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ABSTRACT
This study concerns micro and small enterprises (MSEs), capacity utiliéation decisions and
the factors that influence these decisions. MSEs play a special role in thF Heveloping‘
countries where they form the largest economic sector by number of employees. This sector is»
dogged by many constraints such as capital constraints, market and information leilures,
inappropriate laws caused by inappropriate regulation. Due to these prevalent conétraints, a
gap has been created between the MSEs and large scale sector, It is believed that it is this
“missing middle” that can best drive the engine for rapid industrial an%l eanomif; bl

development which the country so badly needs. It is in i ght of this that this study will attempt

to look closer into the problems faced by MSEs and a possible solution,

Capacity management is an operations strategy which has been considered as a means of
assisting MSEs manage their capacity and do things better, thus improvi;lg their efficiency.
By optimally utilising the existing capacity MSEs stand a chance to improve their efficiency
and actually grow without necessarily investing a huge sum of money. Understanding the
capacity utilisation decisions they make and the factors that impel them to make such

decisions is therefore very crucial.

vi



CHAPTER 1 ‘ ‘ I

INTRODUCTION ‘

P
L.1. Definitions and concepts | ‘ i i
Informal Sector can have different meanings. It can be in terms of degree of Iega‘lity, the extent to which
an enterprise is registered, pays taxes and obeys the regulationé. The informal sector hag the following
main features; ease of entry, small scale of activity, self-employment, with a Thigh proportion of family
workers and apprentices, little capital and equipment, labour-intensive technologiés, low skills, low level

!

of organization with no access to organized markets, to formal credit, to education and trainir{g or services
and amenities, cheap provision of goods and services, or provision of goods and services otherwise

unavailable, low productivity and low incomes.

The National Baseline Survey of 1999, has divided the definition of MSE into three criteria, the first

criterion defines MSE in terms of employment',

L] The first criterion defines micro enterprises as those employing up to 10 workers (including the
working owner) and small enterprises as those employing more than 10 up to 50 workers, If the
size range 1-10 is considered micro in nature, then nationally more than 99% of the MSEs in
Kenya are of the micro group, in fact 97% of these enterprises are in the size range of 1-5 workers.
(CBS, et al. 1999). The study will therefore use the size range of 4-49 as definition for small
enterprises.

. The second criterion is based on enterprises that are essentially non-primary businesses i.e. non-
farm business activities excluding agricultural production, animal husbandry, fishing, hunting,

gathering, and forestry.

'Much interest in MSE is derived from its relevance to employment.
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L The third criterion is non-farm-based business activities that involve some form of processing
|
before marketing. J é
The term medium-sized enterprises used here refers to enterprises which are dis‘tincti%ly intermediate

between the micro enterprises and the large enterprises. In terms of employees, they have 50-100

employees while the large enterprises have over 100 employees. |
|

The term garment refers to all sorts or manner of clothing for men, women and children that is not a

|
|
|

footwear, : ! ‘

The growth of an MSE can be measured in terms of increases in any one%r more of the following

|
|

variables: turnover, incomes, profits, the number of employees, capital invesllinent and an ‘inérease in the
overall worth of the enterprise. Growth in this study will be measured in terms of resources: equipment,
floor space, employees. This is because in most cases entrepreneurs are not ’willing to give information
about their financial status and some even do not say the truth. So such data is normally incomplete or

distorted.

Employment refers to the total number of people working in an enterprise irrespective of whether family

or non-family , receive salary/wages or not.

Capacity management refers to the rate of output that can be achieved from a process. It is concerned with

matching the size of an operational facility to the demand that are placed upon it

Capacity is a wide concept that should not be narrowly defined. Hayes and Wheelwright (1984) has listed
at least eight important aspects of capacity that should be considered.
I Capacity depends on the interaction of various resource constraints,

such as equipment, labour

availability, storage space etc.

N



2 Capacity is mix dependent, so capacity should be expressed in terms of aggregate measures such
e ol
as sales dollar or “equivalent units”. | |l

. Capacity is technologically based, an estimate of capacify implies smné va‘ssumptidn about the
technology used. i ;

4. Capacity is dynamic, in that as a manufacturing facility gains experience in pfoduoiﬁg sbmething,
and discovers and removes successive bottlenecks, its total capacity ‘t!ends £o expand with time,

| |
\ R

even without major new investments, : \ i
A ‘

5. Capacity is location specific

6. Capacity may not be sustainable because normally when stated as so many l;nits could have many
meanings. For example it could mean the average output per month or the ‘maximum achievable
output for the period, or the best performance actually achieved in the past.

S Capacity depends on management policies. €

8. Capacity is storable, for instance maintaining excess equipment (to allow regular maintenance)

or excess labour (to fill in for missing employees) is a form of stored capacity.

The terms business, firm, company and enterprise are used interchangeably to refer to an economic unit

producing goods or providing services. (CBS et al. 1999).

Industrialisation is both the process of building up a country’s capacity to convert raw materials into new
products for consumption or further production, and the system that enables production to take place. The
process of industrialisation implies increasing efficiency in the use of both labour and capital. It requires

the mastery of existing and new technologies (McCormick, 1998).

1.2.  Background to the Research Problem
Many developing countries are characterised by a large MSE sector as compared 10 the other

sectors; Kenya is no exception. Kenya is often noted as the country where the study of MSEs was
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|

|

first born under the rubric of informal sector some 27 years ago (ILO,1972). The 1999 National
MSE Baseline Survey found that there are about 1.3 million MSE%!cou try—W1de, ‘employmg
some 2.3 million people (CBS et al. 1999) and this fig gure is c:xpectedI tc; e'xpamd’as| the sector i is
expanding. This trend reflects structural changes in the labour market,where surplus labour force
is shifting from formal to the informal sector (Kenya, Republic of 2000) This is a clear
indication that the MSE sector provides employment? for substantxally more people than the

formal sector. The formal sector employs some 1.7 million people (provpsional ﬁgu‘re“for 1999),

(Kenya, Republic of, 2000). ks I

The MSE sector in Kenya is characterised by overcrowded production and concentrated markets,
in which the majority of MSEs in a given sub-sector compete to produce and sel] very similar
products within limited spatial spaces (Abuodha, 1990). This results ina low level of sales and

profit margins which indicates negative growth rates (Fisher, 1998).

Levels of sales and profit margins cannot be changed without a clear understanding of how the
MSEs manage their capacity or even the factors that influence their capacity usage or non- -usage.

Perhaps the most prompting question is: “Why do they have an overcrowded production?”
Overcrowded production could mean that supply surpasses demand, which could reflect a
decision by these enterprises to stay ahead of demand by overproduction. It could be that these
MSEs do not try to match demand with their operational facilities (they try not to run short by
carrying excess capacity) and this is clear from the fact that they are able to produce more than

the demand can absorb. This is an indication of capacity strategy- consciously intended or not

Here employment simply means people working and not necessarily for salary or w age
Payment (CBS et al., 1999).
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(passive strategy)’. One of the factors that is clearly operational in Kenya which could have
(

influenced these decisions is the external environment. This decision to stay ahead of demand
| SRR
can be attributed to retrenchment and the general slowdown of the econ<|)n'1y. Due to the current

retrenchment exercise, more and more people are forced into the MSE sector without been ready

for it and they end up being entrepreneurs in businesses because of the “me tt‘;o” syndrome

| |
(choosing businesses in areas where they have seen their friends, peers or relative§ excelling, and

they think they too can make it) and therefore end up producing very Silllllilar products or services.

| | |
This results in many players in a stagnant market, if not shrinking marl;{etin‘g becausc;‘ of the low

! | |
purchasing power of customers due to the poor state of the economy, Because of the low

purchasing power of the customers, the MSEs sometimes find it veryj hard to sell anything and

therefore always find themselves ahead of demand.

The focus of this study is on capacity management practices in MSEs. Th:e‘aim is to establish the
capacity utilisation decisions of MSEs and the factors that influence these decisions. Capacity
management, based on optimal capacity utilisation, serves the interests of an enterprise by
encouraging initiatives that maximize benefits from capacity resources. For example, if an
enterprise focuses its efforts on better management of its capacity, it can increase its available
or existing capacity, through improved quality of its products and lower costs without a high
capital investment. Product costing, based on optimal capacity utilisation, provides realistic yet
competitive costs which in a highly competitive environment like in Kenya, is a competitive
advantage. Therefore, capacity management in MSEs can be justified from an efficiency

perspective. Idle capacity and non-productive capacity creates costs that distort product costs and

"The term passive strategy refers (o a strategy or action that happen by chance rather
than an actively pursued strategy.
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lead to inefficiency of the enterprise. The end result is that an enterprise'i‘np‘u"rs costs which it is

{ \}‘
not able to account for. Proper cost management can create efficiency in‘enterprises. Proper cost

1]
|

management is possible through optimal capacily utiliéation. Eliminatipn of the idle capacity
and non-productive capacity (or finding something useful to do with th<¥m) \r/?ll safle lmloney for
the enterprise and improve its efficiency. Capacity utilisation decision‘s are thus important and
appropriate for managing and costing the enterprise’s capacity. This study ‘will focus only on
managing capacity and not costing the capacity. Much cannot be achieved,wiilhout understanding

the management practices which are reflected in capacity utilisation decisions and also the

factors that influence these decisions. These are the central concerns of this study.

This study recognises the important role medium sized enterprises play iﬁ the development of
the economy of Kenya. MSEs are also very important because they are the seed bed for
industrialisation but only medium sized enterprises can best drivé the engine for rapid
industrialisation. Unfortunately, the medium enterprise sector is underdeveioped in Kenya due
to low graduation of MSEs into medium sized enterprises. It is for this reason that the study
focuses on MSE sector (rather than medium enterprises sector), on practices that can improve
its efficiency and promote their growth. Much has been written about MSEs particularly from
the financial, business development and regulations perspective. Little has been documented on

their capacity management practices that affect their efficiency and therefore growth.

L.3. Statement of the problem
Though several studies about MSE sector in Kenya and other countries exist, little effort has gone
into studying the capacity utilisation decisions of MSEs. Most of the theoretical and empirical

research in the context of business development support or promotion have neither discussed the

6
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issue of managing capacity (which could improve efficiency) nor considered, reasons for capacity

decisions. This neglect exists despite the fact that capacity is a very important component of any
e
business. In a highly competitive environment, concepts such as optimal capacity utilisation must
; | |
be used to fine-tune performance in the relentless pursuit of competitive advantage (Maguire and

v Iy
Heath, 1997). Issues such as the significance of efficient enterprises (in terms of planning and

|

a managing capacity) in industrialisation has not been adequately addressed. An assessment of

|

the factors that influence the capacity utilisation decisions in MSEs is over due, | ,

Due to the ever changing business environment, the capacity strateglly mTy not be spelt out
explicitly but the various decisions taken by the enterprise reflects thé existen;:eJo‘I" such a
strategy. For example, an enterprise may stay ahead of demand in adding capacity or lag behind
it. Whichever the case, it reflects an important aspect of a capacity strategy; ‘when capacity is to
be added or reduced. This researcher is of the opinion that all enterprises, irrespective of their
sizes, practise some form of capacity management even though it may not be explicitly spelt out.
There is therefore need to investigate the practices of capacity management of MSEs that could

hinder their growth. It is also useful to consider the motivation that usually compels enterprises

to initiate such practices.

