an "outside-in" approach when

dealing with competitive business environment, RBV takes an "inside-out" approach

starting with an organization's internal business environment. According to the view, this

makes RBV a better framework for examining organizational performance. Interpreted in

this manner, RBV points not just to structure but to the unique cluster of resources and

capability each organization posses.
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Therefore to proponents of resource based view, the theory provides the answer as to why

firms in the same industry differ in performance. Viewed this way, RBV compliments

other theories such as contingency and resource dependence, which only look at

importation of resources from the business environment but do not delve into how these

resources are used internally within organizations, which is an important issue in firm

performance. Arising from the preceding reasoning, resource based view was used as the

anchor theory in this study in a broad theoretical framework of the other theories

discussed above.

2.4 Entrepreneurial Orientation and Organizational Performance
Within entrepreneurship research, literature has long contended that the presence of

entrepreneurial orientation in firms is positively related to performance (Covin & Slevin,

1989). The conceptual works of Miller (1983) argued that organizations must adopt

entrepreneurial practices in order to remain viable. This emphasis hinges on early

entrepreneurship theories (Cantillon, 1755; Schumpter, 1934) which pioneered the roles

of entrepreneurship as risk taking, innovativeness and opportunity recognizer and

presented the concept as an effective tool for organizational performance. In other words,

they argued that entrepreneurial organizations perform better than their non-

entrepreneurial counterparts.

Arguing from a different perspective, Penrose (1959), in her seminal work on theory of

the growth of the firm, contended that the success of a business depends on how an

organization utilizes the resources it possesses. When contributing to this view, Covin

and Slevin (1989) said that firm performance is not only a function of resources but also

levels of entrepreneurial orientation and other variables that affect these levels. Therefore

the logic relating entrepreneurial orientation to firm performance is imposing although

empirical studies tend to concentrate more on developed countries while developing

nations receive relatively less attention.

In an attempt to establish a direct link between entrepreneurial orientation and firm

performance, studies have used a variety of methods to determine entrepreneurial

orientation. Pett and Wolff (2010) examined entrepreneurial orientation on SMEs in the
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U.S. using the framework for the concept developed by Covin and Slevin (1989). Using

this framework in which entrepreneurial orientation was conceptualized as a function of

risk taking, proactiveness and innovativeness, they found that the concept was positively

and significantly related to SME performance. In a local study, Gathenya, Bwisa and

Kihoro (2011) also measured entrepreneurial orientation in terms of propensity to take

risks, innovation and pro-activeness and established that the phenomenon's aspect of

strategic planning practices was positively correlated with performance of SMEs in

Kenya.

These findings notwithstanding, mixed VIews have emerged regarding the perceived

direct effect of entrepreneurial orientation on performance. Fatoki (2012) studied SME

performance in South Africa and found that although entrepreneurial orientation had a

positive effect on performance, this effect was not conclusive since it was subject to other

factors. This assertion is in agreement with the opinions of other scholars for example

Kurokawa, Tembo and Willem te Velde (2008) who cited McCormick (1999) that SMEs

clustered together in urban areas in Kenya reported better performance than those in

isolation or in remote areas due to access to collective or business development services.

These contradictions could also be traced to three other causes one of which is the

dimension used to operationalize entrepreneurial orientation. Miller (1983) pioneered his

three dimensional construct which he argued represents presence of entrepreneurial

orientation when risk taking, inn~)Vativeness and proactiveness are all present. Later,

Lumpkin and Dess (1996) added competitive aggressiveness and autonomy increasing

the number of dimensions to five.

Furthermore, the two scholars argued that any of the five dimensions could be used to

signal the presence of entrepreneurial orientation a view which contradicted that of Miller

(1983). Another point of difference noted in literature has been measurement of the

variables. Different studies have not only used varying number of items for each
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dimension but also varying measurement scales. For example, scholars have used Likert

type scales which vary from five, seven, nine and even eleven points in their studies.

Literature has nevertheless demonstrated that Likert type scales have been the most

common (Khandawalla, 1977; Covin & Slevin, 1989; Pett & Wolff, 2010).

Apart from differences arising from the way entrepreneurial orientation has been treated,

performance measurement has also been problematic Venkatraman & Ramanujam (1986).

Scholars have used different approaches to measure performance of organizations in

different contexts. For example Strempek (1997) argued that contemporary aspects of

performance such as cost, quality, service and speed could be achieved through

reengineering. In an earlier study Venkatraman & Ramanujam (1986) identified two main

types of performance measures comprising financial and operational indicators. In their

assessment, whereas the benefits of financial measures consist of sales growth,

profitability and earnings per share, operational performance may be determined from

aspects such as market share, product quality, marketing effectiveness, manufacturing

value-add, new product introduction and technological efficiency.

Whereas some reviewed studies demonstrated that entrepreneurial orientation had a

positive and significant effect on performance, others clearly contradicted this view by

either indicating non-existence or suggesting the need to consider other variables. It is

this mixed and inconclusive position which drove this study to investigate the effect of

entrepreneurial orientation not only among SMEs in the Kenyan context but also in the

presence of other variables.

2.5 Internal Business Environment, Entrepreneurial Orientation and

Organizational Performance

The conceptual works of Thompson (1967) stress that organizations' internal factors

affect how well they can perform. The assertion is based on organizational theories

(Williamson, 1985) which explain how an organization's performance is affected by the

transactions costs of their internal activities. Consequently, the relationship between

internal business environment and firm performance has been a popular subject in
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research (Miri, Rangriz & Sabrikaran, 2011; Sharifi & Charrakh, 2011). Deriving from

contingency theory's distinction of internal and external business environment

(Thompson, 1967), scholars have focused on how internal factors affect firm

performance.

For example Miri, Rangriz and Sabrikaran (2011) argued that organizations that adopt

vertical structures experience slowed information flow because the complex nature of

such structures impedes the speed of information dissemination. In contrast, horizontal

structures increase the rate at which information travels in the organization and therefore

improves decision making process. They also contend that management support

influences staff performance which in turn is likely to enhance performance of

organizations.

However, studies focusing on internal business environment have used varying measures

to operationalize the variable. For example Farhangi and Safarzadeh (2005) reported that

complexity negatively affected innovation and creativity in organizations in Malaysia and

that centralization reduced their performance. In a similar way, Sharifi and Charrakh

(2011) reported that complexity and centralization resulted in worse performance among

SMEs in Singapore. In the contrary, although Henry and Julius (2013) found a

relationship between perceived organizational internal business environment and coping

with reward related problems in Uganda, their study reported no significant association

between internal organizational business environment and aspects of management

support such as organizational commitment and employee empowerment.

In another study, K'Obonyo and Dimba (2007) found that human resource practices, an

aspect of management support affects organizational performance in Kenya. Elsewhere,

Frederiksen et al (1997) detected a positive psychological effect of management support

in a survey of investment managers in venture capital firms and of managers of

entrepreneurial start-ups in the United States. Similarly, Sapienza (1992) as well as

(Sapienza & Timmons, 1989a; 1989b) detected a positive relationship between the type

and the intensity of the interaction between investment managers and start-up companies
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and the start-ups' performance. However, MacMillan, Khoylian, and Kulow (1989)

argued for contrasting effect when they found no clear proof for a connection between

intensity of management support and performance of start-ups in Sweden.

The foregoing analysis therefore demonstrates diversity of views regarding effect of

internal business environment on performance. Two distinct schools of thought may be

seen to emanate from this literature review. While the first school clearly opines that

internal business environment has a significant effect on organizational performance, the

second one however asserts the opposite and argues that empirical evidence does not

support the purported relationship between the two variables. This lack of consensus in

opinions clearly demonstrates the inconclusiveness regarding the effect of internal

business environment on performance. This creates an opportunity for further

investigation regarding the relationship between internal business environment and

performance.

Lastly, clearly rmssmg from the literature reviewed is the role of internal business

environment on performance as a moderator to other predictors. Internal business

environment is a pervasive phenomenon in organizations whose impact may manifest

both directly and indirectly through other variables. Indeed, past studies (Goll & Raheed,

2004) have reasoned that the simultaneous consideration of organizational and business

environmental factors is likely to provide a richer understanding when examining

organizational performance. Arising from these arguments and empirical evidence in

reviewed literature, this study. hypothesized that there was a significant relationship

between internal business environment and SME performance and that internal business

environment moderates the effect of entrepreneurial orientation on SME performance.

2.6 External Business Environment, Entrepreneurial Orientation and

Organizational Performance

In the past, studies have examined the independent, moderating or mediating roles of

external business environment on performance. In one such study, Miller and Friesen

(1978) stated that in conditions of high uncertainty in technology, customer, or
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competitive business environment, firms should accommodate business environmental

change to improve performance. Later Pasanen (2003) commented in another study that

changes in the business environment cause more uncertainty in SMEs than in larger

companies. The scholar suggested that this effect was due to limitations of resources that

SMEs need to acquire information about the market in order to initiate changes in the

course of the enterprise. As a result, the effectiveness of these organizations to deliver

goods and services to their customers may be drastically reduced.

In a related study, Sawyerr, McGee and Peterson (2003) reported that managers can

respond to uncertainty by finding information from external sources and by doing so they

can influence the financial performance of their organizations. This implies that

depending on the difficulty with which such resources are obtained from the external

business environment, performance may be affected adversely. Conversely, the adverse

effect would be low if the effect of external business environment is less severe.

A similar observation has been made in Kenya where some extant studies analyzed the

effect of external business environment on organizations. For example, Machuki and

Aosa (2011) studied organizations listed at Nairobi Securities Exchange. They found that

although external business environment was correlated with performance, its effect was

nevertheless not statistically significant. They concluded that organizations in the study

did not perceive the effect of external business environment on their performance as

important.

However, the moderating role of external business environmental factors is empirically

documented in literature in which a variety of relationships are depicted between diverse

organizational variables and firm performance. In one such study, Goll and Rasheed

(2004) examined how business environment moderates firm performance. The study

found a significant moderating effect of business environment on the aspects of firm

performance.
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In a different vein, Priem et al (1995) found that "the relationship between decision

making process rationality and firm performance is moderated by business environmental

dynamism" (Goll & Rasheed, 2004:44). These studies provide evidence that the

moderating role of external business environment on the effect of some variables has

been demonstrated empirically in the past.

These arguments in theory and findings from reviewed empirical studies suggest that

opinions and empirical evidence are divided regarding the role of external business

environment on firm performance. While some scholars such as Pasanen (2003) found

that aspects of external business environment had an effect on firm performance,

contradictory results were reported by others like Machuki and Aosa (2011).

Furthermore, in the case where external business environment has been conceptualized as

a moderator, some studies (Goll & Rasheed, 2004) have reported significant positive

moderating effect of aspects of the variable on performance of organizations although

only one dimension, business environmental dynamism, was examined.

In addition to these observations, differences were also noted with regard to how external

business environment was constructed. Whereas some studies (Goll & Rasheed, 2004)

considered only two aspects, that is, munificence and dynamism, others (Machuki &

Aosa, 2011) used three aspects comprising complexity, dynamism and munificence.

These studies however differ with the current one in that Goll and Rasheed (2004)

investigated effect of different variables on while Machuki and Aosa (2011) focused on

large firms listed in the Nairobi. Securities Exchange.

This contrasts with this study in which entrepreneurial orientation was the predictor

variable while the focus was small and medium enterprises in the manufacturing sector. It

is instructive that the preceding review has not revealed any past studies focusing on the

role of external business environment on the link between entrepreneurial orientation and

organizational performance as was the case in this study.
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It is also evident from the review that, although some opinions have pointed to possibility

of external business environment having both direct and indirect role entrepreneurial

orientation relationship, these opinions are inconclusive. In other words while some

opinions supported the view others took the opposing position.

The contradictions are further supported by the fact that the view regarding the effect of

entrepreneurial orientation on performance was also non-conclusive. This lends credence

to the thought that external business environment could have some effect on

performance. Furthermore, some of these suggesting that further research is needed to

determine whether certain variables could moderate the effect of entrepreneurial

orientation on performance. In the light of these views, the moderating influence of

external business environment on the link between entrepreneurial orientation and

performance was investigated in this study.

2.7 Business Development Services, Entrepreneurial Orientation and

Organizational Performance

The idea that business development services could have an effect on performance of

organizations, particularly the small and medium enterprises, has been a subject of

popular debate for many decades especially among the international and development

agencies. For example, the World Bank and International Labour Organization have

supported studies examining how business development services may be used to improve

performance of small and medium enterprises in developing economies.

The debate however started trickling to academic business environment over the last

decade or so. This relationship, which has now generated immense interest in theory and

management, has been premised on the belief that since SMEs lack economies of scale,

business development services can help them achieve their objectives thus resulting in

better performance (Beck, Demirguc-Kunt & Levine, 2005). According to Miehlbradt

and McVay (2001) organizations need business development services to facilitate

production and delivery of their products and services.
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In the past, scholars have reasoned that business development services are both

operational and strategic services which may distinguish the performance of

organizations. For example, Alchian and Demsetz (1972:793) considered development

services as a function of an organization's resources and argued from resource based

theory viewpoint that "efficient production with heterogeneous resources is a result not of

having better resources, but in knowing more accurately the relative productive

performances of those resources." A broader understanding of the role of business

development services in the relationship between entrepreneurial orientation and firm

performance is important although it has largely remained unexplored especially in

Kenya.

It has also been observed that, in their current form, business development services are

largely supply driven, that is prescribed by donors and service providers, and thus

although supporting SMEs through business development services maybe a venture

considered worthwhile by donor community and national governments, it can also be an

uncertain venture whose results may not lead to the achievement of the intended

objectives (Westhead & Storey, 1996).

Supporting the argument from supply side point of view, business development services

have been based on the notion that SMEs play an important role of alleviating poverty,

increasing entrepreneurial activity and boosting economic growth, business development

services acts as an important catalyst that ensures they perform and but face numerous

challenges that impede their performance. It has however been observed that not much

empirical evidence exists to support this view and therefore opinions remain largely

divided.
,

/ .
I

Whereas Miehlbradt and McVay (2003) argued that business development services have

a positive effect on SME performance, a review of literature shows that relatively little

research has been conducted to explore this relationship. Moreover, the few studies

reviewed revealed a general lack of consensus regarding this relationship. For example

Esim (2001) studied the effect of business development services in women owned
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enterprises in Bangladesh and South Africa. They found that although business

development services had a somewhat positive effect on enterprise operations, this effect

was unsustainable since business development programs were supply rather than demand

driven.

In a more recent study done in Kenya, Gathenya, Bwisa and Kihoro (2011) argued that

women-led enterprises require aspects of business development services like

entrepreneurial strategic planning to improve their performance. This is in concurrence

with an earlier study by McCormick (1999) who also found that SMEs clustered and

located in urban business environments in Kenya experienced improved performance as a

resukt of using business development services.

However, even though these studies argued for a positive effect of business development

services on performance, a contradicting view was presented by Nelson (1997) who

found that in Kenya, business development services are supply driven with generic

contents. They added that the services are standardized and determined by providers

rather than recipients and therefore are unlikely to meet the needs of the target

beneficiaries. There are therefore notable differences in opinions regarding the effect of

business development services in organizations.

Various reasons have been presented in literature as possible sources of these

contradictions. Whereas differences in measurement of the phenomenon have been

argued as a possible cause, conceptualizing the venture has also been sighted in literature.

As regards measurement, two constructs have been popular, one by Small Enterprise

Education and Promotion Network (SEEP) and the other by International Labour

Organization (ILO). According to Small Enterprise Education and Promotion Network,,
business development services is a six dimensional construct comprising input supply,

market access, infrastructure, technology and product development, financial advisory,

and policy and advocacy (SEEP, 2000).
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On the other hand, International Labour Organization added training and technical

assistance to SEEP's configuration resulting in a seven dimensional construct. Arising

from the additional elements included in the ILO construct, studies adopting it would

report different values for business development services compared to those that use the

SEEP version (Miehlbradt & McVay, 2003). This study however operationalized

business development services using the original six dimensional construct by SEEP

(2000).

The foregoing discussion indicates that, although the phenomenon of business

development services has been regarded highly, not much concrete evidence is available

in literature to support its efficacy in organizations. This is evident from the many

divergent views that have been reported in past studies. Furthermore, the role of business

development services in organizations has been presented more from perceptual views

rather than tangible scholarly empirical evidence. Therefore, in view of the various

findings and the noted divergent opinions found in literature, this study investigated the

moderating role of business development services in the effect of entrepreneurship and

performance link.

2.8 Knowledge Gaps
As a result of the preceding literature review, a number of gaps regarding

conceptualization, contextualization and empirical evidence have been identified. With

respect to conceptualization, whereas many studies have focused on the variables in this

study in different combinations, it is apparent that no prior study has been conceptualized

in a similar configuration as the current one. While many past studies (Covin & Slevin,

1989; McCormick, 1999; Maalu, 2010; Fatoki, 2012) focused on SME performance in

different contexts, they mainly investigated effects of various variables singly thus not

integrating the variables to examine their combined effect in a similar fashion as in this

study. Moreover, differences were also noted in the way the variables were

conceptualized in the past studies compared to the incumbent study.
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Another point of departure is the focus of the past studies. For example whereas Nganga,

Onyango and Kere (2011) focused on effects of infrastructure, technology and collective

efficiency on SME growth in wood enterprises in the Rift Valley in Kenya, Gathenya,

Bwisa and Kihoro (2011) looked at entrepreneur's age, education and business dynamics

in women owned enterprises. Therefore, although the response variable in some of these

studies may have been the same, that is performance, the reviewed literature has revealed

that none of the studies had been conceptualized to examine whether business

development services, internal and external business environmental factors moderated the

effect of entrepreneurial orientation on performance of small and medium enterprises in a

contingency configuration as in this study.

These arguments are further strengthened by the fact that to the best of the author's

knowledge, no past study has examined the combined effect of entrepreneurial

orientation, internal business environment, external business environment and business

development services on performance of small and medium organizations in Kenya. In

addition, the review indicates that Kenya has not benefited much from studies focusing

on entrepreneurial orientation and performance of small and medium enterprises

especially with regard to the role of business environment and business services in this

relationship. Therefore, these gaps which are also in harmony with this study's research

problem and also summarized in Table 2.1 were addressed in this study.

Table 2.1: Summary of knowledge gaps

Author Area of study Findings Knowledge gaps Focus of this
study

Gathenya, Effect of Both age and Did not consider Broadened the
Bwisa and entrepreneur's education affect other factors scope by
Kihoro age, education dynamics likely to considering
(2012) and business (planning) moderate or resource issues' .

dynamics on mediate this and business ~

women relationship environmental
enterprises in factors
Kenya

Fatoki (2012) The impact of EO is positively Restricted the This study took an
entrepreneurial associated with study to effect of integrated
orientation on SME performance EO on SME approach and

I Access to Debt and debt finance performance and examined the
finance and partially mediates role of debt effect of other
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performance of the relationship finance thereby variables
SMEs in South leaving out including business
Africa business environment and

environment and services
effect of services

Nganga, Determinants of Collective Restricted to This study
Onyango and SME growth in efficiency found to collective focused on SMEs
Kerre (20 II ) wood enterprises affect efficiency, in the

in Kenya developments in infrastructure manufacturing
infrastructure and technology sector

Maalu (20 10) Succession Family and firm - Focused only - Used a broader
planning strategy level institutions on family SME population
and performance businesses - Examined
offamily SMEs - Did not moderating roles
in Kenya investigate roles of study variables

of EO, IE, EE - Took a more
and BDS integrated

approach
Pett and Wolf Role of learning LO is related to Only considered - Operationalized
(20 I0) orientation and MO and EO and the learning BDS using the six

its relationship to that higher LO Orientation dimensions as
Market leads to more MO aspect of BDS. reviewed in
Orientation and and EO literature
entrepreneurial
orientation

Omar, The background Human resource is Only focused on - Went beyond
Arokiasamy and challenges a big challenge to Human resource human resource
and Ismail faced by Small SMEs and but not other factor to include
(2009) and Medium developing is aspects of BDS other aspects of

Enterprises: A expensive making and moreover did BDS and EO as
human resource SMEs to either not investigate well
development stagnate or perish the effect of EO
perspective.

Runyan, "Entrepreneurial Study uncovered Looked at EO This study
Huddleston. orientation and gender inequities and social capital included other
and Swinney, social capital as especially the from a gender aspects including
(2006): small firm female gender that perspective but risk and

strategies: a is greatly did not include proactiveness
study of gender disadvantaged the major BDS
differences from constructs
a Resource-
Based- View" •

Wiklund, "Knowledge- Found a The knowledge Included more
and Based relationship based resources factors beyond
Shepherd Resources, between considered did knowledge
(2003). Entrepreneurial resources and not include based resources

Orientation, performance: some aspects of inBDS
and the BDS in this construct such as
Performance of study's market access,
Small and construct infrastructure
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Medium-Sized
Businesses."

Reynolds, Guideline Committee on The report does This study
Bygrave and Principles for donor agencies not discuss effect investigated the
Erkko (2003) donor ofBDS on relationship

intervention performance between BDS and
performance and
discussed in detail

Esim (2000) 'See how they Concluded that Restricted their This study looked
Grow - Business BDS should be study to women at effect ofBDS
Development demand driven run/owned on SMEs in
Services for and identified enterprises general
Women's entrepreneurship irrespective of
business growth' training and gender

capacity building
as some of the
important BDS
factors. Also
identified
macroeconomic
business
environment as an
important external
business
environmental
factor.

Lyon, Operationalizing A systematic Dwelt more on This study went
Lumpkin and EO and approach to EO gender issues in beyond gender
Dess (2000) measuring a key operationalization entrepreneurship and looked other

strategic decision and measurement factors
making process will lead to greater influencing

validity, entrepreneurship
reliability, and
convergence in
entrepreneurship
research.

McCormick SME Clustering leads to Did not include -Used
(1999) performance & better SME all aspects of comprehensive

clustering in growth BDS in study BDS construct
urban centers in
Kenya

Wangwe "Micro and Studied SMEs in Did not consider Investigated S'J\1E
(1999). Small Tanzania from aspects of BDS performance from

Enterprises employment or performance BDS perspective
Development and perspective
Employment:
Implications:
Review For
Current Status
and Prospects"
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Westhead Management Issues like quality Narrowed down Broadened the
and Storey training and of training; to training thus scope and
(1996). small firm whether training is ignoring other considered a

performance: designed from BDS aspects composite of
why is the link so Supply or demand factors beyond
weak? side had impacts training under

BDS construct

2.9 Conceptual Framework
Framework is a structure that consists of a set of beliefs, ideas and rules that is used as

the basis for making judgments and decisions (Hornby, 2005). Frameworks are

commonly applied in research especially in situations where ideas and thoughts involving

several interacting social events or phenomena are concerned. The variables that

normally form the subject of investigation in research are usually viewed from theoretical

perspective as concepts which the study intends to test their veracity. On the other hand, a

concept is an idea or principle that is connected to something (Hornby, 2005). In

scientific research, concepts refer to formally or logically developed ideas about classes

of phenomena that a researcher seeks to study (Berg, 2001).

Concepts are used in research to create meaning or enhance the underlying social events

or phenomena in a process called conceptualization. This is a creative process which

requires that ideas and thoughts be combined several times into new entities. The end

result of this creative process is a conceptual framework. A conceptual framework is a

network formed by integrating ideas and thoughts about a phenomenon in form of

variables and constructs within the domain of interrelated theoretical perspectives. In this

study, a framework composed of several theories comprising entrepreneurship, resource

dependence, contingency, transaction costs and resource based view was used.

In the framework, resource based view was used as the main theory upon which the study

was anchored. This is because all the predictor variables were thought to have an impact

on how organizations acquire and use resources hence affecting their performance. The

other theories were similarly used to ground the concepts related to specific variables in

the study. For example entrepreneurship theories grounded entrepreneurial orientation

concepts while resource dependence theory' strengthened arguments around how the
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resource constraints due to variations in the predictor variables affect organizations. On

the other hand, contingency theory was useful in linking all the variables in a contingency

framework whilst transaction costs theory helped in explaining the fact organizations

have to incur costs to acquire resources from the business environment.

Arising from the nexus of the theoretical framework, four predictor variables were argued

to have independent direct effect on performance. Moreover, it was reasoned that three of

the of the predictor variables had a moderating influence on performance and further that

all the predictor variables jointly had a greater effect on performance compared to each

variable's individual effect. The inter-variable relationships in the framework were based

on opinions and evidences from extant studies for example Lumpkin and Dess (1996),

Goll and Rasheed (2004) and Fatoki (2012). The inter-variable relationships presented

theoretically in this framework are summarized diagrammatically in the conceptual

model in Figure 2.1.

/ .,
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Figure 2.1 - Conceptual Model

Entrepreneurial
Orientation (EO):
- Autonomy
- Innovativeness
- Risk Taking
- Proactiveness
- Competitive
aggressiveness
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Figure 2.1 shows the linkages among variables and the hypotheses that were tested to establish them. In
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2.10 Research Hypotheses
A hypothesis is a proposed explanation for a phenomenon. In a hypothesis, the proposed

explanation can be tested in order to either approve or disapprove the hypothesis.

According to Smith and Bronwyn (2013), a hypothesis does not have to be right or wrong

but has to be tested to the limits. In instances when a hypothesis turns up not to be

supported, this opens up opportunities for further research to investigate the phenomenon

differently. Indeed, there have been many studies in which research hypotheses were

rejected (Machuki, 2011; Letting, 2011; Ogollah, 2012).

Many scholars (Covin & Slevin, 1989; Lumpkin & Dess, 1996; Letting, 2011; Ogollah,

2012) have used hypotheses to examine different phenomena in their studies. For

example Lumpkin and Dess (1996) used the hypothesis approach to test the effect of a

number of factors, which included entrepreneurial orientation, on SME performance. In

a similar approach, Letting (2011) used the approach to examine the relationships among

various variables on firms listed in the Nairobi Securities Exchange. In another study,

Ogollah (2012) used hypothesis approach to examine organizational configuration and

performance of commercial banks in Kenya. Hypothesis testing has therefore been a

popular method to investigate scientific phenomena through research.

This study adopted a similar approach in which specific hypotheses were constructed to

test different linkages among the variables. The study had one response variable and four

predictor variables. The response variable was conceptualized as performance while the

predictor variables comprised entrepreneurial orientation, business development services,

and external and internal business environments. The choice of performance as a

response variable was based on the fact that owners and managers of enterprises usually

determine returns made from the resources invested in their enterprises in terms their

output which is a performance issue (Venkatraman & Ramanujam, 1986). However,

these variables affect performance of SMEs in Kenya especially with regard to

entrepreneurial orientation was the primary focus of the study.
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Five objectives were therefore formulated as the main pillars to guide examination of the

different phenomena. Each of the objectives which are presented in section 1.3 was

modeled as an inter-variable relationship then translated into a hypothesis. All the

hypotheses were thereafter presented in the conceptual model shown in Figure 2.1. The

relationships shown in the model are just propositions which the researcher stipulated to

exist among the variables on the basis of existing literature and other sources.

According to the model, hypothesis HI stipulated that there was significant relationship

between entrepreneurial orientation and SME performance. In addition, the model

postulated in hypotheses H2, H3 and H4 that the relationship between entrepreneurial

orientation and SME performance was moderated by internal business environment,

external business environment and business development services respectively. Lastly,

hypothesis H5 had proposed that there was a joint effect of all the predictors on the

response variable and that this was greater than the individual effect of each predictor

variable. This study therefore tested the links by rejecting or failing to reject each of the

five hypotheses, also presented below, in order to achieve the intended objectives.

There is a significant relationship between entrepreneurial orientation and SME

performance

Internal organizational business environment moderates the relationship between

entrepreneurial orientation and SME performance

External organizational business environment moderates the relationship between

entrepreneurial orientation and SME performance

Business Development Services moderates the relationship between

entrepreneurial orientation and SME performance

The combined effect of entrepreneurial orientation, internal organizational•
business environment, external business environment and business development

services on performance of SMEs is greater than the individual effects of each

variable.
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2.11 Summary of Literature Review
This chapter has presented a thorough and detailed literature review of this study's

variables and their relationships. It has also argued for the theoretical perspective of the

concept of entrepreneurship before expounding on the theoretical foundations of the

study. In this process, a firm theoretical framework consisting of theories from the

discipline of entrepreneurship has been discussed. Theories such as contingency,

transaction costs and resource dependence which were relevant in this study particularly

in the context of organizations' quest for resources have similarly been discussed.

Resource based view, the anchor theory has also elaborately been discussed and its

anchor role demonstrated.

The chapter has also reviewed literature on the variable linkages in the context of the

study objectives. In this regard, the hypothesized linkage between entrepreneurial

orientation and performance was thoroughly reviewed. Also, literature on the effect of

internal business environment on this linkage was reviewed as well as for external

business environment on the same linkage. Finally, literature and empirical studies

focusing on the influence of business development services on the link between

entrepreneurial orientation and performance was reviewed.

In the foregoing theoretical reviews found a paradigm shift in entrepreneurship research

and show an evolution pattern from theory building and terminology definition to clearer

conceptualization of entrepreneurship dimensions. This was followed by contemporary

period of entrepreneurship research when earlier theories and definitions were applied to

conceptualize aspects of entrepreneurship from a more practical and empirical

perspective in many different contexts. The efforts resulted in accumulation of a large

body of literature on entrepreneurship which was published in over one hundred or so .
/ .,

journals.

However, despite this large body of literature on entrepreneurship, the concept is far from

being synthesized since the field is still evolving and thus lacks a consistent universal

theory. As such the general tendency has been to borrow heavily from a cross section of
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other social sciences. The literature review also revealed some gaps which formed the

focus of this study. Thus, this chapter has summarized the gaps in literature and also

presented the conceptual framework as well as, the model and the hypotheses that were

tested to achieve the study objectives.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction
This chapter presents the methodology that was used during this study. It also shows and

discusses the steps and approaches that were followed during research. Specifically, the

chapter presents the study philosophy, research design and population for the study. Also

presented in the chapter is data collection, methods for measuring study variables, a

description of tests for reliability and validity, and data analysis procedures. Furthermore

the chapter provides the analytical models showing how the study hypotheses were tested

are presented and how the variables were operationalized during the study.

3.2 Research Philosophy
The main objective of this study was to explore whether business development services

and business environment moderate the relationship between entrepreneurial orientation

and organizational performance. The unit of analysis was therefore the organization.

However, when undertaking a study of this nature,perceptions, beliefs, assumptions and

nature of reality and truth about how an organization is viewed can influence the way in

which research is carried out. Therefore it is important to consider different research

paradigms and matters of ontology and epistemology and outline the approaches

congruent to the nature and aims of the study adopted to ensure that researcher biases are

understood, exposed and minimized. In this regard, there are several philosophical

perspectives upon which extant scientific studies have been based as the domains for

dealing with such issues.

These perspectives fall on a wide continuum of which positivism and phenomenology are

the two extremes. Phenomenological paradigm is based on the view that behind science

there is human interest in a world that is socially dependent and in which the observer is,
part of what is being observed (Giorgi, 2009). This study however adopted the positivist

approach. The positivist approach is based on knowledge gained from actual examination

and verification of observable experience or data and takes the view that information

should be derived from logically executed mathematical treatments and that only

scientific knowledge can be the source of truth (Hussey & Hussey, 1997).
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The use of positivism as a guide to research thinking follows Comte's (1907) research in

which concluded that all phenomena are subject to some fixed or invariable natural laws.

In some studies (Zaino I & Ayadurai, 2011; Fatoki, 2012) authors have interpreted this

view in organizational context. They argued in support of scholars who believe in

positivism, that truth in actions in organizations can only be observed through their

categorization from which the behaviour of people and systems should be measured.

Positivist approach can therefore be used to test one or more hypotheses thus making

problem solving follow a pattern of formulating and testing propositions (Cohen &

Maldonado, 2007). In this study, five hypotheses were proposed depicting relationships

among various study variables based on existing theories. The positivist approach was

therefore selected to enable thorough examination and testing of the assumptions and

relationships among the variables in order to prove or dismiss the hypothesis.

3.3 Research Design
There are many designs available in scientific research of which experimental, case

study, longitudinal, and cross-sectional are the major types. Each of these designs has its

own methodology requirements in terms of variable construction, instrument design and

data collection and treatment. Therefore it is always necessary to select a particular

approach or combination of approaches based on the requirements of the study. However,

most studies whose contexts cover relatively wide geographical horizons have used either

longitudinal or cross-sectional designs (Zainol & Ayadurai, 2011; Nganga, Onyango &

Kerre, 2011). Whereas longitudinal survey approach is used primarily where time series

analysis is desired, cross sectional approach is found most suitable when investigating

phenomena at a particular point in time.

According to literature, cross sectional survey aims at observing a sample or the entire

population of the study at a specific point in time (Bhamani, Kaim & Khan, 2013i. As

such, only one observation made on each variable is used to describe some feature of the

population. This is different from longitudinal surveys in which observations are made on

a subject of the study over a considerably long period of time.
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This is as opposed to longitudinal surveys in which study respondents are observed at

periodic intervals. Observation of respondents at periodic intervals enables collection of

time series data on various phenomena. This study however aimed at examining the

variables at a particular point in time and therefore descriptive cross sectional survey

design was adopted.

According to Olsen and George (2004:7) in cross sectional surveys, "the whole

population or a portion of it may be selected, and from these individuals, data are

collected to help answer research questions of interest." In Kenya, Nganga, Onyango and

Kerre (2011) used cross sectional survey approach to study determinants of SME

performance. Since in this study, the overall purpose was to examine significant

associations between variables at some point in time, cross sectional survey design was

found more relevant. The cross sectional approach was used to establish whether the

study hypotheses should be rejected or not thus determining there were significant

associations among study variables.

3.4 Population of the Study
The target population in this study was all the small and medium manufacturing

enterprises operating in Nairobi County. Specifically, manufacturing enterprises which

were members of Kenya Association of Manufacturers as at end of December 2012

formed the sampling frame. Kenya Association of Manufacturers member organizations

have been used in past studies (Aosa, 1992; Awino, 2011; Busienei, K'Obonyo & Ogutu,

2013). Nairobi County had a total population of over three million people and therefore

was the highest populated of Kenya's forty seven counties. The county is the main

industrial hub of Kenya and it was estimated that it had more than a thousand

manufacturing organizations out of which over 800 were registered with Kenya

Association of Manufacturers. These organizations translated to more than 80% of all the

manufacturing enterprises (KAM, 2012) which formed a representative number of all

manufacturing activities in the whole country.
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Of these firms, 600 were those organizations with turnover of Kshs. 250 million and

below. Kenya Association of Manufacturers had classified this category of its members

as small and medium enterprises. Based on this population, this study excluded all the

large manufacturing firms, that is, those with sales turnover above Kshs. 250 million and

focused on the KAM listed organizations with annual sales turnover of KShs. 250 million

and below which were categorized in the directory as small and medium. However,

service and consultancy firms which were listed in the KAM directory and had this

turnover were excluded from the study because the focus of this study was primarily on

the manufacturing organizations. Also excluded were those organizations outside Nairobi

County.

This population was found suitable since by virtue of their registration with KAM, the

enterprises were assumed to have documented systems, structures and performance

results which were crucial in this study. These enterprises also demonstrated self

confidence in their operations, practices and policies and by extension readiness to be

subjected to external scrutiny by registering with KAM. Furthermore, it was also

envisaged that enterprises would be willing to disclose such details given their

relationship with KAM. Moreover, there was reason to believe that the enterprises were

likely to attract skilled employees. This was critical in the study considering that

management of the organizations and reliability of financial and operational data were

areas of particular interest.

In addition, the small and medium enterprises in this population were likely to have

developed management competencies and styles which were part of the crucial data in

this study. KAM had categorized these organizations into thirteen sub-sectors according

to the different types of raw materials used or products manufactured. The sub-sectors
I

were: Building, Mining and Construction; Chemical and Allied; Energy, Electrical and

Electronics; Leather and Footwear; Metal and Allied; Motor Vehicle and Accessories;

Paper and Board; Pharmaceutical and Medical Equipment; Plastics and Rubber; Services

and Consultants; Textile and Apparels; and Timber, Wood and Furniture.
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However, sub-sectors comprised all sizes of organizations in the county including large,

small and medium. The list also included organizations in non-manufacturing, value-add

and consultancy services. In this study, all firms with turnover of Kshs 250 million and

above were regarded as large according to KAM categorization and therefore excluded

from the study. Also, those firms involved in non-manufacturing activities as well as

SMEs that were based outside Nairobi County were omitted in order to arrive at the final

population for the study.