The study will attempt to fill the gaps identified above by examining capacity utilisation
decisions and factors influencing these decisions in small garment enterprises in the Nairobi City
Council markets. The basic research questions addressed are:

(a) What is the nature of the capacity utilisation decisions that MSEs make?

(b) What factors influence capacity utilisation decisions made by MSEs?



1.4.  Purpose and Objectives of the study : i |

The purpose of this study is to examine the capacity management prébtip‘éé of MiSEs in Nairobi.
The specific objectives arising from the overall purpose are to: ! i‘ |
(a) to investigate and document capacity utilisation; practices of iMSES in Nairobi; and
(b)  to investigate and document factors inﬂueﬁcing the capacit;i* y;ilfsatioﬁi d?cjsions.
| ‘ |
!

1.5.  Importance of the study | |

This study will provide knowledge of the MSE capacity utilisation décisii)ns a}ld the factors that
influence these decisions in the MSE sector. These are very importaht decisiéns which can
promote or discourage MSE growth. Carrying inventory as finished \goods is Véry common
feature among jua kali artisans in Kenya. Excess capacity creates a capacity cushion. So if the
artisan has a 10 percent capacity cushion it can be viewed as a 90 per;:ent capacity utilisation.
Unused capacity generally is expensive (Hayes and Wheelwright, 1984), why ihen would these
MSEs have a capacity cushion? Besides if credit or capital (whicﬂ is a capacity resource) is
scarce, as has been identified in many studies (CBS, et al. 1999),WOUld: it not be {mportant to
utilise it optimally?. These information is very important and should enable policy makers to
formulate constructive and effective policies which are grounded on an understanding of the

economic and non-economic factors promoting and discouraging MSE growth (McCormick,

1993).

The MSE sector is very important to the economy of Kenya as it contributes not only to
employment but also to the country’s GDP substantially. Even if the individual contribution of
many MSEs is small, the sheer size of the sector and its overall contribution cannot be ignored

(Daniels, 1999). With fiscal pressures constraining the growth of public sector employment and



with large enterprises in turmoil, often in response to the process of maﬂl‘ket l]iberali)zaticl)n, many
‘ \ {
observers see MSEs as a source of economic salvation (Mead, 1999). Tl'lou.ghMSEs ar e seen as
a source of economic salvation, they can only provide Sl?()l‘l-terlll solutisns to problems of
unemployment nationally. This is because of their inefficiencies and lack Iof 'Qropér management
of their existing capacity. Medium-sized enterprises, on the other hand, are more efﬁ;:ient and
can provide long-term solutions. Unfortunately the medium sized entqrﬁrises are %m'issing or
underdeveloped. But without more medium-sized firms, Kenya will have difﬁculty ineeting its

long term goals of employment creation, efficient production and technblogical development

(McCormick, 1993). There is therefore an urgent need to look into and understand the ‘practices
of these MSEs that could hinder the growth of these MSE into medium sized enterprises. It
therefore follows that this study is important not only to policy makers ;but z;lso to the economy
as a whole. The findings of this paper shall also serve as reference material for other studies in

the sector.

9



CHAPTER 2

LITERATURE REVIEW | (0

2.1 Introduction

I

The focus of this study is on capacity management in MSEs. Speciﬁcal‘ly,\tl‘l‘é stucfy is examines
| ;1

. . e . § 34 H 1 1a1 l I 1 |
their capacity utilisation decisions and factors influencing these decisions. The llthature review

will consist of literature on capacity management and capacity utilisatﬁon in the formal sector®,

|

Similar literature in the MSE sector is limited. Though this is the case, éomel studié§ h@ive pointed
1 1
|
to problems or issues pointing to capacity in MSEs in Kenya.

In general studies have identified inefficiency as a feature of MSEs. This ine}’ﬁciency also hinders
the growth of this sector. Due to lack of growth of MSEs, a gap has been cfeated between MSEs
and the large enterprises. This gap is commonly referred to as the ‘mislsiing middle’.‘ It is such
medium-sized firms that are better placed in the quest for rapid industrial and economic
development (Fisher, 1998). If firms grow because those directing them value expansion and can
seize opportunities and overcome obstacles to creating a large enterprise (McCormick, 1993),
then there is unquestionable justification for the need to study more about the sector’s practices

that could promote growth.

2.2, Capacity management
Capacity management is concerned with matching the size of an operational facility to the
demands that are placed upon it (Naylor,1996). This means that even if MSEs had the capability

to adapt the latest technology into their operational facility or able to carry out a market research

‘Formal sector refers to the large enterprise sector.

10



to determine the demand size, it is all useless if they are not able to match these two together.

g I o .
Capacity management is a two-way process in which both the scale 0|f thT facility and the size

of demand should be managed or, at least, influenced (Naylor, 1996}. ‘

|
‘ i

A capacity strategy evolves from the main business strategy and reinl"qrcé{s the“ oth§r strategies
and objectives adopted by a company. It has a lot to do with scanning the'environment that the
company is operating in and preparing for the possible scenario that me}yi occur. To prepare for
any possible scenario, decisions have to be made. The pattern of the firm’s ‘decisioﬁs over time
often reflects the existence of such a strategy (Hayes and Wheelwrighti 1984).\‘Therefore the
capacity strategy can be defined by knowing how or what to use as a sign for need for a change
in capacity and the sizing of such changes. Answering these related questions that is - what will
serve to signal the need for a change in capacity, the sizing of such changes!, and the relationship
of these aggregate capacity decisions to specific facilities decisions - help define the capacity

strategy and affect its overall effectiveness (Hayes and Wheelwright, 1984).

The notion of a capacity cushion is a useful way to approach the development of a long-term
capacity strategy (Hayes and Wheelwright, 1984). Demand is continuously changing. There is
therefore need for such a cushion. There are three options or strategies that a company can
follow:

(@) Try Not to Run Short

This policy implies that a company should build and maintain extra capacity (analogous to a
safety stock in inventory management) so that the likelihood of running short is less than the
likelihood of having excess capacity (Hayes and Wheelwright, 1984). When demand is not met

due to shortages, a gap is created and other competitors will come in to fill this gap. One of the



1 | |
‘ !

LaiNE S
ways of meeting demand is by carrying inventories either in the form of finished gopds or parts
and components that can be assembled quickly into finished goods. Such| :a polit‘;y Tequires the
creation of a “capacity cushion” - an amount of capacity in excess of ex‘pected den}émd (Hayes
and Wheelwright, 1984). Carrying inventory as finished goods is very‘ ébz#iﬁmdn among jua kali

; | 1‘\
artisans. So if an artisan has a 10 percent capacity cushion, it can be viewed as a 90 percent

capacity utilisation. If unused capacity is expensive (Hayés and Wheelwright, 1584), why then
would MSEs consider such a capacity cushion? | ‘ l
Some of the reasons why a company would adapt such a bélicy are: | |

® in case of unexpected demand, from a sudden large order placed‘ by an existing customer

. | |
or new customer, the company would be able to delivery fast without the expense of

overtime and the disruptions resulting from the need to reschedule production or upset

|

|

deliveries to other customers. ‘
o a company will be in a position to take advantage of attracting new customers due to their
competitors’ inability to meet demand because of capacity constraints.
® a company can gain more market share from its competitors who are more interested in

short-term profitability and return on investment.

The main disadvantage of the policy is that it is very risky This is because it requires precise

knowledge of what products and what quantities will be demanded. If the forecasts are wrong

there is risk of not having enough products or a possible large inventory of obsolete products.

MSEs have exhibited this strategy in their operations, as can be seen in the Kamukunji jua kali.
They 100 can use this option to their advantage, especially at the present time of power rationing
in Nairobi and Kenya. Because of their flexibility, they are able to shift their operating hours so

l‘)
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e BT
that they can attract new customers due to the competitors inability to meet demand arising from

power rationing. i

G
T SRR UL O
L |

|
|
(b)  Build to the forecast : {7

| |
This policy implies that over time the company will attempt to match, as nearly as possible, its
]

production capacity to the anticipated demand (Hayes and Wheel\‘)vright‘, 1984) so that the

likelihood of an excess capacity is about the same as the likelihoold of | running short.

Entrepreneurs in establishing and managing their firms, attempt to ma?ch their resources to

perceived profit opportunities (Kirzner, 1979).This option may not be E;sy for MSés because

maintaining such a desired level is extremely difficult given that demand is continualiy changing.

(¢)  Maximize capacity utilization (conservative approach)

This policy implies that a company will build a negative cushion into the capacity plan, so that

the likelihood of running short is greater than the likelihood of having ekcess capacity (Hayes and

Wheelwright, 1984). A negative cushion translates to over 100 percent capaéits' ﬁtilisation

which means less investment tied down for a non-value adding activity. This option ensures that
a company utilizes its capacity to the maximum and therefore provides a higher rate of return on
investment than would be possible with less utilization. This conservative approach simply
substitutes one type of risk (having underutilised facilities) for another (losing potential sales).
This approach may seem to be a better option for MSEs (considering that they have a low capital
base) because it can improve their efficiency on the one hand but it may not be the best option
the other hand because maximum capacity utilisation may be done at the expense of quality. The
differing types of organisation evident in Nairobi’s garment industry may well be the result of

profit-making strategies tailored to fit the resources available to different groups of entrepreneurs

(McCormick at el, 1997).

13



2.2.1 Optimal capacity &3 !
“How much capacity is enough?” This is a question that enterprises gr‘appile with. What is the
optimal level of capacity? How would future demand fluctuations be met? Probably there is no
ideal or optimal capacity for all enterprises because it all depends on the circumstances given the
series of trade-offs between speed of response, efficiency, flexibility and the 1‘1sk averse
(McCormick, 1993). A key finding of McCormick (1993) is that MSEs preferred to be small and
flexible’. This could mean that remaining small is a strategy to be flexible rather than exposing
the enterprise to a high risk. This could be a reflection of their capae’iiy utilisation decision,
preferring to trade-off risk (which at times could mean foregoiné gr<|)wlh or ;e;(pansion
Opportunities) over flexibility as compared to their larger counterparts whose trade-off is usually
between the speed of response and the investment required. Flexibility here simply means the
basic capability or readiness of the firm to change, most especially in the face of new conditions
(Ferrand, 1998). Considering their survival nature, it is no wonder tlrert MSEs would prefer
flexibility over risky ventures (which may be profitable). Some of the circumstances that can
affect a firm's choice of optimal capacity depends on whether the risk associated is long-term or
short-term. For instance, in a growing market there is usually relatively little long-term risk
associated with having more production capacity than is absolutely necessary to meet expected
demand, because almost certainly the company will need that extra capacity within a year or so

(Hayes and Wheelwright, 1984). In the short-term, risk associated is substantial because it would

not reflect well on the Return on Investment (ROI).