3.5 Sampling Techniques
This study adopted two sampling approaches. First, the formula developed by Cochran

(1977) was used to arrive at the overall sample size. This formula has been used in past

studies that employed survey designs to investigate different organizational variables

(Bartlett, Hortlik & Higgins, 2001). When developing this formula, Cochran (1977)

argued that it is critical to decide error margins which are vital to the survey when

determining the sample size. These margins are based on the level of risk acceptable in

the study and the probability that statistical analyses may yield differences that may not

exist. This is also referred to as the alpha level and was set at 0.05 in this study. The

following formula developed by Cochran (1977) was used to determine the sample size

(n) for the study.

n=(t2)*(s2) =0.96)2(1.167)2 =232
(~F) (5*0.03)

Where 1= value for the selected alpha level of 0.05

(s) = estimate of standard deviation in the population

Q = Acceptable margin of error for proportion being estimated = 0.05 or 95%

confidence level

5 = Five point Likert scale

0.03 is the acceptable error margin for the sample
/ .,

Furthermore, Cochran (1977) argues that when the sample value obtained exceeds 50%

of the population then the following correction procedure should be applied.

n1 = no = 232 = 115
(1 + no/population) (1 + 232/230)
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However, after allowing for 79% response rate (Bowen, Morara & Mureithi, 2009), a

sample size of 150 was used. The 150 entities which were included in the final sample

were identified through simple random sampling. This was followed by stratified random

sampling based on sectors.

3.6 Data Collection
The main purpose of this study was to examme the moderating effect of business

environment and business development services in the impact of entrepreneurial

orientation on organizational performance. The study adopted a cross sectional survey

approach in which data were collected during the months of May and June 2013. The aim

of data collection was therefore to obtain details on entrepreneurial orientation, external

and internal business environments, business development services, and organizational

performance from small and medium size organizations in Kenya. According to Mugenda

and Mugenda (2003), the most popular techniques for data collection are archived or

secondary data, surveys, interviews and objective methods. In this study, data was

collected through the survey technique since it was a field study.

Prior to collecting data for the final analysis, a pilot study was done to test the data

collection instrument. In this process, questionnaires were administered through research

assistants to gauge how the participants would respond to the questions. The pilot testing

revealed some important lessons which were used to modify the final instrument before it

was distributed for the actual data collection. Specifically; the process revealed that

measurement of performance which had originally been proposed to be determined solely

using hard financial data and secondary sources needed reinforcements. This was

achieved by modifying the tool to include perceptual measures in addition to asking for

hard financial data as measures of performance.
/ .

I .

In order to collect final data for the study, survey approach was employed using a

structured questionnaire which was the only instrument used. The questionnaires were

distributed through emails and also hand delivered and administered by three research

assistants. The questions were formulated in a.five point Likert scale format and used as

the main method to collect the data. In addition, dichotomous questions were used to
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request responses to some performance questions. The tool was distributed through three

main methods. Firstly, it was mailed electronically to all the organizations whose email

addresses were known. This was followed by physical drop offs to all organizations by

the research assistants.

Since the unit of analysis in this study was the organization, a questionnaire was sent to

each organization in the study sample. The owners or senior managers of the sampled

organizations were selected as respondents because they were perceived to be more

knowledgeable about organizational variables. The respondents, who were owners or

managers of the enterprises, filled the questionnaires by themselves. However, they were

offered assistance by the research assistants if needed. Before distributing the

questionnaires, a letter of introduction explaining the purpose of the study was emailed to

each organization.

The aim of the letter was inform participating organizations about the purpose of the

study and to explain that the research was purely an academic exercise with no financial

motive. The letter went further to assure the organizations that the data they provide

would be treated confidentially and used only for the purposes of the study. A copy of

this letter was later attached to each physically distributed questionnaire during the actual

data collection to enhance cooperation from the respondents.

The five variables in this study were concerned with business related issues which not all

employees would ordinarily have access to or have good knowledge of. It was thus

thought that owners or senior managers could offer more reliable information on the

compared to other organization's employees. The reliability of data collected was deemed

important so as to arrive at credible results, findings and conclusions.

The key objective of this study was to examine performance of SMEs in Kenya. This was

achieved by specifically testing the effect of four predictors on performance of the SMEs

in the manufacturing sector in Nairobi. Performance is at the heart of every organization

because it shows whether resources are used efficiently and effectively. Different

71



variables including financial and non-financial factors have been used in the past to

measure organizational performance (Bisbe & Oakley, 2004; Leitao & Franco, 2008). In

this study, performance was measured using financial indicators comprised of growths in

profit, growth in sales, sales to profit ratio, and return on assets. In addition, customer and

employee satisfaction which are non-financial indicators were also used.

The research instrument had a total of six sections each soliciting data for different

aspects of the variables in the studied organizations. Section one contained questions

focusing on organizational background such as year of incorporation, industry, position

of respondent and number of employees. The second section had questions regarding

aspects of business development services. Data on business development services

focused on market access, technology and product development, procurement services,

alternative financing and policy and advocacy.

In addition, section three had questions on elements and measures of entrepreneurial

orientation in terms of proactiveness, risk taking, innovativeness, competitive

aggressiveness and autonomy while the fourth section contained questions to determine

external business environmental complexity, dynamism and munificence. Section five

had questions on aspects of internal organizational management support, centralization of

decisions and rigidity in rules while the last section focused on performance measures

such as profitability, sales, return on assets as well as customer and employee

satisfaction.

Thus performance was measured from both financial and non-financial indicators. The

data collected were then subjected to the cleaning process which involved coding,

validation, verification and manipulation before being passed through the various

statistical analysis processes. In the first instance, a check was done to ensure that all

questionnaires distributed during the data collection phase were accounted for. This was

followed by allocating serial numbers to all the questionnaires before screening to

determine their completeness and veracity. Any anomalies detected were corrected at this

stage before further processing.
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The total number of valid questionnaires was then determined and used in the subsequent

processing. The next step entailed coding of data into the required format for further

analyses. The coding process involved assigning unique code to each question to make it

easy to identify and be able to trace each entry throughout the data analysis process. Data

was then entered into a suitably formatted excel worksheet which was finally uploaded to

SPSS version 19 from which the hypotheses for the study were tested.

However, prior to hypotheses testing, a preliminary stage which entailed basic checks of

the data was done. In this stage, basic features and characteristics were analyzed as

presented in chapter four, using different techniques such as frequency counts,

descriptive statistics and normality tests. Once these basic operations were done and

results verified, the data was subjected to more rigorous and specific regression analyses

in which all the hypotheses were examined.

3.7 Operationalization of the Study Variables
In studies of this nature, definition and measurement of study variables is important in

order to obtain reliable and accurate results. Operationalization involves translating a

variable from its conceptualized state into measurable form. In this process, quantifiable

elements of the phenomenon which the variable represents are identified and assigned

values. Measures used to determine values of each variable have been summarized in

Table 3.1.

Table 3.1: Summary of Operationalization of Study Variables

Construct Operationalization Hypotheses Measure Questionnaire
of the construct item

ENTREPRENEURIAL ORIENTATION
Pro-acti veness - Monitoring of HI, H2, H3, Five point 7.1, 7.2

future needs H4,H5 Likert Type I
/ .

trends Scale -
- Introduction of
new products and
technologies a
head of
competition

Competitive - Ambitious HI, H2, H3, Five point 8.1,8.2
Aggressi veness market share H4,H5 Likert Type
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targets Scale
- Enters new
markets with
lower prices

Risk Taking - Uses loans HI, H2, H3, Five point 9.1,9.2
- Undertakes H4,H5 Likert Type
uncertain return Scale
projects

Innovativeness -New HI, H2, H3, Five point 10.1, 10.2
products/services H4,H5 Likert Type
in last two years Scale
- Latest
technology

Autonomy - Decentralized HI, H2, H3, Five point 11.1, 11.2
decision making H4,H5 Likert Type
- Ideas move from Scale
bottom upwards

INTERNAL BUSINESS ENVIRONMENT
Management - Adequacy of H2,H5 Five point 15.1, 15.2
support materials and Likert Type

resources Scale
- Support staff
mentoring and
training

Centralized - Freedom in H2,H5 Five point 16.1, 16.2, 16.3
decision decision making Likert Type
making - Staff decisions Scale

are acceptable
Complexity of - Rigidity of rules H2,H5 Five point 17.1,17.2,17.3
rules and - Rigidity of Likert Type
procedures procedures Scale

EXTERNAL BUSINESS ENVIRONMENT
Complexity - Political, H3,H5 Five point 12.1, 12.2, 12.3,

economic, Likert Type 12.4, 12.5,
technological, Scale 12.16
socio-cultural,
regulatory and
ecological factors

Dynamism - Political, H3,H5 Five point 13.1, 13.2, 13.3,
economic, Likert Type 13.4, 13.5, 13.6
technological, Scale
socio-cultural,
regulatory and
ecological factors

Munificence - Political, H3,H5. Five point 14.1,14.2,14.3,
economic, Likert Type 14.4, 14.5, 14.6
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technological, Scale
socio-cultural,
regulatory and
ecological factors

BUSINESS DEVELOPMENT SERVICES
Market Access - Market H4,H5 Five point 1.1, 1.2

information Likert Type
- Advertising Scale
facilities

Technology - Technology H4,H5 Five point 2.1,2.2
and Product suppliers Likert Type
Development - Product design Scale

services
Procurement - Raw material H4,H5 Five point 3.1,3.2
Services suppliers Likert Type

- Group Scale
purchasing

Alternative - Loan usage H4,H5 Five point 4.1,4.2
Financing training Likert Type
mechanisms - Suppliers of Scale

credit
Infrastructure - Business H4,H5 Five point 5.1,5.2

incubation Likert Type
services Scale
- Warehousing
facilities

Policy and - National policies H4,H5 Five point 6.1,6.2
Advisory awareness Likert Type

- Advocacy skills Scale
training

PERFORMANCE
Performance Percentage growth HI to H5 Five point 18.1

in profit Likert Type
Scale

Percentage growth HI to H5 Five point 18.2
in sales Likert Type

Scale
Percentage growth HI to H5 Five point 18.3 , .

j

in return on assets Likert Type -
Scale

Growth in HI to H5 Five point 18.4
revenue/profit Likert Type
ratio Scale
Customer HI to H5 Five point 18.5
improvement Likert Type

Scale
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Employee HI to H5 Five point 18.6
satisfaction Likert Type

Scale
Profit HI to H5 Five point 18.Ia

Likert Type
Scale

Sales revenue HI to H5 Five point 18.2a
Likert Type
Scale

Return on assets HI to H5 Five point 18.3a
Likert Type
Scale

As Table 3.1 shows, all the variables for the study were configured in a multi-

dimensional manner. The concept of using multiple dimensions to operationalize

variables has been applied in several extant studies (Miller, 1983; Lumpkin & Dess,

1996; Pett & Wolf, 2010). In this study, entrepreneurial orientation was operationalized

using five dimensional construct consisting of risk taking, innovativeness, proactiveness,

competitive aggressiveness and autonomy (Lumpkin & Dess, 1996).

Each of the five dimensions of the variable was determined from two sets of questions as

indicated in Table 3.1. Sim!lar approach has been used in some past studies (Pett &

Wolff, 2010; Fatoki, 2012). In a similar way, business development services was

operationalized using a set of two questions each focusing on market access, input

supply, technology and product development, infrastructure, financial services and policy

and advocacy (SEEP, 2000).

Furthermore, internal business environment was determined from three dimensions

consisting of management support management support, organizational rules and

procedures and centralization of decision making. A similar approach was used.by Sharifi

and Charrakh (2011) to determine aspects of organizational factors. In this study, each

internal business environmental aspect was determined from a set of two relevant

questions. The last independent variable was determined through measures of

complexity, dynamism and munificence. The factors have been used in past studies by

for example Machuki and Aosa (2011) which investigated effect of external business
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environment on firm performance. In such past studies, the approach has been to ask sets

of questions related to each business environmental aspect. Likewise, a set of six

questions were formulated to represent different aspects these business environmental

states.

Performance, which was the dependent variable in this study, was measured from

customer and employee satisfaction and percentage growth in two year averages of profit,

sales, return on assets and revenue to profit ratio. While the perceived satisfaction

indicators represent non-financial measures, profit, ROA and sales revenue measured

financial well being of the organizations. The performance measures were however

determined from perceptual values rather than actual or hard quantities.

Five point Likert type scales were used to measure all the variables in the study. Likert

type scales generally present simple but versatile approach to obtaining primary data

(Khandawalla, 1977). The scales enable evaluation of respondents' attitudes along the

same underlying negative-to-positive dimension. In addition, participants find them easy

to read, understand and complete. Moreover, the five point Likert scale in particular

presents clear, distinct and adequate choices which have no overlaps and therefore less

confusing to the respondent compared to scales with more choices.

Likert type scales have therefore been used by past scholars (Covin & Slevin, 1989;

Machuki & Aosa, 2011; Shariffi & Charrakh, 2011) to collect data during their studies.

However some limitations have. been reported which tend to make the scales less

effective. Biases towards psychometrics, central tendency, acquiescence and social

desirability are some of the weaknesses that past studies have reported when using this

type of scale. In this study, these limitations were noted and where possible measures
I

taken to reduce their impact in the results.

This study employed a style of asking several questions to obtain data for each variable.

This approach increased the reliability by depending on a variety rather than a few

questions for every variable. Similar methods have been used in past studies (Wangwe,
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1999; Letting, 2011). The intention was to measure the extent of manifestation of

underlying issues related to the study variables in the organizations. The properties of the

scales used in the questionnaire were nominal, ordinal, internal or ratio. These parameters

and other information are presented in Table 3.1.

The study was conceptualized to have one independent and three moderating variables.

Data from each item of the independent variable was obtained using questions designed

to detect existence of each dimension. A set of two questions was asked under each

dimension of every independent variable in order to examine how the dimension

manifested in an organization. The responses to each set of questions were then

aggregated to arrive at one value for every dimension.

The dependent variable for this study was organizational performance. This variable was

calculated as an average of various measures over a two year period. In order to

determine how organizations had performed, data on financial and non-financial

indicators were collected. Specifically, data on customer and employee satisfaction and

average growth in profit, sales, return on assets and sales to profit ratio were asked for. In

addition, data on actual profit, sales and return on assets were requested for.

This study only used perceptual measures of performance. This was because it was

realized that small and medium enterprises were poor in keeping records. Moreover past

studies reported that the enterprises found it difficult to give actual data even where exists

(Bisbe & Oakley, 2004). In order to alleviate this problem, some past studies have used

perceptual measures of performance instead. For example Letting (2011) used this

approach on a five point Likert scale to measure performance of board of directors in

organizations listed in Nairobi Securities Exchange. / .,

In another study focusing on SMEs in South Africa, Fatoki (2012) used five point Likert

scale to measure satisfaction with sales and profitability growth, and satisfaction with

overall business performance as perceptual measures of performance. This approach has

therefore been used in the past as alternative where it was not possible to obtain actual

78



financial data. In this study, the section of the questionnaire which requested for hard or

actual financial data was only answered by 20% of the respondents. Moreover, a careful

scrutiny of the responses indicated in most cases, the data given did not look credible for

analysis.

In addition to examining direct effect of the independent variable on performance, this

study also investigated the role of three moderating variables on EO-SME performance

relationship. Moderating variables refer to factors that affect the direction and even

strength of the relation between an independent variable and a dependent variable (Baron

& Kenny, 1986). Within the broad framework of correlation analysis, a moderator

indicates a third variable that affects the zero-order correlation between two other

variables. In the current study, business development services, external business

environment and internal business environments were conceptualized as moderating

variables. Each of the three variables was hypothesized to have moderating influence on

the relationship between entrepreneurial orientation and SME performance. In this

proposition, the introduction of each of these variables was envisaged to have an effect

on the way entrepreneurial orientation affects SME performance.

According to Sharma, Durand and Gur-Arie (1981), the two methods commonly used for

determining the presence of moderating effect are subgroup and moderated group

analysis respectively. The subgroup approach involves splitting the study sample into two

subgroups followed by application of regression analysis to investigate the relationship

between predictor and the dependent variable in each group. Bennett and Harrell (1975)

suggest that coefficient of determination (R2) from the regression outputs of each sub-

group may be used while Becherer and Richard (1978) presented form-of-relationship as

an option to determine the presence of moderator variable.
/ .

J

This study adopted the moderator multiple regression (MMR) approach to test the

moderating effect of the predictor variables. MMR approach was preferred in this study

due to its robustness and the fact that it maintains the integrity of a sample while

controlling the effects of a moderating variable (Zedeck, 1971). The moderating role of

each variable was determined from the interaction between the predictor and each
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respective moderating variable based on the coefficients of the moderator and the

interactive term. The interaction term was computed as a product of the predictor variable

and the moderator in all the regressions in which moderating effect was tested. The

moderation approach has been used in past studies for example by Stern, McCrants and

Pettine (1982) who found that uncontrollable events such as divorce moderated the

relationship between changing life events and severity of illness.

In a similar vein, Baron and Kenny (1986) argued that the moderating effects are

indicated by the significant effect of the interactive term while controlling for the effect

of predictor and moderating variables respectively. Regarding business development

services, its moderating role in the effect of entrepreneurial orientation on performance

was determined by introducing the product of the two predictor variables in the

regression function. This product was similarly introduced in the model as a third term. In

a similar vein, the moderating role of external business environment was determined by

multiplying external business environment and entrepreneurial orientation while

moderating role of internal business environment was investigated by including the

variable's interaction with entrepreneurial orientation in the regression. These models

were then regressed in Statistical Package for Social Sciences (SPSS) version 19 in order

to establish whether these variables moderated the entrepreneurial orientation and

performance relationship in the respective organizations was perceived.

3.8 Validity and Reliability of the Study Instrument
Information in past studies have reported that instruments designed for a particular study

could be subject to certain situations which may cause variations in the data collected.

Some of the common causes of such variations have been determined as respondent bias,

physical conditions, and level of education. Therefore scholars (Kidombo, 2007; Letting

2011) have argued that it is important to ensure that the instrument is validated in' order to

obtain accurate and reliable results. As such several measures have been used in past

studies to determine accuracy and reliability of measurement instruments. However,

literature (Golafshani, 2003) has presented reliability and validity as the two main

methods of ensuring accuracy and replicability of data collection instruments in different

situations.
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3.8.1 Validity of the Study Instrument

The concept of validity has been described from different perspectives in business

studies. According to Golafshani (2003), validity in quantitative research determines

whether the research instrument truly measures that which it was designed and intended to

measure or how truthful the research results are. Validity is thus a determination of level of

accuracy with reference to the envisaged results. The two main types of validity common in

literature are content and construct validity (Mugenda & Mugenda, 2003).

In the current study, content validity was achieved by pilot-testing questionnaires among

selected enterprises which had similar characteristics as those in the main study

population before actual data was collected. During this test, a total of ten organizations

in the manufacturing sector were contacted. Questionnaires were then distributed with the

assistance of research assistants who also assisted the respondents where necessary when

filling the questionnaire.

A few issues were detected during the pilot testing. These included realization that most

of the respondents had reservations in providing actual financial performance data related

to profits, return on investment, sales and son on. In some cases, the respondents reported

experiencing difficulty in answering certain questions which they said were confusing.

The results of these pilot tests were therefore used in this study either to add additional

information in the questionnaire, alter the style of requesting for data especially for

financial performance or adopt simpler terminologies where the respondents had

expressed difficulty in interpreting the required information. In addition to pilot study, the

literature review was used to ensure that mainly SME related literature was appraised.

Focusing the review primarily on SMEs was intended to ensure that the reviewed studies

and their results had relevance to this study.

In addition to testing content validity, construct validity which seeks to determine

whether the instrument accurately measures the study phenomena was tested using factor

analysis to determine if the scores for actual elements conformed to the characteristics of

the dimensions of each construct. Confirmatory factor analysis was conducted to verify
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the construct validity of the study variables especially those which had been

conceptualized to be multidimensional. In this process, principal component analysis

(peA) was used as the method of extraction while rotation method was varimax with

Kaiser Normalization. The rotation converged in five iterations for entrepreneurial

orientation. A total of ten factors emerged from this rotation however the Eigen values of

only three factors were greater than one therefore suitable represent the variable. It was

confirmed that all the questions asked in entrepreneurial orientation were in these three

factors.

A similar procedure was used in the case of business development services. In this

situation, the analysis converged in five iterations and a total of twelve components

emerged of which only four had Eigen values greater than one. The three components

were confirmed to be representative of business development services since they had all

but one question. These results indicate that the responses for these variables represent

the theoretical constructs for the study which were presented in chapters one and two.

These tests therefore confirm the construct validity of the variables that were configured

as multidimensional constructs consisting of several dimensions.

3.8.2 Reliability of the Study Instrument
Reliability of an instrument is an indication of whether the instrument gives an accurate

score across a range of measurements such as different people at same time, different

people at different times and different questions same construct. Reliability has been

defined by Joppe (2000) as how well the results are consistent over time. In other words,

reliability is an accurate picture' of the study's total population such that if the results can be

reproduced under a similar or same methodology, then the research instrument is considered

reliable. Extant literature (Kirk & Miller, 1986) has identified three types of reliability as

measurement repeatedly remaining the same, instrument stability over a period of time and

measurement similarity within a given period of time.

Since this study was cross sectional in which data collection did not extend over long periods

of time, concern for reliability was mainly on the degree to which the measurement

repeatedly remained the same across different respondents. This dimension of reliability was
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determined using the Cronbach's alpha tests as summarized in Table 4.1 and presented in

chapter four of this thesis. Reliability in this study was measured by computing the ratio of

the variances of the true and observed scores of each element in every dimension and

construct. This approach, also known as Cronbach's alpha, gives the value of coefficient

- alpha (Nunnally, 1978). The alpha coefficient which was developed by Cronbach

(1951) has two extreme values ranging from zero which indicates absence of internal

consistency to one which shows complete internal consistency (Cortina, 1993).

Although this approach has been used extensively as a determination of reliability,

Cronbach's alpha tests have attracted mixed arguments in past research. While some

studies (Nunnally, 1967) reasoned that an alpha coefficient equal to or greater than 0.50

is adequate to determine internal consistency, other more recent studies (Nunnally, 1978;

1999; Awino, 2011) have used and recommended Cronbach's alpha values of 0.70 and

above. This study therefore employed a similar approach and used a cut-off of 0.70 to

ensure that all the measurements from the instrument attained a high degree of reliability.

Summary of tests showing the values of Cronbach's alpha for each variable in this study

are presented in Table 3.2.

Table 3.2: A summary of Cronbach's alpha test results

Variable Cronbach's Cronbach's Number of
Alpha alpha Items

(Standardized)
Entrepreneurial Orientation 0.757 0.758 10
Business Development Services 0.784 0.778 12

External Business environment 0.839 0.840 18
Internal Business environment 0.700 0.702 6
SME Performance 0.868 0.874 6

/ .,
As Table 3.2 shows, entrepreneurial orientation was assessed usmg 10 items which

returned an alpha value of 0.758. Similarly, business development services were

measured on a scale with 12 items which resulted in an alpha value of 0.778 while

external business environment which was determined from a scale with 18 items returned

an alpha value of 0.839. Furthermore, internal business environment was measured from
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6 items and returned an alpha value of 0.702 and finally, SME performance which was

measured using six items returned an alpha of 0.874. These tests show that alpha values

for the study variables all met the threshold of 0.70 and above which indicates that

reliability tests for all items using this instrument were acceptable.

3.9 Data Analysis
Statistical analysis techniques were used as the main method to interrogate data in this

study. Statistical analysis is the process of examining, interpreting and presenting data in

a study. There are many techniques presented in literature for doing preliminary checks

and summarizing the various features and characteristics of the data as a precursor to

more advanced examination. However, descriptive and inferential statistics have

commonly been used in similar past studies as the preferred statistical analysis methods

(Letting, 2011; Machuki, 2011; Ogollah, 2012). This study therefore adopted a similar

approach and used descriptive statistics to examine data at individual variable level and

inferential statistics analyze the data at inter-variable levels.

Descriptive statistics were used to examine individual study variables in order to obtain

information on their basic features and characteristics. The intention was to highlight

these features in terms of what. was in the data or actual content and the aggregated

measures of the data behaviour. Furthermore, distribution, central tendency and

dispersion of data are crucial in determining normality of data which is a prerequisite

condition for linear regression analysis. The summaries of these features and

characteristics were then presented so as to elucidate an understanding of what the

sample data looked like. In this study, descriptive statistical analysis was done in SPSS

Version 19. The analyses performed included determination of distribution statistics, that

is, kurtosis and skewness. Similarly, central tendency statistics such as mean, median and

mode were established and lastly dispersion of data in terms of standard deviation 'was

done.

3.9.1 Descriptive Statistics
Descriptive statistics are techniques for summanzmg and presenting the essential

information about a variable. This type of information has been observed to consist of
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basic features of the study data that explains the characteristics or response trends. It is

always important to analyze these basic features in order to verify whether the data

collected satisfies certain assumptions required during more complex analyses. In

addition, descriptive statistics provides simple summaries about the population sample

and the measures used which makes it easier to interpret the data features (Wonnacott &

Wonnacott, 1990).

Before doing in-depth data analysis to examine various hypothesized relationships, it is

often necessary to determine the characteristics of each variable separately. The

technique commonly used when examining a single variable is known as univariate

analysis. This approach is used in descriptive statistics to describe distribution, central

tendency and dispersion of the data. While distribution shows the nature of data in terms

of the skewness and kurtosis, central tendency presents the mean, mode and median.

Lastly, dispersion shows the degree to which responses for a particular question varies

across the respondents in the study.

3.9.2 Inferential Statistics

Inferential statistics refers to statistical analysis aimed at having an idea about a large

population using sample data. The statistics consists of procedures used to make

forecasts, estimates or judgments about large volumes of data on the basis of statistical

characteristics of a smaller set or sample (Wonnacott & Wonnacott, 1990). The rationale

behind inferential statistics is to study the population using samples which are usually

smaller subsets of the target. population. In this study, inferential statistics were used to

analyze the sample drawn from the population of small and medium enterprises in the

manufacturing sector in Kenya in the context of the study hypotheses.
/ .,

The outputs from the analyses were then interpreted as presented in chapter four in order

to provide an understanding about the relationships. This was done to facilitate a clear

appreciation of these relationships and enable making informed inferences and

appropriate conclusions. These outputs and values of various inferential statistical

measures were therefore important since they showed the magnitudes and directions of
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various parameters for the study variables. The inferential statistics were analyzed using

correlation and regression techniques and their outputs presented in terms coefficients

and regression parameters from these analyses. Correlation coefficients for all the

variables in this study were tested using procedures provided in SPSS Version 19 which

was used for statistical analysis in this study. Details of the test process together with

their results and discussions are presented in chapter four and five of this thesis.

The results from the tests for correlation confirmed that certain measures of the study

variables were correlated with and hence could have an effect on the response variable.

Based on this revelation, further analyses that involved linear regressions were carried

out. Regression analysis refers to the statistical technique used to estimate the

relationships among variables in a study. The main focus of the analysis is to determine

the relationship between dependent and independent variables. Specifically, the technique

helps in understanding how the typical value of the dependent variable behaves when any

one of the independent variables changes while others are held constant. There are many

types of regression analysis such as Multiple, Logistic, Generalized Linear and

Generalized mixed models.

However, multiple linear regressions have been most commonly used in studies for

example Letting (2011) and Ogollah (2012). Multiple linear is the form of regression

analysis used in situations that involve more than one predictor variable. The technique

allows the determination of the overall fit of a model and relative contribution of each

predictor variable to the total. variation in the independent variable. Multiple linear

regression analysis may be done using a variety of statistical software packages of which

the most popular are Statistical Analysis System (SAS) and SPSS. Outputs generated

from these packages normally include several parameters such as coefficient of

determination (R), Coefficient of variation (R-Square), Level of significance (p-value), t-

statistics, beta coefficients W), correlation and collinearity diagnostics. According to

Wonnacott and Wonnacott (1990), the technique is useful when carrying out deeper

confirmatory tests and generates statistics various to determine the nature of the variable

relationships.
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Evidence from literature review demonstrates that multiple linear regressions have been

used in many past studies (Kibera, 1996; Machuki & Aosa, 2011) to analyze and describe

variability among observed correlated variables. They have also been used in determining

uncorrelated relationships through their lower effects. Machuki (2011) and Letting (2011)

used the technique to analyze relationships between organizational performance and

several independent variables. In a similar fashion, Ogollah (2012) used the technique to

examine the relationship between firm performance and organizational strategies. These

studies among many have described multiple regressions as a robust and appropriate

method of analysis where the objective is to investigate the relationship between one

criterion variable and several predictor variables in different circumstances.

First, the technique produces a comprehensive output which contains several statistical

parameters that are useful in interpreting study hypotheses. Secondly, the outputs from

regressions may be useful in establishing the variable relationships and their magnitudes

and thus achieve the study objectives in a shorter time. Lastly, usually at start of a study,

little or no information is usually available to facilitate choice of a particular technique.

Therefore it is always logical to assume linear relationship and start the analysis using

linear regression.

Thereafter, more sophisticated higher order techniques may be considered if linear

relationships in the proposed hypotheses are not established. In this study, simple linear

regression approach was used to examine the envisaged relationship between

performance as the dependent variable and entrepreneurial orientation as the predictor

variable. In addition, multiple linear approaches were used in situations which involved

regression of performance on individual measurement parameters of the predictor

variables. Furthermore, moderating roles of business development services, external and

internal business environments were also tested using multiple linear regression

techniques. Statistical Package for Social Science version 19 was used as the main

program to explore all these relationships.
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This study also used correlation analysis to establish whether relationships existed

between the elements of each predictor variable and the response variable. The aim of

correlation analysis is to detect significant links between variables and therefore indicate

which specific elements or dimensions of a predictor variable have strong associations

with the dependent variable. In this study, correlation analysis was used to establish

associations of elements of entrepreneurial orientation, internal business environment,

external business environment, business development services and performance which

were then used as proxies during subsequent hypotheses test using linear regression

analysis.

However, validity of linear regressions is based on certain assumptions of which the most

common are normality of data, absence of multicollinearity and heteroscedasticity.

Normality is a situation in which the data of a variable is continuous and distributed in

symmetric or bell shaped curve. In regression analysis, data are usually required to obey

the properties of normal distribution. This among other things enables findings from the

analysis to be generalized to the whole population even if data is collected from only a

small sample of the population as is the case in most studies. Multicollinearity is another

problem which may distort the results of regressions. According to Ongore (2008),

multicollinearity is a situation. in which there is excessive correlation among the predictor

variables which manifests when correlation values are very high (r>0.90). When this

happens, standard errors and beta coefficients tend to have large values leading to their

instability.

The presence of multicollinearity can especially be damaging where the purpose of the

study is to determine causal relationships. In such situation multicollinearity can be a

serious problem (O'Brien, 2007; Garson, 2008). The current study used statisticaJ models
J

to determine the effect of entrepreneurial orientation on performance and the influence of

internal business environment, external business environment and business development

services on performance of small and medium enterprises.
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The study therefore applied correlation techniques, tolerance and variance inflation factor

(VIF) which are commonly used to assess possibility of multicollinearity. These tests

which were done as part of the requirement for linear regression analysis of each

hypothesis are presented in chapter five.

Another important condition for linear regression which was tested in this study is

homoscedasticity. In regression analysis, heteroscedasticity is a situation whereby the

dependence variable's variance changes across the data. The phenomenon creates

difficulty since many regression analyses normally assume that variances are equal in the

entire data. On the contrary, homoscedasticity is achieved when the variance of the

dependent variable is the same across the entire data (Ongore, 2008). This condition

explains how consistent the variance of the response variable is at different levels of the

predictor variable. In this study, homoscedasticity was tested in SPSS through the Q-Q

Plot of z*pred and z*presid which checks ifthere is a tendency in the error terms.

3.9.3 Hypotheses of the Study
The parameters discussed in the preceding section were used to test the various

hypotheses in order to achieve the objectives of this study. When testing the predicted

relationships, each hypothesis/was examined individually. However, prior to hypotheses

testing, models for each hypothesis together with corresponding statistical tests and their

interpretation were developed. In this process, each hypothesis was modeled as presented

in equations 1-5. The models which are also summarized in Table 3.2 show analytical

approaches and various statistics used to reject or fail to reject the hypotheses.

Hypothesis HIwas modeled as:

SMEP = a + ~1EO + {:.--------------------------------------------------------------------------;----'1)
/ ',

Where SMEP = SME Performance, EO = Entrepreneurial Orientation

Hypothesis H2 was modeled as:
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SMEP= a + ~lEO +~2IE+ ~3EO*IE + E ---------------------------------------------------------2)

Where SMEP, IE and EO have similar meanings as above and IE = Internal Business

environment

Hypothesis H3 was modeled in the equation:

SMEP= a + ~lEO +~2EE+ ~3EO*EE + E ---------------------------------------------------------3)

Where SMEP, EE and EO have similar meanings as above and EE = External Business

environment

Hypothesis H4 was modeled in the equation below:

SMEP= a + ~lEO + ~2BDS + ~3EO*BDS + E ------------------------------------------------------- 4)

Where SMEP, BDS and EO have similar meanings as above

Hypothesis Hs was modeled as in the following equation:

SMEP= a + ~lEO + ~2BDS + ~3IE + ~4EE+ E -------------------------------------------------------5)

Where SMEP, EO, IE, BDS and EE have similar meanings as above

/ .
J •
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Table 3.3: Summary of Analytical Models

Objective Hypothesis Statistical Test I Analytical model Interpretation

i) To establish whether
there is a relationship
between EO and SME
performance such
that higher EO leads to
better performance

HI: There is a
positive
relationship
between EO
and SME
performance

a) Multiple
Linear
Regression
b) R tests
c) Test for
statistical
significance (F
or t-tests)

~perfLPERFi= a + ~eoLEOj+€ ----------------- 1) - If R>O then a
Where i= 1 to 7, j= 1 to 5 and SMEP = SME positive
Performance, EO = Entrepreneurial Orientation relationship exists

- If p-value :S0.05,
then relationship is
significant

ii) To determine
whether the
relationship between
EO and SME
performance is
moderated by the
internal Business
environment (IE)

H2: The
relationship
between EO
and SME
performance is
moderated by
IE

a) Stepwise
Multiple Linear
Regression
b) R2 tests
c) Test for
statistical
significance (f or
t-tests)

~PERFLPERFi= a + ~EOLEOj+ ~OELIEk+ € ---
-------------------------------------------------------2)

~PERFLPERFi=a + ~EOLEOj +~oELJEk+
~eo~bds(LEOj)*(IIEk) + i: -----------------------3)
Where i=1 to 7, j=l to 5, k=l to 3 SMEP and
EO have similar meanings as above and OF =
Organizational Factors

- If Adjusted
R2(3» Adjusted
R2(2) then
moderating
influence exists

- If p-value x 0.05,
then moderating
influence is
significant

iii) To establish if the
EO - SME
performance
relationship is
mediated by EE

H3:EE
moderates the
relationship
between EO
and SME
J?erformance

a) Stepwise
MLR
b) R2tests
c) Test for
statistical
significance (f or
t-tests)

H3: ~PERFLPERFi= a + ~EOLEOj+ ~EEIEEk +
€ ----- 4)

~PERFLPERFi=a + ~EOLEOj + ~EE LEEk+
~eo~ee(LEOj)*(IEEk) +€ ------------------- 5)
Where i=l to 7,j=1 to 5, k=l to 6 SMEP and
EO have similar meanings as above and EE =
External Business environment

- If Adjusted
R2(5» Adjusted
R2(4) then
mediating
influence exists
- Ifp-value:S0.05,
then mediating
influence is
significant
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Objective Hypothesis Statistical Test Analytical model Interpretation

iv) To determine H4:The a) Stepwise - If Adjusted
existence of relationship Multiple Linear ~PERFIPERFi = a + ~EOIEOj + ~BDSLBDSk+ f, R2(7» Adjusted
moderating influence between EO Regression ------------------------------------------------------ 6) R2(6) then
of Business and SME b) R2 tests moderating
Development Services performance is c) Test for ~PERFLPERFi=a + ~EOLEOj +~BDSLBDSk+ influence exists
on the relationship moderated by statistical ~eo~bds(IEOj)*(IBDSk) + i: ----------------------
between EO and SME BDS significance (f.or 7) - Ifp-value :S0.05,
performance t-tests) then moderating

Where i=l to 7, j=l to 5, k=l to 3 SMEP and influence is
EO have similar meanings as above and BDS = significant
Business Development Services

v) To establish the H5: The joint a) Hierachichal Hs: ~perfIPERFi= a + ~EOIEOj + ~rELIEl+ - If Adjusted R2(8)
joint effect of EO, IE, effect of EO, Multiple Linear ~EEIEEm + ~BDSIBDSk+ + f, ------------------8) > individual
EE andBDS on IE, EE and Regression Adjusted R2values
SMEP. BDS on SMEP b) R tests Where i=l to 7,j=1 to 5, k=l to 6, /=1 to 3, m=l for EO, BDS, IE

is greater than c) Test for to 3, SMEP, EO, IE, BDS and EE have similar andEE
the individual statistical meanings as above. respectively then
effects of significance (f or . the joint effect is
independent t-tests) greater than
and individual effects.
moderating
variables. - Ifp-value:S0.05,

then relationship is
significant

-,
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As Table 3.3 shows, there were a total of five hypotheses each of which corresponded to

a specific study objective. Hypothesis HI aimed at establishing objective one and

specifically sought to determine whether entrepreneurial orientation had a positive effect

on performance. The aim of the H2, the second hypothesis was then to achieve objective

two whose intention was to find out if internal business environment moderated the effect

of entrepreneurial orientation on performance.