2.2.2. Importance of capacity management to MSEs

(‘aPﬂCily. simply defined, is the rate of output that can be achieved from a process (Naylor,

1996). For instance, a jua kali smith man needs to know how many sufurias he is capable of

14



producing in a day. Knowing the rate of output can help in estimating or rplannix‘lg how long it
will take to deliver an order and to plan for the materials required for a period of ti{ﬁ;ﬁe. Capacity
I

management and planning (CMP) enables MSEs to set its response rate to the market. Other

I \
benefits related to CMP are better understanding of the business cost Ttructure,\workforce

R ]

composition, technological levels, management and staff requiren?ents ;ahd ‘inventory
requirements. If his business capacity is inadequate he may lose customers through slow service
or to other competitors or even allow more competitors to enter into his épecii"nc niche. If the
capacity is excessive, then he may have to reduce his prices to increase demand, underutilise or

. i, iy
lay off the workforce/casual workers, carry excess inventory or seek additional less profitable

products to stay in business.

Many MSEs would like to enter into contracts to supply larger businesses but often their capacity
to do so falls short in one or more dimensions (Mead, 1998). This can'be blamed on their poor

CMP. In contract planning, MSEs need to improve their efficiency in planning and fnanaging

capacity to perform as reliable partners.

2.3. Capacity Planning in large enterprises

Capacity is a wide term that should not be narrowly defined when embarking on capacity
planning. For instance, when dealing with capacity issues, there are usually two implicit but
critical assumptions made, i.e. a capacity strategy deals with expansion and that expansion is
a response to increased demand. Although such assumptions provide a useful starting point for
capacity analysis, they are too narrow (0 deal adequately with management responsibilities
(Hayes and Wheelwright, 1984), which should be more proactive than reactive in a competitive

business environment. Though firms tend to consider expansion options only (because they
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tend to wait too long before deciding to act), there are other options o;Len‘ to them such as joint
‘ |

venture arrangements, long-term purchase contracts or even increasing raw material inventories

(Hayes and Wheelwright, 1984). MSEs, on the other hand, do not consider e)épansion option

as obvious. Due to risk, they prefer not to "put all their eggs in the same basket". Therefore,

instead of expanding enterprises they divert resources to other busine§sés, personal needs or

invest in land or stock.

24 Capacity Utilisation

Capacity management, particularly capacity measurement, has recently attracted considerable
renewed interest (Maguire and Heath, 1997). This is probably due to its ‘;imp(lmance‘ in the pursuit
of strategies such as continuous improvement (a management philosophy which the Japanese call
kaizen) and cost management. To meet customer demands for greater variety, a company must
constantly seek improvements that will increase flexibility without increasing cost. Many
Companies are currently turning to cost management and quality in their pursuit of a competitive
edge. In the medical industry for instance, many hospitals today are éiling due to increased
financial pressure. A more recent study conducted by Erst and Young revealed that hospitals
Wwith 16% to 20% pretax margins today will be down to break-even in 5 years. Mecon® sees the
Successful management of hospital costs as a synthesis of three factors: capacity management,

demand management and quality (Hoffman, 1999).

A capacity model is reviewed in the next section to provide an understanding of the dimensions

SMecon, Inc. of San Ramon, CA is a leading provider of cost management solutions
10 hospitals.
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of capacity utilisation. The capacity model reviewed is based on F}antt’i 6(12’361-1919)
et I

description of current cost methods for capacity management. ki |

2.4.1 Capacity model :
A capacity model is used in the analysis of capacity utiligation. The ansoﬁium"for Advanced
Manufacturing-International (CAM-I) has developed a capacity model ilWhiﬂh enab’lesi an analysis
of both idle and non-productive capacity. The approach to éhpacity management that t_ﬁe CAM-1
capacity model uses is similar in manner to Gantt’s approach to curre;lt cost methods for

|
capacity management as he describes in this statement,

“The view of costs so largely held, namely, that the product of 4 factor, however small,
must bear the total expense, however large, is responsible for much of the confusion

about costs and hence leads to unsound business policies”. (Stratton, 1996).

In general, the application of these principles associates expenses incurted in a period of time to
the product produced during the same period of time (Stratton, 1996) meaning that the cost of
a product will be higher in periods when production output is lower (even though nothing about
the actual product has changed) and it will be lower in periods when production output is near
capacity, the effect described by Gantt in his statement. The correct application of the matching

principle would be to match the expense of the period to the activities performed in the period

*H.L.Gantt (1861-1919), a well-known industrial engineer made the following statement,

‘lack of reliable cost methods has, in the past, been responsible for much of the uncertainty so
prevalent in our industrial pohcncs. but with a definite and reliable cost method, which enables
us to differentiate between what is lost in manufacturing and what is lost in business. it will
usually become easy to define clearly the proper business policy’ (Maguire and Heath, 1997).
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because the activities required to make the product used the resources and the products used

activities. The products in Gantt’s statement did not consume the qr;bsts. Therefore, CAM-I

i |
capacity model is based on the ability of the activity to prodt{nce its cap¢c‘i‘tyiand the exbenses be

VT PR N K TR i
matched to the activity's capacity. One key attribute of any activity is its capacity to produce the
| :

[

output intended (Stratton, 1996). b

|
|

The capacity model has three principal categories of capacity utilisatior‘l: i W
(a) Productive capacity, which is capacity SHUOR AT DIBRLIy Bood proditd and product
improvement efforts.

(b) Non-productive capacity, which refers to capacity utilisation where the utilisation does not

produce good products or does not fall under the definition of idle. These activities include set-

I

ups, maintenance, waste and standby.

(c) Idle capacity is the capacity which is either doing nothing, not in demand (not marketable)
or off limits due to legal, contractual or management concerns. For instance, capacity is idle in
MSEs whenever they are not able to utilise this capacity due to closure that may be due to that

may be due to harassment by city council “askaris’.

The model has been successfully applied to larger enterprises. In fact as the CAM-I was
developing the model they used these companies in their workgroup. Most of these companies
started off with excess capacity but after the application of the model, they began to experience
Capacity shortage. Turning the primary question of "what to do with idle capacity and how to
account for it’ to "how to find more capacity without having to invest huge amounts of capital’,
the members of the workgroup found that by focusing on non-productive uses of capacity, their

Companies could save enormous sums of money (Stratton, 1996). This is a turning point that
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MSEs need to experience also in order to perform better or better still, manage their capacity and

do things better. b

The capacity model described above may not be easily applied to the MSE sector because it
requires a thorough understanding of the operation of the business, it§ ‘processés and the
underlying causes for capacity utilisation (or non-utilisation). Little ef! fort Has ‘gone‘;into studying
capacity management in MSEs and therefore the factors that influence their éapacify utilisation
are not yet clear. It is for this reason that this study has made an attempt to analyse capacity

| » rd :
utilisation decisions of MSEs and to examine factors influencing these decisions. The findings

of this study therefore provide a basis to make decisions or the application of the model.
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CHAPTER 3 w i
RESEARCH METHODOLOGY A  '
The study used the survey methodology for its investigations. 'I‘he‘procedurqs followed in

sample selection, data collection and analysis are described in this Cha,Pter'

3.1. Scope of the Study ; m ‘f }‘ |

The study covered small garment enterprises in Nairobi’s ci1ty council 1nai'k§:ts (the four largest

clusters in the garment sector in Nairobi). The study could have covéred otheg small garment
i)

enterprises scattered all over Nairobi but due to time, cost and logistical constraints this could

not have been possible. The study also focussed on two capacity reéources only that is
}

equipment/machines used by the enterprise and the employees emplogled by the énterprises.

Because capacity is technology based, the technology will' be reflected by the

machines/equipments used by the enterprise.

The study analysed only the garment manufacturing subsector. The ga#ment sector was chosen
because of many problems facing this sector. A prime case in point here is competition which
is making it increasingly difficult for the MSEs to maintain market share in their own backyard,
lo say nothing of making forays into international markets (Mead, 1999). If MSEs can improve
their efficiency, they could be able to reduce their costs which could reduce their prices and thus

give them a better chance to compete with their competitors at least locally.

3.2 Population and Sampling Frame
The population of the study is all the micro and small garment enterprises operating in Nairobi.
Producers range from lone tailors using foot-powered machines to make a few garments a week.,

to large factories manufacturing for the export market (McCormick et al., 1997). This study
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focused on micro and small enterprises (1 to 50 employees), unlike a sirp}nla{p study7 gliqne earlier
which targeted 4 to 49 employees. Preliminary pre-testing done by the researcher revealed that

most enterprises had either reduced the number of employees or were not employing them

| |
permanently due to the current power rationing®. Therefore adapting a range of 4 to 49 employees

sampling frame would not be appropriate for the study. The enterprises tar"geted were those that

I
1
had been operating for more than 2 years. |

i '
There is an estimate of 4,000 MSEs in Nairobi city operating in garment hlanufacturing (On-
going IDS-CDR African Business Systems Project). Of these, more than 70% are either one-

il
person and 2-3 persons enterprises (McCormick et al., 1997). It was tfl}erefore expected that a

|
I ( [

[ i
large percentage of the enterprises interviewed would either be one-person or 2-3 persons

enterprises.

Nairobi was chosen because it is an urban centre and according to McCormick and Abuodha
(2000), the urban enterprises are not only more profitable than their rural counterparts but also

begin with more capital at least four times more.

J.3. Sampling and Sample Size

An interesting characteristic of Kenyan MSE:s is that they are normally unevenly distributed
sectoral and spatially (McCormick, 1998 ). There are certain areas that have many of these types

of enterprises crowded together (Wakah, 1999). This geographical distribution is attributed to

'See McCormick et al.1997.

*Power rationing started in 1998 due to drought and eased up by the end of 2000.



the inability of the MSE sector to gain access (0 strategic areas such as the ind{us\trial area

|
(Abuodha, 1989).