Thirdly, hypothesis H3 targeted to achieve objective three whose aim was to establish

whether external business environment had a moderating role on the link between

entrepreneurial orientation and performance. In addition, hypothesis H4 set off to satisfy

objective four whose target was to establish whether business development services

moderated the relationship between entrepreneurial orientation and performance. Lastly

hypothesis H5, which was to satisfy objective five, aimed at testing if the joint effect of

all the predictor variables was greater than that of each variable. These tests are shown in

the table in terms of analytical models.

Statistical parameters that were used to determine existence and extents of the

hypothesized relationships are also presented in the table. These are presented in terms of

regression coefficient (R), Beta coefficient (B), coefficient of determination (R2), and t-

statistic for significance. These parameters were extracted from the regression outputs

then tabulated, examined and interpreted. The program used to test the various

hypothesized relationships was the Statistical Package for Social Sciences (SPSS) version

19.

Regression coefficient was used to establish if there were relationships between the

dependent variable and each predictor variable. In addition, a non-zero value ofthe beta

coefficient of the interactive term was used as an indication that moderating effect existed

on the relationship between entrepreneurial orientation and performance. Finally

coefficient of determination was used to determine whether the proportion of

performance explained by all the combined predictor variables was equal to, greater or

less than the proportion of each predictor variable.
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3.10 Summary of Research Methodology

This chapter has presented the positivist approach as the guiding philosophy for this

study based on the fact that it allows testing of hypotheses using quantitative techniques.

Furthermore, the chapter has argued for cross-sectional approach as the suitable design

for the study population which has been presented as comprising small and medium

manufacturing enterprises listed in the KAM directory for 2012. In a similar vein, simple

and stratified random sampling techniques are presented as the two methods used to

select organizations that participated in the study. Specifically, Cochran (1977) sampling

formula has been discussed and used to arrive at the sample size for the study. The

chapter has similarly indicated that primary technique was used to collect data.

This chapter has similarly demonstrated how the variables were operationalized before

indicating their internal consistencies in terms of reliability of instrument used and

validity of data collected. In addition, data analysis approaches have been indicated as

hypotheses testing through linear regressions, descriptive statistics and inferential

statistical analyses. Lastly, test parameters and how decisions were made whether to

accept or reject the hypothesis were reached are also presented. Finally, the chapter has

concluded by presenting the analytical models which show how the five study hypotheses

were tested.

/ .,
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CHAPTER FOUR: DATA ANALYSIS

4.1 Introduction

This chapter presents preliminary analysis, descriptive statistics as well as interpretation

and the analysis. The preliminary analysis shows the characteristics of the study

population in terms of employees, years in business and sub-sector of operation. The

chapter further presents descriptive statistics of the five variables which indicates the

distribution, central tendency and dispersion for each variance. Also presented in the

chapter is an interpretation of the nature of the statistics in the context of entrepreneurial

orientation, internal business environment, external business environment and business

development services and performance. Lastly, the chapter has presented tests of all the

hypotheses in the study before giving a summary.

4.2 Organizational Characteristics

This study focused on small and medium enterprises In the manufacturing sector in

Kenya. A total sample of 150 organizations was contacted out of which 97 or 65%

responded. The characteristics of organizations that responded were then analyzed in

terms of their age in business, the number of people each employed and the sub-sector

which each business foc~sed on. The results of the analyses were tabulated and presented

in Tables 4.1,4.2 and 4.3 and also in Figure 4.1.

4.2.1 Years of Operation

The aim of this analysis was to classify the participating organizations in terms of how

long their businesses had- been in operation since the organizations were registered. The

method of classification used was frequency distribution. In this frequency analysis,

organizations were classified into groups based on whether they were incorporated before

or during 1960s, 1970s, 1980s, 1990s and 2000s and after. This classification technique

yielded a total of five groups. Analysis of the respondents by number of years since their

incorporation in the context of these five is shown in Table 4.1 and also graphically in

Figure 4.1.
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Table 4.1: Years of Operation

Period in Years Frequency of Organizations Percent of Total

Before 1970s 4 4%

1970s 7 7%

1980s 28 29%

1990s 29 31%

2000 and above 28 29%.

As Table 4.1 shows, 4% or 4 organizations in the study had operated for fifty years since

they were incorporated while 7 or 7% of them started their businesses in the 1970s and

hence were in their fortieth year of operation. The results further indicate that, during the

1980s which was thirty years before this study, 29% or 28 of the studied companies were

started whilst 29 or 31% of the organizations were incorporated some twenty years before

this study. Lastly, the analysis indicates that 28 or 29% of the studied companies had

started their businesses closer to the time of this study, that is, from the beginning of the

millennium or in the year 2000. These results are also presented in graphical form in

Figure 4.1.

Figure 4.1 - Characteristics by number of years
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Figure 4.1: Plot by number of years in business. Period of incorporation is the time when

the company was incorporated; percentage years is the number of years since

incorporation expressed in percentage terms
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As shown in Figure 4.1, there was a steady rise in the number of companies in the

manufacturing sector from the 1970s to 1990s. During this period the bulk, about 70%, of

the organizations in the study were formed. The graph however shows that fewer

organizations in the study were incorporated in the manufacturing sector from the

beginning of the millennium compared to those incorporated during previous decades. In

other words, the results of analysis of the respondents by number of years in business

imply that there was no time when there were unusually many organizations registered in

the sector.

In summary, there was no 'boom period' for the organizations in the manufacturing

sector that participated in this study. Whereas fewer organizations which were started

before and in the 1960s participated in this study, the numbers increased gradually to 7%

before peaking at around 30% from 1980s onwards. Since age in business of participating

organizations ranged from ten to thirty years in business, this implies that the findings

from this study apply and can only be generalized to participating organizations that had

been in business for a minimum of ten and maximum of thirty years.

4.2.2 Size of Business

The participating organizations were also analyzed by number of staff they had employed

in their businesses. The method used in the analysis involved categorizing companies by

employee numbers in groups of 100. The first category consisted of those organizations

with up to 100 employees. This category was named' small' in line with the definition of

small and medium enterprises by international labour organization (Wangwe, 1999). The

second category had employees in the range of 100 to 199 which was referred to as

'lower medium'. Finally, the last category had 200 or more employees and was termed

'upper medium' (KAM, 2012). The results of the analysis are presented in Table 4.2.
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Table 4.2: Size of Business
Numbers of Employees Frequency of Employees Percent of Total

Up to 100 39 41%

100 to 199 55 58%

200 and above 2 1%

As indicated in Table 4.2, two or less than 1% of the organizations in the study had total

staff strength of two hundred and above. The table also indicates that in thirty nine or

41% of the organizations, there were less than one hundred employees and lastly, the

results illustrate that 58%, or fifty five remaining organizations in this study fell within

the definition of "lower medium". In this category, the employee numbers were within

the one hundred to two hundred bracket.

These statistics therefore indicate that there were few organizations that may be referred

to small in the context of the definition by international labour organization which refers

to organizations with less than one hundred employees as small. Going by this ILO

definition, majority of the organizations that participated in this study could therefore be

referred to as medium enterprises. There was however a minimal number of companies

which, by this definition, tended more towards large firms when viewed in terms of

number of employees although according to turnover were classified as SMEs.

The results revealed by analyzing these organizations by number of employees are

however not surprising. This· is because this study focused on organizations in' the

manufacturing sector which is typically characterized by high numbers of staff owing to

the nature of their operations which are staff intensive. Indeed these numbers correspond

to definitions (Ayyagari, 2005) which consider enterprises having up to 250 employees as

SMEs. In addition to checking for proportionality of the results of the respondents by

sub-sector, employee numbers within an organization were used to confirm that

participating organizations were actually SMEs.
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4.2.3 Sectoral Distribution
The respondents were also analyzed by sub-sectors which their manufacturing activities

to focus based on the type of raw materials used. The purpose of this analysis was to

determine the response pattern by sub-sector. At the time of this study, manufacturing

sector in Kenya had a total of 12 sub-sectors from which data were collected. The sub-

sectors were: Building, Mining and Construction; Chemical and Allied; Energy,

Electrical and Electronics; Leather and Footwear; Metal and Allied; Motor Vehicle and

Accessories; Paper and Board; Pharmaceutical and Medical Equipment; Plastics and

Rubber; Services and Consultants; Textile and Apparels; and Timber, Wood and

Furniture.

Given, these different sub-sectors, data were analyzed using frequencies in order to

determine the response by sub-sector. These responses by sector were viewed as

important particularly to bring out arguments for whether there would be uniformity in

opinions across the different sectors. In the frequency analysis, all the organizations that

participated in the study were analyzed by their respective sub-sectors. Percentages were

then computed for each sub-sector. The results of the analysis are provided in Table 4.3.

Table 4.3: Sectoral Distribution
Sub-Sector Frequency of organizations Percent of Total
Building, Mining and 3 3%
Construction
Chemical and Allied 5 5%
Energy, Electrical and 9 9%
Electronics
Leather and Footwear 2 1%
Metal and Allied 10 11%
Motor Vehicle and 7 8%
Accessories
Paper and Board l3 14% ,/ .
Pharmaceutical and Medical 6 7% -
Equipment
Plastics and Rubber 14 15%
Textile and Apparels 4 4%
Tiinber, Wood and 6 7%
Furniture
Food and beverage 15 16%
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As Table 4.3 shows, food and beverage sub-sector had the highest number of respondents

(16%) followed by plastics and rubber (15%). In the contrary, the table indicates that the

bulk of the participating organizations were below the ten percent mark in each sub-

sector. Except for metal and allied (11%), plastics and rubber (15%), and food and

beverage (16%), the majority of the sub-sectors had less than 10% of organizations

participating in the study. These statistics indicate that organizations participated in this

study in similar proportions to the sampled numbers.

The proportionality depicted further shows the extent to which there was consistency in

data collection. This trend of response is however not surprising since the numbers are

well in synch with the sampling done by sub-sector. The analyses and findings from these

data were therefore used to confirm that the participating organizations were

representative of the entire manufacturing sector since the respondents were

proportionately distributed by sub-sector. This revelation is important since it allows the

findings to be generalized to all the manufacturing sub-sectors from which participating

organizations were drawn.

4.3 Descriptive Statistics

In this study, tests for descriptive statistics were performed using SPSS version 19. The

tests entailed an examination of the distribution, central tendency and dispersion of the

data. The examination involved using standard statistical techniques to determine the

values for skewness, kurtosis, mean, median, mode and standard deviation for each

dimension and variable in the sample (Zou, Chen, & Wang, 2009). The descriptive

statistics analysis was done for all the measures of the variables in this study.

/ .,
4.3.1 Organizational Performance

The descriptive statistics for the dimensions of performance are presented in terms of

their distribution, central tendency and dispersions in Table 4.4. As can be seen in this

table, distribution of growth in profits, sales, and return on assets, revenue to sales ratio,

customer satisfaction and employee satisfaction are provided in terms of skewness and
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kurtosis whereas the results for central tendency are indicated by the values for mean,

median and mode of their data. On the other hand, the results for dispersion of each of the

performance dimensions are presented in form of standard deviation.

Table 4.4: Summary of Descriptive Statistics for SME performance
Measure Profit Sales ROA Profit/ Customer Employee

growth growth growth sales satisfaction satisfaction
growth growth growth

N 95 94 93 92 95 95
Skewness 0.259 -0.013 0.301 0.179 -0.329 -0.219
Kurtosis -1.002 -1.119 -1.140 -1.116 -0.441 -0.951
Mean 2.27 2.64 2.22 2.40 3.39 3.15
Median 2.00 3.00 2.00 2.00 3.00 3.00
Mode 2 3 1 1 4 4
Standard 1.005 1.135 1.051 1.110 1.045 1.271
Deviation

As Table 4.4 indicates, the results for the descriptive statistics for performance of

organizations in the study show that on average, the distribution for profit growth was

low. Furthermore the results show that the distribution had a small right tail (skewness =

0.259). However, the peakedness was high but negative (kurtosis = -1.002) illustrating

that the scores for growth in profit were average although underneath the normal

distribution curve. This further -indicates that there few or no cases of outlier scores in

these data. The central tendency values similarly indicate from near average to low values

(mean = 2.23, median = 2.00 and mode = 2). This illustrates that growth in profitability

was an issue pursued by many organizations in the study. The measure for dispersion

however indicates that this opinion was wide-spread across the organizations studied

(standard deviation = 1.005). These results demonstrate that many of the organizations

studied did not experience high growth in their profits during the study period since the

scores show that many of them reported growth in profits ranging from 21% to 40%.

The descriptive statistics results for sales growth are also shown in Table 4.4. They

indicate that the scores had a low but negative distribution (skewness = -0.013) and

relatively sharp peakedness with scores mainly lying underneath the normal distribution

curve (kurtosis = -1.119). This demonstrates sales growth pattern had a short left tail thus

exhibiting a near symmetrical distribution. In other words, there was a near balance in
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scores to the left and the right hand side of the mean value. However, all the three

measures of central tendency had above average values (mean = 2.64, median = 3.00,

mode = 3) which shows that many respondents reported above average growth in sales.

The opinion regarding this position was nevertheless rather diverse (standard deviation =

1.135). The results therefore illustrate that prior to the study, many SMEs had

experienced sales growth levels in the range from 41% to 60% which was just within the

average growth rates.

The descriptive statistics for growth in return on assets presented in Table 4.4 show that

the distribution for the measure ranged from low to moderate but positive (skewness =

0.301). This is an indication that the majority of the scores were low hence depicting a

small tail to the right of the normal distribution curve. However, the peakedness was

large but negative (kurtosis = -1.140) illustrating that although there were some scores

with very high values, such cases were very few.

As can be inferred from this kurtosis, the distribution for the scores lay below the normal

distribution curve indicating that the peak position was within the values in the normal

curve. The measures for central tendency for growth in this measure showed relatively

low values (mean = 2.22, median = 2.00, mode = 1). This concurs with the observation

made regarding distribution that the scores for return on assets were very low. In a similar

vein, these scores exhibited relatively low dispersion (standard deviation = 1.135) which

indicates that opinions regarding growth in return on assets were fairly close among the

study population.

As Table 4.4 shows, the distribution of growth in profits to sales ratio growth was

moderate but with a right hand side tail (skewness = 0.179). This illustrates that most of

the scores tended towards low values on the Likert scale. Their plot however showed

high peakedness (kurtosis = -1.116) although lying below the normal distribution curve.

The results also indicate that values for central tendency scores were below average

(mean = 2.40, median = 2.00, mode = 1). This demonstrates that growth of this ratio was

relatively low among the organizations in the study. There were however wide variations
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in views regarding this position among the studied organizations (standard deviation =

1.110). This indicates that there was less consistency in opinions regarding this ratio

among these organizations. These results illustrate that in general, organizations studied

experienced low growths in profit to sales ratios in the range of 21% to 40%. This

position is confirmed by the growth tendencies towards the lower Likert scale values.

The results for the descriptive statistics regarding improvement in customer satisfaction

component of performance are shown in Table 4.4. They illustrate that the bias was more

towards negative scores although close to being symmetrically distributed (skewness = -

0.329). This indicates that the plot for this measure had a short tail to the left of the mean

suggesting that the scores tended towards lower Likert scale values. Likewise, the

peakedness was low and below the normal distribution curve (kurtosis = -0.441).

The central tendency measures however indicate that the rating for customer satisfaction

was just above average (mean = 3.39, median = 3.00, mode = 4). The measures for

dispersion however show fairly low variance in opinions among the studied organizations

(standard deviation = 1.045). These results indicate that customer satisfaction levels

improved by 41% and 60% in organizations that participated in this study. This opinion

regarding improvement in satisfaction was also found to be uniform across many of these

organizations.

Table 4.4 also shows results for descriptive statistics for employee satisfaction. The

results depict low and negativ.e values for distribution scores (skewness = -0.219, kurtosis

= -0.995). Specifically, the scores had a short tail to the left of the mean and a relatively

high peakedness although lying below the normal distribution curve. The central

tendency values were however above average (mean = 3.15, median = 3.00, mode = 4).

In other words, on average the respondents indicated that in most cases, employees were

satisfied (mean> 2.5).
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These results illustrate that improvement in employee satisfaction was just above average

but diverse (standard deviation=1.271) among the organizations studied. These results

therefore demonstrate that among the firms studied, many reported above average

improvement in employee satisfaction; a view that was however not very widespread

among the participating organizations as demonstrated by the fairly high standard

deviation value.

In summary, these results imply that in majority of organizations, the perception

regarding their performance was near evenly distributed. In other words, the difference

between the low and high scores across the various measures of performance was small.

This is confirmed by the mean values which ranged from 2.22 to 3.39. Similarly, the

dispersions illustrate that whereas there were slight variations in opinions regarding

measures of performance in their organizations, these variations were small indicating

more of consensus on how performance was across the organizations in the study. In

other words, the scoring pattern does not indicate any bias towards low or high scores.

These statistics confirm that data for performance exhibit properties of normality and

therefore satisfy the assumption necessary for linear regression analysis.

4.3.2 Entrepreneurial Orientation

The results for distribution of proactiveness, competitive aggressiveness, risk taking,

innovativeness and autonomy are provided in terms of skewness and kurtosis whereas the

results for central tendency are indicated by the mean, median and mode of their data.

Results for dispersion of each dimension of entrepreneurial orientation are however

presented in form of their standard deviations. The values for distribution, central

tendency and dispersion of proactiveness, competitive aggressiveness, risk taking,

innovativeness and autonomy are summarized in Table 4.5. " .
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Table 4.5: Summary of Descriptive Statistics for Entrepreneurial Orientation.

Measure Proacti veness Competitive Risk Innovativeness Autonomy
Aggressi veness Taking

N 95 91 91 93 94
Skewness -0.664 -0.753 -0.140 -0.098 -0.392
Kurtosis 0.415 0.297 -0.846 -0.267 0.013
Mean 7.61 7.04 5.62 7.51 7.47
Median 8.00 7.00 6.00 7.00 8.00
Mode 8 8 5 7 8
Standard 1.553 1.639 1.993 1.508 1.702
Deviation

As Table 4.5 indicates, the descriptive statistics show the distribution, central tendency

and dispersion for all the measures of entrepreneurial orientation. The total number of

respondents analyzed in each measure ranges from 91 to 95. This depends on the number

of valid complete questionnaires in each case. Distribution of the data is presented in

terms of skewness and kutorsis while central tendency measures are mean, median and

mode. Similarly, standard deviation is used as the measure of dispersion.

Results for the frequency distribution of proactiveness dimension of entrepreneurial

orientation in Table 4.5 show that the measure had a left-sided skewness of -0.66. This

implies that the scores were moderately skewed to the left. The Table also shows the

results for peakedness of pro activeness dimension. They indicate that the kurtosis was

0.415 implying that there were fewer high scores for proactiveness compared to lower

ones. As for indicators of central tendency, proactiveness had the highest mean score of

7.61 showing that more SMEs in the study preferred to reach markets ahead of their

competitors.

This also implies that these organizations engaged in monitoring the trends of their future

customer needs. The high mean value for pro activeness may also be seen in terms of the

high values for median (8.00) and mode (8.00) respectively. Table 4.5 also shows that

proactiveness scores had a standard deviation of 1.533 which was relatively lower

compared to other entrepreneurial orientation dimensions. This low standard deviation

implies that there were low variations in the scores for this dimension of entrepreneurial

orientation.
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The frequency distributions in Table 4.4 also show that competitive aggressiveness had a

negative skewness of -0.73. This means that the scores had a negative tail and therefore

were highly but negatively skewed to the left. As for peakedness, competitive

aggressiveness had a kurtosis value of 0.297 which means that most of the scores were

just above midpoint value. Competitive aggressiveness however recorded a mean score of

7.04, a median value of 7.00 and a mode of 8. These values indicate that the

organizations in the study considered competitive aggressiveness as an important

orientation. The value for dispersion in Table 4.5 indicates that the scores for competitive

aggressiveness had a moderate standard deviation of 1.639 indicating that these values

were not so much spread out. This may be an indication that respondents regarded

competitive aggressiveness as an important issue in their organizations.

Table 4.5 similarly shows frequency distributions for the risk taking component of

entrepreneurial orientation. The distributions indicate that risk taking component had a

left-sided skewness of -0.140. This shows that the scores had a negative tail but were near

symmetric with a slight skew to the left. Values for the peakedness likewise show a high

but negative kurtosis of 0.846 which means that most scores for risk taking tended more

towards the least value. This distribution pattern of risk taking is reflected in scores for

measures of central tendency which indicate low values for mean, median and mode of

5.62, 6.00 and 5 respectively. Furthermore, this is an illustration that fewer small and

medium enterprises engaged themselves in risk taking activities such as use of loans or

entering new markets with lower product prices. Despite these low values risk taking had

the highest standard deviation of 1.993. Of all the five entrepreneurial orientation

dimensions, this high value demonstrates that there was wide variation in opinions among

most organizations regarding how risk taking affects their business.

/ .,
The results for innovativeness dimension of entrepreneurial orientation are also provided

in Table 4.5. They show that, innovativeness had not only the least but also a negative

skewness of -0.098 compared to all the five measures of entrepreneurial orientation. This

indicates that although the scores for this dimension were slightly skewed to the left, the

left tail was very small which shows that the scores were near symmetrical. Similarly,
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Kurtosis not only had a negative but also a small value of -0.267. This supports the near

symmetrical skewness characteristic observed in this dimension of innovativeness.

Regarding measures of central tendency, the scores for this dimension returned fairly

high values for the mean, median and mode 7.51, 7.00 and 7 respectively. As for

dispersion data, the scores had the lowest standard deviation of 1.508 indicating that most

organizations had less variation in their preference for measures of innovativeness.

The descriptive statistics results for autonomy dimension of entrepreneurial orientation

are also presented in Table 4.5. The skewness of this dimension had a relatively low and

negative value of 0.392. This dimension similarly had the lowest although positive

kurtosis of 0.013. These statistics demonstrate that although the scores had a small left

tail, their peakedness was just above the normal distribution curve. The mean, median

and mode for autonomy were however fairly high with values of 7.47, 8.00 and 8

respectively. The indication is that most organizations in the study regarded autonomy as

an important issue for their businesses. The standard deviation for the scores of autonomy

however depicted a high value of 1.702 showing that despite the high regard SMEs in the

study had for autonomy, there were relatively wide variations in the way each

organization perceived this phenomenon.

In summary, these descriptive statistics for entrepreneurial orientation indicate that most

organizations regarded the variable as an important phenomenon in their businesses.

More important though, the statistics demonstrate that scores for entrepreneurial

orientation exhibited normal distribution properties. In other words, if the mean of the

respondents' scores is independently drawn from the study sample, it would be

approximately normally distributed. Given that normality is a requirement in linear

regressions, confirmation from these statistics that data for entrepreneurial orientation are

normally distributed is a clear indication that the variable is suitable for further analysis

using linear regressions.
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4.3.3 Internal Business Environment

The descriptive statistics for the dimensions of internal environmental dimensions are

presented in Table 4.6 in terms of distribution, central tendency and dispersions. The

results for distribution of management support, decision making and rigidity of rules are

provided in terms of skewness and kurtosis whereas the results for central tendency are

indicated by the mean, median and mode of their data. Results for dispersion of each of

the internal environmental dimensions are however presented in form of their standard

deviations. The values for distribution, central tendency and dispersion of management

support, decision making and rigidity of rules are summarized in Table 4.6.

Table 4.6: Summary of Descriptive Statistics of Internal Business Environment.

Measure Management Decision making Rigidity of rules
Support

N 93 94 94
Skewness -0.590 -0.219 -0.445
Kurtosis -0.730 -0.210 -0.667
Mean 8.15 6.72 7.21
Median 8.00 7.00 8.00
Mode 8 6 8
Standard 1.335 . 1.897 2.140,

Deviation

The results for the frequency distribution and frequencies for management support

dimension of internal environment shown in Table 4.6 indicate that scores for this

dimension had a moderate but negative tail (skewness = 0.590). Furthermore, they depict

a steep but negative peakedness (kurtosis = -0.730). These values demonstrate that most

of the scores for management support tended toward high values. The results for central

tendency also show high values (mean = 8.15, median = 8.00 and mode = 8) indicating, ,

that organizations in the study viewed management as an important issue in their

businesses. The dispersion was however relatively low showing that the scores were less

spread out (standard deviation =2.335). This low dispersion illustrates that most

organizations in the study shared the view that management support was important to

them.
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Table 4.6 also provides results for the descriptive statistics for decision making

dimension of internal environment. The results indicate that the values for distribution

were low and negative (skewness = -0.219, kurtosis = -0.210). This means that the scores

were slightly skewed to the left although under the normal distribution curve. When

scores are skewed to the left, the implication is that majority of the scores were above the

middle value. The central tendency scores also exhibit relatively low values (mean =

6.72, median = 7.00 and mode = 6). This indicates that organizations in this study did not

attach a lot of importance to this dimension of internal environment. This view however

varied widely as indicated by high standard deviation of 1.897 among the organizations

in the study. This further indicates that there was concurrence in these organizations

regarding the importance of centralization of decision making.

The results for descriptive statistics of rigidity of organizational rules are provided in

Table 4.6. The distribution values are shown to be moderate although negative (skewness

= - 0.445, kurtosis = -0.667). This indicates that the scores had a relatively short left tail

as demonstrated by negative skewness and were below the normal distribution curve as

indicated by the negative kurtosis. The results for central tendency of this dimension also

shown in the Table indicate moderate to high values for the three measures (mean = 7.21,

median = 8.00 and mode = 8). Lastly, the dispersion which is also shown in the table

indicates that the scores had very wide variation (standard deviation = 2.l40). This

suggests that the views among the organizations in the study concerning rigidity of rules

varied widely among the respondents. These results show that although the studied

organizations indicated that rigidity of rules was a moderate to important issue to them,

there was a wide variation regarding this opinion among them.

The results show that overall skewness for internal business environment was negative

meaning that the tail of the distribution curve was longer on the left side which illustrates

that respondents scored more on the upper Likert scale values. This is also the case in the

central tendency which shows that the mean values were above the midway score of 5.

However, there were considerable variations in opinions regarding these three

dimensions of internal environment. These results indicate some bias towards high
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scores. Of importance though, these descriptive statistics show that the data exhibited

normal distribution properties and therefore internal environment variable may be

analyzed using linear regression.

4.3.4 External Business Environment

The descriptive statistics of the dimensions of external environment are presented in

terms of distribution, central tendency and dispersion in Table 4.7. The results for

distribution of complexity, dynamism and munificence are provided in terms of skewness

and kurtosis while the results for central tendency are indicated by the mean, median and

mode of their data. Results for dispersion of each of the external environmental

dimensions are however presented in terms of their standard deviations. The values for

distribution, central tendency and dispersion of complexity, dynamism and munificence

are summarized in Table 4.7.

Table 4.7: Summary of Descriptive Statistics for External Business Environment

Measure Complexity Dynamism Munificence
N 92 91 92
Skewness -0.165 -1.515 -0.937
Kurtosis -0.389 , 4.951 4.025
Mean 20.53 20.41 19.47
Median 20.50 21.00 19.00
Mode 23 22 18
Standard deviation 3.500 4.359 4.165

The probability distribution results given in Table 4.7 show that skewness of dimension

of complexity was negative thus having a small tail to the left (Skewness = -0.165). They

further indicate that the dimension had a low but negative peakedness (kurtosis = -0.389).

These values demonstrate that the scores for complexity were skewed to the left but

mostly below the normal distribution curve. Similarly, the Table shows value~ for the

central tendency for complexity. The mean (20.53), median (20.50) and mode (23) values

were higher than for other dimensions of external environment indicating that

organizations in the study held the view that external environment presented them with

several issues to deal with. The dispersion shown in the table was however the lowest

across all the dimensions of external environment. Viewed from the standpoint of
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political, economic, socio-cultural, technological, ecological and regulatory effects, these

results illustrate that environmental complexity presented organizations with many issues

to deal with. The low dispersion (standard deviation = 3.500) confirmed that this view

was fairly consistent among SMEs that participated in this study.

The results for the frequency distribution of dynamism are presented in Table 4.7. They

show that the scores for this dimension had a long left tail (skewness = -1.515) and a high

positive peakedness (kurtosis = 4.951). In a similar manner, the results for central

tendency show that mean, median and mode had relatively high values (20.41, 21.00 and

22) respectively. Lastly, these values for dynamism also indicates that the scores were

highly dispersed (standard deviation = 3.359). These results illustrate that many

organizations in the study viewed dynamism as an important phenomenon. This is

exhibited by the long and left tailed skeweness and the high mean value for this

dimension. This finding however differed considerably across organizations in the study

as evidenced by the high standard deviation. This may suggest that organizations in the

study found it difficult to predict political, economic, social, technological, ecological

plus legal and regulatory factors.

As indicated in Table 4.7, the results for frequency distribution of munificence dimension

of external environment show that the scores for the variable had a long left tail

(skewness = - 0.930). This indicates that more organizations scored higher values for this

dimension. The peakedness of the scores is also shown as very steep and leaning more

towards higher values (kurtosis = 4.025) confirming the results for skewness. The

measures for central tendency were however low (mean = 19.47, median = 19.00 and

mode = 18). This is an indication that munificence was not regarded as important by

organizations in the study as complexity and dynamism respectively. However, this view

varied considerably among these organizations. This shows that, there was low consensus

about how munificence affected the organizations studied.
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In summary, these results demonstrate that in most of organizations in this study, the

perception regarding their external environment was more towards higher values. This is

also confirmed by the mean values which ranged from 19.47 to 20.51 out of a possible

highest score of 25. Furthermore, the dispersions illustrate that whereas there were slight

variations in opinions regarding how external environment affected these organizations,

these variations were small indicating more of consensus on how external environment

manifested across the organizations in the study. In other words, the scoring pattern

depicts a general bias towards high scores. More crucial though, these descriptive

statistics show that data for external environment depict the properties of normal

distribution such that if a mean value is picked randomly for the study sample, it may

represent the population. The overall deduction is that since the data pattern exhibit

properties of normal distribution, the external environment variable may be subjected to

linear regression analysis.

4.3.5 Business Development Services

The descriptive statistics for the dimensions of business development services are

presented in terms of distribution, central tendency and dispersions. The results for

distribution of market access, product development, procurement, alternative financing,

infrastructure and policy and advocacy are provided in terms of skewness and kurtosis

whereas the results for central tendency are indicated by the mean, median and mode of

data for the respective measures. Results for dispersion elements of the business

development services are presented in form of their standard deviations. The values for

distribution, central tendency· and dispersion of market access, product development,

procurement, alternative financing, infrastructure and policy and advocacy are

summarized in Table 4.8.
/ .

J
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Table 4.8: Summary of Descriptive Statistics for Business Development Services.

Measure Market Product Procurement Alter. Infrastructure. Policy
Access Devpt. Financing and

advocacy
N 95 91 91 89 92 93
Skewness -0.052 -0.628 -0.285 -0.115 -0.807 -0.272
Kurtosis -0.546 -0.021 -0.561 -0.748 0.090 -0.949
Mean 7.71 7.52 7.48 6.39 6.90 7.33
Median 8.00 8.00 8.00 6.00 7.00 8.00
Mode 7 8 8 6 8 9
Standard 1.398 1.899 1.601 1.832 2.138 1.849
Deviation

As shown in Table 4.8, the frequency distribution results for market access dimension of

business development services skewness and kurtosis were -0.052 and -0.546

respectively. The values for these measures of frequency distribution are less than zero

which means that the respective scores were near symmetrical although slightly skewed

to the left with a small tail. The measures also exhibited near average but negative

peakedness which was below the normal distribution curve. The table also shows the

mean, median and mode values of the scores as 7.71, 8.00 and 7 respectively. These

values were above average which implies that organizations in this study viewed market

access as an important business issue. The scores however depicted small dispersion

(standard deviation = 1.398). This indicates that market access had the least variation in

the scores among the six components of business development services.

The results for the frequency distribution of the scores for technology and product

development as shown in Table 4.8 indicate that the scores were leaning to the left

(skewness = -0.628, kurtosis = -0.021) and therefore negative. This means that although

the scores had a significant left bias and a long tail, their peakedness was very l~w and

below the normal distribution curve. The technology and product development 'element

nevertheless returned relatively high values of 7.52, 8.00 and 8 for mean, median and

mode respectively.
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This indicates that organizations that participated in this study regarded technology and

product development as an important issue in their businesses. However, even though

these organizations showed high regard for technology and product development, as

demonstrated by the wide variation in opinions (standard deviation =1.899), the opinions

were fairly diverse.

Table 4.8 also provides results for the descriptive statistics for the procurement element

of business development services. The results indicate that the scores were moderately

biased leftwards with a short left tail while the peakedness was below the normal

distribution curve. The values for mean, median and mode were however relatively high

compared to other elements of business development services indicating that

organizations in this study regarded procurement as an important issue. In addition, the

scores for this phenomenon depicted a wide variation in opinion (standard deviation =

1.601) illustrating that there was considerable dispersion of the data. These relatively

high mean values illustrate that organizations in this study had high regard for

procurement. However, since the scores exhibited above average variations, this suggests

that the way these organizations perceived procurement differed considerably across

enterprises studied.

The descriptive statistics for alternative financing shown III Table 4.8 indicate that

skewness (-0.115) for this element was biased leftwards. They similarly show that the

element had a high but negative peakedness (kurtosis = -0.748). Also, the results depict

fairly low values of 6.39, 6.00 and 6 for mean, median and mode respectively which

indicate that the organizations in the study perceived alternative financing as relatively

not important. However, there was a relatively high variation in the scores as confirmed

by the relatively high dispersion (standard deviation =1.832). These results imply that

organizations in this study regarded alternative financing mechanisms as an important

issue even though the opinions regarding the level of importance differed across these

organizations. This variation of opinions is an indication that while some organizations

thought alternative financing was important, others may have differed on the level of

importance.
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Similarly, Table 4.8 provides results for descriptive statistics for infrastructure

component of business development services. According to the results, the scores

depicted a high but negative tilt (skewness = -0.807). This indicates that the scores for

infrastructure were heavily biased leftwards with a long tail. The peakedness was

however almost flat with a near normal distribution. This low peakedness is an indication

that there were fewer outlier values. This is an indication of closeness in opinions

regarding this dimension among the respondents in this study.

The mean and median values were 6.90 and 7.00 respectively for this dimension of

business development services which however were slightly above the average mark as

opposed to the mode whose value of 8 was relatively high. The low values for the mean

infrastructure score indicate that organizations in the study did not regard the

infrastructure dimension as important. Despite the importance associated with

infrastructure, the relatively high dispersion (standard deviation = 2.138) however

illustrates that opinions regarding importance of infrastructure varied considerably among

the organizations that participated in the study.

The results for the dimension of policy and advocacy shown in Table 4.8 indicate a

moderate but negative spread (skewness = -0.272). They conversely show a large but

negative peakedness (kurtosis = -0.949). This means that whereas the values for this

dimension were to the left of the mean score, a lot of them were concentrated around the

high score area indicating a sharp peakedness. This observation is supported by the high

values for central tendency measures which had a mean score of 7.33, median of 8.00 and

mode of 9 for the same dimension of business development services. The dispersion for

the scores however indicates that their spread was fairly high (standard deviation = 1.849)

suggesting that the variation in respondents perception was significantly wide. ,~rhese

statistics indicate that although organizations in this study regarded policy and advocacy

as an important issue in their businesses, this position was quiet different across these

organizations.
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Based on the these results, it may be seen that the perception of majority of organizations

in the study regarding business development services even distributed but skewed more

towards high scores. This pattern may also be seen from the mean values which ranged

from 6.39 to 7.71 out of a possible highest score of 10. Similarly, the dispersions

illustrate that whereas there were slight differences in views regarding the status of

business development services in these organizations, the variations were small

indicating a general consensus that use of business development services was prevalent

across the organizations in the study. In overall sense, these descriptive statistics confirm

that business development services have the property of normal distribution and thus may

be used in regression analysis.

4.4 Tests of Hypotheses - HI, H2, H3, H4 and HS

The main focus of this study was to investigate the moderating roles of internal and

external business environment on the effect of entrepreneurial orientation on the

performance of small and medium manufacturing in Kenya. In addition, the study aimed

to establish the joint effect of predictor variables on performance. Based on literature

review which focused on these study variables and their proposed relationships with

performance as the response variable, the conceptual model presented in Figure 2.1 was

developed. In this model vatious hypotheses which had been formulated between and

among the variables in the study were presented schematically.

The model shows that in this study, there were a total of five hypotheses of which

hypothesis HI focused on establishing the direct effect of entrepreneurial orientation as

an independent variable on performance. In addition H2, H3, and H4 centered on

determining the moderating roles of internal environment, external environment and

business development services respectively in the entrepreneurial orientation and,
performance relationship. Lastly, hypothesis H5 however aimed at examining strength of

the joint effect of all the predictor variables on performance and that of their individual

effects.
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Each hypothesis was constructed to achieve a corresponding study objective and

therefore all five objectives were achieved by testing the five hypotheses. However,

before each hypothesis was tested, every variable was operationalized in a suitable form

at the lowest possible level in an organization. Appropriate data was then collected using

questions that were formulated based on the dimensions of each variable in order to

determine the presence of the dimension in the organization.

Data for this study was received from a total of 95 participating organizations out of a

total sample of 150. Therefore the scores for each variable were based on this total. After

confirming through descriptive statistics in the preceding sections that all the variables

exhibited properties of normality, regression analysis techniques were used to analyze the

hypothesized relationships between the predictor variables and performance of these

organizations. Further tests were however necessary in order to determine whether the

variables met additional statistical requirements.

As such correlation analysis was performed to determine strengths of relationships

among the various the various measures of each variable and performance. This was

aimed to facilitate selection of measures which used to represent these variables in further

tests. The results of correlation analysis were interpreted using correlation size

interpretation procedure developed by Cohen (1988). According to procedure, correlation

coefficients range from 0.00 as the lowest possible value to 1.00 as the highest possible

strength. Whereas coefficients ranging from 0.00 to 0.01 represent no correlation, weak

correlations have coefficient values that run from 0.02 to 0.029. Moderate correlations

then have coefficients from 0.30 up to 0.69. Similarly, for correlation to be regarded as

strong, the magnitude of the coefficient should range from 0.70 to 0.89 and from 0.90 to

0.98 for very strong correlations. Finally, when the coefficient values are from .,0.99 -

1.00 the interpretation is that there exist almost perfect to perfect correlation between the

two variables. This procedure was used in the subsequent analyses before testing each

hypothesis.
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Univariate and multivariate regression analysis methods were used to test all the

hypotheses. Univariate approach was used to examine the direct effect of entrepreneurial

orientation on performance while multivariate analysis was used to examine multiple

predictor variable relationships against the response variable. Multivariate technique was

therefore used to verify the relationships which involved at least the response variable

and two or more predictor variables. Since the data for this study were collected from a

sample of the population, one tail tests were performed on the hypotheses at 90%, 95%

and 99% confidence levels respectively. These translated to significance levels of p:S0.10,

p :S0.05 and p:S0.01 respectively. The confidence levels also meant that the results of this

study have margins of error ranging from 1% at the lowest end to 10% at the highest.

4.4.1 Entrepreneurial Orientation and Performance

Hypothesis H1: There is a significant relationship between entrepreneurial orientation

and performance of small and medium enterprises in Kenya.

In order to test hypothesis HI, entrepreneurial orientation, was conceptualized as a

function of proactiveness, risk taking, innovativeness, competitive aggressiveness and

autonomy (Lumpkin & Des~, 1996). These five dimensions were then operationalized by

asking questions about their elements. Likewise, performance was measured from two

year average growths in profit, sales, sales to profit ratio and improvements in customer

satisfaction and employee satisfaction as detailed in the preceding sections. However,

before performing regressions, correlation analysis was first done on entrepreneurial

orientation and performance:

The aim of this analysis was to establish whether there were strong or weak correlations

between elements of entrepreneurial orientation and performance. Usually, weak

correlations would result in relatively low regression coefficients and even none at all

sometimes. It was therefore necessary to perform correlation analyses to provide an

indication of whether the measures of entrepreneurial orientation were related to

performance. The correlation analysis was therefore performed for all the ten measures of

entrepreneurial orientation and results provided in Table 4.9.
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Table 4.9: Correlation Coefficients for Entrepreneurial Orientation and

Performance

Variable Correlations coefficient
Monitors Customer Needs -.109
New Product and Technology .009
Ambitious Market Share .087
New Markets Low Prices .105
Uses Loans .117
Uncertain Return Projects .065
New Product Service Introduction -.124
Adopts Latest Technology .274***
Decentralized Decision .058
Ideas from to lower to upper positions .175
***p:SO.Ol level (I-tailed)

As shown in Table 4.9, the results for correlation analysis for entrepreneurial orientation

and performance indicate that all the measures of entrepreneurial orientation were

correlated with performance. Furthermore, they show that monitoring of customers needs

and introduction of new product or service introduction both had negative correlations of

-0.109 and -0.124 respectively. The results also indicate that adoption of latest

technology had the highest although weak correlation (r=0.274) with performance while

new product and technology .development had the lowest but very weak correlation
/

(r=0.009) with performance. However, only adoption of latest technology exhibited the

strongest and significant correlation (p:SO.01) with performance.

These results imply that only latest technology appears to be the most suitable measure of

entrepreneurial orientation since it had the highest and statistical significant correlation

(r=0.274; p:SO.Ol) with performance. Arising from these correlation tests, although

organizations in this study perceived entrepreneurial orientation to be related to their

performance, this relationship ranged from very weak to weak and even negative-insome

cases. Apparently, these organizations perceived only adoption of technology to have

some consequence to their performance.
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Tests for homoscedasticity were also done as part of the requirement for regression

analysis using the z*pred and z*presid options in SPSS. The results are shown in Figure

4.2.

Figure 4.2: Homoscedasticity Test for Performance
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Figure 4.2 - z*pred and z*presid: Tests for homoscedasticity III the regression of
performance on entrepreneurial orientation dimensions.

As Figure 4.2 shows, homoscedasticity test was done for performance using P-P plot of

z*pred and z*presid options in SPSS. The plot shows values for observed cumulative

probability of performance against its expected cumulative probability. The plot indicates

that the graph does not look like a staircase. Instead the plot is a straight line graph with a

constant gradient. This indicates that in this multiple linear regression analysis, there was

no tendency in the error term. This test therefore confirms that performance data obtained

from organizations in this study met the condition for homoscedasticity.

In order to investigate the effect of entrepreneurial orientation on performance, a three

way approach was adopted. First, a construct of entrepreneurial orientation was used,

then the responses were grouped into five dimensions, and lastly by using the individual

measure which had the strongest association with performance. The index for the

construct was created by adding up the Likert scale responses to all the questions on

entrepreneurial orientation.
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In a similar vein, organizational performance was computed as an index of the sum of the

Likert scale responses of all its measures, both financial and non-financial. The results for

the regression of performance on the construct of entrepreneurial orientation which are

presented in Table 4.10 were obtained using the following mathematical model.

SME Performance = a +~pertLSMEPi= a + ~eoLEOj+E

Where i=l to 7,j=1 to 5, SMEP = SME Performance, EO = Entrepreneurial Orientation

Table 4.10: SME Performance on Entrepreneurial Orientation Construct
Variable Unstandardized Std. Beta t- Sig. Collinearity

Coefficient error Coefficient Value Statistics
Tolerance VIF

Constant 12.467*** 3.337 3.812 0.000
EO 0.103 0.094 0.114 1.099 0.275 1.000 1.000
***p:<O.Ol

As Table 4.10 shows, the relationship between entrepreneurial orientation and

performance is positive, weak (beta=0.114) and not statistically significant. This implies

that. at construct level, entrepreneurial orientation did have any effect on performance.

The results for the regression of performance on the construct of entrepreneurial

orientation are also presented in form of model summary, ANOVA and regression

coefficients provided in Table 4.1 Oa, 4.1 Ob and 4.10c in Appendix 3. Table 4.10 also

provides statistics for tests of collinearity. They indicate that Tolerance was 1.000 while

VIF was also 1.000. These values are greater than 0.2 and less than 4.0 respectively

demonstrating that there was no multicollinearity problem in the regression.

In VIew of the not statistically significant results for the construct, the relationship

between entrepreneurial orientation and performance was further tested using the direct

measures for the dimensions of entrepreneurial orientation. Reviewed literature (t-u'mpkin

& Dess, 1996), argued that entrepreneurial orientation manifests in organizations in a five

dimensional form comprising proactiveness, risk taking, innovativeness, competitive

aggressiveness and autonomy.

121



The aim of this test was to find out if the various measures that were used to

operationalize entrepreneurial orientation were affecting performance individually as

opposed to their aggregate. In this test therefore, performance was regressed on the

participants' responses without adding or grouping them into constructs. The results of

these regressions which are provided in Table 4.11 were therefore obtained using the

following model.

SME Performance = a + Plmonitoring + P2newprod + P3Ambmkt + P4Newmkt + psloans

+ P6uncert + P7prodintro + pgadopts + P9decent + PlOideas + E.

Where: monitoring = monitoring of customer needs, newprod=new product and
technology development, ambmkt=ambitious market share targets, newmkt=entering new
markets with low prices, loans=use of loans, uncert=projects with uncertain returns,
prodintro=new product development, adopts=adoption of latest technology,
decent=decentralized decision making and idea=movement of ideas

T hi 411 R fP ~ E t ·10· t tl Ma e . : egression 0 er ormance 00 n repreneurra rren a ion easures
Coefficients'

1. Model Unstandardized Standardized Collinearity
Coefficients Statistics

Coefficients

Std. Toleranc VIF
Beta t Sig. e

B Error

(Constant) 11.901 3.761 3.165 .002***
Monitors -.753 .758 -.122 -.994 .323 .648 1.543
Customer Needs
New Product and -.208 .620 -.045 -.336 .738 .545 1.834
Technology de
Ambitious .224 .596 .045 .376 .708 .689 1.451
market Share
targets
Enter new 1.606 .684 .329 2.347 .021** .497 2.011
markets with low
Prices
Uses Loans .117 .538 .025 .218 .828 .762 1.312
Uncertain Ret. -.420 .498 -.106 -.844 .401 .623 1.604
Proiects
New Product -1.504 .645 -.336 -2.330 .022** .469 2.133
/Service Intro ,/
Adopts Latest 2.051 .760 .328 2.698 .008*** .662 1.511
Tech
Decentral ized -.676 .588 -.139 -1.150 .254 .667 1.499
Decision
Ideas from lower .476 .674 .092 .706 .482 .580 1.725
to upper position
**p:S0.05, ***p:SO.Ol
SMEP = 11.901 + 1.606new market entry - 1.504new product intro + 2.051 adopts latest
technology

122



As Table 4.11 shows, all the individual measures of entrepreneurial orientation were

related to performance. In particular, "new product/service introduction" exhibited the

strongest and significant but negative relationship (beta=-0.336, p:S0.022). In contrast,

"enter new markets with low prices" had a relatively strong, positive and significant

relationship with performance (beta=0.329, p:S0.021). However, "adopts latest

technology" also exhibited a positive and moderately strong relationship (beta=0.328) but

was the most statistically significant (p:S0.008) of all the measures.

Other measures exhibited mixed relationships, positive and negative, with performance

but were not statistically significant. The regression results show that in this study, these

while these three measures of entrepreneurial orientation had a significant effect on

performance of small and medium enterprises; "adopts latest technology" is the best

measure. The table also shows that Tolerance values ranged from 0.469 to 0.762 while

those ofVIF ranged from 1.312 to 2.133. These values are greater than 0.2 and less than

4.0 for Tolerance and VIF respectively showing that there was no multicollinearity

problem in the regression. Additional statistics to support these results are provided in

Appendix 3 Tables 4.11a, 4.11b and 4.11c.

4.4.2 Entrepreneurial Orientation, Internal Business Environment and
Performance

Hypothesis H2: Internal business environment moderates the relationship between

entrepreneurial orientation and performance

Correlation tests for measures of internal business environment were first performed

before proceeding with tests for moderation of internal business environment on the link

between entrepreneurial orientation and performance. Correlation analysis method was,
used to determine associations of all the measures of internal business environment and

performance. The intention was to establish the measure with the strongest association

with performance to represent internal business environment in regression analysis. The

results for the correlation analysis are provided in Table 4.12.
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Table 4.12: Correlation between Internal Business Environment and Performance

Variable Correlation Coefficients
Adequate resources -0.024
Mentoring and training 0.020
Centralized decision making 0.060
Acceptance of staff decisions 0.031
Rigidity in rules and policies 0.126
Freedom of expression 0.126

As the results for the correlation between different parameters of internal business

environment and performance show in Table 4.12, the coefficients of all the parameters

generally ranged from very weak to weak (r<0.2). Adequacy of resources is shown to

have the least though negative and very weak coefficient (r=-0.024). On the contrary,

rigidity of organizational rules and freedom of expression were the only measures of

internal business environment that had the highest coefficients (r=0.126). However,

associations of all the parameters of internal business environment were not statistically

significant (p>0.10). Therefore, for the purposes of further tests, freedom of expression

which showed the strongest association (correlation coefficient=O .126) was used

represent internal business environment.

Stepwise regression analysis -was used to examme the moderating effect of internal

business environment on the relationship between entrepreneurial orientation and

performance. The following mathematical models were used test this relationship.

Performance = a + b 1EO -------------------------------------------------------------------------9

Performance = a + b 1EO + b2IE ----------------------------------------------------------------10

Performance = a + b 1EO + b2IE + b3 (EO*IE)------------------------------------------------11

These equations were applied in the four step framework developed by Sharma, Durand

and Gur-Arie (1978) to identify the moderator variables. In this framework, the scholars

argue that if equations 9 and 11 are not statistically different such that b3 is zero and b2 is

not zero, then Z is not a moderator.
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The authors reason that for full moderation effect to exist, equations 9 and 10 should not

be different. However, if both b2 and b3 are not zero, then Z is classified as a quasi

moderator otherwise if b2 in equation 11 is zero, then Z is a full moderator.

From the preceding sections of this study, adopts of latest technology measure of

entrepreneurial orientation returned a non-zero regression coefficient (Beta=0.328) and

had a statistically significant effect on performance (p:SO.Ol). Adopts latest technology

was therefore used to represent entrepreneurial orientation in the tests to determine the

effect of entrepreneurial orientation in all circumstances. The results from this test whose

aim was first to determine the nature and strength of entrepreneurial orientation on

performance are shown in Table 4.13.

Table 4.13: Regression of Performance on Adopts Latest Technology (EO)

Coefficients'
1. Model Unstandardized Standardized Collinearity Statistics

Coefficients
Coefficients

Std. Tolerance VIF
Beta t Sig.

B Error

(Constant) 9.405 2.587 3.636 .000***

adopts latest tech 1.667 0.632 0.266 2.636 .010** 1.000 1.000
Dependent variable = Performance
**p~O.05, ***p~O.Ol

The results in Table 4.13 show that "adopts latest technology (EO)" had a positive

although weak relationship with performance (beta=0.266). The relationship was

however statistically significant (p:S0.Ol0). Further tests for multicollinearity however

indicate that there was no multicollineraity in the regression (Tolerance=VIF=I.000).

These results demonstrate that "adopts latest technology" had a positive although weak

but statistically significant effect on performance of small and medium enterprises in this

study ..
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Following the revelation that "adopts latest technology (EO)" had a positive and

significant relationship with performance, the measure was used in the tests for

moderation of internal business environment on the entrepreneurial orientation. Likewise

"freedom of expression" was used to represent internal business environment. The results

for the regressions which are presented in Tables 4.14 and 4.15 and summarized in Table

5.1 were obtained using the respective mathematical equations as indicated before each

Table.

Equation for the results in Table 4.14:

ISMEPj = a + ~ladoption of latest technology + B2freedom of expression + f,

.
Table 4.14: Regression of Performance on Entrepreneurial Orientation Measures
and Internal business environment

Coefficients"
1. Model Unstandardized Standardized Collinearity

Coefficients Statistics
Coefficients

Std. Toleranc VIF
Beta t Sig. e

B Error
,

(Constant) 8.655 2.819 3.070 .003***

adopts latest tech 1.572
(

.644 .251 2.440 .017** .948 1.055

Freedom of .313 .488 .066 .641 .523 .948 1.055

express
**p:S:O.OS, ***p:S:O.Ol

As the results in Table 4.14 indicate, "adopts latest technology (EO)" was positive but

weakly related to performance (beta=0.251). The relationship was however statistically

significant (pSO.017). Nevertheless, the relationship between "freedom of expression

(IE)" and performance was weak but positive (beta=0.066), the relationship was/however

not statistically significant. The results for the tests for collinearity are also provided in

the table. They indicate that Tolerance was 0.948 while VIF was 1.055 demonstrating

that there was no multicollineraty problem in this regression. These results are further

presented in summarized form in Model 2 of Table 5.1 and also in 4.13a, 4.13b and 4.13c

in appendix 3.
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The next test entailed regression of performance on adoption of latest technology (EO),

freedom of expression (IE), and the interactive term (EO*IE). The interactive term which

was computed as the product of the two measures was the third independent variable in

the equation. This test aimed at checking if the moderating effect of internal business

environment was significant, by testing the nature and form of the beta coefficient of the

interactive term. The results which are presented in Table 4.15 and summarized in Model

3 in Table 5.1 were obtained using the following mathematical function.

ISMEPi = a + ~ladoption of latest technology + ~2freedom of expression + ~3(adoption
of latest technology * freedom of expression) + £

Where i=l to 7, SMEP =performance

Table 4.15: Regression of Performance on Entrepreneurial Orientation and Internal
Business Environment and the interactive term

Coefficients'
I. Model Unstandardized Standardized Collinearity

Coefficients Statistics
Coefficients

Std. Toleranc VIF
Beta t Sig. e

B Error

(Constant) -.614 8.p26 -.071 .943

adopts latest tech 3.906 2.151 .624 1.816 .073* .085 11.793

Freedom of 2.882 2.312 .609 1.247 .216 .042 23.780

express

EOIE -.638 .561 -.734 -1.137 .259 .024 41.595
*p~O.10

The results in Table 4.15 and Tables 4.14a, 4.14b and 4.14c illustrate, "freedom of

expression (IE)" was positively but strongly related with performance although this

relationship is not statistically significant. The table also shows that the relationship

between "adopts latest technology (EO)" and performance is positive, strong and

statistically significant (beta=0.624, p:S0.073). However, the relationship between the

interactive term (EO*IE) and performance is strong and negative but not statistically

significant (beta=-0.734). The tests for collinearity nevertheless indicate presence of

multicollinearity, Tolerance ranges from 0.024 to 0.085 and VIF from 11.793 to 41.595.

This is however expected since the interactive term (EO*IE) is a product of the two
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variables in the regression and hence is expected to exhibit similar characteristics. These

statistics imply that internal business environment does not moderate the effect of

entrepreneurial orientation on performance of organizations in this study.

According to Sharma, Durand and Gur-Arie (1981), if a significant interaction is not

present when a hypothesized moderator, in this case internal business environment, is

introduced in the equation then, further tests are necessary to determine if the variable is

related to the predictor. In this study, further tests were done by checking the Spearman's

correlation coefficients for adoption of latest technology and freedom of expression. The

results for the test are shown in Table 4.16.

Table 4.16: Correlation Tests for Spearman's Correlation between EO and IE

Correlations"
adopts latest Freedom of

tech express
Spearman's rho adopts latest tech Correlation 1.000 .262

Coefficient
Sig. (I-tailed) .006

Freedom of Correlation .262 1.000
express Coefficient

Sig. (I-tailed) .006
* *. Correlation is significant at the 0.01 level (l-tailed).
a. Listwise N = 92

As Table 4.16 shows, the test results illustrate that correlation between freedom of

expression and adoption of latest technology is weak (r=0.262) but statistically

significant (p:SO.Ol). However, literature reviewed in this study argues that a moderating

variable should not have a significant relationship with the independent variable.

Therefore these results confirm that internal business environment is not a moderator,

since it is significantly related with entrepreneurial orientation.
/ .,
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The variable could however be an exogenous, predictor, intervening, antecedent or a

suppressor variable (Sharma, Durand & Gur-Arie, 1981). The correlation tests in the

preceding sections had indicated that the association between internal business

environment and performance was not statistically significant. The only test that needed

to be performed now was to determine if internal business environment played a

mediation role in the entrepreneurial orientation-performance relationship.

Following the procedure adopted from Baron and Kenny (1986) as explained earlier, tests

for internal business environment as a mediator were performed. The first test involved

determination of whether entrepreneurial orientation predicts internal business

environment. In this test, univariate regression analysis was used with adopts latest

technology (entrepreneurial orientation) as the independent variable and freedom of

expression (internal business environment) as the dependent variable. The results for

these regressions presented in Table 4.17 were achieved using the following regression

function:

Freedom of expression = a + ~ladopts latest technology + f.

Table 4.17: Effect of Entrepreneurial Orientation on Internal Business

environment

Coefficients'
I. Model Unstandardized Standardized Collinearity

Coefficients Statistics
Coefficients

. Std. Toleranc VIF
Beta t Sig. e

B Error
(Constant) 2.397 .545 4.393 .000***
adopts latest .302 .133 .228 2.261 .026** 1.000 1.000
tech •/
a. Dependable variable: Freedom of expression

As the results in Table 4.17 indicate, the effect of "adopts latest technology (EO)" on

"freedom of expression (IE)" was positive and statistically significant (beta=O.228,

p:<sO.026).This indicates that relationship between "adopts teclmology (entrepreneurial

orientation), is positive. The table also indicates that there was no multicollinearity
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problem in this regression (Tolerance=VIF=l.OOO). These tests indicate that "adopts

latest technology" affects or creates "freedom of expression (IE)" which meets the

requirement for further tests for "freedom of expression (IE) as an intervening variable.

After confirming this test, it was necessary to further investigate the possibility that

internal business environment mediates in the entrepreneurial orientation and

performance relationship. The results for the regression of performance on internal

business environment which are presented in Table 4.18 were obtained using the

following model.

SMEP = a + ~ladopts latest technology +~2freedom of expression + 8

Table 4.18: Regression of Performance on Internal Business Environment and
Et ·10· tatin repreneurra rren a IOn

Coefficients"
I. Model Unstandardized Standardized Collinearity

Coefficients Statistics
Coefficients

Std. Toleranc VIF
Beta t Sig. e

B Error

(Constant) 8.655 2.819 3.070 .003***

adopts latest tech 1.572 .644 .251 2.440 .017**

Freedom of .313 .488 .066 .641 .523 .948 1.055

express
**p~0.05, ***p~O.Ol

As Table 4.18 indicates, entrepreneurial orientation has a significant effect on

performance in this model (beta coefficient = 0.251, p:S0.05). They also indicate that

tolerance was 0.948 while VIF was 1.055 showing that there was no multicollinearity

problem in the regression. However, the results demonstrate that internal ~usiness

environment has a not statistically significant relationship with performance (beta

coefficient = 0.066, p>0.10). Nevertheless, when the regression coefficient for

entrepreneurial orientation is compared to that for the individual effect of entrepreneurial

orientation on performance as indicated in the Table, it is clear that beta coefficient

(0.251) for entrepreneurial orientation as a co-predictor of performance is smaller than

the coefficient (0.302) when entrepreneurial orientation is analyzed as a standalone
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predictor of performance as is presented in Table 4.17. The results for the tests for

mediation role of internal business environment on entrepreneurial orientation and

performance relationship are summarized in Table 5.2 for ease of comparison.

4.4.3 Entrepreneurial Orientation, External Business Environment and

Performance

Hypothesis H3: External business environment moderates the relationship between

entrepreneurial orientation and performance of small and medium enterprises.

Tests for correlations of measures of external business environment were first done to

determine associations of all the measures of external business environment and

performance. Correlations were intended to identify associations between measures of

external environment and performance and use them in the subsequent regression

analyses. The results for the correlation analysis are provided in Table 4.19.

Table 4.19: Correlation between External Business Environmental and

Performance

Variable Correlations coefficient
Political complexity 0.168*
Economic complexity 0.062
Technological complexity 0.168*
Socio-Cultural complexity 0.276***
Regulatory complexity 0.067
Ecological complexity 0.049
Political Dynamism 0.066
Economic Dynamism 0.128
Technological Dynamism 0.285***
Socio-Cultural Dynamism 0.251***
Regulatory Dynamism 0.130
Ecological Dynamism -0.001 ,

Political Munificence 0.118
Economic Munificence 0.282***
Technological Munificence 0.361 ***
Socio-Cultural Munificence 0.316***
Regulatory Munificence 0.278***
Ecological Munificence 0.043
*pSO.l0 level (I-tailed); ** pSO.05 level (I-tailed); ***pSO.Ollevel (I-tailed)
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Correlation test results for external business environment given in Table 4.19 indicate

that all elements of external business environment were correlated with performance.

However, coefficients for political complexity (r=0.168), technological complexity

(r=0.168), and socio-cultural complexity (r=0.276) were significantly related with

performance. Similarly, only technological (r=0.285) and socio-cultural (r=0.251)

dynamism were significantly related with performance. Lastly in the case of munificence,

only economic (r=0.282), technological (r=0.361), socio-cultural (r=0.316) and

regulatory (r=0.278) measures were statistically significant. However, out of the elements

that showed statistically significant relationship, technological munificence had the

highest coefficient (r=0.361). This parameter was therefore used to represent external

environment when testing for moderating effect of external environment.

In order to determine whether external business environment moderated the relationship

between entrepreneurial orientation and performance, stepwise regression analysis

approach was used. In the specific case for determining moderating role of external

business environment in the entrepreneurial orientation and performance relationship, the

following equations were used:

Performance = a + b 1EO --------------------------------------------------------------------------12

Performance = a + b 1EO + b2EE ----------------------------------------------------------------13

Performance = a + b 1EO + b2EE + b3 (EO*EE) ----------------------------------------------14

However, having previously tested and confirmed in the preceding section that adoption

of latest technology measure of entrepreneurial orientation had a statistically significant

effect on performance; the measure was also used in this regression to represent

entrepreneurial orientation without further tests. The next test now aimed at establishing

the nature and form of the beta coefficient for external business environment in the

presence of entrepreneurial orientation. The results for regression of performance on

adoption of technology (entrepreneurial orientation) and technological munificence

(external business environment) which are presented in Table 4.20 were obtained using

the following model.
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SMEP = a + ~Iadopts latest technology + ~Itechnoloical munificence + t

Table 4.20: Regression of Performance on Entrepreneurial Orientation and
External Business Environment

Coefficients'
1. Model Unstandardized Standardized Collinearity

Coefficients Statistics
Coefficients

Std. Toleranc VIF
Beta t Sig. e

B Error

(Constant) 2.394 3.086 .776 .440

adopts latest tech 1.560 .591 .249 2.639 .010*** .998 1.002

Technological 1.989 .545 .345 3.649 .000*** .998 1.002

Munificence
***pSO.OOl

As presented in Table 4.20 and Tables 4.20a, 4.20b and 4.20c in appendix 3, "adoption of

latest technology (entrepreneurial orientation)" has a positive and significant relationship

with performance (beta coefficient = 0.249, p:S0.010). Similarly, the results show that

"technological munificence (external business environment)" has a positive and

significant relationship with performance (beta coefficient = 0.345, p:S0.001). These

results are also summarized in Model 2 of Table 5.3.

The third test entailed regressing performance against "adoption of latest technology

(entrepreneurial orientation)", "technological munificence (external business

environment)", and the interactive term (EO*EE) which was represented by the product

of the two measures as the three independent variables. This test aimed at checking if the

moderating effect was significant, by testing the level of significance of the interactive

term's the beta coefficient. The results which are presented in Table 4.21 and

summarized in Model 3 of Table 5.3 were obtained using the following math~~atical
J

model.

Model 3: ISMEPj = a.+ ~Iadopts latest technology + ~2 Technological Munificence +
~3(adopts latest technology * Technological Munificence) + t
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T bI 421 R f M d ti fE t IB Ea e . : egressrons or 0 era ion 0 x erna usmess nvironment
Coefficients"

3. Model Unstandardized Standardized Collinearity
Coefficients Statistics

Coefficients

Std. Toleranc VIF
Beta t Sig. e

B Error
Constant 30.595 9.129 3.351 .001 ***
Adopts latest -5.377 2.199 -.859 -2.445 .016** .065 15.346
technology
Technological -5.956 2.490 -1.032 -2.392 .019** .043 23.134
munificence
EO*EE 1.952 .598 1.834 3.262 .002*** .025 39.234
Dependent variable = Performance
**p~O.05, ***p~O.Ol

As Table 4.21 and 4.21a, 4.21b and 4.21c in appendix 3 indicate, the overall individual

effects of technological munificence (external business environment) was non-zero and

statistically significant (beta = -1.032, p~0.05). Similarly, the interactive term (EO*EE)

was positive and also statistically significant (p:S0.002). These results demonstrate that

external business environment had a positive moderating influence on the effect of

entrepreneurial orientation on performance of the studied organizations. These results are

summarized and compared in Table 5.3. Since the beta coefficient ofEO*EE is not zero,

this demonstrates that external business environment is likely to be a partial moderator in

the entrepreneurial orientation and performance relationship. Additional results for these

tests are presented in Appendix 3 Tables 4.20a, 4.20b, 4.20c, 4.21a, 4.21b and 4.21c in

terms of overall regression model, ANOV A and regression coefficients. These results in

the appendix also reinforce arguments and results presented and discussed.

However, according to Goll and Rasheed (2004), it is required that the beta coefficient

for the interactive term should be significant in order to confirm moderating effect.

Therefore, further tests to determine the significance level of this moderation is necessary.

In this study, stepwise regression process was performed by treating adoption of latest

technology (entrepreneurial orientation) as a predictor and performance as the response

variable in the first step:
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Then technological munificence and the interaction term (EO*EE) were introduced as

additional predictors in the second step. The output from the regression is presented in

Model 2 of Table 5.3.

4.4.4 Entrepreneurial Orientation, Business Development Services and

Performance

Hypothesis H4: Business development services moderates the relationship between

entrepreneurial orientation and performance of small and medium enterprises in Kenya.

In order to test this hypothesis, correlation analysis was done by performing correlation

analysis of all the elements of business development services against performance. The

aim of this analysis was to establish the measures of business which has strong

associations with performance. The results for the correlation tests are provided in Table

4.22.

Table 4.22: Correlation between Business Development Services and Performance

Variable Correlations coefficient
Market Access 0.030
Advert Access 0.155
Tech Suppliers 0.076
Product description Services 0.209*
Raw Material Suppliers 0.058
Group Purchasing 0.418***
Loan Services Training 0.376***
Credit Suppliers 0.111
Business Incubation 0.248***
Warehousing 0.339**
National Policy Awareness 0.184**
Advocacy Training 0.227**
*p:S0.10 level (l-tailed); ** p:S0.05 level (l-tailed); ***p:S0.01level (l-tailed)

As the results for correlation statistics for the dimensions of business development

services and performance in Table 4.22 indicate, all the business development services

dimensions were positively correlated with performance. The levels of correlations were

however not similar across the different dimensions. The results show that while some

dimensions were statistically significant others were not. Whereas group purchasing, loan
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services training and availability of warehousing facilities showed moderately weak

relationship (correlation coefficients = 0.418, 0.376 and 0.339 respectively), market

access, raw material supplies, and technology supply had much weaker relationships

(correlation coefficients = 0.030,0.058 and 0.076 respectively).

The correlation coefficients for the rest of the dimensions were in between the lowest and

the highest of these coefficients. However, despite all the elements of business

development services having positive correlation with performance, group purchasing

(psO.O1), loan service training (psO. 01), warehousing (psO. 01), business incubation

(psO.Ol) advocacy and training (psO.Ol); product development services (psO.05) and

national policy awareness (psO.Ol) were the only elements which showed statistically

significant correlations with performance. Among these, measures group purchasing had

the highest association with performance (correlation coefficient =0.418, psO.OOl) and

therefore was used to represent business development services in subsequent analyses.

In order to determine the moderating effect of business development services on the link

between entrepreneurial orientation and performance, stepwise regression analysis was

used. In the specific case ~or determining moderating role of business development

services on entrepreneurial orientation and performance relationship, the following

specific set of equations was used.

Performance = a + b 1EO -----------------------------------------------------------------------15

Performance = a + b 1EO + b2BDS -----------------------------------------------------------16

Performance = a + b 1EO + b2BDS + b3 (EO*BDS)---------------------------------------17

The first test aimed at establishing the effect of entrepreneurial orientation on

performance and therefore required that regression of performance on entrepreneurial

orientation be done. The next test involved regressing performance on entrepreneurial

orientation and business development services to determine whether business

development services had a non-zero regression coefficient.
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The results for regression of performance on adoption of technology as a measure for

entrepreneurial orientation and group purchasing as a measure for business development

services which are presented in Table 4.23 and summarized in Model 2 of Table 5.4 were

obtained using the following model:

SMEP = a + ~ladopts latest technology + ~lgroup purchasing + t

Table 4.23: Regression of Performance on Entrepreneurial Orientation and
B D ItSusmess eve opmen ervices

Coefficients"
1. Model Unstandardized Standardized Collinearity

Coefficients Statistics
Coefficients

Std. Toleranc VIF
Beta t Sig. e

B Error

(Constant) 7.868 2.453 3.207 .002*** 2.996 12.740

Adopts latest .981 .621 .157 1.578 .118 -.254 2.215

tech

orouo ourchasino 1.394 .396 .350 3.522 .001*** .608 2.179
***p:50.001

As Table 4.23 and 4.22a, 4.22b and 4.22c in the appendix 3 shows, the effect of group

purchasing was positive and statistically significant (beta=0.350, p:SO.OOl)while that of

adoption of latest technology was also positive but not statistically significant

(beta=0.157, p>O.lO). Although, these results indicate that group purchasing affects the

relationship between entrepreneurial orientation and performance, it was necessary to

perform a third test to establish whether the interactive term is non-zero and significant.

The third test was done by regressing performance against three independent variables;

adoption of latest technology (entrepreneurial orientation), group purchasing (business

development services), and their interactive term (EO*BDS) which was computed as the

product of the two measures. The aim of this test was to check if the moderation effect of

business development services was significant, by examining the significance level of

beta coefficient of the interactive term. The results for the third test which are shown in

Table 4.24 and summarized in Table 5.4 Model 3 were achieved using the following

mathematical function.
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SME Performance = a + adoption of technology + group purchasing + (adoption of
technology * group purchasing) + £

Table 4.24: Regression of Performance on Entrepreneurial Orientation, Business
D IS· d their I "Teve opment ervices an t err nteractive erm

Coefficients"
I. Model Unstandardized Standardized Collinearity

Coefficients Statistics
Coefficients

Std. Toleranc vir
Beta t Sig. e

B Error

(Constant) 14.287 4.479 3.189 .002*** .247 4.052

adopts latest tech -.728 1.176 -.116 -.619 .537 .072 13.895

orouo ourchasino -.874 1.386 -.219 -.631 .530 .049 20.574

EO*BDS .590 .346 .722 1.705 .092* .247 4.052
*p::;O.lO, ***p::;O.OOl

The results in Table 4.24 and Tables 4.24a, 4.24b and 4.24c in appendix 3 illustrate that

the coefficient of the interactive term (EO*BDS) is positive and statistically significant

(beta=0.722, p~0.092). This demonstrates that business development services could

moderate the effect of entrepreneurial orientation on performance of organizations in the

study. This shows that introducing business development services in the equation has the

effect of reducing the strength of entrepreneurial orientation and therefore its effect on

performance. This is further confirmed by the statistically significant, although weak,

effect of the interactive term (beta coefficient = 0.722, p~0.092). These results are also

presented in Tables 4.24a, 4.24b and 4.24c in Appendix 3 in terms of model summary,

ANOV A and coefficients respectively.

However, smce the beta coefficient of the interaction term had a weak statistical

significance, this demonstrates that business development services were not a strong

moderator in the entrepreneurial orientation and performance relationship. This result

provoked the possibility that in addition to its direct effect and weak moderation, business

development services could be playing a different role in the entrepreneurial orientation

and performance relationship. According to Sharma, Durand and Gur-Arie (1981), if a

significant interaction is not present when a hypothesized moderator, in this case business

development services, is introduced in the equation then further tests should be done to
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determine if the variable is related to the predictor, in this case, entrepreneurial

orientation. In this study, this test was done by checking the Spearman's correlation

coefficients for adoption of latest technology and group purchasing. The results for the

test are shown in Table 4.25.