L ol
Al
Most of the garment enterprises are found in market centres (these include shopping centres and

0

markets) or in the backyard of residential homes (McCormick et al., 1997). The location depends
I

| |
on the enterprise’s organization of production, for instance, mass producgrs require large spaces

for production, storage and packaging as well as a constaﬂl power éupp]y (McCormick et al.
1997). These are normally the largest enterprises found in the Nairobi industrial area and the
older industrial quarters in town. The smaller enterprises (customeri | tailérs) are found
everywhere: city centre, retails shops, suburban markets, shopping centres gnd residential estates.
Large clusters are found in market centres notably in Kariobangi market, Gil;(omba mérl;et, Uhuru
market and Kenyatta market. It is for this reason that the cluster method of sampling will be used.
Samples were be taken from these city council markets which form the larger clusters. The
sample size was arrived at by computing 12% of the total number of enterprises in the chosen
clusters. A total of 98 enterprises were selected for interviewing. The sample size of 98 is 12%
of the total number of enterprises in the chosen clusters but only 2.4% of the total number of

garment firms®. A simple random sampling was used to select the enterprise to be interviewed.

*Similar studies in MSEs have used small samples,less than 10% of the total population
(McCormick et al.,1997; Wakah, 1999).
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Table 3.1: Selection of study Enterprises

Uhuru market 200 24
Quarry market 200 24
Kenyatta market 100 12
Kariobangi market | 1 50 18
Ngara market 160 20
Total 810 98

3.4. Data collection

Both primary and secondary data were used in the study. The main instrument for data collection

was a structured questionnaire, which was administered to respondents for primary data. The

main methods of data collection were interviews and direct observation.

3.4.1. Primary data

Primary data were gathered from the enterprises using a questionnaire (see annex 1). The

questionnaire consisted of both open-ended and closed questions which were administered to

managers or owner-managers of the enterprises.

3.4.2. Secondary data

Secondary data were taken from surveys and studies made on the sector, for example, the 1999

National Baseline survey and management literature and books. This source of data was used to

complement the study since the baseline survey did not provide information adequate for

analysis. Thus the need to conduct a field survey of the enterprises in the sector.

3.5. Data Analysis

The completed questionnaires were edited to ensure completeness and consistency. This was
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facilitated by a codebook that was developed before the data was entered into the computer using
the SPSS package. Descriptive statistics such as frequencies, mean, mode and percentages were
used to systematically and meaningfully display data for purposes of reporting the
characteristics of the enterprises and at the same time provide adequate statistical support to the
findings. Further analysis for example principal component analysis and factor analysis, were
carried out to determine the factors underlying the observed characteristics and the capacity
management practices. Simple cross tabulation was used to analyse the relationships among the

variables.

The findings of the qualitative analysis based on opinions of respondents and data collected from
the observation guide, were incorporated while interpreting the results of the quantitative survey

wherever needed.



CHAPTER 4
FINDINGS i
4.1 Introduction
This chapter presents and discusses the findings of the survey. T ilé fust secfion is on the
N i
description of the small garment enterprises with specific reference td busines‘s‘! profile and

biographical data of the enterprises. The next section will discuss the utilisation of capacity
I ‘

resources and the long-term capacity strategies in small garment enterp;riseé that were surveyed.
\ el

4.2 Business Profile

In this section, the business profile of the garment enterprises is analysed. The following aspects

are discussed: type of garment enterprise, type of garment products, enterprise capacity (in terms
( :

of production), determination of capacity, number of years in business and markets served by the

enterprises.

4.2.1 Type of garment firms and products

The survey garment enterprises can be categorized into 3 organizational models:

(a)  Customer tailors, who produce to order and mostly high-fashioned garments were the
majority (63.9%).

(b) Contract workshops (who are similar to customer tailor but produce in quantity) were the
least (4.1%).

(¢)  Mini-manufacturers, who use a scaled-down version of mass production technology to
produce garments were 32%. They usually serve the lower class in the market but also

engage in making a few high fashion garments (see table 4.1 for more details).



Table 4.1 : Distribution of type of enterprises and products

Type of ’ i ! I B n=208 0150
garment firm !

customer tailor 12 100 16 88.89 |4 867 L1z | 5247 |18 90
contract 0 0.0 1 556 |0 0.0 Pee i 495 13 10
workshop " |
mini 0 0.0 1 5.56 20 kel i) 43.48 0 ! 0.0
II]aIlllﬁ"lC(lerI' [

|
Products |
produced
standard 1 8.33 3 16.67 | 15 62.5 14 60.87 |3 15
garments b 1
High fashioned 10 8333 |15 83.33.19 37.5 9 13913 1‘7‘ 85
garments

notes: one respondent did not provide product information |
Difference between market (location) were very significant for type of garment f‘ irm (chi- square =53. 38
significance=0.00) and for products (chi-square=30.28, significance= 0.00019).

The location of the enterprises depends on the organization of production. It is no wonder that
the location (market) of the enterprises was very significant (at 0.00) for the type of garment firm.
Uhuru and Quarry markets were dominated by mini manufacturers type of firms; they had larger
stall spaces than the other markets though lighting was very poor, especially in Uhuru market.
This affected their performance not only because of the added cost of buying fuel for lighting but
also the effect of poor lighting on the employees’ vision, which in turn affected their morale in
the long run. Majority (63%) of the enterprises were customer tailor type of firms and were small
in size in terms of the space they occupy. All the enterprises interviewed in Kenyatta market were
customer tailor type. Contract workshops formed only 4.1% of the sample ( very close to the
findings of McCormick et al., 1993). The type of garments produced were either standard
garments or high fashioned garments. Because the majority of the enterprises (60%) were
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customer tailor, the percentage of high fashioned garment producers was also the highest.
Standard garments producers were 36%. Refer to table 4.1 abové for summary of this
‘ ‘

information: type of garment firms, product and location. |
!

|

4.2.2 Capacity and determination of capacity {! |
As was expected, the rate of output was high in those markets that had more mixli-l;ianufacturers.
The enterprises reported total output ranging between 56 to 72,000 units of garments (finished)
annually, with an overall mean of 4,020.58 units of garments annua;ly . [The total number of
I Wi
garment units produced annuaaly was 389,996, with a modal rate o‘fL output of 2,880 units of
garment. The enterprises were producing a total of 389,996 units of garments annually, with
majority (9.3%) of the enterprises producing 2,880 units of garments. Keﬁyatta market, which

had mainly customer tailors enterprises had a lower output rate. The difference in output rate

between the markets is very significant at 0.0025 (see table 4.2).
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Table 4.2: Distribution of capacity (in terms of production) annually by markets

n=12 | % |n=18 |% [n=24 |% |n=23 |[% n=20 | %
50-500 7 583 |4 SRR 8300/ & B3 i |0 20
501-1500 4 333 |6 333 |4 167 |3 T o 8 R .
1501-3000 ‘ . 5 278 |6 LR o L 10
3001-5000 1 s .11 56 |4 Vg bl @ }
5001-10000 : - 1 L B 20:55 6 i ) :
10001-20000 s . 1 56 |- - 2 7 4 5
>=20001 : . - - 3 e g B e Gl é

notes: The chi square statistic for difference in rate of output between the markets is 48.1, with a
significance of 0.0025

Though the difference in output between the markets is very significant , it is not the same case
within the type of garment firm. Within the different types of garment firm, the difference is very
significant for the customer type of garment firm at 0.001 and less significant for contract
workshop firm at 0.287. There is no significant difference for the mini-manufacture firms, as
shown in table 4.3 below.

Table 4.3: Chi-square tests for difference in rate of output between markets by type of

garment firm

Customer tailor 53.04 24 0.001
Contract workshop 5.00 4 0.287
Mini-manufacturer 10.924 12 0.535

*Number of degrees of freedom



Markets such as Kenyatta market have' lower rate of output because they produce more of high
fashioned garments (83.3%), which normally take longer to produce than standard garments (see
table 4.2). However, it should be noted that these rates are not sustainable firstly because
capacity, as stated, is either, an average output (30.9% of the enterprises chose this as what they
use to determine capacity) , or maximum achievable output (6.2%) or ‘ihe best performance
actually achieved in the past (59.8%). Secondly, capacity may not be sustainable also because
capacity is dynamic. This is due to the learning effect. Learning effect is the accumulation of

experience, knowledge, markets and networks that improves the output of a firm. As an

enterprise gains experience in producing something, its rate of output increases with time.
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Table 4.4:

garment firm by number of years in business.

1-10 50-500 13 2 4 !
501-1500 20 - 2 22
1501-3000 6 1 7 14
3001-5000 2 - 2 4
5001-10000 R - 5 9
10001-20000 2 - 7 4
Total 47 3 21 71(73.2%)

11-20 50-500 3 - - 3
501-1500 4 - 2 6
1501-3000 3 - 1 4
3001-5000 3 - 3 6
5001-10000 - - 2 2
10001-20000 1 1 - 2
Total 14 1 8 23(21.6%)

21-30 501-1500 - - 1 1
1501-3000 - - 1 1
10001-20000 1 - - 1

21-30 501-1500 - - 1 1
1501-3000 - - 1 1
10001-20000 1 - - 1
Total 1 0 2 3

Notes: capacity was significantly different between the years the business were

started for the 1-10 year range (chi-square = 0.049, significance = 21.11). Chi-square

values for 11-20 and 21-30 ranges are 17.49 and 3.000 respectively with significance of

0.064 and 0.223.

Table 4.4 shows a cross tabulation of number of garments produced annually by the type of

The distribution of number of garment produced annually by type of
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garment firm and number of years in business. Capacity was significantly different between

the years the business were started for the 1-10 yrs period only. But iﬁieresting enough there

[R5 ! | Jicki L]
was only a sight difference between the periods 1-10 yrs and 11-20 yrs but a very ‘la‘rge

difference between these two periods and the 21-30 range (see table 4.4). This could be

|
|

attributed to the effects of liberalisation. The first phase of liberalisation was around
seventeen years ago (1984). The impact of liberalisation started to be felt in Kenya ten years
ago (1990) and the economy deteriorated, the proportion of enterprise]s established before
liberalisation has remained small. Because of the hard times many enterprises did‘f‘not
survive. The sample results reveal that only 26.8% of the enterprises that \;Iere siaﬂed before
the impact liberalisation managed to survive liberalisatiqn despite chéllenges both in the
strategic decisions and capacity utilisation. Table 4.4 clearly shows that businesses that were
started between 21-30 years ago had a higher capacity than the ones that were started much
later. The other 73.2% of the enterprises were started after liberalisation. There was no

significant difference in years in business between the markets at the 5% significance.