Table 4.25: Correlation Tests for Entrepreneurial Orientation and Business
D ItSeve opmen ervrces

Correlations"
group Adopts latest

purchasing tech
Spearman's rho group Correlation 1.000 .301

purchasing Coefficient
Sig. (I-tailed) .002

adopts latest Correlation .301"" 1.000
tech Coefficient

Sig. (I-tailed) .002
***p:SO.O1 (I-tailed).
a. Listwise N= 89

From the results in Table 4.25, association between group purchasing and adoption of

latest technology is weak (r=0.301) but statistically significant (p:S0.01). These results

suggest that business development services may not be a moderator, since it is correlated

with entrepreneurial orientation, but could be a predictor, intervening, exogenous,

antecedent or a suppressor variable (Sharma, Durand and Gur-Arie, 1981). Preceding

tests had however indicated that business development services are a partial predictor of

performance. Further tests to determine whether in addition to its weak moderation,

business development services were also a mediator in the entrepreneurial orientation and

performance relationship were necessary.

According to Baron and Kenny (I986), test for mediation can be done through a three

step process as explained in the preceding sections. In this procedure, the first test

involved determination of whether entrepreneurial orientation predicts business

development services. Univariate regressi n analysis was used in which adopts latest

technology (entrepreneurial orientation) was the independent variable while group
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purchasing (business development services) was the dependent variable. The results for

these regressions which are presented in Table 4.26 and also summarized in Model 1 of

Table 5.5 were achieved using the following mathematical function.

Group purchasing = a + ~Iadopts latest technology + f.

T bI 4 26 Eff t f Ad t L t t T h I G Ph'a e . : ee 0 op S a es ee no ogy on roup ure asmg
Coefficients'

1. Model Unstandardized Standardized Collinearity
Coefficients Statistics

Coefficients

Std. To Ieranc VIF
Beta t Sig. e

B Error
(Constant) 1.103 .633 1.743 .085*
adopts latest .492 .155 .313 3.182 .002*** 1.000 1.000
tech
**p~O.05, *** pso.ot
a. Dependable variable: group purchasing

As Table 4.26 shows, the effect of "adopts latest technology (EO)" on "group purchasing

(BDS" was positive and statistically significant (beta=0.313, p:SO.Ol). Furthermore, the

Tolerance and VIF values are both 1.000 implying that there was no multicollinearity and

heteroscedasticity problem i~ this regression. These results indicate that entrepreneurial

orientation has an effect on business development services.

After confirming this effect, the second test which required seeks to establish whether

entrepreneurial orientation has an effect on performance was performed. This test had

already been done in the preceding sections and the results are summarized in Model 2 of

Table 5.5. The third test was that of regression of performance on entrepreneurial

orientation and business development services to check whether business development

services significantly affects performance. The results for the third test which are

presented in Table 4.27 and summarized in Model 2 of Table 5.5 were obtained using the

following model.

SMEP = a + ~ladopts latest technology +~2gn;)Uppurchasing + f.
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Table 4.27: Effect of Adopts Latest Technology and Group Purchasing on

performance

Coefficients"
1. Model Standardize Collinearity

Unstandard ized d Statistics
Coefficients Coefficients

Std. Toleranc VIF
Beta t Sig. e

B Error

(Constant) 7.868 2.453 3.207 .002***

adopts latest .981 .621 .157 1.578 .118 .902 1.109

tech

Group 1.394 .396 .350 3.522 .001 *** .902 1.109

purchasing
***p<O.OI

As Table 4.27 indicates, the while "group purchasing (business development services)"

had a positive and significant effect on performance (beta=0.350, p:SO.OOl),the effect of

entrepreneurial orientation is however not statistically significant. Furthermore, tolerance

was 0.902 while VIF was 1.109 indicating that there were no multicollinearity or

heteroscedasticity problems in the linear regressions.

According to Baron and Kenny (1986), for a perfect mediation to exist, the beta

coefficient for the predictor variable should be reduced to zero. Since in this case, by

introducing business development services, the beta coefficient for entrepreneurial

orientation is reduced but not completely, it is logical to assume that business

development services partially mediates the effect of entrepreneurial orientation on

performance. These results are also summarized in Table 5.5.

The moderating influence of business development services on the link .between

entrepreneurial orientation and performance using data collected from small and medium

manufacturing enterprises in Nairobi was investigated in this section. As a prerequisite to

using linear regression in these investigations, confirmation that data in these variables

were normally distributed and therefore satisfied the normality condition for linear

regression was done through descriptive tests to determine distribution, central tendency
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and dispersion of data. In addition, further tests for multicollinearity and

homoscedasticity were performed which confirmed that the problems did not exist among

the study variables. The results of the rest confirms that assumptions regarding normality,

multicollinearity and were all met by business development services, entrepreneurial

orientation and performance thereby rendering the findings methodologically valid.

This section finds that business development services moderates the link between

entrepreneurial orientation and performance of enterprises in this study and therefore fails

to reject hypothesis H4 and achieves objective four. In addition to achieving this

objective, the section finds through additional tests that business development services

also had a direct effect on entrepreneurial orientation. Furthermore, a strong mediating

effect of business development services on the relationship between entrepreneurial

orientation and performance of organizations in this study was also established.

4.4.5 Joint Effect of All Predictor Variables on Performance

Hypothesis H5: The combined effect of entrepreneurial orientation, internal and external

business environment and business development services on performance of small and

medium manufacturing ent~rprises in Kenya is greater than the effect of each variable.

This hypothesis was tested using hierarchical multiple linear regression analyses. A total

of four regressions were performed to investigate the nature of the joint effect and

individual effects on performance respectively. Whereas the first regression involved

checking the effect of all- predictors against that of entrepreneurial orientation on

performance, the second compared the joint effect against the individual effect of internal

business environment. Similarly, the third regression evaluated the joint effect and the

individual effect of external business environment on performance while/the fourth

regression examined the joint effect all the predictor variables. The results of the

regression analyses for the joint effect and that of entrepreneurial orientation, internal and

external business environment and business development services individually on

performance are provided in Tables 4.28, 4}O and 4.31 respectively.

142



T bi 428 J ' t Eff t f th P di t dE t , 10' t tia e , : om ec 0 e re IC ors an n repreneurra nen a IOn
Coefficien ts"

Model Unstandardized Standardized Collinearity Statistics
Coefficients

Coefficients

Std. Tolerance VIF
Beta T Sig.

B Error

1 (Constant) 12.467 3.301 3.777 .000***

Total EO .103 .093
.114

1.111 .269
1.000 1.000

2 (Constant) .950 4.423 .215 .830

Total EO -.203 .111 -.226 -1.829 .071* .576 1.737

Total IE .054 .168 .033 .318 .751 .834 1.199

Total EE .092 .066 .152 1.393 .167 .735 1.361

Total 80S .356 .097 .457 3.673 .000 .567 1.764
*p~O.10;** *p~O.Ol

Dependent Variable = Performance .

As Table 4.28 and Tables 4.25a, 4.25b and 4.25c indicate, the effect of entrepreneurial

orientation on performance was positive but weak (beta=O.1 03). This effect was however

not statistically significant. However, the effect of entrepreneurial orientation in the

combined regression was negative (beta=-0.226, p:SO.OOl). The effect of business

development services was also positive and statistically significant (beta=0.457, p:SO.OO1).

The effects internal and external business environments were both not statistically

significant. Furthermore, the value of tolerance ranges from 0.567 to 1.000 while VIF

ranges from 1.000 to 1.764, both of which were within acceptable thresholds for

multicollinearity. However, the results for the combined effect of all the four predictors

on performance showed positive and statistically significant effect (R=0.458, p:SO.OOl).

These results are further presented in summary form in Table 5.6 for ease of comparison.

Further tests for the joint effect of all the four variables were also performed against

internal business environment. The second test involved regression of performance on

internal business environment as an individual predictor of performance followed by

entrepreneurial orientation, external business environment and business development

services in hierarchical method. The results for the this test which are presented in Table

4.30 and summarized in Table 5.7 were obta~ned using the following equations.
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Modell: Performance = a + internal business environment

Model 2: Performance = a + entrepreneurial orientation + internal business environment

+ external business environment + business development services

Table 4.30: Joint Effect of all Predictors on Performance against Internal Business
Environment

Coefficients"
Model Unstandardized Standardized Collinearity Statistics

Coefficients
Coefficients

Std. Tolerance VIF
Beta t Sig.

B Error

1 (Constant) 13.671 3.174 4.307 .000***

2 Total IE .131 .170
.080 .772 .442 1.000 1.000

(Constant) .950 4.423 .215 .830

Total IE .054 .168 .033 .318 .751 .834 1.199

Total 80S .356 .097 .457 3.673 .000*** .567 1.764

Total EO -.203 .111 -.226 -1.829 .071* .576 1.737

Total EE .092 .066 .152 1.393 .167 .735 1.361
*p!>O.lO;* ** p!>O.01
Dependent Variable = Performance

As Table 4.30 and 4.28a, 4.28b and 4.28c in the appendix 3 indicate, the effect of internal

business environment on performance was positive but very weak (beta=0.080). This

effect was however not statistically significant. However, the effects entrepreneurial

orientation (beta=-0.226), external business environment (beta=0.152) and business

development services (beta=0.457) retained their values as expected and levels of

significance. Furthermore, the value of tolerance ranges from 0.567 to 1.000 while VIF

ranges from 1.000 to 1.764, both of which were within acceptable thresholds for

multicollinearity. These results are further presented in summary form in Table 5.7 and

4.28a, 4.28b and 4.28c in the appendix 3 for further reference.

The joint effect of all predictor variables was also investigated against the i~dividual

effect of external business environment and performance. In this process, performance

was regressed on external business environment followed by entrepreneurial orientation,

internal business environment, external business environment and business development

services in a hierarchical regression. The results for this regression which are presented in

Table 4.31 and summarized in Table 5.8 were achieved using the following model.
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Modell: Performance = a + external business environment

Model 2: Performance = a + entrepreneurial orientation + internal business environment

+ external business environment + business development services

Table 4.31: Joint Effect of all Predictors on Performance and External Business
Environment

Coefficients"
Model Unstandardized Standardized Collinearity Statistics

Coefficients
Coefficients

Std. Tolerance VIF
Beta t Sig.

B Error

1 (Constant) 5.037 3.698 1.362 .176

Total EE .181 .060
.298

3.016 .003***
1.000 1.000

2 (Constant) .950 4.423 .215 .830

Total EE .092 .066 .152 1.393 .167 .735 1.361

Total8DS .356 .097 .457 3.673 .000*** .567 1.764

Total EO -.203 .111 -.226 -1.829 .071* .576 1.737

Total IE .054 .168 .033 .318 .751 .834 1.199
*p:50.10;***p:50.01
Dependent Variable = Performance

As shown in Table 4.31 and Tables 4.29a, 4.29b and 4.29c in appendix 3, the effect of

external business environment on performance was positive, moderate and statistically

significant (beta=0.298, pSO.003). The effects of entrepreneurial orientation (beta=-

0.226), external business environment (beta=0.152) and business development services

(beta=0.457) were however positive. Furthermore, the value of Tolerance ranges and VIF

were both within acceptable thresholds for collinearity. The table also shows that there

was no multicollinearity or heteroscedasticity problem in the regression (tolerance >0.10,

VIF<4.000). These results are also presented in Table 5.8 for ease of comparison and

discussed further.

The combined effect of all the four predictor variables on performance was also

compared against that of the individual effect of business development services. In this

case, performance was regressed on business development services and then on

entrepreneurial orientation, internal business environment, external business environment
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and business development services using hierarchical multiple linear regression. The

outputs from these regressions which are provided in Table 4.32 and summarized in

Table 5.9 were obtained using the following regression models.

Modell: Performance = a + business development services

Model 2: Performance = a + entrepreneurial orientation + internal business environment

+ external business environment + business development services

Table 4.32: Joint Effect of all Predictors on Performance and Business Development
Services

Coefficients"
Model Unstandard ized Standardized Collinearity

Coefficients
Coefficients Statistics

Std. Toleran VIF

B Error Beta t Sig. ce

1 (Constant) 2.065 3.274 .631 .530
Total .318 .074 .409 4.328 .000*** 1.000 1.000

BDS
2 (Constant) .950 4.423 .215 .830

Total .356 .097 .457 3.673 .000*** .567 1.764

BDS
Total EO -.203 ,I l l -.226 - .071 * .576 1.737

1.829

Total IE .054 .168 .033 .318 .751 .834 1.199
Total EE .092 .066 .152 1.393 .167 .735 1.361

*p:SO.l0; ***p:sO.O1
Dependent Variable = Performance

As Table 4.32 and Tables 4.32a, 4.32b and 4.32c in appendix 3, indicate, the effect of

entrepreneurial orientation on performance was positive but weak (beta=O.103). This

effect was however not statistically significant. However, the effect of entrepreneurial

orientation in the combined regression was negative (beta=-O.226, p:SO.OOl).The effect

of business development services was also positive and statistically significant

(beta=0.457, p:SO.001).
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The effects internal and external business environments were both not statistically

significant. The results for tolerance and VIF also range from 0.567 to 1.000 and 1.000 to

1.764 respectively indicating absence of multicollinearity. These results are also

presented in Table 5.9 where they are summarized and compared.

Additional information and statistics on model summary, ANOV A and coefficients to

explicate these results are provided in appendix four for the respective tests. Specifically

comparison of the joint effect of entrepreneurial orientation, internal and external

business environment and business development services against the effect of

entrepreneurial orientation on performance is given in Tables 4.32a, 4.32b and 4.32c. In

summary, these tables confirm that the joint effect of all the predictors is greater than the

individual effects of. entrepreneurial orientation, internal and external business

environment on performance respectively but less than the individual effect of business

development services and therefore are consistent with the foregoing discussions and

interpretations.

4.4 Summary of Data Analysis

This chapter presents the data analysis and findings of the study. With regard to the effect

of entrepreneurial orientation on performance, it was found that measures of

entrepreneurial orientation affect performance of the studied organizations. As concerns

moderating effect, it has been shown that business development services had a positive

and significant moderating effect on this relationship and in addition the variable had a

mediating role in the relationship. Similarly, the chapter has demonstrated that the

moderating role of external business environment on the relationship between

entrepreneurial orientation and performance was positive and statistically significant. The

chapter however, reported that internal business environment did not show any

significant moderating influence in the effect of entrepreneurial orientation on

performance of small and medium enterprises in Kenya.
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Furthermore, the chapter has demonstrated that the joint effect of three of the predictor

variables on performance was greater compared to their individual effects. Conversely,

though, the chapter reports that the individual effect of business development services is

greater than the joint effect of predictor variables contrary to expectation. In the process

of demonstrating all these relationships, the chapter reports that hypothesis regarding

effect of entrepreneurial orientation on performance was partially confirmed at parameter

level but not at construct or composite level. However, hypothesis focusing on the

moderating influence of internal business environment on entrepreneurial orientation and

performance link was not confirmed in entirety.

However hypotheses on moderating roles of external business environment and business

development services on this relationship were both confirmed. In addition, a mediating

role of business development services was discovered during further tests. Lastly, the

hypothesis concerned with the joint effect of all predictor variables on performance was

confirmed in the case of entrepreneurial orientation, internal business environment and

external business environment but not of business development services. In summary, the

chapter reported that this study failed to reject H3 and H4 while the study rejected

hypothesis H2. However, empirical evidence showed mixed results for hypotheses HI

and H5 hence the study partially failed to reject these two hypotheses. Nonetheless,

despite the mixed findings in which some hypotheses were rejected, this study achieved

all the five objectives and by extension the overall objective.

/ .
J
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CHAPTER FIVE: RESULTS AND DISCUSSION

5.1 Introduction

This chapter presents results and a discussion of the findings of this study. Specifically,

the chapter explains the results regarding the relationship between entrepreneurial

orientation and performance. Furthermore, the chapter describes the results concerning

moderating roles of internal and external business environment and business development

services on the effect of entrepreneurial orientation and performance. Finally, the chapter

discusses the hypothesized relationships of all the predictor variables and the individual

effect of each variable on performance of small and medium enterprises in Kenya.

5.2 Results of the Study

In this study, the overall objective was to establish the role of business environment and

business development services on the effect of entrepreneurial orientation on

performance. This objective was achieved by testing five hypotheses on small and

medium manufacturing enterprises operating in Nairobi. The tests were done using

descriptive statistics, correlations and regression analysis. In addition, tests for

collinearity and homoscedasticity were also done. The results presented here and

discussed subsequently therefore show empirical relationships established during these

tests.

5.2.1 Entrepreneurial Orientation and Performance

Hypothesis HI: There is a significant relationship between entrepreneurial orientation

and performance of small and medium enterprises in Kenya.

/
J

In order to determine associations between different measures of entrepreneurial

orientation and performance, correlation tests were performed on the individual questions.

Hypothesis HI was tested using Spearman Correlation Analysis. The aim of this analysis

was to examine the relationship between entrepreneurial orientation and performance.

The results of the analysis which are presented in Table 5.2 show that there was positive

but moderate correlation with "adopts latest technology" measure of entrepreneurial
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orientation (r=0.274, p::SO.Ol). As for the rest of the measures of entrepreneurial

orientation, the associations were weak and not statistically significant. These results

show that only one aspect of entrepreneurial orientation was statistically significant. This

supports the view that aspects of entrepreneurial orientation have a spoitive effect on

performance.

These findings are consistent with those of Covin & Slevin (1989, Parker, 2007; Pett &

Wolff, 2010). According to these scholars, entrepreneurial orientation could improve

efficiency and effectiveness of organizations through increased innovation. Indeed these

results indicate that adoption of latest technology which is a measure of innovation

dimension of entrepreneurial orientation has significant association with performance.

These findings also agree with Allegre and Chiva (2009) who reasoned that

entrepreneurial orientation improves fiml performance when innovation performance is

enhanced. However, although correlation results show some association between aspects

of entrepreneurial orientation and performance, they are not sufficient to make conclusion

regarding the effect of entrepreneurial orientation on performance. Regression analysis

was therefore performed to determine the nature and strength of this relationship.

The results from the regression analysis for the effect of entrepreneurial orientation on

performance are presented in Tables 4.10, 4.11 and 4.12. As Table 4.10 shows, the results

for the regression of performance on entrepreneurial orientation as a construct indicate

that the overall regression model was positive (R=0.114). This means that the model may

be used to explain 11.4% of variations in performance such that, a unit change in

entrepreneurial orientation results in a 1.3% increase in performance (R2=0.013). The

effect is however not statistically significant. These results demonstrate that, as construct,

entrepreneurial orientation did not seem to affect the performance of organizations in this

study.

The regression of measures of entrepreneurial orientation on performance was also done

and the results presented in Table 4.11. These results show the output of regression of

total performance against all questions on entrepreneurial orientation. As Table 4.11
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indicates, the overall model for the regression of performance on measures of

entrepreneurial orientation was positive and statistically significant (R=0.423). The

results further show that the model may be used to explain 42.3% of changes in

performance such that a unit change in the model may result in an 8.1% increase in

performance (Adjusted R2=O.081) keeping all other factors constant.

This overall effect of the individual measures of entrepreneurial orientation is statistically

significant, although the level of significance is not very strong (p~O.067). The statistical

significance level was contributed by only three measures of entrepreneurial orientation

which also had high regression coefficients. These were using low prices to enter new

markets (B=1.606, p~O.021), introducing of new products and services (B=-1.504,

p~O.022) and adoption of latest technology (B=2.051, p~O.008). Additional statistics to

support these results are provided in Appendix 3 Tables 4.11 a, 4.11 band 4.11 c.

The main aim of objective HI in this study was to establish the relationship between

entrepreneurial orientation and performance of small and medium manufacturing

enterprises in Kenya. The study has achieved this objective although as a construct, these

results do not show a statistically significant relationship between entrepreneurial

orientation and performance. They however indicate support for the individual measures

of entrepreneurial orientation which implies that among the studied organizations,

entrepreneurial orientation effected performance through adoption of technology,

introduction of products and services and usage of low prices to enter markets at

dimensional level. This study. therefore fails to reject hypothesis HI for individual

measures of entrepreneurial orientation but rejects the same hypothesis for

entrepreneurial orientation construct.
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5.2.2 Entrepreneurial Orientation, Internal Business Environment, and

Performance

Hypothesis H2: Internal business environment moderates the relationship between

entrepreneurial orientation and performance of small and medium manufacturing

enterprises in Kenya.

Results for the moderating effect of internal business environment on the influence of

entrepreneurial orientation are presented in Tables 4.12, 4.13, 4.14 and 4.15. As Table

4.12 shows, the overall model may be used to explain 26.6% of variations in performance

such that unit change in the model results in a 7.1% increase in performance (R=0.266,

R2 = 0.071). The results further indicate that the effect of "adopts latest technology (EO)"

on performance was positive and statistically significant (R=0.266, p:S0.010). These

results therefore confirm that organizations in this study which adopt latest technology

component of entrepreneurial orientation in their businesses are likely to experience

improvement in their performance a result.

Additional results for effect of "adopts latest technology (EO)" and "freedom of

expression (IE)" provided in Table 4.13 and also in Tables 4.13a, 4.13b, 4.13c, 4.14a,

4.14b and 4.14c in the Appendix 3 indicate that the overall effect of adoption of latest

technology (entrepreneurial orientation) and freedom of expression (internal business

environment) was positive and statistically significant (R=0.274, p:S0.028). The results

also indicate that the model may be used to explain 27.4% of variations in performance

such that a unit change in the model results in a 5.5% increase in performance of the

studied organizations. The results further show that although internal business

environment has a positive relationship with performance (beta = 0.066), the relationship

is not statistically significant while the effect of entrepreneurial orientation is positive and

statistically significant (beta = 0.251, p:S0.05).

Detecting a moderating effect required that the effect of interactive term of the moderator

and independent variable on the response variable be determined. The results of this

determination which are shown in Table 4.14 indicate that the overall regression model
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was positive and statistically significant (R=0.297, p:S0.038). They further show that the

overall regression model may be used to explain 29.7% of changes in performance such

that a unit change in the model results in 5.8% variations in performance (R2 = 0.058).

The results also illustrate that while "adopts latest technology (entrepreneurial

orientation)" had a positive and significant effect on performance (beta=0.624, p:S0.10),

freedom of expression (internal environment) did not have a significant effect (p>0.10).

Lastly, the results indicate that there was no significant effect of the interactive term

(EO*IE) on the performance. This implies that the interactive term does not have an

effect on performance of organizations in this study. These results are further presented in

summarized form in Table 5.1 and also in Tables 4.13a, 4.13b, 4.13c, 4.l4a, 4.14b and

4.14c in the Appendix 3.

Table 5.1: Summary of Moderation of Internal Business Environment on
Entrepreneurial Orientation and Performance relationship

Independent Variables Beta Coefficients
Modell Model 2 Model 3

Dependent = Perf. Dependent=Perf. Dependent=Perf
EO (adopts latest 0.266 0.251** 0.624*-
technology)
IE (Freedom of - 0.066 0.609
expression)
EO*IE - - -0.734
Overall Statistics
Adjusted R2 0.071 0.055 0.058
F .6.950** 3.735** 2.929**
R2 Change 0.071 0.075 0.080
Df (1,91) (2,92) (3,91)
*p:SO.lO,**p:s, ***p:SO,OI

/,
As Table 5.1 shows, the results in Model 1 for the first test regarding the effect of

adoption of latest technology (entrepreneurial orientation) on performance was positive

and statistically significant {regression coefficient = 0.266, F=6.950; Adjusted R2=O.061,

df= (1, 91)}. Similarly, Model 2 in the same table indicates that freedom of expression

(internal environment) had a positive but not statistically significant relationship with

performance in the presence of entrepreneurial orientation {regression coefficient =0.066,
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F=3.735, p>0.10, df= (2, 92)}. Finally, the regression results for the analysis from the

third test presented in Model 3 indicate that the interactive term (EO*IE) had a negative

and not statistically significant relationship with performance {beta coefficient = - 0.734,

F=2.929, Adjusted R2= 0.058, df= (3,91), R2 change= 0.080, p>0.10)}.

In summary, the statistics in Model 3 illustrate that the interactive term between internal

business environment and entrepreneurial orientation negatively affects performance

(beta coefficient = -0.734). This implies that internal business environment could be a

moderator on the entrepreneurial orientation and performance relationship. However, the

model also demonstrates that the strength of entrepreneurial orientation (beta coefficient

= 0.624) is much higher compared to that in Model 1 (beta coefficient =0.266). This

higher coefficient indicates that introduction of internal environment in the regression

makes entrepreneurial orientation more effective in the process. The increased level of

effectiveness is also confirmed by the not statistically significant effect (beta coefficient =

-0.734, p>0.10) of the interactive term (EO*IE).

In accordance with literature (Dawson, 2013), further analysis which were done to

determine if internal business environment is correlated to entrepreneurial orientation are

presented in Table 10. As these results show, the correlation between freedom of

expression and adoption of latest technology is weak (r=0.262) but statistically

significant (p:SO.Ol). However, literature reviewed in this study argues that a moderating

variable should not have a significant association with the independent variable.

Therefore these results find -that internal business environment is not a moderator and

fails to reject hypothesis H2.

However, Sharma, Durand and Gur-Arie (1981) explained that if a variable is not a

moderator, it could be an intervening, exogenous, predictor, antecedent or a suppressor

variable. Tables 4.16, 4.17 and 4.18 show results for tests for internal business

environment as an intervening variable.
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As Table 4.17 indicates, the overall model is positive and statistically significant (R =

0.228, pSO.026). These results find that certainly entrepreneurial orientation is

significantly related and predicts internal business environment.

Furthermore, as Table 4.18 indicates entrepreneurial orientation has a significant effect

on performance (beta coefficient = 0.251, pSO.05) in the presence of internal business

environment. However, the results demonstrate that internal business environment has a

not statistically significant effect on performance (beta coefficient = 0.066, p>0.10). Also,

it is clear that the strength (beta coefficient =0.251) of entrepreneurial orientation as a co-

predictor of performance is smaller (beta coefficient =0.302) than when entrepreneurial

orientation is analyzed as a standalone predictor of performance.

In a situation such as this, it is rational to reason that the reduction of the effect (beta

coefficient) of entrepreneurial orientation on performance in the joint equation is due to

the introduction of internal business environment. Although this shows that internal

business environment may mediate the effect of entrepreneurial orientation on

performance, further tests for changes in R2 were done in accordance with Cohen (1968)

and Dawson (2013) to determine if the detected mediation is significant. These results are

summarized in Table 5.2.

Table 5.2: Summary of Results for Mediation of Internal Business Environment on
P f dE t . 10· t ti L· ker ormance an n repreneuria rren a IOn III

Independent Variables Beta Coefficients
Modell Model 2

EO (adopts latest 0.302* 0.251**
technology)
IE (Freedom of Expression) - 0.066
Overall statistics
Adjusted R2 0.052 0.055
R2 Change 0.052 0.003'
F 5.112* 3.735*
Df (1,93) (2,92)
**pSO.05

As Model 1 in Table 5.2 shows, R2 change for Model 1 is 0.052 and 0.003 for Model 2.

The results further demonstrate that the Fsstatistic for model 2 is weaker (F=3.735) while

that for Model 1 is stronger (F=5.112). These statistics indicate that by introducing
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internal business environment in the equation, R2 change is statistically significant. They

also demonstrate that the beta coefficient (0.251) for entrepreneurial orientation is smaller

in Model 2 compared to Modell (beta coefficient = 0.302). However, although the R2

change is statistically significant, the regression coefficient of internal business

environment in Model 2 is not statistically significant which indicates that internal

business environment does not affect performance. These additional test results therefore

find that internal business environment does not mediate or intervene in the effect of

entrepreneurial orientation on performance.

5.2.3 Entrepreneurial Orientation, External Business Environment and

Performance

Hypothesis H3: External business environment moderates the relationship between

entrepreneurial orientation and performance of small and medium manufacturing

enterprises in Kenya.

Tables 4.20, and 4.21 as well as Tables 4.20a, 4.20b, 4.20c, 4.21 a, 4.21 band 4.21 c in

appendix 3 present the results for the moderating effect of external business environment

on the link between entrepreneurial orientation and performance. As Table 4.20 indicates,

the overall regression model may be used to predict 43.5% of the changes in performance

(R = 0.435) such that a unit change in the model results in 17.2% increase in performance

(R2=17.2). The table also shows that adoption of latest technology (entrepreneurial

orientation) has a positive and significant effect on performance (beta coefficient = 0.249,

p:SO.O10). Similarly, the results show that technological munificence (external business

environment) has a positive and significant relationship with performance (beta

coefficient = 0.345, p:S0.001). These results are also summarized in Model 2 of Table 5.3.
/ .
I

The results for the interactive term (EO*EE) presented in Table 4.21 show that the

overall model may be used to explain 52.5% of variations in performance such that a unit

change in the model results in a 25.1 % increase in performance. The results further show

that the interactive term (EO*EE) has a positive and statistically significant effect on

performance (p:S0.002). The individual effect of technological munificence (external
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business environment) on performance is also non-zero and statistically significant (beta

= -1.032, p:SO.O19) while that of "adopts latest technology (entrepreneurial orientation) is

similarly non-zero and statistically significant (beta = -0.859, p:S0.016). These results are

also summarized in Model 3 of Table 5.3.

Table 5.3: Summary of Regressions for Moderation of External Business
environment
Independent Variables Beta Coefficients

Modell Model 2 Model 3
Dependent = Perf. Dependent=Perf. Dependent=Perf

EO (adopts latest 0.266 0.249*** -0.859
technology)
EE (Tech. Munificence) - 0.345*** -1.032
EO*EE - - 1.834***
Overall Statistics
Adjusted R2 0.061 0.172 0.251
F 6.950** 10.642*** 11.394***
R2 Change 0.071 0.190 0.275
Df (1,91) (2,92) (3,91)
*p<O.lO, **p<0.05, ***p<0.01

As Model 1 in Table 5.3 shows, the results for the first test indicates that the effect of

adoption of latest technology (entrepreneurial orientation) on performance was positive

and statistically significant {regression coefficient = 0.266, F=6.950; Adjusted R2=0.061,

df= (1, 91)}. In addition, from the results of the second test given in Model 2, it can be

seen that technological munificence (external business environment) had a positive and

significant effect on performance in the presence of entrepreneurial orientation {beta

coefficient =0.345, F=10.642, p:SO.Ol, df= (2, 92)}. Finally, the regression results for the

analysis from the third test provided in Model 3 indicate that the interactive term

(EO*EE) was positive and statistically significant (beta coefficient = 0.425, F=I1.646,

Adjusted R2= 0.254, df= (3,91), p:S0.001).

The statistics in Model 2 suggest that external business environment has an effect on

performance (beta coefficient =0.345) and therefore could be a moderator on the

entrepreneurial orientation and performance relationship. Going further, Model 3

demonstrates that the strength of entrepreneurial orientation (beta coefficient = -0.859) is
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less than in Model 1 (beta coefficient =0.266). This is an illustration that introducing

external business environment in the regression makes entrepreneurial orientation less

effective in the process. This is also demonstrated by the statistically significant effect of

the product term for entrepreneurial orientation and external environment (beta

coefficient = 0.425, p:S0.001). From earlier tests, external business environment had a

statistically significant and positive (beta coefficient =0.348, p:S0.001). Since this beta

coefficient is not zero, this demonstrates that external business environment is likely to be

a partial moderator in the entrepreneurial orientation and performance relationship.

However, according to Goll and Rasheed (2004), it is required that the beta coefficient

for the interactive term should be significant in order to confirm moderating effect.

Therefore, further tests to determine the significance level of this moderation is necessary.

In this study, stepwise regression process was performed by treating adoption of latest

technology (entrepreneurial orientation) as a predictor and performance as the response

variable in the first step. Then technological munificence and the interaction term

(EO*EE) were introduced as additional predictors in the second step. Comparing the

explanatory power of entrepreneurial orientation, the results show that in both Model 1

(adjusted R2 =0.061) and Model 3 (adjusted R2 = 0.254) power was statistically

significant (p:S0.01).

The results also demonstrate that after introducing external business environment in the

regression, the F-statistic for Model 3 is 10.189 while that for Model 2 is 6.950. These

statistics indicate that when external business environment is incorporated in the

regression, the change in Adjusted R2 is statistically significant which confirms that the

moderation effect of external business environment on the entrepreneurial orientation and

performance relationship is statistically significant. Similarly from these results, it is

evident that beta for the interactive term (EO*EE) is not zero which demonstrates that

external business environment moderates the entrepreneurial orientation and performance

relationship.
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In this study, objective three aimed to establish the moderating effect of external business

environment on the relationship between entrepreneurial orientation and performance of

small and medium enterprises in Kenya. These results have achieved this objective and

confirm that external business environment has a statistically significant moderating

effect on the entrepreneurial orientation and performance relationship among small and

medium manufacturing organizations in this study. By confirming this moderating effect,

this study therefore fails to reject hypothesis H3. Additional information on the results of

the moderating effect of external business environment are also presented in Appendix 3

Tables 4.20a, 4.20b, 4.20c, 4.21a, 4.21b and 4.21c in terms of overall regression model,

ANOV A and regression coefficients.

5.2.4 Entrepreneurial Orientation, Business Development Services and

Performance

Hypothesis H4: Business development services moderates the effect of entrepreneurial

orientation on performance of small and medium enterprises in Kenya

The results for the moderating role of business development services on the effect of

entrepreneurial orientation and performance are provided in Tables 4.22, 4.23 and 4.24
/

and also in Tables 4.22a, 4.22b, 4.22c, 4.23a, 4.23b, and 4.23c in appendix 3. As these

tables show, the overall effect of adoption of latest technology (entrepreneurial

orientation) and group purchasing (business development services) on performance was

positive and statistically significant (R=0.426, p~0.001). The model could be used to

explain 42.6% of the variations in performance such that a unit variation in the model

results in 16.4% increase in performance. The model also demonstrates that the effect of

group purchasing was positive and statistically significant (beta=0.350, p:S0.001) while

that of adoption of latest technology was also positive but not statistically significant

(beta=0.157, p>0.10). These results are also summarized in Table 5.4.

Further results for the interactive term (EO*BDS) presented in Table 4.27 show that the

overall model may be used to explain 42.6% of changes in performance (R-0.426) such

that a unit change in the model results in a 16.4% increase in performance (R2 = 0.164).
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This effect is statistically significant (p:S0.092). The results also show that the interactive

term (EO*BDS) has a positive and weak statistically significant effect on performance

(p:S0.092). The individual effect of group purchasing (business development services) on

performance is similarly non-zero but not statistically significant (beta = -0.631) while

that of "adopts latest technology (entrepreneurial orientation) is also non-zero and not

statistically significant (beta = -0.116). These results and additional parameters are also

summarized in Model 3 of Table 5.4.

T bl 54 S fM d fB . D Sa e . . ummaryo o eration 0 usmess eve opment ervices
Independent Variables Beta Coefficients

Modell Model 2 Model 3
Dependent = Perf. Dependent=Perf, Dependent=Perf

EO (adopts latest 0.266 0.157 -0.116
technology)
BDS (Group Purchasing) - 0.350*** -0.219
EO*BDS - - 0.722*
Overall Statistics
Adjusted R2 0.061 0.164 0.181
F 6.950** 10.189*** 7.903***
Df (1,91) (2,92) (3,91)
*p:S0.l0, **p:s, ***p:SO.Ol

Models 1, 2 and 3 of Table 5.-4present the summary results for the tests of moderation of

business development services on the link between entrepreneurial orientation and

performance. Model 1 shows that the effect of adoption of latest technology

(entrepreneurial orientation) on performance was positive and statistically significant

{correlation coefficient = 0.266, F=6.950; Adjusted R2=0.061, df= (1, 91)} Similarly, the

results of the second test shown in Model 2 indicate that group purchasing (business

development services) had a positive and significant effect on performance in the

presence of entrepreneurial orientation {regression coefficient =0.350, F=10.189, p:SO.Ol,

df= (2, 92)}. Finally, the regression results for the analysis from the third test provided in

Model 3 indicate that the interactive term (EO*BDS) was positive and statistically

significant {beta coefficient = 0.722, F=7.903, Adjusted R2= 0.181, df= (3,91), p:SO.092}.
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From these results, it can be seen in Model 2 that business development services has an

effect on performance (beta coefficient =0.350) and therefore could be a moderator on the

entrepreneurial orientation and performance relationship. Furthermore in Model 3 the

strength of entrepreneurial orientation (beta coefficient = -0.116) is less than in Model 1

(beta coefficient =0.266). This shows that introducing business development services in

the equation has the effect of reducing the strength of entrepreneurial orientation and

therefore its effect on performance. This is further confirmed by the statistically

significant, although weak, effect of the interactive term (beta coefficient = 0.722,

p:SO.092).