4.2.3 Markets served by the enterprises

In most countries, the issue listed in first place as the principal problem facing enterprises was
that of markets. Many MSEs find that they are selling a limited range of products in restricted
and saturated markets; if they seek to increase their production, they find it difficult to sell the
extra output (Mead, 1999). About 28% of the sample served the local area (see table 4.5). The
highest percentage 35.1% served the regional area. Enterprises that have done better have
found a way of addressing the problem of extra out put: by selling in niche markets, by being
established in favourable locations, by finding more favourable marketing arrangements

(Mead, 1999). Only 4.1% of the enterprises interviewed served Ugandan and Tanzanian
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markets and these enterprises were found in Uhuru market (3 were mini manufacturers and 1
customer tailor). The three mini manufacturers had formal education (two with upper
secondary education and one university/college level of education). It is worth noting that the
entrepreneur who had university/college level of education had no formal training in |
dressmaking like the rest and yet his rate of output was the highest (72,000 annually) in the
sample. This finding is contrary to other studies (Mead, 1999) which have indicated that both
education and training is necessary for the success of an enterprise. The success of the

enterprise could be attributed to good management skills which is very crucial for the growth

of any enterprise but is a problem facing the MSE sector. Marris and Somerset, 1971, pointed

at managerial problems as a constraint in MSEs.

Table 4.5: Distribution of enterprises and the markets they serve

Kenyatta 3 & 2 - .
market

Kariobangi | 4 5 9 - 2
market

Uhuru 6 7 T 4 :
market

Quarry 4 8 11 & %
market

Ngara 10 7 2 ) 1
market

Total 27(27.8%) | 34(35.1%) | 31(32%) | 4(4.1%) 1(1%)
There was no significance in markets the enterprises served between the
markets at 5% level of significance.

* Refers to the area and neighbourhood around the enterprise
** Refers to Nairobi area

4.3  Biographical data

More education gives entreprencurs additional skills and opens up higher level professional
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networks that can be tapped when the need arises (McCormick et al.; 1993). About 94% of
respondents had at least some form of formal education, with the majority (40.2%) having
attained upper secondary education. Only 4.1% had higher education (see table 4.6). Contrary
to earlier study by McCormick et.al; (1997) mini-manufacturers were the most educated with.
more than half (55%) having attained upper secondary education and higher. This change
could be because earlier mini-manufacturers were mostly women and in Kenya as in many
developing countries women have fewer educational opportunities than men (King and Hill.
1993). This trend is fast changing.

Table 4.6: Distribution of level of education by enterprise type

no formal]|4 6.5 - - 1 32 5 5;2

education

Lower primary 3 8.1 - - 1 3.2 6 6.2
Upper primary 1255 {2 1S 7 22.6 2571258
Lower secondary | 11 1 7xE2 .1 30 5 16.1 1811856
Upper secondary | 24 38.7 | - - 15: 44185 39 | 402
University/college | 2 32 - - 2 2 4 4.1
Column total 82 7103914 ]4.1 <3 Pl 8 97 | 100
There is no difference in level of education between the various types of firms at
5% significance level.

Customer tailors have a particular need for training and that is why majority (90.3%) of them
had attained some form of training. Though other studies have indicated that education and
training can help enterprises take advantage of market opportunities for example in relation to

business linkages, where MSEs sell to larger buyers (Mead, 1999) this was not the case as



indicated by our earlier findings where the successful entrepreneur had only education but no

training (see section 4.2.3). Though training may not be necessary for an entrepreneur to have

it is ver important for the employees. Training is very important particularly for the
employees in the utilisation of the capacity resources. Untrained employees may not be
qualified to produce quality garments and therefore may take longer than necessary to
produce the garments. This takes up both more machine hours and employee hours which
may be termed as waste because they are non productive. Majority (81.9%) of the
entrepreneurs who had employees (85.5% of them had employees) had employed skilled
employees. A very small percentage (4.8%) had employed unskilled employees while the rest

were either trainees or casuals.

All of the contract workshop entreprencurs had attained some training. Only 14% of the
entrepreneurs had no training (42.86% were customer tailor and as was expected the majority
57.14% were mini manufacturers).

Table 4.7: Distribution of enterprise type by training

Yes s6 |903 [4 [100 |23 |742% |83 |856

No 6 9.68 | - - 8 25.8% 14 14.4

There is no significant difference in training between the various firm type at 5%

significance.

44  Business Growth
Business growth was determined by calculating the profits of the enterprises over a period 0

two years and also getting response from the entrepreneur themselves on their opinion on
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whether or not they had experienced growth. About 87% entrepreneurs stated that they had
experienced growth. The areas that they had experienced this growth are as follows.

Table 4.8: Areas of business growth

sales volume 18 186 | 47 | 48.5 | 50 910 120 20.6

Production lines 22 227 121 1210 118 186 | 3 sl

Profits 13 138 150 1 515 19 1 50,5 |20 11200

Employment 8 B 208 107 § 21 |32 19- 1 10i6

Increase in stock 19 19.6 | 42 | 43.3 | 45 46.4 | 20 20.6

New businesses 3 3.1 4 4.1 6 6.2 2 231

Majority (51.1%) of the enterprises had experienced growth in profits one year ago and in
sales volume two years ago. It was noted that a low percentage of enterprises started new

businesses. Times are hard for most business especially with globalisation and also limited

access to credit facilities are a major contributor to this low growth in the area of starting new

businesses. A high percentage of enterprises experienced growth in all areas except in
production lines 2 years ago. This shows a decline in the growth of enterprises. According to
the entrepreneurs, the past year and current year were the worst year for their business. The

growth experienced by the enterprises were mainly due to new markets (table 4.9).
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Table 4.9: Factors contributing to grthh

New markets

New products 6 6.6 1.2 ‘

New technology 3 3.3 3.6 |

Experience of 1 1.1 152

owner % |
High quality of 1 1.1 bis ‘

product 1‘ ‘ )
High demand for 2 22 g4l ;“‘
the products |
Total 90 98.9 ;! 108.4

As was expected, credit and or loan was not a contributor to the growt:h beci:ause MSE
enterprises do not have easy access to credit/loan (CBSet.al; 1999). New markets was the
highest contributor (84.6%)to growth; because of competition, entrepreneurs have to venture
into new markets to survive. It was followed by new products and new technology. Only 2
entrepreneur contributed high demand of products to the growth of their enterprises. These
results are similar to an earlier study (McCormick, et.al.: 1997) where néarly all (98.6%) of
the entrepreneurs listed low demand as either extremely important or very important reason

why small businesses fail to grow.

Assessing the overall demand for the products over the last 2 years revealed that majority
60.8% had experienced decrease in the demand of their products. About 23% had experienced
no change at all while 15.5% had experienced an increase in the demand of their products.
Low demand for new clothes is due to the current economic situation whereby the

customer’s purchasing power is reducing. This has a very serious implication on the
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enterprises because it affects their growth.‘ McCormick, et.al. (1997) study revealed that most

. . | i A | 1
entrepreneurs see low demand as a serious barrier to firm growth. | X

44 Capacity utilisation P oy

Capacity management is concerned with decisions about the optimal ‘use of ‘existilig facilities
as well as decisions about expansion, contraction, replacement or the u’sé of alternative
technologies. Optimal use of existing facilities (in this case 1the capacit!y resources ai‘e1
restricted to employees and machines only) could be the level of capacity usage that provides

an optimal return. Therefore, low returns could be an indication of low level of capacity
utilisation. Idle and-non productive capacity causes low level of capacity utilisation. If these

two kinds of capacity can be understood and utilised effectively, enterprises can improve
[ pE

their returns because they open up opportunities for savings.

4.4.1 Capacity Resources

Capacity resources should be valuable to enterprises because they add or create value. Here
value creating resources were limited to human capital and organisation capital
(machines/equipment). The enterprises interviewed had more machines (344) than employees
(233). The study was conducted during a period of power rationing and many employees were
laid off, Employees were paid according to what they produced; when there is low demand,
the enterprises do not incur unnecessary costs. Therefore it can be said that the enterprises
utilised the capacity resources differently. None of the enterprises had more employees than
they needed. Though employees were less, 64.9% of the enterprises were satisfied with the
number of employees they had and did not need any more. The 35.1% of the enterprises who

needed more employees did so for these reasons;
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§od

° i S 3 ‘ o
needed employees in case of demand increase (and only when demand Increases),

® intended to expand their business, /

] had many machines and less employees to operate them, : e R |

L wanted trainees only (they were cheaper) to assist tﬁem increéée fhgir pfoduction
level, | ‘j !

® wanted to increase their production levels, and

° wanted to increase their labour so as to increase productivity.

About 63.9% of the enterprises were satisfied with the number of machines they had The
fisd ¥

other respondents (36.1%) needed more machines for the following reésons;

® more specialised machines

° to meet increasing demand !

® to expand business |
* as a form of investment

b to increase the number of trainees

* to increase production level

® to keep up with the latest technology

® to match the number of employees

4.4.2. Idle and Non-Productive Capacity

More than half (51.5%) of the respondents admitted having employees who were idle at times
while majority (69%) of them had idle machines. Close to 70% of the enterprises had
employees who were non productive and an overwhelming 81% had machines which were

non productive. This is not surprising considering that they had more machines than they
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actually needed. Idle and non productive cépacity resources do not add any value to the
i

enterprise nor customer and therefore they can be termed as waste. These wastes are normally

hidden and should be made visible in order for these enterprises to undersfand its cost to the

| Ll
enterprises. Idle machine and employee hours were calculated to show the wasted 1{6urs that

|

could have been used for other productive activities. Table 4.10 shows the léngth ,ofh‘time

(hours) the capacity resources are idle.

Table 4.10: Mean idle and non productive hours

Machines 5:.13 11.40 31.27

Employees 3.7 7.23 27.05
Total 8.83 18.63 58.32

On average the machines were idle for 5.13 hours while employees were:idle less hours at 3.7
hours. The hours are less in the case of employees because the employees were paid only
what they produced and when there was no work, they work elsewhere. To improve returns,
the entrepreneurs have a responsibility to reduce idle capacity by either disposing of it or by
selling it as additional product (eg. hiring or selling the machines and firing, or paying

employees for only what they produced). The reasons given for the idle hours are:

¢ Demand is low

o Power rationing

* Owner of business is away (the business is closed)
® Employees are on leave, and

® Lack of money to purchase materials.

39



Machines were non-productive because;

° they were spoilt, iR if

® missing spare parts, | |

o lacking of servicing, 1‘

® under repair/maintenance, | | i |
° or because of the power rationing problem.

The machines were either spoilt or under repair often probably due to their agé. Ab;)ut 29% of
|
the machines were over 10 years, with the oldest being 38 years old, 21.5% of the machines
were 5-9 years and 47% were 0-4 years. One would expect that these rqabhines would be of
the latest technology because they were reasonably new machines (0-4 years old). This was
not the case. Majority (89.7%) of the respondents were using foot-poweréd machines while
only 9.3% of them said they were using motor-powered machines. Nc;ne had specialised
machines which is higher in technology. Their choice of technology is a clear indication of
capacity management because capacity management concerns decisions ai)out the use of
alternative technology. In this case the use of alternative technology was due to power

rationing problem. Therefore it was a strategy to manage a complexity that had arisen and not

lack of technological capability'’.

The employees on the other hand were non-productive because;

. they were sick,

A when waiting for materials,

"It has been argued before that much of the existing technology available to MSEs is
either insufficiently productive to create a secure livelihood with available resources or cannot
produce goods of a quality or type that enables them to break into new, expanding or more
demanding markets, (Jeans, 1999).
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° when they were learning new patterns/design,

° when they have difficulty in adjusting to change of capacity (e. g.“When aeménd

|
increases and capacity is increased to meet this demand), |

» when they were on leave, !

- if they had poor training,

* when machines are spoilt,
. when demand, is low, and
° when they are fatigued.

|

Capacity in the enterprise was not utilised optimally and therefore thié; also affecied the
| 144 { W

|

returns as shown in table 4.11.

4.4.2 Enterprise Profits

Table 4.11: Distribution of the current years returns

-26,000-0 30 309

1-3,000 19 19.6
3,001-9,000 18 18.6
9,001-15,000 15 15.5
15,001-25,000 10 10.3
25,001-55,000 |4 4.1
>=55001 | |

Profits were also calculated by subtracting the sales from the costs, as an indicator of growth.

Though 2 years ago had the lowest profits (Kshs.-41,100), it also had the highest pe

of profits of 22.7% of the enterprises earning between Kshs 20001-40000 while

the current

reentage
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year had the highest percentage of enterpri‘ses with negative growth (earnings bétwean Kshs.-
| |}
26000 and 0). The highest profits recorded was 2 years ago at Kshs.193,150. The low profits

are due to the deterioting state of the economy'' and the many constraintsﬁdoggiﬂg the

sector'?,

I ‘
Majority (56.7%) of these enterprises used their profits on non-businefsrebponsi,bil:ities such
as paying school fees, building houses, purchasing land etclinstead of feihvesting into the
business (table 4.12). Only 20.2% reinvested their profits back into the bu;inesses. Because of
lack of reinvestment, most MSEs remain the same size, if not closed. Oth:er studies have
indicated that majority of entrepreneurs divert business resources or profits to other non-

|
business activities, (Ferrand,1998; Marris and Somerset, 1971). |

Table 4.12: Uses of profits by enterprises

Daily expenditure 29.6
Non-business activities 28.8
Expanded business(reinvest) | 20.2
Purchased assets )
Saved 34
Purchased land 1.9
Started another business 1.1
Built house 0.7
No answer given 0.7
Total 100

I, . . . .
""This indicated by the low purchasing power of customers and other economic indicators
Economic Survey, 2000

“Problems facing MSEs vary by sector, see CBS et.al. 1999 for list of the problems.
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: |
The average profit has been decreasing in the past two years . The current year’s average

| !
profit was very low at Kshs.6,791 compared to Ksh.13.874 profits for a yfar ago and
1 sk R R

|
|
|

i
Kshs.16,746 profits made two years ago. The current years profits were very low because of
) = |

the high costs the enterprises were incurring in their expenditure (e.g. salaries, i‘n‘pults, and
other daily operation costs). On average the enterprises were currently inc‘grrinlg a cost of
Kshs.23,676 compared to 26,786 and 49,730 for one and two years ago respectiyely. Sales
which can also be used to measure capacity have also been declining in tile past two ‘years.
The average sales were much higher two years ago at Kshs. 45,029 , followed by aj‘year ago at
Kshs. 40,355 and current year kshs.30,526. This reduction in capacity (i‘n terms of sales) is a

clear indication of low level capacity utilisation, largely due to the reasons mentioned in table

4.13. 1

Table 4.13: Major Problems faced by Enterprises

Competitors 81.7 84.5
Raw material shortage 47 18.1 48.5
Lack of qualified skilled employees 15 5.8 15.5
Access to market opportunities 77 29.7 79.4
Lack of space 23 8.9 23.7
Interference from local authorities 15 5.8 15.5
Totals 259 100.0 267.0

4.4.3  Capacity Utilisation Decisions
To tackle the above mentioned problems the enterprises had to constantly make decisions
about the optimal use of existing capacity resources. These decisions had to be made in order

for the enterprises to be competitive. Hence, they had to constantly seek improvements that
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will increase flexibility. This forced them to make changes in their capacity utilisation.
Majority (25.8%) of the enterprises changed their capacity usage as ofteni as wcekfy, followed
\

by 19.6% of the enterprises who made capacity changes after every 4 nﬁonths, 17‘5% made

changes monthly, while 10.3% made changes every three months.

The capacity utilisation decisions that the enterprises made were;
* to carry excess capacity by staying ahead of demand (70.1%),
® to carry less than the demand (3.1%)and : |

L] to match anticipated demand with production capacity (26.8%).

It is possible for MSEs to expand but it may not be possible because they have no plan to
accommodate such a serious decision. If they were serious about it they WOuld reinvest their
profits back to the business of which majority do not *. Therefore expansion remained only
as an intention for most enterprises and not a decision made or decided upon. About 24%
strongly agreed that they had intentions to expand while 70.1% agreed on the same though
they had not actually decided on it or enacted on it. This is probably because they had idle and
non-productive capacity and therefore expanding would not make sense unless the capacity
utilisation would improve. Whichever the case, their intentions still reflect some sort of a
capacity strategy, that is, knowing when capacity will be added. Of course this may not be
definitely soon. It is a capacity strategy because the entrepreneurs know how and what to use
as a sign for need for change in capacity. Majority (61.9%) used increase of demand as a sign

to increase capacity. Increased efficiency can also be used as a sign but the MSEs are not very

“See table 4.13, only 20.2% of the entreprencurs reinvested the profits into the
business.
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| |

efficient; otherwise, they would not be having idle or nonproductive capacity. |

It should, however, be noted that not all idle capacity is waste. There are certaiq issues within
| |
control of the managers of enterprises but others are beyond their control. There ?arti: éxternal
factors that affect capacity utilisation decisions of an enterprise which an‘e beyond thé
manager and/or owner’s control. For example, in some of the markets enterprises have to
remain closed because the markets are not opened on Sundays. Idle capac,iiy that arises from
such a situation should be accounted as the cost of providing services ir’1 such a iocation with
restrictions. On the other hand, the manager can choose to retain idle capacity. This is a
strategy used in order to be flexible enough to serve a certain clientele. For example a
manager can retain idle capacity in order to be able to serve a loyal client (who pﬁts in big or
many orders) incase the client wants something extra to be added to the product or increase
the number of products purchased to be more than what was initially ordered. This only

works if the value added through flexibility exceeds the cost of providing excess capacity

required to be flexible.

If optimal capacity utilisation increases the efficiency of an enterprise then how far can a firm
increase its output by simply increasing its efficiency without absorbing further resources?
And increase of resources is expansion. Therefore for these MSE to turn expansion into a
decision instead of an intention they need to improve their capacity utilisation which means
that capacity utilisation decision has to be made. About 49% of the enterprises agreed that
they had intentions to remain more or less the same size. This is not surprising because it has
been recorded that MSEs prefer to remain small and flexible ( McCormick. 1993) because

they are risk averse. Choice to be small and flexible is a capacity utilisation decision.
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About 70% of the enterprises chose to cany excess capacity. There iswel"y little rlisk‘
associated with this decision because the excess capacity may be requil"ed "l‘ater‘lfor example,
at a high business season such as Christmas or Easter season. Excess capacity can be used as
a competitive edge by the enterprises. Excess capacity can be in the form‘bf invéntories which
can be bought at a discount if bought in bulk. And in the same way products produéed in bulk

consume less production costs as compared to less products. Lower costs mean that it is

possible to reduce product prices which is a way of influencing demand instead of waiting for
demand to pick up and react to it. Influencing demand is proactive and capacity management.
The reasons why the enterprises carried excess capacity is shown in t#ble 4.14, Majority
(37.3%) carried excess capacity because they wanted to sa\;e time of production. This is a

good enough reason to carry excess capacity because if goods are not delivered on time a

customer can opt to do business elsewhere.
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Table 4.14: Reasons why enterprises carry excess capacity

Displaying in order to attract new or more customers, 6 6.8 9.0
Target new market niche, targeting those customers who prefer 14 115.9 20.9
ready made clothes 1 |
Save on production time so incase of increase of demand or sudden | 25 } 28.14 ‘ 3L7 3
demand surge, the enterprise is able to respond promptly without ,
having to incur expense of overtime.

Compete with other enterprises selling garments D 5% 3.0
To market existing stock when production is low 1 1.1 1.5
Stay in business because when demand is low the enterprise would | | 121 1.5
have to close if it had decided otherwise. For instance if they had :
decided to match to demand and demand is low they wouldn’t have

anything to do. |

Serve customers who buy in bulk 1 1.1 1.5
Take advantage of fluctuating prices 2 2.3 3.0
Stock own design and price 7 1.9 10.5
Have ready cash (from the sale) 4 4.5 6.0
Minimise costs particularly production cost and overhead costs 11 12.5 16.4
For quick sale 2 2.3 3.0
To avoid power rationing problem 4 4.5 6.0
Fear of fluctuating costs of materials 3 3.4 4.5
High demand of the product. 2 23 3.0
Total 88 100.0 1313

Majority (93.2%) carried excess capacity in form of finished products, 2.7% in the form of

excess production resources and 4.1% in form of general purpose cushion.

About 3% of the enterprises carried less capacity and 26.8% of them match their capacity to

demand. These enterprises preferred these strategies because of the disadvantages of carrying
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i \
/ . : | ‘

excess capacity. The reasons they gave for these choice of strategies argj) | P ]

® to be able produce customer request,

° materials are bought by the customers (so the enlrebreneurs d(‘) not‘ liavc ‘t(‘) stock
materials),

° lack of capital, g

L4 to avoid over production, | }

] to avoid losses due to change of fashion, |

® it would be uneconomical to carry excess capacity.

1
4.4.4  Business Philosophy and Policies i |

| | R
| |

The philosophy an enterprise follows is very important because it deter&nines the decisions the
entrepreneur makes. Capacity utilisation decisions are also determined by thé pﬁilosophy the
enterprises follow. Unfortunately, most MSEs do not have business plans ahd yét capacity
strategy should evolve from the main business strategy so that it reinforces the other strategies
and objectives adapted by the enterprise. An enterprise’s approach to managing capacity
should be congruent with all its other efforts; otherwise, there would be conflicts. Therefore
there is a need for a plan of how all these efforts will work in harmony. About 69 (71.1%)of
the enterprises interviewed had not developed any business plans. This could then explain why
majority (30.%) of the enterprises had recorded negative profits as was shown table 4.12 in
section 4.4.2 . No planning is a sure way of planning to fail. For example, if a manager of an
enterprise chooses to carry excess capacity by fully utilising the resources 100%, he/she would
not be able to achieve this congruence because full utilisation is not necessarily consistent with
elimination of wasteful, idle and non-productive capacity. Of course, elimination of wasteful

capacity should be aimed at by all enterprises. It should be further clarified that full utilisation
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is not equal to effective utilisation. Full utilisation as a production target may not be consistent
: T . ' [ b
with a quality target of zero defects. Effective utilisation produces defect-free products which

benefit the customers but full utilisation may not (Maguire and llcalh;l99"7)

|
il
|

About 40% the respondents had developed business plans, of which majority (63.3%) of them
had not changed the business plans despite the changing business environment. Only 20% of
\ | |

the those who had developed business plans had changed their business pléns more ith!7an 3

times while 20% had changed twice or once.