Additional tests were however required in order to confirm moderating effect. These tests

which were performed through stepwise regression process by treating adoption of latest

technology (entrepreneurial orientation) as a predictor and performance as the response

variable in step one. Group purchasing (business development services) and the

interaction term (EO*BDS) were then introduced as further predictors in the second step.

When explanatory power of entrepreneurial orientation was compared across these tests,

the results show that in both Modell (adjusted R2 =0.061) and Model 3 (adjusted R2 =

0.181) power was statistically significant (p:S0.01).

Similarly, these results demonstrate that when business development services are

introduced in the regression, the F-statistic for Model 3 is 7.903 whereas that for Model 2

is 10.189. The implication of these statistics is that introduction of business development

services in the regression, results in a statistically significant change in Adjusted R2

which confirms that the moderation effect of business development services on the link

between entrepreneurial orientation and performance is statistically significant among

organizations in this study. Also evident from these results, is the fact that beta for the

interactive term (EO*BDS) is not zero which clearly shows that business development

services has a moderating influence on the effect of entrepreneurial orientation on

performance of these organizations.
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The main aim of objective four in this study was to establish the moderating effect of

business development services on the relationship between entrepreneurial orientation

and performance of small and medium enterprises in Kenya. The results presented have

achieved this objective and further determine that the effect of entrepreneurial orientation

on performance of small and medium manufacturing organizations in this study was

moderated by business development services. Arising from this determination, this study

therefore fails to reject hypothesis H4. Additional information on the results of the

moderating effect of external business environment are also presented in Tables 4.22a,

4.22b and 4.22c in Appendix 3 in terms of model summary, ANOVA and coefficients

respectively which provide additional support to these results.

However, smce the beta coefficient of the interaction term had a weak statistical

significance, this demonstrates that business development services were not a strong

moderator in the entrepreneurial orientation and performance relationship. This result

provoked the possibility that in addition to its direct effect and weak moderation, business

development services could be playing a different role in the entrepreneurial orientation

and performance relationship.

Although in the proposed conceptual framework, business development services was not

presented as a mediating variable, it was found necessary to perform mediating tests due

to this weak moderating effect. According to Sharma, Durand and Gur-Arie (1981), if a

significant interaction is not present when a hypothesized moderator, in this case business

development services, is introduced in the equation then further tests should be done to

determine if the variable is related to the predictor, in this case, entrepreneurial

orientation. In this study, this test was done by checking the Spearman's correlation

coefficients for adoption of latest technology and group purchasing. The results for the

test are shown in Table 4.25.

These results indicate that correlation between group purchasing and adoption of latest

technology is moderately weak (r=0.301) but statistically significant (p:SO.Ol). These

results suggest that business development services may not be a moderator, since it is
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correlated with entrepreneurial orientation, but could be an intervening, predictor,

exogenous, antecedent or a suppressor variable (Sharma, Durand and Gur-Arie, 1981).

The results for intervening tests are shown in Tables 4.26, 4.27 and 4.28. From Table

4.26 and Tables 4.23a, 4.23b and 4.23c in appendix 3, the results indicate that the overall

model is positive and statistically significant (R=0.313, p~0.002). This demonstrates that

adoption of technology (entrepreneurial orientation) significantly affects group

purchasing (business development services) such that a unit change in entrepreneurial

orientation results in 8.9% variations in business development services (R2 = 0.089).

Also Table 4.27 indicates that the overall effect of adoption of technology

(entrepreneurial orientation) and group purchasing (business development services) on

performance is positive and statistically significant. The regression model may also be

used to explain 42.6% of variations in performance (R=0.426) such that a unit change in

the regression model causes a corresponding 16.4% variation in performance (R2=0.164).

The effect of entrepreneurial orientation is however not statistically significant while that

of group purchasing (business development services) is statistically significant (p~O.OOI).

These results are also summarized in Table 5.5.

T bl 55 S fM di ti - fB . D tSa e .. ummarv o e ra ion 0 usmess eve opmen ervices
Independent Variables Beta Coefficients

Modell Model 2 Model 3
Dependent =BDS Dependent=Perf. Dependent=Perf,

. --
EO (adopts latest 0.313*** 0.266** 0.157
technology)
BDS (Group Purchasing) - - 0.350***

Overall statistics
Adjusted R2 0.089 0.061 0.164
F 10.128*** 6.950** 10.189***
Df (1,93) (1,91 ) (2,92) ,/
R2 Change 0.098 0.071 0.181
**p~, ***p:<O.OI

As Table 5.5 Model 1 indicate, there is a positive and statistically significant effect

entrepreneurial orientation on business development services {beta =0.313, F=10.128;

Adjusted R2=0.089, df= (1, 93)}. Likewise, the results of the second test which involved
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regressing performance on entrepreneurial orientation shown in Model 2 indicate that

entrepreneurial orientation had a positive and significant effect on performance {beta

=0.266, F=6.950, df= (2,92), p:S0.01}.

Lastly, the regression results of performance on entrepreneurial orientation and business

development services provided in Model 3 indicate that entrepreneurial orientation had a

positive but not statistically significant effect on performance (beta=0.157). They also

show that business development services had a positive and statistically significant effect

on performance (beta=0.350, p:S0.01). The overall model for this third test (Model 3) was

however statistically significant {F=10.189, Adjusted R2= 0.164, df= (2, 92), p:SO.OOl}.

From these results, it may be seen that the relationship (beta coefficient =0.157) for

entrepreneurial orientation in Model 3 is weaker than in Model 2 (beta=0.266). The

results therefore indicate that the effect of entrepreneurial orientation is reduced but not

eliminated completely when business development services were introduced as a

mediator in the regression. According to Baron and Kenny (1986), for a perfect

mediation to exist, the beta coefficient for the predictor variable should be reduced to

zero. Since in this case, by introducing business development services, the beta

coefficient for entrepreneurial orientation is reduced but not completely, it is logical to

assume that business development services partially mediates the effect of entrepreneurial

orientation on performance.

These results further indicate that adjusted R2 and R2 change for entrepreneurial

orientation as a standalone predictor of performance in Model 2 are 0.061 and 0.071

respectively. The results also show that these parameters are statistically significant

(p:S0.01). Furthermore, they illustrate that when business development services are

introduced in the regression in Model 3, adjusted R2 increases to 0.164, change in R2

becomes 0.181 which is statistically significant (p:S0.01). The F-statistic for Model 3 is

10.189 while that for Model 2 is 6.950.
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These statistics indicate that by introducing business development services III the

equation, R 2 changes in a statistically significant manner which confirms that the

mediation or intervening effect of business development services in the entrepreneurial

orientation-performance relationship IS statistically significant. These results are

reinforced by additional information on model summary, ANOVA and coefficients

presented in Tables 4.24a, 4.24b, and 4.24c in Appendix 3.

5.2.5 Joint Effect of All Predictor Variables on Performance

Hypothesis H5: The combined effect of entrepreneurial orientation, internal

organizational business environment, external business environment and business

development services on performance of SMEs is greater than effect of each variable.

The results for the joint effect of predictor variables and that of entrepreneurial

orientation, internal and external business environment and business development

services respectively on performance are provided in Tables 4.22, 4.30, 4.31 and 4.32 and

also in Tables 4.25a, 4.25b, 4.25c, 4.28a, 4.28b, 4.28c, 4.29a, 4.29b, 4.29c 4.32a, 4.32b

and 4.32c in the appendix 3 respectively. As these tables indicate, overall effect of

entrepreneurial orientation as a 'single predictor of performance was positive but not

statistically significant (Beta=0.114, p>O.10).

However, the results for the combined effect of all the four predictors on performance

showed positive and statistically significant effect (R=0.458, p:::;O.OOI).This overall

model for the joint effect may be used to explain 45.8% of variations in performance.

These variations are such that a unit change in the overall model may result in 17.4%

fluctuation in performance (Adjusted R2=0.174). This is more than that of entrepreneurial

orientation alone which may only explain 11.4% of variations in performance. These

results are also presented in summary form in Table 5.6.
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Table 5.6: Summary for Joint Effect of the Predictors and Entrepreneurial
Orientation on Performance
Independent Variables Beta Coefficients

Modell Model 2
EO 0.114 -0.226*
EE - 0.152
IE - 0.033
BDS - 0.457***
Overall statistics
R 0.114 0.458
Adjusted R2 0.013 0.174
R2 Change 0.013 0.196
F 1.235 7.452***
Df (1,93) (3,90)
***p:<O.OI, *p:<0.10

As Table 5.6 indicates R2 change increased from 0.013 in Modell to 0.196 in Model 2.

The results further show that Model 2 was much stronger (F-statistic=7 .452) compared to

that for Model 1 (F= 1.235). These statistics in Model 2 show that the joint effect of

entrepreneurial orientation, internal and external business environment and business

development services on performance is statistically significant (p:SO.OOl). The results

therefore confirm that the joint effect of all the predictor variables on performance is

greater than the individual effect of entrepreneurial orientation. These results are also

presented in Tables 4.25a, 4.25b and 4.25c in the Appendix 3 in terms of model summary,

ANOV A and coefficients.

The results for comparison of the joint effect of all predictor variables to that of internal

business environment are presented in Tables 4.30 and 5.7. As Table 4.30 and Tables

4.28a, 4.28b and 4.28c indicate, the individual effect of internal business environment on

performance is positive (R=0.080). The results also show that a unit change in the

internal business environment model may result in an increase of 0.8%' increase III

performance (R2 = 0.008). This effect is however not statistically significant.

In contrast though, the results show that the overall model for the joint effect may be used

to explain 45.8% of variations in performance such that a unit change in the model results

in 17.4% increase in performance (R2 = 0.174). These effects are both strong and
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statistically significant (p:S0.001). This is much higher than that of internal business

environment (R=0.080) which in any case is not statistically significant. These results are

also summarized in Table 5.7 for ease of comparison.

Table 5.7: Summary of Joint Effect of all Predictors on Performance and Internal
Business environment
Independent Variables Beta Coefficients

Modell Model 2
EO - -0.226*
IE 0.080 0.033
EE - 0.152
BDS - 0.457***
Overall statistics
R 0.006 0.458
Adjusted R2 -0.004 0.174
R2 Change 0.078 0.203
F 0.596 7.707***
Df (1,93) (3,90)
***p:SO.01, *p:S0.10

The summarized results in Model I of Table 5.7 indicates that R2 increased from Model 1

(R2 change = 0.006) to Model 2 (R2 change = 0.203). The results further show that F-

statistic for Model 2 is (F=7.7Q7) which is much stronger than that for Model 1 (F=O.596).

These statistics therefore find that the joint effect of all the predictor variables on

performance is greater than that of internal business environment as an individual

predictor. These results are also presented in Tables 4.28a, 4.28b and 4.28c in the

Appendix 3 in terms of model summary, ANOV A and coefficients.

Tables 4.31 and 5.8 present the results for the joint effect of the predictor variables as

compared to that of external business environment. As Table 5.30 indicates, the overall

effect of external business environment on performance is positive and statistically

significant (R=0.298, p:S0.003). This shows that the model may be used to explain 29.8%

of variations in performance such that a one unit change in external business environment

causes 7.9% increase in performance (R2 = 0.079). Similarly, the overall model for the

joint predictors has a statistically significant a~d positive effect on performance (R=0.458,

p:S0.001). This model may be used to explain 45.8% of variations in performance. This is
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higher than the 29.8% explanatory power which external business environment has as an

individual predictor of performance. These results are also presented in Table 5.8 with

additional parameters.

Table 5.8: Summary of Joint Effect of all Predictors on Performance and External
Business environment
Independent Variables Beta Coefficients

Modell Model 2
EO - -0.226*
IE - 0.033
EE 0.298*** 0.152
BDS - 0.457***
Overall statistics
R 0.298 0.458
Adjusted R2 0.079 0.174
R2 Change 0.089 0.120
F 9.096*** 4.568***
Df (1,93) (3,90)
***p:sO.O1, *p:S0.10

Table 5.8 shows the comparison of the results in terms of Model 1 and Model 2. The

results from Model 1 show that the R2 change for the Model 1 is 0.089 and is statistically

significant (p:S0.003) while ~2 change for the Model 2 higher (0.120) and also

statistically significant (p:S0.003). The results further indicate that F-statistic for Model 2

is much stronger (F=9.096) than that for Modell (F=4.568). The statistics in Model 2

therefore show that the joint effect of entrepreneurial orientation, internal and external

business environment and business development services on performance is highly

statistically significant (p:S0.001). These results therefore find that the joint effect of all

the predictor variables on performance is greater than that of external business

environment as an individual predictor. These results are also presented in Tables 4.29a,

4.29b and 4.29c in the Appendix 3 in terms of model summary, ANOVA and coefficients.

A comparison of the results for the joint effect of all the predictor variables and business

development services indicates tha the overall regression model for the individual effect

of business development services is positive and statistically significant (R=OA09,

p:S0.001). The results for the joint effect however show that the overall model may be
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This section has presented the results of the correlation and regression analysis of all the

study hypotheses. Regarding entrepreneurial orientation and performance, this section

found that some elements of entrepreneurial orientation affected performance while

others did not. With regard to moderating roles, the section has presented the various

hypotheses that had been theorized the existence of moderation between various variables

in the relationship between entrepreneurial orientation and performance.

Specifically, the section has shown that BDS had a positive and significant moderating

effect on this relationship and in addition the variable had a mediating role in the

relationship. Similarly, the section has demonstrated that the moderating role of external

environment on the relationship between entrepreneurial orientation and performance

was positive and statistically significant. The section however, reported that internal

environment did not show any significant moderating influence in the effect of

entrepreneurial orientation on SME performance.

Furthermore, the section has demonstrated that the joint effect of three of the predictor

variables on performance was greater compared to their individual effects. Conversely,

though, the section reports that the individual effect of business development services is

greater than the joint effect of predictor variables contrary to expectation. In the process

of demonstrating all these relationships, the section reports that the study failed to reject

the hypothesis regarding effect of entrepreneurial orientation on performance at

dimensional measures level but not at construct. However, hypothesis focusing on the

moderating influence of internal environment on entrepreneurial orientation and

performance link was rejected in entirety.

However the study failed to reject hypotheses on moderating roles of external business

environment and business development services on this relationship. In addition, .a
/

J

mediating role of business development services was determined during further tests.

Lastly, the study partially failed to reject the hypothesis concerned with the joint effect of

all predictor variables on performance in the case of entrepreneurial orientation, internal

environment and external environment but rejected the hypothesis in the case of the

effect of business development services.
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In summary, the section has reported that the study failed to reject two hypotheses H3

and H4 while there was no empirical evidence for hypothesis H2. However, empirical

evidence showed mixed results for hypotheses HI and H5 which lead to their partial

rejection. Nonetheless, despite the mixed findings in which some hypotheses were not

rejected, this study achieved all the objectives and by extension the overall objective.

Based on these empirical findings, a new conceptual model has been developed which is

shown in Figure 5.1.
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Figure 5.1 - Empirical Conceptual Model

Entrepreneurial
Orientation (EO):
- Proactiveness
-Innovation
- Competitive
aggressi veness
- Risk Taking
- Autonomy

Independent variable

Business Development
Services (BDS):
- Market access
- Input supply
- Financial Advisory
- Technology and PO
- Infrastructure
- Policy and Advocacy

Intervening variable

External Environment
(EE):
- Dynamism
- Munificence
- Complexity

Moderating variable

SME Performance
(SMEP):
- Average Sales growth
- Average Revenue
growth
- Average ROI growth
- Average Customer
satisfaction
- Average Employee
satisfaction

Dependent variable

, -
Figure 5.1' shows the linkages among variables and the hypotheses that the study failed to reject. In
addition a hypothesis on joint effect of all the predictor variables though not presented is also implied



The conceptual framework presented in Figure 5.1 shows that there are three predictor

variables and dependent variable. Entrepreneurial Orientation is shown to have a direct

effect on performance. This is supported by the results of this study which indicate that

entrepreneurial orientation significantly affects performance of organizations in this

study. Specifically, the three measures of entrepreneurial orientation that had statistically

significant relationship with performance are indicated. The framework also indicates

that business development services intervene in the effect of entrepreneurial orientation

and performance. This is in line with the empirical evidence from this study which show

that business development services had a strong and statistically significant mediating

effect on this relationship.

The intervening role of business development services is however curious since most of

its aspects are external to an organization. However, the intervening role probably arises

from the fact that in many instances, internal managerial decisions are required to acquire

and use or not to obtain business development services. In this case, such decisions may

be influenced by the organizations entrepreneurial orientation thus rendering business

development services an intervening variable. The conceptual framework also depicts

external business environment as a moderating variable. This view is supported by the

empirical results from this study which indicate that aspects of this variable moderated

this relationship. Lastly, the framework also indicates that there is an overall joint effect

of all these predictor variables on performance. This position is also based on the

empirical evidence obtained during this study.
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5.3 Discussion

This chapter presents a discussion of the findings of this study. Specifically, the chapter

explains the findings regarding the relationship between entrepreneurial orientation and

performance. Furthermore, the chapter describes the results concerning moderating roles

of internal and external business environment and business development services on the

effect of entrepreneurial orientation and performance. Finally, the chapter discusses the

joint effect of all predictor variables and the individual effect of each variable on

performance of small and medium enterprises in Kenya.

5.3.1 Entrepreneurial Orientation and Performance
The aim of the first objective in this study was to establish the relationship between

entrepreneurial orientation and organizational performance. One of the major finding

under this study was that entrepreneurial orientation has a statistically significant effect

on performance of the studied organizations. This implies that as organizations become

more entrepreneurially oriented, their performance improves. This finding is consistent

with that of Lumpkin and Dess (1996) who found that engaging in aspects of

entrepreneurial orientation leads to better performance. Other recent studies for example

Fatoki (2012) also made similar findings.

Limpkin and Dess (1996) argued that entrepreneurial orientation manifests in

organizations through innovation, risk taking, proactiveness, competitive aggressiveness

and autonomy which have an impact on performance. However, the way these measures

affect performance is context specific. They added that these dimensions may vary

independent of each other. This view has found support in literature for example Aktan

and Bulut (2008) who found that firms that exhibit entrepreneurial orientation experience

product and market diversification and improvement of financial performance. In line

with the reasoning that entrepreneurial orientation dimensions impact on performance

individually, firms that adopt latest technology could perform better.
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Ireland et al (2009) argue that entrepreneurial orientation may help organizations become

competitive by introducing products and services in the market ahead of their competitors.

Being competitive from entrepreneurial orientation perspective requires that such firms

employ entrepreneurial practices. Results from the current study are consistent extant

studies (Miller, 1983; Covin & Slevin, 1989; Lumpkin & Dess, 1996).

Arguments have been raised in many past studies to the effect that organizations can

effectively improve their financial performance by being entrepreneurially orientated

(Ireland et al., 2009). For example entrepreneurial orientation has been presented as a

possible antidote for SMEs to leverage their performance given the rapidly changing and

competitive business environment. This reasoning has been premised on the belief that

the various aspects of entrepreneurial orientation may assist organizations gain superior

competitive advantage by enhancing their product development and identifying and

ceasing opportunities in the market place (Fatoki, 2012).

In this study, the author sought to extend the frontiers of knowledge regarding how

entrepreneurial orientation affects organizational performance. The study relied on

several extant theories to expound on. how the performance of SMEs is affected by

resource acquisition and utilizatio~ of the various resources and how entrepreneurial

orientation and performance is also affected in the process. Specifically, theories for

entrepreneurship, resource dependence, resource based and transaction cost economics

were used to ground the thoughts (Penrose, 1959; Cyert & March, 1963; Thompson,

1967; Williamson, 1975).

The findings from this study therefore illustrate that entrepreneurial orientation

manifested in organizations in form of usage of low prices of product or service to enter..

new markets, introduction of new products and services, and adoption of latest

technology. As such SME owners and managers in this study used these three aspects of

entrepreneurial orientation to leverage performance of their businesses. Use of latest

technology however had a negative relationship showing that performance decreased

with higher investment in technology. This seems rational since the measures of
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performance used in this study were short term. The measures such as profits, sales and

employee and customer satisfaction may easily fluctuate and be affected negatively when

an organization makes heavy investments such as is typical with latest technology.

Hypothesis HI had posited that there is a significant and positive relationship between

entrepreneurial orientation and performance of SMEs in Kenya. In light of above results,

this study partially fails to reject hypothesis HI and lends credence to some past findings

in the context of the studied organizations. The study has nevertheless achieved objective

one which had sought to establish whether entrepreneurial orientation was significantly

related to SME performance.

5.3.2 Entrepreneurial Orientation, Internal Business Environment and Performance
The aim of the second objective was to determine the moderating effect of internal

business environment on the relationship between entrepreneurial orientation and

performance of small and manufacturing enterprises. This study found that internal

business environment did not have a moderating effect on this relationship. This finding

means that regardless of the type of management support, complexities due to structure

and decision making processes adopted in these organizations, their performance are not

affected.

Literature shows that the individual effect of internal environment on performance has

been a subject of many studies (Farhangi & Safarzadeh, 2005; Sharifi & Charrakh, 2011).

While some of these studies reported that complexity had a negative effect on innovation

and creativity in organizations in Malaysia, others indicated that complexity and

centralization resulted in worse performance among SMEs in Singapore. In contrast,

Henry and Julius (2013) found no evidence for effect perceived of organizational internal

business environment on coping with reward related problems which are closely lirikect to

performance in most organizations.

However, the moderating role of internal business environment has not been a very

common area of investigation particularly with regard to entrepreneurial orientation and

performance. While reviewed literature shows reasonably strong focus on internal
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business environment from aspects such as employee performance, generation cohorts,

organization age and size, there is very little work on the role of the variable as a

moderator or direct predictor of performance. In fact, the closest most literature reviewed

in this study got, was to present moderating role of internal business environment as a

possible area for further studies. As such there is scanty evidence in past literature

showing whether internal business environment moderates performance.

The scarcity of theoretical and empirical evidence coupled with contradictions regarding

the effect of internal business environment on performance pointed to a gap in literature

that needed to be investigated. This revelation motivated the investigation of the

phenomenon as moderator in link between entrepreneurial orientation and performance.

This led to formulation of hypothesis H2 which stated that internal business environment

has a moderating role in the effect of entrepreneurial orientation and performance. The

aim of the hypothesis was to achieve objective two which had sought to determine

whether internal business environment moderates the relationship between

entrepreneurial orientation and performance.

However, results in the current study rejected hypothesis H2 which had posited that

internal business environment moderated the effect of the entrepreneurial orientation on

performance. Nevertheless, by showing that internal business environment did not

moderate the link between entrepreneurial orientation and performance, the findings have

achieved objective two. These findings differ with Sharifi and Charrakh (2011) who

reported that centralization and complexity resulted in worse performance of

organizations in Singapore.

The results also show lack of support for the study by Farhangi and Safarzadeh (2005)

which reported that complexity negatively affected innovation and creativity in

organizations in Malaysia. Further to these findings, additional tests done to establish if

internal business environment manifested in studied organizations at dimension or

parameter level also failed to find support in extant literature.
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This is contrary to expectation in this study that internal business environment could

moderate effect of entrepreneurial orientation on performance. In this regard it is possible

that the small size factor, which is typical in SMEs, enables them to operate effectively

regardless of managerial practices.

From the findings of this study, it is instructive that internal business environmental

conditions seem to be of little importance to managers and practitioners of organizations

studied. This could be due to the fact that SMEs are small organizations in which internal

business environmental factors would more or less be homogeneous across the entire

organization. In such a case, the number of employees may be relatively small as

demonstrated in the analysis by employee numbers in chapter three. This was also found

in terms of less complex structures and level of informality which was much evident in

the study hence reducing the hindrance in information flow and employee interaction.

The lack of empirical support for moderating effect of internal environment on

entrepreneurial orientation and performance relationship may therefore not be surprising

given the size of SMEs.

These findings are consistent with Farhangi and Safarzadeh (2005). These scholars found

that internal organizational complexity had a negative effect on innovation and creativity

in organizations thereby impacting negatively on their performance. Other studies have

also argued that organizations that adopt complex structures experience slowed

information flow (Miri, Rangriz & Sabrikaran, 2011). Structures may enhance or impede

flow of information which is crucial for making decisions necessary in organization

processes. Sharifi and Charrakh (2011) also found that complexity and centralization

resulted in worse performance of small and medium enterprises in Singapore. Henry and

Julius (2013) similarly found no relationship between perceived organizational internal

business environment and performance in Uganda. In a similar vein, MacMillan,

Khoylian and Kulow (1989) found no clear connection between intensity of management

support and performance in Sweden.
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These results portray sharp contrasts with findings from some past literature (K'Obonyo

& Dimba, 2007; Sharifi & Charrakh, 2011) who reported that internal business

environment affected organizational performance. By indicating that internal business

environment has no role in entrepreneurial orientation and performance relationship, the

results seem to suggest that regardless of levels of management support, rigidity of rules

in an organization and type of structure adopted, performance will improve as a result of

entrepreneurial orientation practices. In light of this finding, the results therefore reject

hypothesis H2 but have achieved objective two by establishing that internal business

environment does not moderate the relationship among organizations in this study.

5.3.3 Entrepreneurial Orientation, External Business Environment and
Performance

The third objective in this study aimed to establish the moderating role of external

business environment on the effect of entrepreneurial orientation on performance of small

and manufacturing enterprises. The main finding of this study is that external business

environment had a strong and significant moderating effect on this relationship. This

means that organizations in this study are impacted upon by the environments in which

they operate. In past studies, external business environment has been commonly

presented as an overbearing phenomenon that influences how businesses are managed.

These arguments have been supported within the frameworks of extant theories

(Thompson, 1967; Pfeffer & Salancik, 1978; Williamson, 1979).

In addition, results from literature review (Priem et aI., 1995; Goll & Rasheed, 2004)

mainly indicated that there was a positive relationship between entrepreneurial

orientation and performance. Based on these theories and gaps in reviewed empirical

studies and other literature, hypothesis H3 which stated that organizational business
I

environment moderates the relationship between entrepreneurial orientation and SME

performance aimed to achieve the third objective of this study.
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However, literature also established that this relationship was only partial which implied

that it could be subject to other factors. Extant literature has argued that external business

environment exerts an overbearing influence on organizations by dictating the availability

and nature of resources they require. Consequently, Goll and Rasheed (2004) argued that

managers of organizations should strike a fit between the business environment and their

organizations in order to leverage their performance. Indeed more recent studies

(Machuki, 2011; Letting, 2011; Ogollah, 2012) have highlighted the need for evidence on

the moderating influence on performance from empirical research. This seems to suggest

that even for entrepreneurial organizations, the way they deal with business

environmental factors determine the benefits they can get from entrepreneurial

orientation.

Arising from these revelations, the moderating role of external business environment on

the entrepreneurial orientation and performance relationship was tested. In order to

interrogate the issue, hypothesis H3 was specifically examined to determine whether the

external business environment actually moderated this relationship. The testing was done

as described earlier in this chapter through stepwise multiple linear regressions. In these

regressions, moderating effect was investigated by configuring entrepreneurial

orientation and external business environment as the predictor variables and configuring

their product (EO*EE) as a third interaction term.

The findings for the moderating influence are therefore based on tests of hypotheses and

supported by analytical methods as presented in past literature (Sharma, Durand & Gur-

Arie, 1981). As had been reported earlier in this chapter, the beta coefficients for both

external business environment and the interactive term (EO*EE) were non zero which

indicates that external business environment had a positive influence. on the,
entrepreneurial orientation and SME performance relationship. Furthermore, the analysis

indicated that the effect of the interactive term was statistically significant (p:SO.Ol)

which demonstrates that moderation was significant.
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The results from these tests confirm the study's proposition that external business

environment has a significant and positive moderating influence in the entrepreneurial

orientation and performance relationship. This result fails to reject hypothesis H3 and

thus lends credence and support to literature reviewed which had argued that the effect of

entrepreneurial orientation on organizations could be moderated by other factors. Indeed,

these findings imply that entrepreneurial organizations are likely to increase their

performance when they manage the effects of external business environment on their

enterprises.

Therefore managers and practitioners of these organizations are more likely to adopt

practices that enable them predict the effects of external business environment. Such

predictions also include the way entrepreneurial orientation is perceived when matters

concerning external business environment are being addressed in the organizations.

Therefore decisions and preparations regarding how to deal with complexities arising

from technological requirements, dynamism and munificence due to socio-cultural

changes must be taken prudently. This may be achieved when these organizations

develop specific strategies that address business environmental factors based on their

complexity, dynamism and munificence.

Premised on the findings of this study, it may be seen that conditions in the external

business environment were of immense importance to managers of the studied

organizations. This could be attributed to the fact that business environment is always

competitive, complex and dynamic (Letting, 2011). Specifically, aspects of technology,

economic changes and socio-cultural dynamism have demonstrated significant effects on

performance of organizations in this study. Therefore as organizations adopt

entrepreneurial practices, they should also undertake appropriate planning and formulate

prudent strategies that address external business environmental issues.

By demonstrating that aspects of external business environment moderate the

performance of organizations, the results of this study compare favourably with findings

from some past literature. Extant studies (Priem et al., 1995; Gilley & Rasheed, 2000;
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Sawyerr, McGee & Peterson, 2003) reported that business environmental dynamism,

complexity and autonomy moderated the performance of an organization in the presence

of some contingent variables. This is a pointer to the possibility that in fast, changing and

unpredictable business environments, entrepreneurial behaviour may help organizations

in this study leverage some adverse effects pertaining to complexity, dynamism and

munificence common in the external business environment.

The findings of this study were consistent with Miller and Friesen (1968) who found that

conditions of high uncertainty in technology, customer or competition lead to firm

depressed firm performance. The findings are also consistent with a more recent study by

Pasanen (2003) who found that changes in business environment cause more uncertainty

in small and medium enterprises. In line with these views states of measures of external

business environment such as dynamism, complexity and munificence are important to

organizations since their unpredictability may manifest in poor performance

According to Sawyerr, McGee and Peterson (2003) organizations can respond to

uncertainty by finding information from external sources of the business environment. By

so doing, organizations may influence their financial performance. Local studies have

also reported results consistent with this study. For example Machuki and Aosa (2011)

found that all the six measures of external business environment, that is, politics,

economy, socio-cultural issues, technology, ecology and legal issues negatively affect

performance. The findings that external business environment moderates the relationship

between entrepreneurial orientation and performance therefore finds support in extant

literature.

/ .•
5.3.4 Entrepreneurial Orientation, Business Development Services and Performance
In this study, the fourth objective sought to determine the moderating effect of business

development services on the relationship between entrepreneurial orientation and

performance of small and medium manufacturing enterprises in Kenya. The study has

found that business development services weakly moderates this relationship. The study

also found during addition tests that business development services mediate the effect of
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entrepreneurial orientation on performance of the organizations studied. Extant studies

have demonstrated that business development services may be used by small and medium

enterprises to leverage their performance in view of their small scale economies (Steel &

Webster, 2001; Tanbum, Trah, & Hallberg, 2001).

As such, hypothesis H4 of this study had stated that business development services

moderates the effect of entrepreneurial orientation on performance. This hypothesis

focused on objective four which had set to establish if business development services

influenced the entrepreneurial orientation and performance link. Indeed past studies

(Steel & Webster, 2001; Tanbum, Trah, & Hallberg, 2001; Mehta, Virjee, Evans &

Wathobio, 2007) have presented business development services as a useful ingredient

particularly for SMEs. In addition to extant literature, earlier tests in this study

demonstrated that the effect of entrepreneurial orientation on performance manifested in

form of some but not all parameters indicating that other factors may influence this effect.

In view of assertions in literature and the mixed opinions, hypothesis H4 was examined

to determine whether business development services also moderated the effect of

entrepreneurial orientation on performance. The assumption was that the effect of

entrepreneurial orientation on performance may change with adoption of or engagement

in business development services. The results of this study confirm that indeed business

development services had a positive moderating influence in the effect of entrepreneurial

orientation and performance. However, from the regression results, it could be seen that

the effect of this term had a weak statistical significance (p:S0.10). This demonstrates that

business development services hada positive but relatively low moderating influence in

the effect of entrepreneurial orientation on the performance of SMEs in this study. .

The results fail to reject hypothesis H4 which had proposed that business development

services significantly moderates the effect of entrepreneurial orientation on SME

performance. Nevertheless, because of the weak significance, additional tests were

performed to establish whether business development services could be playing other

roles in these organizations. These further tests confirmed that indeed business

development services played a mediating role in the relationship between entrepreneurial
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orientation and performance. The findings of this study therefore confirm that by

accessing and using business development services, entrepreneurial organizations

especially SMEs are likely to boost their performance compared to others which are not

entrepreneurial.

These findings have some implications for organizations in the study. In overall sense,

this study has established that business development services both moderates and

mediates the role of entrepreneurial orientation on performance. This implies that

managers and practitioners of these organizations not only employ entrepreneurship

concepts in their organizations but also use business development services in addition

thus enabling their organizations to benefit from the resultant interaction between these

two business enablers. The findings therefore point to the need for similar organizations

as were studied to adopt business development services to spur their performance.

As such adopting entrepreneurial orientation and business development services concepts

could be of significant benefit to these organizations especially as regards their

performance. Managers and practitioners may achieve this by increasing the use of debt

to finance their activities. However, every loan taken should be accompanied by training

on how to use and service it to facilitate its effectiveness and repayment. In addition

organizations should continue using latest technology to boost their ability to develop and

deliver their products although the benefits from this should be viewed from a long term

perspective. Furthermore, organizations should engage in group purchasing arrangements

which are likely to reduce their raw material costs and enhance their performance.

Arising from these findings, it is evident that managers in the organizations studied

regard entrepreneurial orientation and business development services highly. This could

be attributed to the fact that entrepreneurial orientation enables them take risks such as

using borrowed money and adopting latest technology to develop products and deliver

them to markets ahead of competitors. Likewise, inclination towards business

184



development enables organizations enter into group purchasing arrangements which

effectively benefit them through negotiated prices for their raw materials thereby

boosting performance.

These results compare favourably to theoretical literature reviewed in the earlier chapters

of this thesis. For example resource based view which argues that organizations differ in

performance not just based on resources possessed but also how they use them (Penrose,

1959; Cyert & March, 1963). This has been elucidated in this study by confirming that

proper management of resources such as alternative financing mechanisms and group

purchasing arrangements positively influenced the effect of entrepreneurial orientation on

performance.

Similarly, the findings of this study support extant empirical studies such as Fatoki

(2012) who recommended that other moderating factors should be examined, in addition

to access to finance which according to their study only partially moderated

entrepreneurial orientation. Indeed this study has established that in addition to access to

finance, business development services not only moderates but also mediates the effect of

entrepreneurial orientation on performance. The results are therefore consistent with

extant literature. In this context, it seems logical to assume that while pursuing higher

sales volumes, better return on investments plus improved employee and customer

satisfaction, organizations in this study would also use more modern technology and form

consortia for purchasing goods and services in addition to alternative financing.

5.3.5 Entrepreneurial Orientation, Internal Environment, External Environment,
Business Development Services and Performance

Objective five sought to determine the combined effect of entrepreneurial orientation,

internal and external business and business development services on performance of

small and manufacturing enterprises operating in Kenya. This study's findings were

twofold. The first finding was that the combined effect of the variables was greater than

that of individual effect of entrepreneurial orientation, internal business environment and

external business environment respectively. The second finding was that the combined

effect was not greater than that of individual effect of business development services.
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Based on these results, it may be inferred that the joint effect of all the predictor variables

on performance of small and medium enterprises compares differently to the individual

effect of each independent variable. In the case of entrepreneurial orientation, the joint

effect of all independent variables was higher (R=0.458), more statistically significant

and was able to explain more variations (R2=0.174) in small and medium enterprises

performance than entrepreneurial orientation whose effect (R=0.114, R2=0.013) was less

and not statistically significant.

Similarly the joint effect of all the predictors was also stronger compared to individual

effect of internal business environment whose regression values were low (R=0.080,

R2=0.006) and not statistically significant. Likewise, the joint effect was stronger when

rated against external business environment whose regression parameters were (R=0.298,

R2=0.089) and statistically significant (pSO.003). However, regarding business

development services the trend was different. The joint effect returned comparatively

high regression parameters (R=0.458, R2=0.174) which were however not statistically

significant.

In contrast, business development services on its own returned almost similarly high

regression parameters (R=0.409, R2=0.159) but were highly statistically significant

(SO.OO1). This demonstrates that the individual effect of business development services is

highly statistically significant and therefore stronger than when business development

services is combined with the other variables. The result may be attributed to the fact that

earlier tests of business development services had found that the variable intervenes

between entrepreneurial orientation and performance. Therefore, when combined with

performance in the same equation, business development services reduce the joint effect.

/
I

These results therefore demonstrate consistent behavior regarding the joint effects of

three of the predictor variables, that is, entrepreneurial orientation, internal and external

business environment on performance as compared to the individual effect of each

variable. Whereas each of these variables individually had a lower regression coefficient

against performance, the regression coefficient for all the three variables was higher
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when they were combined and examined in one hierarchical regression to determine their

joint effect. The findings therefore show that the joint effect of all the three variables on

performance had more explanatory power compared to the effect of any of the variables

individually. The joint effect was also statistically significant indicating that it was not

only stronger but was evidently more superior compared to that of the individual

variables.

However, the results for business development services deviated from those for

entrepreneurial orientation, internal and external business environment. Whereas the

effect of the variable against performance was strong and statistically significant, this

effect was still greater than that of the four variables combined. In fact, in the hierarchical

regression where business development services were introduced as a fourth variable, the

model was not statistically significant at all.

This illustrates that business development services interacts with one of the variables in

the joint regression which perhaps contributes to a reduction of the joint effect. However,

earlier tests in this study had indicated that business development services intervened in

the entrepreneurial orientation and performance relationship. It may thus be inferred that

it could be the intervening effect of business development services in the entrepreneurial

orientation and performance relationship which reduces the power of the joint variables

when business development services is included in the regression.

These results show that a configuration in which three of the four variables are combined

together is a better model for forecasting the effects of the variables on performance,

Therefore rather than examine the individual variables one at a time, this study finds that

it is more prudent to load three of the variables in one equation and analyze their
I

combined influence on performance. The implication for organizations in the study is that,

they should evaluate their performance in relation to all the factors combined as opposed

to looking at each one on its own.
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However, care should be taken not to include business development services in the model

since it has the effect of reducing the contribution of the other variables. This study

therefore concludes that the joint effect of all the predictor variables is only greater than

individual effects of entrepreneurial orientation, internal and external business

environment respectively but not business development services. The study therefore

fails to reject hypothesis H5 in the case of entrepreneurial orientation, internal and

external business environment respectively but rejects the hypothesis in the case of

business development services.

5.4 Summary of Results and Discussion

This chapter has presented results regarding the direct role of entrepreneurial orientation

on performance of SMEs in Kenya as well as moderating roles of business development

services, external environment and internal environment in this relationship. In addition,

the chapter has elucidated the joint effect of all the predictor variables on performance.

The chapter has also discussed these results and compared them to those of past studies.

As for entrepreneurial orientation and performance, the chapter found that some elements

of entrepreneurial orientation affected performance while others did not. With regard to

moderating roles, the chapter has presented the various hypotheses that had theorized the

existence of moderation between various variables in the relationship between

entrepreneurial orientation and performance.

Specifically, the chapter has reported that internal business environment did not show any

significant moderating influence in the effect of entrepreneurial orientation on SME

performance. However, the chapter has demonstrated that the moderating role of external

business environment on the relationship between entrepreneurial orientation and

performance was positive and statistically significant. Similarly, has shown that business
I

development services had a positive and significant moderating effect on this relationship

and in addition the variable had a mediating role in the relationship.
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The chapter has also demonstrated that the joint effect of three of the predictor variables,

that is, entrepreneurial orientation, internal and external business environment on

performance was greater compared to their individual effects. Conversely, the chapter

reports that the individual effect of business development services is greater than the joint

effect of predictor variables contrary to expectation. In the process of demonstrating all

these relationships, the chapter reports that the study partially failed to reject hypothesis

HI regarding effect of entrepreneurial orientation on performance at individual measures

level but rejected the hypothesis at construct level. However, the study rejected

hypothesis H2 which focused on the moderating influence of internal environment on

entrepreneurial orientation and performance link.

Moreover, the study failed to reject hypotheses H3 and H4 on moderating roles of

external business environment and business development services on this relationship

respectively. The chapter presents further positive results mediating role of business

development services which was discovered during additional tests after it was realized

the moderating role of business development services on the link between entrepreneurial

orientation and performance was on the borderline. Lastly, the chapter partially failed to

reject the hypothesis H5 which was focused on the joint effect of all predictor variables

on performance in the case of entrepreneurial orientation, internal environment and

external environment but rejected the hypothesis in the case of business development

services. In summary, the chapter failed to reject two hypotheses HI, H3 and H4 while

there was no empirical evidence for hypothesis H2 hence it was rejected. However,

empirical evidence showed mixed results for hypothesis H5 hence leading to their partial

rejection. Nonetheless, despite the mixed findings in which the study rejected some

hypotheses, this study achieved all the five objectives and by extension the overall

objective. /,
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CHAPTER SIX: SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

6.1 Introduction

This chapter presents a summary of the process of analysis, results and findings

emanating from this study. Furthermore, the chapter draws conclusions regarding the

results and findings on the study variable relationships. The chapter also presents

implications of the study in the context of theory, policy, practice and methods. Lastly,

the chapter provides recommendations in terms of areas which scholars, academicians

and researchers may explore further. The chapter finally presents limitations of this study.

6.2 Summary of the Study Findings

The purpose of this study was to establish whether entrepreneurial orientation had an

effect on the performance of small and medium enterprises in Kenya. The study further

sought to examine if business development services, external business environment and

internal business environment individually had a moderating role in this relationship. As

a prelude to conducting the study a thorough and extensive literature review was

conducted. This review, which has been presented in chapter two of this thesis, revealed a

number of issues which influenced the conceptualization, design and execution of this

study.

First and foremost, the literature review demonstrated that before this study, no other

study had been conceptualized with same structure and configuration. The review had

also indicated that Africa, especially Kenya had not benefited much from past studies

focusing on entrepreneurial orientation, internal business environment, external business

environment and business development services in the context of small and medium

enterprises. The few existing studies (McCormick, 1999; Maalu, 2010; Gathenya, Bwisa

& Kihoro, 2012) nevertheless addressed these variables in configurations not similar to

that of this study. The configuration and context of this study therefore originated directly

from the author's own imagination, thoughts and comprehension and gaps in literature.
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Arising from the review and the author's knowledge that there was no same or similar

study as this in the past, this study was conceptualized to achieve the specific objectives

which comprised a determination of whether entrepreneurial orientation had a significant

relationship with performance of small and medium enterprises. The second objective

sought to explore whether internal organizational business environment moderated the

relationship between entrepreneurial orientation and performance while the third

objective aimed at examining the moderating role of external business environment on

the same relationship. Similarly objective four purposed to examine the moderating effect

business development services on entrepreneurial orientation and performance link.

Finally, an examination of the effect of all the independent variables on performance was

the focus of objective five.

In order to create a framework for achieving these objectives a conceptual model, which

was informed by the review of empirical and theoretical literature, was developed. The

central reasoning was that there was a positive relationship between entrepreneurial

orientation and performance. This assumption was based on empirical and theoretical

accounts by earlier scholars (Miller, 1983; Covin & Slevin, 1989; Lumpkin & Dess,

1996) and more recently (Pett & Wolff, 2010; Fatoki, 2012). In addition, the model

posited that internal and external business environments as well as business development

services moderated this relationship.

Many of the reviewed studies shared a general notion that entrepreneurial orientation had

a positive effect on performance of small and medium enterprises. Concerns however

were raised regarding how entrepreneurial orientation takes effect in organizations. In

addition, the contextual concerns of entrepreneurial orientation have been another source

of debate. In view of these concerns, this study developed a set of five hypotheses to try

and unravel the uncertainty behind entrepreneurial orientation and small and medium

enterprises performance but in the Kenyan context. In this regard, a total sample of 150

organizations in the manufacturing sector was selected which formed the focus of

investigation.
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The unit of analysis in the study was the enterprise and therefore a total of 150

questionnaires were distributed to the entire sample of this study. However at the end of

the period allocated for data collection, only 97 organizations had responded to the

author's request for research data leading to a response rate of 65%. These data, which

were collected through primary sources were cleaned up and processed before being used

to test various hypotheses for this study. The cleaning process involved coding, checking

for completeness, serializing and entering the data in a suitable database for further

interrogation. Some preliminary tests performed on the data which included checks for

internal consistency, distribution, central tendency and dispersion are reported in detail in

chapter four.

In order to examme the study hypotheses, all the variables in the study were

operationalized so as to transform them into suitable forms for analysis. The lead

predictor variable, entrepreneurial orientation was viewed as a construct of measures of

proactiveness, risk taking, innovativeness, competitive aggressiveness and autonomy.

Likewise, internal business environment was measured using management support,

centralization of decision making and rigidity of rules and procedures while external

business environment was operationalized as complexity, dynamism and munificence as

its three dimensions. Lastly business development services were configured in terms of

market access, technology and product development, procurement services,

infrastructure, alternative financing and policy and advocacy.

In view of the way the variables were configured, a combination of analysis techniques

was used to investigate the various perceived relationships. In particular, two variable

effects were analyzed using univariate techniques. However, relationships involving

more than two variables were interrogated using multiple linear regressions. Regarding

entrepreneurial orientation, independent tests were done on the construct, the· five

dimensions and individual measures. Likewise, the effects of internal and external

business environments and business development services respectively on the influence

of entrepreneurial orientation on performance were also tested in a similar manner.

Lastly, the joint effect of all the predictor variables was on performance was tested at

construct levels.
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Analyses regarding the relationship between entrepreneurial orientation and performance

produced a number of crucial findings. Furthermore the hypothesized moderating roles

and the combined effect of the predictor variables produced interesting and important

revelations. When the results from the various statistical analyses were scrutinized, they

reinforced and supported three of the five study hypotheses. As for hypothesis H2 which

was not supported, its results showed that the predictor variables had correlations which

were nevertheless of no consequence to the response variable. Indeed, the results

confirmed that entrepreneurial orientation affected performance of organizations studied

at parameter level. They also validated that external business environment moderated the

link between entrepreneurial orientation and performance.

In addition, the findings regarding the role of business development services confirmed

that although the variable moderated the entrepreneurial orientation and performance

link, its role as a mediator in the relationship was even stronger. Conversely, internal

business environment did not demonstrate any effect on the performance of small and

medium enterprises in the study. Lastly, the joint effect of all the predictor variables on

performance was found to be greater than the individual effects of entrepreneurial

orientation, internal business environment and external business environment

respectively but weaker than that of business development services. These results

therefore contribute to a number of theories that focus on small and medium enterprises

especially with regard to the variables examined in this study.

Specifically, literature reviewed in chapter two had demonstrated relevance of transaction

costs theory, resource based view, resource dependence theory and other theories to this

study. This was further elucidated in chapters four and five where the results were

presented and discussed. Based on the theoretical perspectives and the results from this

study, these findings contribute to these theories as explained in this thesis. In summary,

the findings of this study are an outcome of the systematic analysis and examination of

the data through the use of descriptive statistics, correlation tests and linear regressions

and are comparable to similar past empirical studies.
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A summary of the objectives, findings and hypotheses has been given in Table 6.1 to

show more direct linkages between and among them.

Table 6.1: Summary of Study Objectives, Hypotheses and findings

Objective Hypothesis Findings having Conclusion
significant regarding
relationships hypothesis

1: To establish HI: There is a Market entry with - Entrepreneurial
whether there is a significant low prices, Orientation
relationship between relationship between introduction of new significantly affects
entrepreneurial entrepreneurial product or service, SME performance
orientation and orientation and adoption of latest - Hypothesis HI is
SME performance SME performance technology show partially failed to

significant effect on reject
performance

2: To determine H2: Internal None - internal - Moderating effect
whether internal organizational business of IE is not
organizational business environment has no significant at
business environment effect on the EO- composite,
environment moderates the Performance link at dimension or
moderates the relationship between composite, construct element level
relationship between entrepreneurial and even parameter - Hypothesis H2
entrepreneurial orientation and level failed to reject
orientation and SME performance
SME performance
3: To establish H3: External - Interactive term is - Interactive term
whether external organizational significant significantly
organizational business - External Business moderates EO and
business environment environment has a SME performance
environment moderates the significant - Hypothesis H3
moderates the relationship between moderating effect failed to reject
relationship between entrepreneurial on EO-Performance
entrepreneurial orientation and link
orientation and SME performance
SME performance
4: To establish H4: Business - Interactive term of - BDS moderates
whether business Development EO and BDS is the effect of EO on
development Services moderates weakly significant SME performance

J

services moderates the relationship - BDS has a - Hypothesis H4
the effect of between significant but weak failed to reject
entrepreneurial entrepreneurial moderating effect
orientation on SME orientation and on EO-Performance
performance SME performance link
5: To determine H5: The combined - EO, EE and BDS - Joint effect of EO,
whether the effect of are significant EE, BDS and IE is
combined effect of entrepreneurial - Overall model is greater than
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entrepreneurial orientation, internal significant individual effects of
orientation, internal organizational EO, IE andEE
organizational business - Joint effect of EO,
business environment, EE, BDS and IE is
environment, external less than individual
external organizational effect BDS
organizational business - Hypothesis H5
business environment and partially failed to
environment and business reject leading to
business development mixed findings
development services on
services on performance of
performance of SMEs is greater
SMEs is greater than the individual
than their individual effect of each of the
effects variables.

6.3 Conclusions of the Study
This study had intended to engage the perspectives of various organizational, economic

and entrepreneurship theories especially resource based view in the context of small and

medium enterprises in Kenya. As such the main purpose was to establish whether

business development services and business environment affected the link between

entrepreneurial orientation and performance of small and medium enterprises.

Entrepreneurial orientation is a well known phenomenon especially in the context of
I-

smaIl and medium enterprises and has been popularly operationalized in terms of

proactiveness, risk taking, innovativeness, competitive aggressiveness and autonomy. In

order to achieve the study objective, basic descriptive analysis and correlation tests were

performed before developing and testing inter-variable linkages on performance using

linear regression methods.

With respect to entrepreneurial orientation, not statistically significant effect was found at

composite and dimension levels. However, statistically significant effect was found: at

parameter level. Specifically, the effect on performance of adoption of technology,

introduction of products and services, and use of low prices to enter markets were

statistically significant. These results compare favourably to those of Lumpkin and Dess

(1996) and leads to the conclusion that entrepreneurial orientation manifests in

organizations in this study at parameter level.
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Regarding the role of internal business environment as a moderator, this study found that

although the variable had a positive correlation with performance, the relationship was

not statistically significant. These findings are similar to those of MacMillan, Khoylian,

and Kulow (1989) who found no clear proof for a connection between intensity of

management support and performance. They however differ with the results reported by

Sharifi and Charrakh (2011) who found that internal business environment affects

performance.

Further tests of internal business environment as an independent and mediating variable

respectively also reported not statistically significant results. These findings are that,

among the organizations in this study, internal business environment had no moderating

effect in the entrepreneurial orientation and performance relationship. Furthermore, the

variable had neither a direct effect on performance nor mediating role in the effect of

entrepreneurial orientation and performance link. This leads to the conclusion that

internal business environment had no direct, moderating or mediating effect on

performance alone or in the presence of entrepreneurial orientation.

Concerning external business environment the results for moderating influence were

statistically significant indicating that the variable moderated the entrepreneurial

orientation and performance link. This lends credence to the findings by Goll and

Rasheed (2004) who reported that complexity and dynamism moderated organizational

performance. The conclusion of this study is that while internal business environment

showed no influence as a moderator or mediator on entrepreneurial orientation and

performance link, external business environment had a strong and statistically significant

effect on the link between entrepreneurial orientation and performance of organizations

in this study. /,

Lastly, tests focusing on the moderating effect of business development services on

entrepreneurial orientation and performance relationship were positive but weakly

statistically significant (pSO.092). Additional tests for the direct and mediating effects of

business development services however showed strong and statistically significant
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influence on the link. These results are similar to those of Westhead and Storey (1996)

and Esim (2001) who reported that business development services enhanced growth and

performance of businesses. This study concludes that business development services

affects performance of organizations directly and also moderates and mediates the effect

of entrepreneurial orientation on performance of organizations in this study.

The final result which emanated from tests of the joint effect of all the predictor variables

against individual effects of entrepreneurial orientation, internal business 'environment,

external business environment and business development services respectively revealed

mixed outcomes. The joint effect was found to be greater and statistically significant in

the case of individual effects of entrepreneurial orientation, internal business environment

and external business environment respectively. Conversely, the joint effect of the four

variables was less than the individual effect of business development services on

performance.

The unique result was thought to be due to the fact that, in addition to a weak moderating

role, business development services also played a mediating role in the entrepreneurial

orientation and performance relationship. This study therefore concludes that the joint

effect of entrepreneurial orientation, business development services, external business

environment and internal business environment is significantly greater than the individual

effects of entrepreneurial orientation, internal business environment and external business

environment but less than the individual effect of business development services.

The overall conclusion for this study arising from these findings and based on empirical

evidence and the models examined, is that scholars and researchers in the fields of

entrepreneurship, organizational development and performance of SMEs need-to pay,
keen attention to entrepreneurial orientation, internal and external business environments

and business development services at composite, construct and parameter levels

respectively. It remains logical that entrepreneurial orientation is perceived and measured

in its form and content and performance determined using a combination of objective and

subjective measures.
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It also remains instructive that internal and external business environments and business

development services play important roles in the effect of entrepreneurial orientation and

performance. Arising from these roles, managers, practitioners and owners of small and

medium enterprises should device strategies to manage these phenomena and either

reduce their adverse effects or increase their benefits in organizations. The end result of

all this should be to enable organizations provide prompt and adequate products and

services to their customers in the light of business environmental dynamics while bearing

in mind the overall goal of the organization, that is, to maximize shareholder wealth.

These conclusions have a number of implications for theory, policy and practice. As

regards theory, the current study was anchored on the resource based theory within the

broad framework of entrepreneurship theory and transaction costs economics, and

resource dependence theories. These theories were used to ground the arguments and

concepts that enabled the study to proceed to the end. This theoretical framework

facilitated an informed interrogation of key variables and concepts by underpinning these

interrogations on appropriate extant theories. This study has therefore made significant

contributions to these theoretical perspectives especially in the context of small and

medium enterprises, entrepreneurial orientation, internal and external organizational

business environment in the Kenyan context.

Regarding entrepreneurship theories, this study adds more insight with respect to the

arguments about construction of entrepreneurial orientation. Two major schools of

thought have dominated the field of-entrepreneurship for the last three decades regarding

how entrepreneurial orientation manifests in organizations. The first notion which was

pioneered by Miller (1983) argue that entrepreneurial orientation manifests in

organizations as a three dimensional construct in which all the three dimensions combine
J

to indicate presence of entrepreneurial orientation. According to the scholar,

proactiveness, risk taking and innovation all combine to indicate that an organizational is

entrepreneurial.
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The second view, which contends that entrepreneurial orientation is a five dimensional

construct in which any measures of the dimensions may independently indicate presence

of entrepreneurial orientation in an organization, was fronted by Lumpkin and Dess

(1996). This study has empirically confirmed the second view this view by demonstrating

that in the studied organizations, entrepreneurial orientation manifested at individual

measures of the construct. This confirmation is crucial as it lends credence to the school

of thought especially the one which argues that entrepreneurial orientation does not

manifest in construct form.

This study also extends the theoretical VIews concermng the positive effect of

entrepreneurial orientation on performance by demonstrating empirically that this is

indeed true among the organizations studied. During this study, many concepts and

theories of entrepreneurship previously not tested especially in the Kenyan and indeed

African contexts have been examined and ventilated. The findings from literature review

and field work during this study have pointed to the fact that entrepreneurial orientation is

a core tool for achieving entrepreneurship in small and medium enterprises in Kenya.

The organizations participating m this study demonstrated the VIew that much as

entrepreneurial orientation manifested in organizations, the way it did was also important.

Indeed it was illustrated that in these organizations, entrepreneurial orientation is

important at the very elementary level. This revelation is important because it presents

entrepreneurial orientation as an important ingredient in businesses not only in composite

or dimension but also at element level. Therefore managers and practitioners of small and

medium enterprises need to pay attention to the individual elements of entrepreneurial

orientation as well as in combined form.

/ .
)

Moreover, the literature review had revealed that entrepreneurship practices have become

real at national, regional and global level. For instance the differences in socio-cultural,

economic and political manifestations found in the west and far-east compared to those in

African settings flare up grounds for further research related to entrepreneurial

orientation process in diverse business environments. The contribution of this study
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which revealed that there is a significant influence of external business environment on

small and medium enterprises among the studied organizations is a clear demonstration

that indeed concerted attention should be given to these differences which if not well

managed may likely cause undesirable consequences on business performance.

Furthermore, based on the expansive literature reviewed, significantly few developing

countries had benefited from previous research in entrepreneurial orientation. This

position was reinforced when it was realized that although many streams of literature

exist, one may argue that categorizing them mainly into two brings out a clearer picture

especially when dealing with small and medium enterprises in developing countries. The

first type which formed the bulk of the reference is largely from sources related to or

resident within the academic institutions. In this set is also found consultancy based

literature.

The other stream is found among development organizations such as the World Bank and

related international agencies whose policies favour entrepreneurship activities especially

in the developing world. This stream has been crucial particularly in explicating the many

experiences of entrepreneurship from a practical viewpoint. Indeed, their approach is

based on institutional theories and policy reforms expected to spur entrepreneurship in

developing nations. This study thus brings to fore the fact that literature on small and

medium enterprises may be categorized into these two broad classes which makes it

easier to draw comparisons during studies.

This study lends credence and contributes to resource based view. Proponents of this

theory (Penrose, 1959) argue that organizations differ in performance not only due to

resource possessed but how such resources are used. Indeed the findings of this study that,
business development services viewed within the context of resources affect performance

of organizations find support in this theory. It is instructive that using aspects of business

development services such as group purchasing arrangements influences performance

and therefore reinforces the assertions of this theory.
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In addition, the fact that the study adopted a unique conceptualization which, to the best

the author's knowledge and based on the reviewed literature, no study had used in the

past is a major contribution to theory. The conceptualization in which the effect of a

combination of internal and external business environment and business development

services were tested as moderating variables in entrepreneurial orientation and

performance relationship, adds value to the existing body of literature. This is especially

so considering the new primary data used to test these effects which were unavailable

elsewhere and therefore unique to this study. In this process, the current study delved into

establishing before the relationship between and among these variables by applying

proven methodology and analytical techniques and elucidated impacts and relationships

of the respective variables.

This study also has implications from the viewpoint of the relationship between external

business environment and performance. Indeed some past studies found that external

business environment had a significant impact on performance. In the process, the

authors argued that there was considerable empirical support from the perspective that

organizational performance is predicated upon by a fit or match between an organization

and its business environment. This study has now confirmed that in addition to the direct

effect, external business environment also has a moderating role in entrepreneurial

orientation and performance relationship. This is a clear indication that the context in

which small and medium enterprises operate is important to their performance.

Therefore, this study confirms that Kenyan business environment affects performance of

small and medium enterprises and therefore their owners and managers should device

appropriate strategies and other measures to manage business environmental impact. The

confirmation is also in line with resource based view and resource dependence theories,
and may help explain some contradictory findings from earlier empirical studies. This

study therefore supports the hypothesis H3 which stated that there is a moderating

influence of external business environment on the relationship between entrepreneurial

orientation and performance.

~ .
) ,
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Concerning business development services, a tripartite relationship was found in this

study showing that the variable has a direct moderating and mediating role in

organizations in this study. First, the revelation that the variable has a positive impact on

performance has huge implications for owners and managers of small and medium

enterprises. This revelation demonstrates that small and medium enterprises practitioners

can reduce adverse business environmental effects by using business development

services in order to leverage on their performance. Similarly, the discovery that business

development services have an effect on entrepreneurial orientation and performance link

is very crucial in theory development. This discovery will enable scholars to anchor their

theoretical arguments on empirically verified information.

Equally important is the intervening role of business development services on

entrepreneurial orientation and performance relationship which was established after the

variable depicted rather borderline significance levels as predictor and moderating

variable respectively. Although some past studies had examined business development

services, most of them did not go to the level of rigour as in this study. Implications for

theory regarding these revelations about business development services are therefore

crucial. These revelations lend credence to theoretical perspectives such as resource

based view, resource dependence and others by presenting business development services

as an important source of resources for organizations.

The theoretical implications for the role of internal business environment in the studied

organizations similarly are important from a number of dimensions. In the past, studies

have found mixed effects of this phenomenon in organizations. This study therefore

empirically confirms the views presented by the category of literature that found no

significant effect of internal business environment on performance. By this revelation,
J

this study presents an opportunity for further examination of this phenomenon in different

configurations and using different measures.
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In summary, although organizations, practitioners and their managers appreciate the

important roles of entrepreneurial orientation, internal business environment, external

business environment and business development services as demonstrated in this study,

there appears to be some conflict in this view as only few aspects were considered

important in the measures used. This was demonstrated by the nature of distribution and

dispersion which was revealed during the descriptive statistical analysis.

Also, through the various analyses performed on the data, this thesis has generated new

perspectives that may be useful in elucidating the approaches applied in Kenya and

indeed Africa as a whole and perhaps even beyond the continent. This adds new

information, especially in the areas of small and medium enterprises and

entrepreneurship. It is also worth noting that many earlier attempts to investigate similar

scenarios concentrated outside Africa. This resulted in a huge knowledge gap which this

study has partially fulfilled.

Finally, this is a pioneering study in the sense that it is the first to establish the

relationship between entrepreneurial orientation and performance of small and medium

enterprises in Kenya in the presence of business development services, external business

environment and internal business environment. It is also a first given the fact that no

other study in the author's opinion had in the past examined these variables and their

interactive nature within the context of Kenya's manufacturing enterprises. What now

remains to be explored further is the extent to which the phenomena manifest and their

causal nature. Drawing from the findings, this study supports the view that small and

medium enterprises should increase their efforts towards the variables in this study by

encouraging their employees to be more innovative and proactive in dealing with the

various aspects of the variables. / .,

Regarding methodology, this study has revealed that depending on whether the variables

are treated as elements, constructs or composite, the results may be different. This brings

into focus the issue of which measurement criterion should be used and in which form.

The issue has been a contentious subject in previous studies that have reported mixed
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views regarding whether entrepreneurial orientation manifests individually, in a construct

or as a single dimensional variable. This study therefore lends credence to the past studies

which argue that as entrepreneurial orientation manifests differently in different states, its

magnitude is what varies from one state to another.

Similar observations were made with regard to business development services whose

effects on performance also changed when analyzed at individual element level, as a

construct of six dimensions and as a single dimensional variable computed as a

composite sum of all the six dimensions. External business environment also exhibited

similar results that depending on whether individual, construct or total values were

examined, the reported effect on performance was not the same. The question that begs

an answer is "what could be the reason behind these differences"? These and other

methodological implications raised in this study should therefore interest future scholars

and possibly form their areas of investigation.

As far as policy is concerned, the results of this study have implications for the

government, private sector and international development agencies. These entities stand

to gain considerably from the findings presented in this thesis. The study reports that each

of the investigated variables had an effect of performance on small and medium

enterprises in Kenya. Small and medium enterprises have been regarded as the engine of

growth in the Kenyan business environment, and indeed the world over. This study's

revelations should therefore assist the government, private sector and international

agencies to formulate policies from an informed position. Specifically, such policies

should include how entrepreneurship may be encouraged in the country with specific

focus on the small and medium enterprises sector.

/ .
J

Furthermore, this study shows that business development services appear to playa major

role towards performance of small and medium enterprises in the Kenyan context.

\ Although the international agencies have in the past supported business development

services to small and medium enterprises through various mechanisms, this study

reemphasizes further that these services are a crucial ingredient in the small and medium
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enterprises businesses. Similarly, the government should formulate policies for small and

medium enterprises from an informed position based on this study's findings that aspects

of business development services can actually improve performance of business

development services in Kenya.

The findings that aspects of external business environment have an impact on

performance of small and medium enterprises in Kenya should also generate a lot of

interest especially from the government and authorities in charge of various external

business environmental factors. The overall business environment in Kenya presents

many challenges particularly to small and medium enterprises due to their lack of

economies of scale to appropriately deal with such dynamics. For example fluctuations in

the country's economy, rapid changes in technology and dynamics of the socio-cultural

developments all have serious implications for these enterprises. The responsibility of the

government to create an enabling business environment that may minimize the impact of

these factors on small and medium enterprises should be actualized. This may be done by

creating SME friendly policies that that take full account of their needs.

As concerns management, the results and findings from this study provide a number of

opportunities to small and medium enterprises, their practitioners and managers

especially with respect to entrepreneurship, business development services and external

business environment. In line with earlier studies, this study also found that business

development services are a useful tool that organizations may use to leverage their

performance. In addition, the study has shown that some aspects of business development

services such as group purchasing have a significant influence on performance. This is an

important revelation which managers should take advantage of and form group

purchasing consortia to reduce the overall cost of sourcing raw materials which WOJlJp
I

eventually lead to a reduction in the costs and improved performance.

In a similar vein, managers should also consider enhancing entrepreneurship activities in

their organizations. From this study, it has been demonstrated that aspects of

entrepreneurial orientation such as adoption of latest technology among small and

205



medium enterprises had a significant effect on performance of organizations studied. In

this regard, usage of latest technology may lead to more efficiency and effectiveness in

an organization. It is therefore advisable and desirable that managers and owners of small

and medium enterprises increase their adoption of latest technology for the benefit of

their businesses.

The study also demonstrated that external business environment had an effect on the

performance of small and medium enterprises in the study. In this respect, elements of

external environment such as socio-cultural and teclmological developments exhibited

significant effect on organizational performance in terms of their complexity, dynamism

and munificence. Managerial action should therefore involve developing strategies to

forecast these business environmental factors and subsequently taking appropriate actions

to reduce their impact on organizations. This study therefore equips managers with

additional critical information and knowledge in the areas of small and medium

enterprises especially regarding entrepreneurial orientation, business development

services, external business environment and internal business environment. The study has

done this by presenting the relationships of these important factors surrounding

organizations and offering suggestions on how these factors may be dealt with.

6.4 Areas for Future Studies
Arising from the preceding presentations and discussions, this study makes a number of

suggestions that future research could address. To begin with, the variables examined in

this study exhibited only partial moderating or direct relationships with performance.

This indicates that, there could be other variables that may have an effect either

individually or in combinations. Such variables should be identified and their role

examined. In addition, specific roles of some of the elements of the variables such as

adoption of latest technologies showed significant effect on performance while others did

not. This creates room for further research to investigate the behaviour of such elements.
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Additional research may also focus on determining the best combination of the variables

used in the study. From the findings that there was a joint effect of all the variables on

performance, it may be important to explore how these variables combine to affect

performance. Furthermore, this study narrowed its context to the manufacturing sector

within Nairobi County. Future studies may expand this scope by going beyond one

county or even doing a countrywide survey. Indeed future studies may even include

additional sectors other than manufacturing to facilitate inter-sectoral comparative

analysis. In addition, larger sample sizes could be used in order to reduce inherent errors

that arise due to variations typical with analyses using small samples.

In a similar vein, it is quite possible to imagine that there could be other moderators and

indeed even mediating variables in the entrepreneurial orientation and SME performance

relationship. This is based on the revelation that the results for moderation tests in this

study found partial effect in all cases where moderation was found. Furthermore the study

did not conceptualize any variable as a mediator although a mediation test for business

development services turned positive and highly significant. These issues could form part

the focus for some future studies.

This study also suggests that future research may consider triangulating data collection to

use a combination of different reinforcing methods. From the experience that small and

medium enterprises who participated in this study showed some reluctance in giving

crucial data particularly on performance which was an indispensable variable in this

study, other methods of data collection such as individual interviews and group

discussions should be considered in future. Using such different methods may ensure that

appropriate and adequate information and data is obtained for analysis.

/ .
I ,

Further, future studies could explore whether there is causality between these variable

relationships and performance. The approach in this study was to investigate only one

directional relationship of the variables and performance. In a complex situation such as

prevails in organizations, it may be possible that there is some back and forth interaction

among different variables such that one variable's influence is transferred backwards
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with different consequences. Such interactions, which could be examined through

approaches such as Canonical Correlation or Path analysis, may be a good focus for

future studies.

Lastly, in this study the primary technique used for examining relationships was linear

regression. This type of analytical approach has its own inherent assumptions and

limitations which may sometimes lead to incorrect findings and conclusions. It is

therefore suggested that other techniques such as phenomenological approaches be used

as alternative methods so that the findings and conclusions are driven by observations

from the data collected rather than hypothesized presuppositions. Finally, future studies

may consider using a longitudinal approach so that data is collected over long periods to

capture possible changes of the variables that may be time dependent.

6.5 Limitations of the Study

This study focusing on the effect of entrepreneurial orientation on performance of small

and medium enterprises in Kenya was configured with business development services,

external business environment and internal business environment as moderating

variables. The study therefore integrated these variables in a complex relationship that

entailed their interaction. In such a situation, some variables would play complimentary

roles while others would negative the effect of their counterparts. This made the study

very complex thus requiring a combination of analytical tools and approaches. Therefore

this study like others conceptualized in a similar manner had inherent limitations.

To begin with, by focusing on the manufacturing sector, the study limited its scope since

it excluded all the other small and medium enterprises in the country. Furthermore, the

study narrowed down to only these enterprises in Nairobi and moreover focused on only
I

a population of 250 organizations. This limited the possibility of obtaining more accurate

results compared to if the scope was broader and a larger sample size used. These

contextual limitations restrict the generalization of the findings of this study to the

manufacturing small and medium enterprises in Nairobi. Another limitation was with

respect to data collection process. Since the unit of analysis was the organization, a
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choice had to be made regarding who the respondent was. The owners and semor

managers were therefore chosen on the basis of their knowledge of the organizations.

Restricting the choice to owners and managers brought into picture the issue of bias as

regards the information collected.

This was more so since the main method of obtaining using the data collection tool was

perceptual questions on various aspects of the variables. It is therefore quite possible that

owners and managers filling the questionnaires could have given their own personal

perceptions which may have been different from the true position or situation in the

organization. This was probably the reason why descriptive statistics indicated that most

respondents had preferred above average Likert scale scores in all the variables. As a

result, the findings may have some biases and weaknesses since the managers and owners

may have taken the position of "player" and "referee" simultaneously.

Similarly, the study had been designed as cross sectional survey in which case data were

collected at a particular point in time. This means that phenomena that manifests over

periods of time may only have been estimated by relying on the respondent's ability to

remember them. This lack of time series data based on longitudinal design may have

introduced some inadequacies regarding patterns in which the variables manifested in

organizations. A crucial limitation was also noted in terms of choosing the method of

analysis. Linear regression analysis was used in this study with the assumption that

relationships between and among the study variables were linear. This assumption was

not however validated scientifically by checking whether non-linear approaches could

have been more appropriate. It may have well been the case that some of the relationships

could be of higher order thereby requiring non-linear techniques.

/ .
J

However, although these limitations were experienced, this study was designed In a

highly scientific manner following a thorough literature and theoretical review and

considering several available approaches. This study was therefore rigorous and thorough

in its approach to analysis, interpretation and reporting of the findings. The implications

discussed did not therefore have any material effect on the results and findings of the
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study. The study's contribution to the field of entrepreneurship is particularly of much

value and importance especially in the small and medium enterprises sector. The results

and the findings of this study therefore stand to benefit organizations in terms of selection

of services, formulating policies and strategies as well as planning and executing these in

an informed manner.

, .
J
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APPENDIX

Appendix 1: Questionnaire for the study

SECTION ONE - ORGANIZATION'S BACKGROUND

1. Organization's name (optional) .

11. Year of incorporation .

Ill. Industry .

IV. Title (Position) of respondent .

v. County .