Business policies are very important because they determine how capac‘ity‘\‘)vill be utilised. The
earliest time reported on opening business was 5.30 a.m. and the latest vlvas 9 am. It was policy
for the majority of the enterprises to operate at an average of 10 hours per day étarting at 8 a.m.
(40.2%of the enterprises) and closing at 6 p.m. (51.5% of the enterprises). About 43% of the
enterprises were operated 6 days (Monday to Saturday) in a week while 7.2% of them worked
all the days of the week without rest. Other policies that had been formulated by the

enterprises are as follows;
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Table 4.15: Business policies formulated by enterprises

Flexibility in terms of working hours and days in order to meet

demand

Keep up with fashion (looking out for the latest fashion in 3 1155 16.7
magazines or from other tailors)

Employees entitled to monthly pay even during leave 1 aup 56
Leave guarantee to all employees 5 19.2 27.8
Maintaining regular customers 1 3.8 5.6
Employees to meet set production volume 2 7.6 il 2
Supply products in time 2 s 112
Make high quality products 1 3.8 5.6
Employees to report on time to work 1 3.8 5.6
Employees expected to be part of decision-making 1 3.8 5.6
Employees guaranteed leave during public holidays only 1 % | 5.6
Employees to work during public holidays also 3 115 16.7
Employees are guaranteed unpaid leave 1 3.8 5.6
Totals 26 100.0 144.4

These policies give an indication of how capacity resources particularly employees are utilised

by the enterprises. Some of the policies are basic provisions requirement in the Employment

Act but not all employers followed the act as can be noted in table 4.15 above. About 17% of

those enterprises that had business plans, did not guarantee annually leaves to their employees

and they are also expected to work during public holidays. Ifitis policy for employees to

work through out the year without leave the employees will be fatigued and loose morale after

some time and this affects the response rate 10 the market. Majority (27.8%) of the enterprises

guaranteed annual paid leave to their employees. About 6% expected their employees to report

to work on time. If it is policy for employees to walk in any time without restrictions, then the

enterprise may not be able to respond to the market in case of increased demand or even
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deliver on time. If it is policy to deliver on time then the rate of output should be such that
there are no delays and that can affect the utilisation of the capacity resources.

4.4.5.  Factors that Influence Capacity Utilisation Decisions ‘
1
A good decision can only be made after analysing all the available information apd that is why
it is very important to scan' the environment. To make a capacity utilisation decision, the
[l
environment the enterprise is operating in, should be scanned in order io kqow tHg

i
consequence of a decision and prepare for possible scenarios (these poésible scenario are at
times the factors that influence their decisions) that may occur. Majority (87.6%) of the
enterprises had scanned the environment before making any decision. Tabl;: 4.16 below shows
the number of enterprises who had scanned the environment or not and the decisions they
decided on, after scanning or not scanning. Although there is no signiﬁcéAt difference in the
capacity decision made between those who scanned the environment and those who did not, it
is worth noting that of those who scanned the environment, the highest percentage (72.9%)
decided to carry excess capacity or stay ahead of demand and yet this is the most risky decision
and MSEs are meant to be risk averse. This decision requires absolute knowledge of what
fashion of garment will be required and what quantity. Though fashion is very dynamic, it is

possible for these entrepreneurs to know fashion trends but only if they are ever on top of

fashion (scanning the environment).

"“Scan means to study or assess the situation the enterprise is operating in. Enterprises

scan the environment by keeping in touch with the latest trend through the customers magazines
etc. They do not carry out a systematic survey as such.
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Table 4.16: Distribution of the decisions made by enterprises after scanning the

environment

Stay ahead of demand 62 729 | 6 50 68 70.1
Lag behind demand 2 285« |1 8.3 " gl
Match anticipated 21 247 |5 41.7 26 26.8
demand with production

scanned and those who did not.

There is no significant difference in the decisions made between those who

It is not surprising that majority (80.8%) of those who decided to match their capacity to

anticipated demand had scanned the environment. It is not possible to estimate or anticipate

demand without scanning it. The enterprises were asked to state the reasons for scanning or

not scanning the environment. Majority (43.0%) scanned the environment in order to keep up

with fashion. Others scanned the environment to;

know the general market trends (12.8%),

stay in business (4.6%),

increase sales/production/profits (1.2%),
determine demand for the product (10.4%),
search for new/latest technology (1.2%),

meet the challenge of high competition (2.3%)
produce quality products (7.0%),

determine selling price (9.3%),

avoiding keeping machines idle (1.2%),

assess production costs (2.3%),

b}



° assess fluctuating prices (2.3%), : ‘ ‘ ‘ |

|

|

Those who scanned the environment were able to prepare or deal with the' factors that could
|

influence their capacity utilisation decisions. Some of the factors that inﬂtllenced ‘thé:ir‘j

decisions are:

Table 4.17: Factors that influence capacity Utilisation ! | ‘j‘

Increase of demand 56 459 58,3

Decrease of demand | 25 20.5 26; Iz Yeon
Technological 22 18 ! 22|.9 &
change |

External environment | 17 13.9 1.7

Fluctuating demand 2 1.6 9

Total 122 100 127.1

Majority (58.3%) of the respondent’s capacity utilisation decisions were]inﬂuenced‘by
increase of demand (table 4.18). This is not surprising because companies are generally
reluctant to forgo opportunities to grow with their markets (Hayes and Wheelwright, 1984),
Decrease of demand was the second factor that influenced capacity utilisation. Due to the poor
economic situation in the country the purchasing power of customers has been reduced
resulting in low demand (very few customer placing orders for the products). Therefore the
enterprises are forced to seek other markets (for instance target the ready made clothes
market) and attract new or more customers by producing excess capacity (in the form of
finished goods). About 23% of the respondents were influenced by technological change.
Technological change refers to changes that could require the enterprises to replace or

upgrade its machines in order to be competitive. Technology they used was reflected by the
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’ |
machines they used. It was not surprising that majority (45.1%) of the enterprises used foot-
powered machines instead of the latest technology which are motor-power‘ea (22.81“%). It was a
capacity utilisation decision to use foot-powered machines in response io the power rationing
problem that was going on. The use of alternative technology as a stra;?gy in order to be

competitive reflects the existence of capacity utilisation decision made ]‘amohg MSES.‘ A very

small percentage (0.5%) used the high tech machines which are specialised.

About 18% of the respondents had their decisions affected by external environment. Factors in

the external environment like limited access to credit has affected their deéisions. Because

credits is not easily accessible and the entrepreneurs need capital they are= f;)rced to éiiher carry
less capacity or build to forecast. Also the high competition has forced some entrepréneurs to
constantly keep to the latest fashion. Therefore they cannot have excess capacity‘in the form of
finished products because fashion is highly dynamic. Only 2.1% of the enterprises were

affected by fluctuating demand.
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CHAPTER 6

' |
SUMMARY, CONCLUSIONS AND RECOMMEN])ATIONS‘
| ;

| \1

6.1. Introduction

The MSE sector faces many challenges. Managing capacity is only one of them which many

| L
have not yet considered to exploit and yet it has a lot of potential for growth. High competition

\

has made it almost impossible to increase sales. The only other option to increase tlie profit

margins is by reducing production and overhead costs. It is possible té reduce cogts through

proper capacity management. Enterprises carry capacity which can be termed as ‘Waste because

it is not adding any value to the enterprise or customer. This waste is l‘lidd?n and therefore not
1 ‘ 1]

very obvious. This study was designed to determine capacity utilisatio‘n by garment MSEs in

Nairobi.

6.2 Summary of the Findings

There were three types of garment enterprises identified by the study. They were customer
tailors (63.9%), contract workshop (4.1%) and mini-manufacturers (32%). All of the
enterprises interviewed in Kenyatta market were customer tailors (12%). Majority (64.5%) of
the mini-manufacturer were found in Uhuru market, while 32.3% were found in Quarry
market. Only one mini manufacturer was found in Kariobangi market, Majority of the contract
workshops were found in Ngara market (50%), while Quarry and Kariobangi markets had one
each. These made either high fashion garments (61 9%) or standard garments (34.9%). To
determine their capacity the enterprises either used average output (30.9%) or maximum
achievable output (6.2%) or the best performance actually achieved in the past (59.8%).
Majority of the enterprises served the regional market ( 35.1%). The other markets served by

the enterprises were the local markets (27.8%), national market (32%) and the 1 Igandan and
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Tanzanian markets (4.1%). About 44% of the entrepreneurs had an education lévél of upper

secondary and higher and majority (85.6%) of them had received some training.

|
i |

il
I

The enterprises interviewed had 344 machines and 233 employees. These capacity resources

were utilised differently in that the employees were laid off wheneverg the demand went down

while the machines were left. Therefore the cost of paying employeesiwas‘not ve‘ry'high since

they were paid only what they produced while the machines incurred overhead costs whether
‘

they were productive or not. On average the machines were idle for 5.13 hours ‘jde‘:ilyl while

|

employees were idle less hours at 3.7 hours.

| ’ |
About 70% of the enterprises carried excess capacity, mostly because it saves time on
production. The other 30% chose to either to match their production to demand or carry less

capacity.

The capacity utilisation decisions the enterprises made were either to stay ahead of demand
(70.1%) or lag behind demand (3.1%) or match anticipated demand with production (26.8%).
The factors that influenced these decisions were; increase of demand (58%), decrease of
demand (26%), technological change (23%), external environment (18%) and fluctuating

demand (2%).

6.3 Recommendations
Low demand was a common problem amongst the enterprises and they blamed it on the poor

economy which affected the customer’s purchasing power. Therefore policies that can improve

the economy should be formulated in order to increase demand. Enterprises should also be
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!proquct price reduction.
4% G A

| |

Prices of products can only be reduced by reducing costs. There is room for cost reduction

more proactive, than reactive, by trying to influence demand through

through better capacity management. The researcher is of the opinion that it is possible for
these MSEs to better manage their capacity resources because they do exl;ibit ;ome capacity
strategy which may not be obvious but it does exist. The strategies can be identified through
the various capacity decisions they make. For instance many e|1treprenéuirs madé éxéess
garments for purposes of displaying and selling ready made clothes instead of waiting for
orders from customers who have reduced and also at times delay in payrrllent and yet the

enterprises has incurred costs in serving the customer. By making excess garments they are

trying to influence demand by attracting new or more customers by kéeping up with the latest

fashion. This is a strategy, to stay a head of demand by carrying excess capacity.