VI. Number of employees .

,.
I

/ .,



SECTION TWO: BUSINESS DEVELOPMENT SERVICES
1. Market Access
On a scale of 1-5, where 1- Never; 2-Rarely; 3-0ccasionally; 4-Frequently; 5-Always
please indicate with (v) the extent to which the following statements apply to your

t t k torgamza Ion concernmg access o mar e s.
PARAMETER Never Rarely Occasionall Frequent Alway

y ly s

1.1 Our organization has
access to market
information;

1.2 Our organization has
access to advertising
facilities;

2. Technology and Product Development
On a scale of 1-5, where 1- Never; 2-Rarely; 3-0ccasionally; 4-Frequently; 5-Always
please indicate with (V') the extent to which the following statements apply to your

h 1 d d d 1organization concernmg tee no ogy an pro uct eve opment.
PARAMETER Never Rarely Occasionally Frequently Always

2.1 Our organization has
linkage to technology
suppliers;

2.3 Our organization has
access to product
design services

3. Procurement Services
On a scale of 1-5, where 1- Never; 2-Rarely; 3-0ccasionally; 4-Frequently; 5-Always
please indicate with (V') the extent to which the following statements apply to your

izati . 1 f ducti d other i torgamza IOn concernmg supply 0 pro uction an 0 er mpu s.
PARAMETER Never Rarely Occasionally Frequently Always

3.1 Our organization has
linkage with raw material
suppliers

3.2 Our organization has
access to group purchasing
arrangements; / .

~

4. Alternative Financing Mechanisms
On a scale of 1-5, where 1- Never; 2-Rarely; 3-0ccasionally; 4-Frequently; 5-Always
please indicate with (V') the extent to which the following statements apply to your
or anization concernin financial services in our or anization

PARAMETER Never Rarely Occasionall

11



4.1 Our organization has
access to training on loan
access

4.2 Our organization has
access to suppliers of
credit

5. Infrastructure
On a scale of 1-5, where 1- Never; 2-Rarely; 3-0ccasionally; 4-Frequently; 5-Always
please indicate with (v') the extent to which the following statements apply to your

.. .. forganization concernmg in rastructure.
PARAMETER Never Rarely Occasionally Frequently Always

5.1 Our organization has
access to business
incubation services

5.2 Our organization has
access to storage/
warehousing facilities

6. Policy and Advocacy
On a scale of 1-5, where 1- Never; 2-Rarely; 3-0ccasionally; 4-Frequently; 5-Always
please indicate with (v') the extent to which the following statements apply to your
organization s management issues.

PARAMETER Never Rarely Occasionally Frequently Always
6.1 Our organization's staff

is aware of national
I

policies
I-
I

6.2 Our organization trains
staff on advocacy skills

SECTION THREE - ENTREPRENEURIAL ORIENT ATION
7. Pro-activeness
On a scale of 1-5, where 1- Strongly Disagree and 5- Strongly Agree, please indicate with
(v') the extent to which you agree or disagree with the following statements concerning.. . .pro-activeness in your orgamzation

PARAMETER Strongly Disagree Slightly Agree Strongly
Disagree Agree Agree

7.1 Our organization monitors ,/ .
~

trends on future needs of
customers

7.2 Our organization introduces
new products and
technologies ahead of

-- competitors
-

III



8. Competitive Aggressiveness
On a scale of 1-5, where 1- Strongly Disagree and 5- Strongly Agree please indicate with
(v") the extent to which you agree or disagree with the following statements concerning

t t . ficompe 1 rveness m your irm
PARAMETER Strongly Disagree Slightly Agree Strongly

Disagree Agree Agree
8.1 Our organization sets

ambitious market share
targets

8.2 Our organization enters
new markets with lower
pnces

9. Risk Taking
On a scale of 1-5, where 1- Strongly Disagree and 5- Strongly Agree please indicate with
(v") the extent to which you agree or disagree with the following statements as they relate
t isk t i . fo ns managemen m your orgamza IOn

PARAMETER Strongly Disagree Slightly Agree Strongly
Disagree Agree Agree

9.1 Our organization uses
borrowed money / loans

9.2 Our organization supports
projects with uncertain (

returns 1-

10. Innovativeness
On a scale of 1-5, where 1- Strongly Disagree and 5- Strongly Agree please indicate with
(v') the extent to which you agree or disagree with the following. statements as they relate
to i tion i izatio mnova IOn m your orgamza IOn.

PARAMETER Strongly Disagree Slightly Agree Strongly
Disagree agree Agree

10.1 Our company has introduced
new products and services in
the last two years

10.2 Our organization adopts
,,/ .
,

latest technology m its
processes

11. Autonomy
On a scale of 1-5, where 1- Strongly Disagree and 5- Strongly Agree please indicate with
(v") the extent to which you agree or disagree with the following statements as they relate
to innovation in your organization. '

IV



PARAMETER Strongly Disagree Slightly Agree Strongly
Disagree agree Agree

11.1 Our organization's decision
making is highly
decentralized

11.2 Our employee ideas move
from lower to upper levels

SECTION FOUR: EXTERNAL ENVIRONMENT
12. Complexity
On a scale of 1-5, where 1- Never; 2-Rarely; 3-0ccasionally; 4-Frequently; 5-Always,
please indicate with (v") how frequently your organization has to deal with the following
Issues

PARAMETER Never Rarely Occasionall Frequently Alway
y s

12.1 Political factors
12.2 Economic factors
12.3 Technological factors
12.4 Socio-Cultural factors
12.5 Regulatory factors
12.6 Ecological factors

13. Dynamism
On a scale of 1-5, where l-Never; 2-Rarely; 3-0ccasionally; 4-Frequently; 5-Always,
please indicate with (yI') the extent to which your organization is able to predict (know in
d j the followia vance t e 0 owmg Issues.

PARAMETER Never / Rarely Occasionall Frequently Always
y

13.1 Political factors
13.2 Economic factors
13.3 Technological factors
13.4 Socio-Cultural factors
13.5 Regulatory factors
13.6 Ecological factors

14. Munificence
On a scale of 1-5, where 1- Never; 2-Rarely; 3-0ccasionally; 4-Frequently; 5-Always,
please indicate with (v") the extent to which developments in the following /
environmental issues have been favourable to your organization.

PARAMETER Never Rarely Occasionally Frequently Always

14.1 Political factors
14.2 Economic factors
14.3 Technological

factors

v



14.4 Socio-Cultural
factors

14.5 Regulatory factors
14.6 Ecological

lenvironmental
factors

/,

VI



SECTION FIVE: INTERNAL ORGANIZATIONAL ENVIRONMENT
15. Management Support
On a scale of 1-5, where 1- Never; 2-Rarely; 3-0ccasionally; 4-Frequently; 5-Always,
please indicate with (,,) the extent to which the following are true in your organization
concerning quality management support.

PARAMETER Never Rarely Occasionally Frequently Always
15.1 Staff has adequate

materials and resources
for our work

15.2 Our organization
mentors and trains
support staff

16. Centralization of decision making process:
On a scale of 1-5, where 1- Never; 2-Rarely; 3-0ccasionally; 4-Frequently; 5-Always,
please indicate with (,,) the extent to which the following are true in your organization

di d .. kiregar mg ecision ma mg.
PARAMETER Never Rarely Occasionally Frequently Always

16.1 Individuals are free
to make decisions
during their work

16.2 Management accepts
staff decisions

17. Complexity - Rigidity of organizational rules and procedures:
On a scale of 1-5, where 1= Never; 2-Rarely; 3-0ccasionally; 4-Frequently; 5-Always,
please indicate with (,,) the extent to which the following are true in your organization

d' I'regar mg compi exity.
PARAMETER Never Rarely Occasionally Frequently Always

17. In our organization,
1 work procedures are

rigid with rules and
procedures to be
followed

17. In our organization,
2 standards are set for

benchmarking ,/

SECTION SIX - SME PERFORMANCE
18a. Performance measures -Indicators:
On a scale of 1 - 5, where 1 represents up to 20%, 2 represents 21-40%, 3 represents 41-
60%, 4 represents 61-80% and 5 represents 80% and above, please indicate with (,,) how

ou rate our or anization's erformance on the followin measures.
Up 21%- 41%- 61%-
to 40% 60% 80%
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20%

18.1 Average percentage
growth in profit from
2011 to 2012

18.2 Average percentage
growth in net sales from
2011 to 2012

18.3 Average percentage
growth in return on assets
from 2011 to 2012

18.4 Average growth in
profits revenue to sales
ratio for 2011 and 2012

18.5 Improvement in customer
satisfaction

18.6 Improvement in
employee satisfaction

18b. Performance measures - Financial Indicators:
--

Financial measure Kshs

18.1 Profit for 2012
18.2 Sales for 2012
18.3 Return on assets in 2012

(

/ '
I
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Appendix 2: List of Organizations for the Study

BUILDING, MINING AND CONSTRUCTION

No. Company Name
1 Flamingo Tiles (Kenya) Limited
2 International Energy Technik Ltd
3 Karsan Murji & Company Limited
4 Kenya Builders And Concrete Ltd
5 Manson Hart Kenya Ltd

ENERGY, ELECTRICALS & ELECTRONICS

No. Company Name
1 Assa Abloy East Limited
2 Avery East Africa Ltd
3 Baumann Engineering Limited
4 Holman Brothers (E.A) Ltd
5 International Energy Technik Ltd
6 Manufacturers And Suppliers (K) Ltd
7 Marshall Fowler (Engineers) Ltd
8 Meltlex International Ltd
9 Mustek East Africa Limed
10 Optimum Lubricants Ltd
11 Pentagon Agencies
12 Protel Studios
13 Socabelec (EA) Ltd
14 Synergy Pro
15 Virtual City Ltd

CHEMICAL AND ALLIED SECTOR

No. Company name
1 Anffi Kenya Ltd
2 Blue Ring Products Ltd
3 Crystal Africa Limited / .
4 Dorick Industries Ltd ~

5 Elex Products Ltd
6 Faaso Exporters Ltd
7 Grand Paints Ltd
8 Kemia International Ltd
9 Ken Nat Ink & Chemicals Ltd
10 Maroo Polymers Ltd
11 Metoxide Africa Ltd
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12 Murphy Chemicals Ltd
13 Polychem East Africa
14 Rok Industries Ltd
15 Seweco Paints Ltd
16 Waridi Creations Ltd

FRESH PRODUCE
No. Company Name
1 From Eden

FOOD AND BEVERAGES

No. Company Name

1 African Spirits Ltd
2 Agriner Agricultural Development
3 Al-Mahra Industries Ltd

4 Alpine Coolers Ltd
5 Bakers Comers Ltd

6 Belfast Millers Ltd
7 Bio Food Products Ltd
8 Crarnitau Sugar East Africa Ltd
9 Candy Kenya Ltd
10 Chirag Kenya Limited
11 Erdemann Co. (K) Ltd
12 Europack Industries Limited
13 Fresh Produce Exporters Association Of Kenya
14 Green Forest Foods Ltd
15 Kamili Packers Ltd
16 Koba Waters Ltd

17 Kuguru Food Complex Ltd
18 Kwality Candies & Sweets Ltd
19 Melvin Marsh International
20 Miritini Kenya Ltd
21 Pristine International Ltd
22 Razco Ltd
23 Spice World Ltd
24 Usafi Services Ltd

25 Wanji Food Industries Ltd
LEATHER AND FOOTWEAR

No. Company Name
1 Dogbones Ltd
2 Sandstorm Africa Limited

x



3 Zingo investment limited
METALS ALLIED SECTOR

No. Company Name
1 Crystal Industries Ltd
2 Davis & Shirtliff Ltd
3 East Africa Spectre Limited
4 Elite Tools
5 General Aluminium Fabricators Ltd
6 Heavy Engineering Ltd
7 Kens Metal Industries
8 Marvel Lifestyle Ltd
9 Mecol Limited
10 Modules Engineering Systems Ltd
11 Napro Industries Limited
12 Siya Industries (K) Ltd
13 Specialized Engineering Co. (Ea) Ltd
14 Techno Steel Industries Limited
15 Viking Industries Ltd

16 Welding Alloys Limited
MOTOR VEHICLE AND ACCESSORIES

No. Company Name
1 Auto Ancillaries Ltd
2 Autosprings Manufacturers Ltd
3 Automotive And Industrial Battery Manufacturers
4 Chui Auto Spring Industries Ltd
5 Kenya Coach Industries Ltd
6 King-Bird (K) Ltd
7 Pipe Manufacturers Ltd
8 Sahansons Limited
9 Songyi .Motocycles International Ltd
10 Theevan Enterprise Ltd

Paper And Board
No. Company Name
1 Adak International Limited I

2 Brand Printers Ltd
3 Colour Packaging Limited
4 D.L Patel Press Ltd
5 Elite Offset Ltd
6 Guaca Stationers Ltd
7 Icons Printers Ltd
8- Interlables Africa Ltd
9 International Paper And Board Supplies Ltd
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10 Kenafric Dairies Manufacturers Limited
11 Manipal International Printing Press Ltd
12 Nation Media Group Limited - Printing Plant
13 Printwell Industries Ltd
14 Regal Press Kenya Ltd
15 Stallion Stationary Manufacturers Ltd
16 Taws Limited

PHARMACEUTICAL AND MEDICAL EQUIPMENT

No. Company Name
1 Alpha Medical Manufacturers Ltd
2 Biodeal Laboratories Ltd
3 Biopharma Ltd
4 Gesto Pharmaceuticals Ltd
5 Global Merchants Ltd
6 KAM Industries Ltd
7 Novelty Manufacturing Ltd
8 Osschemie (K) Limited
9 Pharmaceutical Manufacturing Co. (K) Ltd

PLASTIC AND RUBBER

No. Company Name
1 Afro Plastic (K) Ltd
2 Betatrad(K) Ltd
3 Dune Packaging Limited
4 Dynaplas Limited
5 Five Star Industries Ltd
6 Jamlam Industries Ltd
7 Kamba Manufacturing (1986) Ltd
8 Ombi Rubber Rollers Ltd
9 Plastic & Rubber Industries Ltd
10 Polyblend Limited
11 Prosel Ltd
12 Rubber Products Ltd
13 Signode Packaging Systems Ltd
14 Singh Retread Ltd

15 Solvochem East Africa Ltd
16 Spring box Kenya Ltd

17 Super Manufacturers Ltd
18 Thermopak Limited

TEXTILE AND APPARELS

No. Company Name
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1 Future (K) Ltd
2 Kema (EA) Limited
3 Le Stud Limited
4 Ngecha Industries Ltd

5 Penny Galore Ltd
6 Straightline Enterprise
7 Tss Spinning& Weaving Ltd
8 United Aryan (EPZ) Ltd

TIMBER, WOOD, FURNITURE

No. Company name
1 Economic Housing Group Ltd
2 Fire Wood Works Ltd
3 Furniture International Limited
4 Kenya Wood Limited
5 Newline Ltd
6 Panesar's Kenya Ltd

7 Shah Timber Mart Ltd
8 Woodtex Kenya Ltd

/
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Appendix 4: Tables for Correlation Coefficients, Model summary, ANOVA and
Coefficients for Regressions

Table 4.1 Oa: Model Summary for effect of Entrepreneurial Orientation Construct on
Performance

Model Summar b

1 .114a 0.002 5.088
Model R Adiusted R2 Std. Error

a. Predictors: (Constant), Total EO
b. Dependent Variable: Total PERF

T bl 410b ANOVA£ f£ t fE t . 10' t t C t t P fa e or e ec 0 n repreneuna nen a IOn onsruc on er ormance
ANOVAb

Sum of
Model Squares Df Mean Square F Sig.
1 Regression 31.278 1 31.278 1.208 .275a

Residual 2356.011 91 25.890
Total 2387.289 92

a. Predictors: (Constant), Total EO
b. Dependent Variable: Total PERF

Table 4.1 Oc: Coefficients for effect of Entrepreneurial Orientation Construct on
Performance

Coefficients"
Standardized

Unstandardized Coefficients Coefficients
Model B Std. Error Beta T Sig.
1 (Constant) 12.467 3.337 3.735 .000***

Total EO .103 .094 .114 1.099 .275
a. Dependent Variable: Total PERF

/ .,
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Table 4.11a Model Summary for effect of measures of Entrepreneurial Orientation on
Performance

o e ummarv
Model IR 1Adjusted R2 1Std. Error 1F change 1Sig. F change
1 1.423a 10.081 14.830 11.832 -r 0.067*
a. Predictors: (Constant), ideas lower2upper, uses loans, new prod/serv intro, ambitious
mkt shr, decentralized decsn, adopts latest tech, monitors cust needs, uncertain ret. projs,
new prod and tech, new mkts low prices
b. Dependent Variable: Total PERF

M d IS b

T bl 4 lIb ANOVA ~ fE . I dSME fa e or measures 0 ntrepreneuna onentation an per ormance
ANOVAb

Sum of
Model Squares df Mean Square F Sig.
1 Regression 427.500 10 42.750 1.832 .067a*

Residual 1959.789 84 23.331
Total 2387.289 94

a. Predictors: (Constant), ideas lower2upper, uses loans, new prod/serv intro, ambitious
mkt shr, decentralized decsn, adopts latest tech, monitors cust needs, uncertain ret. projs,
new prod and tech, new mkts low prices

lb. Dependent Variable: Total PERF

Table 4.11 c: Coefficients for measures of Entrepreneurial orientation and SME
~ .per ormance

Coefficients"
Unstandardized Standardized
Coefficients Coefficients

Model B Std. Error Beta t Sig.
1 (Constant) 11.901 3.761 3.165 .002***

monitors cust -.753 .758 -.122 -.994 .323
new prod and tech -.208 .620 -.045 -.336 .738
ambitious mkt shr .224 .596 .045 .376 .708
low prices 1.606 .684 .329 2.347 .021 **
uses loans .117 .538 .025 .218 .828
uncertain ret. prois -.420 .498 -.106 -.844 .401
new prod/serv -1.504 .645 -.336 -2.330 .022**
adopts latest tech 2.051 .760 .328 2.698 .008***
decentralized dec -.676 .588 -.139 -1.150 .254
ideaslower2upper .476 .674 .092 .706 .482

a. Dependent Variable: Total PERF
*p<O.IO, **p<0.05, ***p<O.OI
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Table 4.13a Model Summary for Moderating Role of Internal Environment
M d IS bo e ummary

Model IR 1Adjusted R2 1Std. Error 1F change 1Sig. F change
1 I .274a 10.075 14.899 13.735 10.028**
a. Predictors: (Constant), Freedom of express, adopts latest tech
b. Dependent Variable: Total PERF

Table 4.13b Model Summary for Moderating Role of Internal Environment

ANOVAb

Sum of
Model Squares df Mean Square F Sig.
1 Regression 179.266 2 89.633 3.735 .028a**

Residual 2208.023 92 24.000
Total 2387.289 94

a. Predictors: (Constant), Freedom of express, adopts latest tech
b. Dependent Variable: Total PERF
*p<O.1O, **p<0.05, ***p<O.OI

T bl 413 R C ffici ts f Md ti RI fIt IE . ta e c egression oe icien s or o era mg oeo nerna nvironmen
Coefficients"

Unstandardized Standardized
Coefficients - Coefficients

Model B Std. Error Beta t Sig.
1 (Constant) 8.655 2.819 3.070 .003***

adopts latest tech 1.572 .644 .251 2.440 .017**
Freedom of .313 .488 .066 .641 .523
express

a. Dependent Variable: Total PERF
*p<O.1O, **p<0.05, ***p<O.OI

T bl 4 14 M d IS f Md ti RI fIt IE· ta e a o e ummary or o era mg oeo n erna nvironmen
Model IR 1Adjusted R2 Std. Error 1F change 1Sig. F change
1 I .297a 1 .058 4.891 12.929 10.038**
a. Predictors: (Constant), Freedom of express, adopts latest tech
b. Dependent Variable: Total PERF

/,
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T bl 4 14b ANOY A fi M d ti R I fI t IE· ta e or o era mg oeo nerna nvrronmen
ANOYAb

Sum of
Model Squares df Mean Square F Sig.
1 Regression 210.187 3 70.062 2.929 .038a**

Residual 2177.102 91 23.924
Total 2387.289 94

a. Predictors: (Constant), EOIE, adopts latest tech, Freedom of express
b. Dependent Variable: Total PERF
*p<0.10, **p<0.05, ***p<O.OI

Table 4.14c Coefficients for Moderating Role ofInternal Environment

Coefficients"
Unstandardized Standardized
Coefficients Coefficients

Model B Std. Error Beta t Sig.
1 (Constant) -.614 8.626 -.071 .943

adopts latest tech 3.906 - 2.151 .624 1.816 .073*
Freedom of 2.882 2.312 .609 1.247 .216
express
EOIE -.638 .561 - - -.734 -1.137 .259

a. Dependent Variable: Total PERF

T bl 420 M d IS fi M d RIfE IE .a e a o e ummar y or o eratmg oeo xterna nvironment
Model IR Adjusted R2 Std. Error I F change I Sig. F change
1 I .435a .172 4.611 I 10.642 I 0.000***
a. Predictors: (Constant), Technological, adopts latest tech
b. Dependent Variable: Total PERF
*p<O.lO, **p<O.OS, ***p<O.Ol

/ .,
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T bl 4 20b ANOV A f M d RifE IE'a e or o erating oeo xterna nvironment
ANOVAb

Sum of
Model Squares Df Mean Square F Sig.
1 Regression 452.532 2 226.266 10.642 .000a***

Residual 1934.757 91 21.261
Total 2387.289 93

a. Predictors: (Constant), Technological, adopts latest tech
b. Dependent Variable: Total PERF
*p<0.10, **p<0.05, ***p<O.Ol

Table 4.20c Coefficients for Moderating Role of External Environment
Coefficients"

Unstandardized Standardized
Coefficients Coefficients

Model B Std. Error Beta t Sig.
1 (Constant) 2.394 3.086 .776 .440

adopts latest 1.560 .591 .249 2.639 .010**
tech
Technological 1.989 .545 .345 3.649 .000***
munificence

a. Dependent Variable: Total PERF (
.

*p<0.10, **p<0.05, ***p<O.Ol
,

f
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T bl 421 M d IS f Moderati RIfE t IE· ta e a o e ummar y or o era ins oeo xerna znvrronmen
Model R Adjusted R2 Std. Error I F change I Sig. F change
1 .525a .251 4.385 I 11.394 I 0.000***
a. Predictors: (Constant), EOEE, adopts latest tech, Technological
b. Dependent Variable: Total PERF
*p<O.lO, **p<O.OS, ***p<O.Ol

T bl 4 21b ANOV A f M d RIfE 1E . ta e or o eratmg oeo xterna nvironmen
ANOVAb

Sum of
Model Squares df Mean Square F Sig.
1 Regression 657.135 3 219.045 11.394 .000a···

Residual 1730.154 90 19.224
Total 2387.289 93

a. Predictors: (Constant), EOEE, adopts latest tech, Technological
b. Dependent Variable: Total PERF
*p<0.10, **p<0.05, ***p<O.OI

T bl 4 21 C ffici fI M d RIfE t IE· ta e c oe icients or o eratmg oeo x erna nvironmen
Coefficients"

Unstandardized Standardized
Coefficients Coefficients

Model B ~ Std. Error Beta t Sig.
1 (Constant) 30.595 9.129 3.351 .001 ***

adopts latest -5.377 2.199 -.859 -2.445 .016**
tech
Technological -5.956 2.490 -1.032 -2.392 .019**
EOEE 1.952 .598 1.834 3.262 .002***

a. Dependent Variable: Total PERF
*p<0.10, **p<0.05, ***p<O.Ol

/,
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T bl 422 M d IS D M d R I fB . D Sa e a o e ummar y or o eratmj oeo usiness eve opment ervices
Model IR Adjusted R2 Std. Error I F change I Sig. F change
1 1 .426a .164 4.609 110.189 10.000***
a. Predictors: (Constant), group purchasing, adopts latest tech
b. Dependent Variable: Total PERF

Table 4.22b ANOV A for Moderating Role of Business Development Services

ANOVAb

Sum of
Model Squares df Mean Square F Sig.
1 Regression 432.911 2 216.455 10.189 .000a****

Residual 1954.378 92 21.243
Total 2387.289 94

a. Predictors: (Constant), group purchasing, adopts latest tech
b. Dependent Variable: Total PERF
*p<0.10, **p<0.05, ***p<O.Ol

T bl 4 22 C ffici D M d R I fB . D Sa e c oe icients or o eratmg oeo usmess eve opment ervices
Coefficients"

Unstandardized Standardized
Coefficients Coefficients

Model B Std. Error Beta t Sig.
1 (Constant) 7.868 2.453 3.207 .002***-

adopts latest .981 .621 .157 1.578 .118
tech
group 1.394 .396 .350 3.522 .001 ***
purchasing

a. Dependent Variable: Total PERF
*p<O.lO, **p<0.05, ***p<O.Ol
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T bl 423 M d IS f, M di R I fB . D tSa e a o e ummar y or e rating oeo usiness eve opmen ervices
Model R Adjusted R2 I Std. Error I F change I Sig. F change
1 .313a .098 11.208 110.128 I 0.002***
a. Predictors: (Constant), adopts latest tech
b. Dependent Variable: group purchasing

T bl 423bANOVAf, M d" R I fB . D Sa e or e rating oeo usmess eve opment ervices
ANOVAb

Sum of
Model Squares df Mean Square F Sig.
1 Regression 14.776 1 14.776 10.128 .002***a

Residual 135.685 93 1.459

Total 150.462 94
a. Predictors: (Constant), adopts latest tech
b. Dependent Variable: group purchasing

T bl 423 C ffici t f, M di ti R I fB . D tSa e c oe icien s or e ia ing oeo usmess eve opmen ervices

Coefficients"

U nstandardized Standardized
Coefficients Coefficients

Model B Std. Error Beta t Sig.
1 (Constant) 1.103 .633 - 1.743 .085*

adopts latest .492 .155 .313 3.182 .002***
tech

a. Dependent Variable: group purchasing
*p<0.10, **p<0.05, ***p<O.OI
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T bl 424 M d IS f M di . R I fB . D Sa e a o e ummar y or e iating oeo usmess eve opment ervices
Model R Adjusted R2 1Std. Error I F change 1Sig. F change
1 .426a 0.164 14.609 110.189 10.000***
a. Predictors: (Constant), group purchasing, adopts latest tech
b. Dependent Variable: Total PERF

T bl 4 24b ANOVA f M di . R 1 fB . D Sa e or e rating oeo usmess eve opment ervices
ANOVAb

Sum of
Model Squares df Mean Square F Sig.
1 Regression 432.911 2 216.455 10.189 .000a***

Residual 1954.378 92 21.243
Total 2387.289 94

a. Predictors: (Constant), group purchasing, adopts latest tech
b. Dependent Variable: Total PERF

T bl 4 24 C ffici f, M di R I fB . D Sa e c oe icients or e iating oeo usiness eve opment ervices
Coefficients"

Unstandardized Standardized
Coefficients Coefficients

Model B Std. Error Beta t Sig.
1 (Constant) 7.868 2(453 3.207 .002***

~ j

adopts latest .981 I .621 .157 1.578 .118
tech
group 1.394 .396 .350 3.522 .001 ***
purchasing

a. Dependent Variable: Total PERF
*p<O.lO, **p<0.05, ***p<O.Ol

Table 4.25a Model Summary for Joint Effect of all independent variables compared to
effect of EO
Model R Adjusted R2 Std. Error F change Sig. F change
1 .114a 0.013 5.033 1.235 0.269 ,/
2 .458 0.174 4.579 7.452 0.000***
a. Predictors: (Constant), Total EO
b. Predictors: (Constant), Total EO, Total EE, Total IE, Total BDS
c. Dependent Variable: Total PERF
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Table 4.25b ANOVA for Joint Effect of all independent variables and effect of EO on
Performance

ANOVAC

Sum of
Model Squares df Mean Square F Sig.
1 Regression 31.278 1 31.278 1.235 .269a

Residual 2356.011 93 25.333
Total 2387.289 94

2 Regression 500.043 4 125.011 5.962 .000b***

Residual 1887.246 90 20.969
Total 2387.289 94

a. Predictors: (Constant), Total EO
b. Predictors: (Constant), Total EO, Total EE, Total IE, Total BDS
c. Dependent Variable: Total PERF
*p<0.10, **p<0.05, ***p<O.Ol

Table 4.25c Coefficients for Joint Effect of all independent and effect of EO on
Performance

Coefficients"
Unstandardized Standardized
Coefficients --- Coefficients

Model B S~El.Error~ Beta t Sig.
1 (Constant) 12.467 31.301 3.777 .000***

Total EO .103 .093 .114 1.111 .269
2 (Constant) .950 4.423 .215 .830

Total EO -.203 .111 -.226 -1.829 .071 *
Total BDS .356 .097 .457 3.673 .000***
Total EE .092 .066 .152 1.393 .167
Total IE .054 .168 .033 .318 .751

a. Dependent Variable: Total PERF
*p<0.10, **p<0.05, ***p<O.Ol

/,
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Table 4.28a Model Summary for Joint Effect of all independent effect of IE on
Performance

M d 1S ba e ummary
Model R Adjusted R2 Std. Error F change Sig. F change
1 .080a -0.004 5.050 0.596 0.442
2 0.458 0.174 4.579 7.707 0.000***
a. Predictors: (Constant), Total IE
b. Predictors: (Constant), Total IE, Total EE, Total EO, Total BDS
c. Dependent Variable: Total PERF
*p<O.lD, **p<O.OS, ***p<O.Ol

Table 4.28b: ANOVA for Joint Effect of all independent variables and effect of IE on
Performance

ANOVAC

Sum of
Model Squares df Mean Square F Sig.
1 Regression 15.213 1 15.213 .596 .442a

Residual 2372.076 93 25.506
Total 2387.289 94

2 Regression 500.043 4 125.011 5.962 .000b***

Residual 1887.246 90 20.969
Total 2387.289 94 -.

a. Predictors: (Constant), Total IE /'
I

b. Predictors: (Constant), Total IE, Total EE, Total EO, Total BDS
c. Dependent Variable: Total PERF
*p<0.10, **p<0.05, ***p<O.Ol
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Table 4.28c: Coefficients for Joint Effect of all independent variables and effect of IE on
Performance

Coefficients"
Unstandardized Standardized
Coefficients Coefficients

Model B Std. Error Beta t Sig.
1 (Constant) 13.671 3.174 4.307 .000***

Total IE .131 .170 .080 .772 .442

2 (Constant) .950 4.423 .215 .830
Total IE .054 .168 .033 .318 .751
Total EE .092 .066 .152 1.393 .167
Total EO -.203 .111 -.226 -1.829 .071 *
Total BDS .356 .097 .457 3.673 .000***

a. Dependent Variable: Total PERF
*p<0.10, **p<0.05, ***p<O.OI

Table 4.29a: Model Summary for Joint Effect of all independent variables compared to
effect ofEE

o e ummary
Model R Adjusted R2 Std. Error F change Sig. F change
1 .298a 0.079 4.836 8.906 0.003***
2 0.458 0.174 I, ___4;579 7.707 0.005***
a. Predictors: (Constant), Total EE (

b. Predictors: (Constant), Total IE, Total EE, Total EO, Total BDS
c. Dependent Variable: Total PERF
*p<O.10, **p<O.OS, ***p<O.Ol

M d 1S b
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Table 4.29b: ANOV A for Joint Effect of all independent variables and effect of EE on
Performance

ANOVAC

Sum of
Model Squares df Mean Square F Sig.
1 Regression 212.686 1 212.686 9.096 .OO3a---

Residual 2174.602 93 23.383
Total 2387.289 94

2 Regression 500.043 4 125.011 5.962 .000b---

Residual 1887.246 90 20.969
Total 2387.289 94

a. Predictors: (Constant), Total EE
b. Predictors: (Constant), Total EE, Total IE, Total EO, Total BDS
c. Dependent Variable: Total PERF
*p<0.10, **p<0.05, ***p<O.Ol

Table 4.29c: Coefficients for Joint Effect of all independent variables and effect ofEE on
Performance

Coefficients"
Unstandardized Standardized
Coefficients Coefficients,

Model B Std. Error Beta t Sig.
1 (Constant) 5.037 3.698 l.362 .176

Total EE .181 .060 .298 3.016 .003***
2 (Constant) .950 4.423 .215 .830

Total EE .092 .066 .152 l.393 .167
Total EO -.203 .111 -.226 -l.829 .071 *
Total BDS .356 .G97 .457 3.673 .000***
Total IE .054 .168 .033 .318 .751

a. Dependent Variable: Total PERF
*p<0.10, **p<0.05, ***p<O.Ol
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Table 4.32a: Model Summary for Joint Effect of all predictor variables and effect of BDS
on Performance

o e ummary
Model R Adjusted R2 Std. Error F change Sig. F change
1 .409a 0.l59 4.622 18.736 0.000***
2 0.458 0.l74 4.579 7.707 0.198
a. Predictors: (Constant), Total BDS
b. Predictors: (Constant), Total IE, Total EE, Total EO, Total BDS
c. Dependent Variable: Total PERF

*p<O.lO, **p<O.OS, ***p<O.Ol

M d 1S b

Table 4.32b: ANOV A for Joint Effect of all independent variables and effect of BDS on
Performance

ANOVAC

Sum of
Model Squares df Mean Square F Sig.
1 Regression 400.297 1 400.297 18.736 .000a***

Residual 1986.992 93 21.366
Total 2387.289 94

2 Regression 500.043 4 125.011 5.962 .000h***

Residual 1887.246 90 20.969
Total 2387.289 94

a. Predictors: (Constant), Total BDS (
J

/
b. Predictors: (Constant), Total BDS/Total IE, Total EE, Total EO
c. Dependent Variable: Total PERF
*p<O.lO, **p<0.05, ***p<O.OI

/ .
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Table 4.32c: Coefficients for Joint Effect of all independent variables and effect of BDS
on Performance

Coefficients"
Unstandardized Standardized
Coefficients Coefficients

Model B Std. Error Beta t Sig.
1 (Constant) 2.065 3.274 .631 .530

Total BDS .318 .074 .409 4.328 .000***
2 (Constant) .950 4.423 .215 .830

Total BDS .356 .097 .457 3.673 .000***
Total EO -.203 .111 -.226 -1.829 .071 *
Total EE .092 .066 .152 1.393 .167
Total IE .054 .168 .033 .318 .751

a. Dependent Variable: Total PERF
*p<0.10, **p<0.05, ***p<O.Ol
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COLLEGE OF rlUMAN!In'rlES A:N.lD)S.O.CIALSCIEN£ES
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DOCTORAL STUDIES,PROGRAMME:
Telephone: 4184160{1-5 Ext. 204 PiO. Bo)(.3019.7·
Email: commerce@uonbi.ca.ke Nairobi, Kenya,

13th June, 2013

TO WHOM IT lVIAY CONCERN

RE: WASHINGTON OKEYO:D80f601511201l

Tills is to certify that, WASHIN@TONOKEYO:D80/60:t51/2011is aPh.D student in
the School of Business, University of Nairobi. Tile title of his study is: The Role of
Business Development Services and Environment in the Relationship Between
Entrepreneurial Orientation and. Performance of Small and. Medium .
Manufacturing Enterprises ill Nairobi County- Kenya

I

The purpose of this letter therefore, is to. kindly request you to assist and facilitate- in
carrying out the research/study in your organization, A questionnaire is here-with 'attached
for your kind consideration and necessary action.

Data and information obtained through this exercise will be used. for academic purposes
only. Hence, the respondents are requested not to indicate their names anywhere on the
questionnaire.

We look forward t?-yGUl'" cooperatien.·· "
',- --..,.-- ..•..-.~-"_ ..•_- ".'

Tnank you.

/ .,



~--------------.-----

Ta whom. it may concern
Dear Sir/Madam,

. . ~,. \. ,:

UNIVERSIT'fOFN'AIROBt
P.O BOX 3Q19:7 -ouroo

NAIROBI
Phone: +2-5.4·(020) 318262

May 27, 20.1"3

RE: STUDY ON ORGANlZAT10NS REGiSTEIKE.D. WITH KENYA ASSOCIATION OF
MMtlFA'CTURERS

I am a Doctor of.Philosophy (PhD) candidate: at the University of Nairobi's School of Business,
Department of Business Administration. As pan of the requirement for award. of the.degree, Iam
expected to undertake research for my thesis. The area of my research is manufacturing enterprises
and in particular factors that affect their. performance. The topic of study is "The role of business
development services and. environment. in the effect of enrrepreneurial orientatien on
manufacturing enterprises in. Nairobi, Kenya." The. population. consists of all the: member
companies listed in the Kenya Association. of Manufacturers.

The provided questionnaire contains all the questions necessary to collect the-data:Ineed for the
study, This is to request you to kindly answer all the questions in the context of your organization.
I wish to: assure Y.QU that the data collected will purely be used. for this research. and will not be
divulged to any third party or used for any other purpose. Specifically, research rules prohibit
specific mention of .individuals or onganizations, ill th.e.,..,:fina~report hence preserving the
confidentiality of your company and. yourself The;f:mcIin'gs:ir:mrrthe study will be available and
can be shared with the participating organizati:Ons:.tJiaf~~<?uldwish. to receive the feedback

: ~.~,:",;c;'::.~:;:.6~rr::t_l2.~j-l,j~~~.'~"reci,;a~q:!ili:1e'~d: ~\lC~':j'-to a.s51st.·~ dat-;'.colle;tion .. Kindly provide - -
them with answers to all the questions in questionnaire. Kindly provide the information on their
first visit to avoid additional expenses mat come with repeat visits. I will make telephone contact
to follow up and larify any issues that may be unclear. Thank you for agreeing to participate in
me study. / '. .

WashinglOn Okeyo

XXXI
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