It is recommended that entrepreneurs should find a way to utilise their capacity effectively.
The entrepreneurs have an option of hiring out excess capacity like the machines when the
demand is low. Another option is to lease machines instead of buying, because they may not
need when the high season peak is over. In this way they do not incur e;(tra capital costs for no

reason. Costs should only be incurred when a productive activity is carried out.

It is also recommended that Non-Governmental Organisations (NGOs) should assist the
entrepreneurs in the area of technology. They could come up with machines that are cheaper
and easier to maintain with spares parts that are affordable and available for the entrepreneurs.
They should also find ways to assist the entrepreneurs access credit facilities. Though they
have reached a number of entrepreneurs, majority of the entrepreneurs still lack credit

facilities. It is further recommended that they should not only get access to credit but they
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should also be taught how to manage the loans (funds are also capacity Ijésources)?.;Due to the
fact that funds are scarce, they should be better managed and utilised effgctively.
| I

It is also recommended that the policy makers should understand the ;nvirdnlneni these
enterprises operate in, the constraints that are on their way of succees and come up with
policies that will not as much as protect them but provide an enabling enJuonmént that gives
them a fair chance in the business environment.

,
The recommendations made are confined to the optimal utilisation of éxisiing capacity instead

of expansion. Many entrepreneurs did not have business plans and expansion can only be

successful through proper planning so that all the other business efforts are in harmony Once
the enterprises have turned the question of “what to do with idJe capacity” to “how to find
more capacity without having to invest huge amounts of capital” then they are ready for

expansion.

6.4. Conclusions

The success of a manufacturing organisation is largely measured by the effectiveness with
which it utilises the various kinds of assets entrusted to it: facilitjes, technologies, and skills,
(Hayes and Wheelwright, 1984). Capacity management of any enterprise is crucial for its
success. A question was posed to the enterprises, inquiring about the problems they were
facing. None mentioned any capacity management problem. It is therefore important for the
enterprises to identify the bottlenecks in its operations, by focusing its effort on better
managing and controlling its production processes. In the end they will be able not only to

increase its available capacity but improve the quality of its products and lower costs, without
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: [ 4
necessarily investing thousands of shillings. Once the true cost of producti’ve and idle\ capacity
[ | | |

is understood, opportunity for savings becomes significant. When the enterprises realises that

[

idle capacity costs, the entrepreneurs/managers can quickly find ways of utilising: it or

disposing of the idle capacity which is generating cost. Further research ce{n be done on these

|

area

° Assessment of low capacity utilisation in MSEs ( nature and exménd of iowf cépacity
utilisation), |

° Costing of capacity and applicability of the capacity model in MSES, and ‘

° Also a comparative survey research can be done on the medium sized entérprises SO as

to find out whether the size of the enterprise has its unique capacity management style

or some comprehensive practises can be identified among sample {hem. |

6.5. Limitations
Information on MSEs capacity management is limited. There is information on other issues
such as problems facing MSEs, investment decisions etc. and most of these studies WEre cross-

sectional data which might only be applicable to a particular period of time.

Small firms are so varied, even within a single industry, firms and entrepreneurs differ
tremendously. This report looks broadly at capacity utilisation decisions and factors that
influence these decisions. The study does not consider the difference in the various garments
for instance making shirts and a kitenge is very different, Making shirts is much easier and
cheaper than making a kitenge which has a higher price tag and takes longer to make than a

shirt.
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The study analyses 97 enterprises only and considers this as a representative of the entire small

garment enterprises in Kenya.
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Appendix 1: QUESTIONNAIRE ‘ |
A: BUSINESS PROFILE e
1. Market Ak 1

2. Type of garment firm; ‘ ‘ |
a. customer tailor b. contract workshop
c.  mini-manufacturer d. mass producer I

3. Name of enterprise

4. Type of garment products

a. Standard garments b.High fashioned garments

c. others (specify) ‘ | ’

5. How many garments do you produce;

a Weekly

b.  Monthly

c.  Annually (!
6. How do you determine the capacity of the enterprise?

a. Average output per month
b.  Maximum achievable output for the period.

¢.  The best performance actually achieved in the past.

d.  Others, specify

7. No. Of years in business

8. Which of the following markets best describes the primary market(s) that your business serves? |
I. Local 2. Regional Area 3. National (district/province) 4. International

B: BIOGRAPHICAL DATA

9. Position of the respondent
a. owner b. manager
c.  owner/manager d. other, specify.

10. Education level

a.  No formal education b, Adult education
c¢.  Lower primary d. Upper primary
e. Lower secondary f. Upper secondary

g.  University/college
11. Have you had any training? a.Yes b. No

12, If yes, please specify the type of training and length of period in training?
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C. PERFORMANCE OF FIRMS

Business Growth:

13. Have you experienced any growth in your business?

1. Yes 2. No

14. 1f yes complete the table below: (Place a tick where appropriate)

Area of Growth Current  year [One Year Agbwo ydars ago

Other y

ears specify

1. Sales volume

2. Production lines

3. Profits

4. Employment

5. Increase in stock

6. New businesses

7. Others (specify)

I5. If yes, what has contributed to this growth (major reasons)?
a. Loans/credit b. New Markets

c.  New products d. New technology
£ Others (specify)

16. Assess overall demand for your products over the last 2 years

a.  Increased b. No change . Decreased

17. Income from the enterprise

Items Per Month Currently

1 year ago

2 years ago

a. How much sales do you make per Month?

b. How much did you spend on inputs?

¢. How much did you pay on salaries/wages?

d. How much did you pay for monthly rent,

security and storage?

e. How much did you spend on electricity and

water (if any)

f. How much did you pay for transport?
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g. How much did you spend on other |

operating costs (specify them)

h. TOTAL MONTHLY COST

i. Estimate profit for the year from the

enterprise

I8. What have you done with the profit from the enterprise in the last two years?

a.
b.

C.

g.
h.

Purchased assets

For non-business responsibilities eg paying school fees
Reinvested (expanded business)

Saved

Used for daily expenditure

Purchased land

Started another business

Others (specify).

Please give your assessment of the overall performance of your business using the response scale given below

to indicate the level of performance that your business has achieved.

19.
20.
21.

22.
23.
24.
9.

26.

Very Low 2. Low 3. Moderate 4. High 5. Very High

Sales growth for the past 2 years

Average profitability in the last 2 years

Ability to attract & maintain employees

(e.g. longest serving employees Vs newest)

Quality of your products

Service to your customers

Satisfaction and morale of employees

Potential for growth in sales/profits

in the next 2 years

Development of new or improved

products/services
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27.  Development of new or improved * |

production methods ook e

25 Please indicate, in order of priority, four major problems faced by your firm. |
a. Competitors | I

b. Raw material shortage

c. Lack of qualified skilled employees

d. Access to market opportunities

e. Lack of space.

f. Interference from local authorities ‘

g. Others specify

29.  What are the causes of the problems?

D: BUSINESS PHILOSOPHY

30.  Have you ever developed a business plan for your business? a. Yes [ b. no

3 If Yes, what have you included in your business plan? , W Hrs
it L[]
b. |

¢

d.

k When did you develop this business plan?

»: How many times have you changed it since then?

a. Never b. Once

c. Twice d. More than three times.

34.  To what extent would you agree with the following statements:

S.A = Strongly Agree A = Agree D = Disagree ~ S.D = Strongly Disagree
S.A A D S.D

I consider my business successful

I am satisfied with income my Primary business

gcncralcs

My employees are happy with their jobs

My products/services are superior
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I intend to keep my business more Or less of its

present size

I intend to expand my business

35. What are the business policies? (For instance what time do you open, close the enterprises etc)

E. CAPACITY UTILI SATION

36. Utilisation of capacity resources

Question Machines Employees
1. How many do you have?
2. What type are they? 1. Foot-powered machines. Trainees
2 Motor-powered machiies Skilled employees
5 Specialised machines 3. Unskilled employees
4 Others specify 4. Skilled casuals |
. Unskilled casuals
6. Others specify
3. Are they the standard 1. Yes 1. Yes
required for the jobs? 2. No 2. No
4. When did you 1. Machine | 1. Employeel
purchase/employ/hire? 2. Machine 2 2.Employee2
3. Machine 3 3.Employee3
4. Machine 4 4. Employeed
5. Machine 5 5.Employee5
5. Is there any time when l. Yes l. Yes
idle? 2. No 2. No
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6. If yes, what is the reason(s)

for its been idle

7. For how long (in hours)
can it be idle

1. A day

2. A week

3. A month

8. Is there any time when i g 1. Yes

non-productive? 2. No 2. No

9. What are the reasons for

being non-productive?

10. Do you think you neeld Yes 1. Yes

more machine/employee®. No 2. No

1. If yes, why do you need

more?

37. Do you make all your garments, from start to finish? a. yes b. no
38. If no, why not?

a. out source some activities
b.lack of the certain material

c. Lack of certain machines (different technology)

d. Others specify

39. Why do you out source some of the activities
a.to reduce cost
b.lack of proper equipment

c.lack of employees with skills
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d.to meet demand
e.Others specify
F.LONG-TERM CAPACITY STRATEGIES

40. How often do you change your capacity usage or non-usage?

41. What are the factors that influence your decisions on how to use or not use capacw?
a.Increase of demand

b.Decrease of demand

c.Technological change

d.External environment

e.Other specify

42. What long-term capacity strategies does your company use I
a.Stay ahead of demand (carry excess capacity)

b.Lag behind demand (carry less capacity)

¢.Match anticipated demand with production capacity (build to forecast)
d.None

e.Others specify

43. If yes why do you follow the chosen strategy

44.If you carry excess capacity, in what form do you carry it?

a.Inventory

b.Excess production resources such as excess equipment, people, floor space and system
c.Cash capacity for expansion

d.General purpose cash cushion.

45. Why do you carry excess capacity?

46. Why do you prefer the chosen form of capacity?

47. When there is low demand, what do you do with excess capacity
a. Nothing, lies idle b.Hire out equipment
c.Sell out equipmentd. d. Fire employees

e.stop taking in casuals

69



48. Do you scan the environment the enterprise operates in? a. Yes b No |

49. If yes, why

50. If no, why not

51. Do you prepare for possible scenario that may occur?
a. Yes b.No i

52. 1f yes how do you prepare?

THANK YOU J
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