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ABSTRACT 

This study concerns micro and small entcrpri e (M Es), capacity utilisation decisions and 

the factors that influence these de i i n.. L'l~. play a special role in thf developing 

countries where they form th hr 'l I n'Oll< mi ector by number of employees. This sector is 

dogged by many t:ou·tt tint · u ·h ,1 • apital constraints, market and infonhation failures, 
' innpproptiutL· lnw · c,nl.' ·d y inappropiiatc regulation. Due to these prevalent constraints, a 

gnp hns lrcn crcall:d l t\ ·een the 1 Es and large scale sector. It is beUeved that it is this 

"mi ·sing middle'' that can best drive the engine for rapid industrial an? ecdnomio 1 1 

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

to I ok clo er 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 improving their efficiency. 

By optimally utilising the existing capacity MSEs stand a chance to improve their efficiency 

and actually gro' without necessarily investing a huge sum of money. nderstanding the 

capacity utili ati n deci ions they make and the factor that impel them to make such 

decision is therefore very crucial. 
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I TRODll TION 

II 

1.1. Ddinitiou: nnll ccmn·pl 
I 
I I I 

lnfornwl S~:dot i.'Htl h '" · dill'·• ·nt meaning . It can be in terms of degree of legality, the extent to which 

an \:nt~t pt L ~ i · n:gi.;tl:ted. pa- ta. e and obeys the regulations. The informal sector has the following 

main f\!utmes: ca e of entry, mall scale of activity, self-employment, with a high proportion of family 

' orl-.ers and apprentices. little capital and equipment, labour-intensive technologies, low skills, low level 
I of organization with no access to organized markets, to formal credit, to education and training or services 

and amenities, cheap provision of goods and services, or provision of goods and services otherwise 
unavailable, lo\ productivity and low incomes. 

The National Baseline Survey of 1999, has divided the definition of MSE into three criteria, the first 
criterion defines M E in terms of employment 1

• 

• The first criterion defines micro enterprises as those employing up to 10 wotkers (including the 

working owner) and small enterprise as tho e employing more than 10 up to 50 worker. lfthe 

ize range 1-10 i con idered micro in nature, then nationally more than 9 % of th M F in 

Kenya are of the micr group, in fact 97% of the e enterpri c ar in the itc range o 1-5 workc 1 • 

( B , t at. 19 9). I he tud '"ill therefore u e the ize n •e of t-..o\9 1 d finiti n tor snh II 

cntcq ri 

• n i d on ntcrpri th t rc ntinll · n ll ·f rim ry 1 u in 1 •• nrn-

rm bu in iti e ludin ri ultur IJ r lu ti n, nim I h 1 b ndl). fi hin , hunt in , 



II 
I I. I I I • The third criterion is non-farm-based busine s activities that involve some form of processing 

before marketing. 

The term medium-s ized enterpri e u c I h •~ t~:h. to enterprises which are clis
1

tinctively intermediate 
between the micro cnt rpri ml the l.lr'' ~ nt ' rpri . cs. In terms of employees, they have 50-I 00 
employees whill: the large ·ut ·q t i ·~:~ ha\ '< cr I 00 employees. 

I ' 

The term •amtcnt 1 'f't · t ,ttl rt or manner of clothing for men, women aqd children that is not a 
footwear. 

The gro\\ th of an 1 E can be measured in terms of increases in any one 1 or more of the following 
variable : turno er, incomes, profits, the number of employees, capital investment and an increase in the 
overall ' orth of the enterprise. Growth in this study will be measured in terms of resources : equipment, 
floor pace, 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 
di torted. 

Employment refers to the total number of people working in an enterpri c irrespective of \vhethcr family 
or non-family. receive salary/wages or not. 

apacit ·mana •em nt refer to the rate of output that can be achieved fr m n pr cess. It is concerned "ith 
matchin' the iz of n opcr ti nal acility to the dem nd th, tar pia d UJ nit. 

ll ld II t be llc rt \ ly d fin . If h li t I 

tiJt ' nt, I ur 



2. Capacity is mix dependent, so capacity should be expressed in terms of aggregate measures such 
I I . as sales dollar or "equivalent unit ". 

3. Capacity is technologically b d, nn • timnt of capacity implies some assumption about the 

technology u ed. 

4. Capacity is dwl(lmir. in tlt.1t ,, lm.umfacturin r facility gains experience in producing something, 

and disctlVl'l · 111d 1 m ' " u ce ivc bottlenecks, its total capacity tends to expand with time, II 

v ·n with utm1.i 1 n ' im e tments. 
I I I 

5. 'opacity i locatiofl pecific 

6. CaJ acity may not be ustainable because normally when stated as so many units could have many 

meaning . 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. 

7. 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 pro iding services. (CBS et al. 1999). 

Indu triali ation i th the proce · of building up a country's capac it to con ert ra\! material int n , 

product for con umpti n or further produ tion, and the y tem that nab I pr ducti n to take pi, . 'I h 

ofindu in r ing efii i nc • in the u ur and capital. It r quir 

th Ill t I') 

I. B 

h th r 

nt 
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I first born under the rubric of informal sector some 27 years ago (ILO, 1972). The 1999 National 
MSE Baseline Survey found that there arc about t. million MSE~\ couptry-wide~ employing 

J I' I I I some 2.3 million people ( B t I. l ) nn I this figure Is cxpccte to, cxpand 'as the sector is 
I expanding. This trend rcl1c ·t hu 'hll<ll ·han lCS in the labour market,

1
where surplus labour force 

' is shifting from form tl h th in h rmal sector (Kenya, Republic of, 2000). This is a clear 
I 

indication thut th' 1SF · ·ct r pro ides employment2 for substantially more people than the 
ltm11al :~.:ctor. rhe f rmal ector employs some 1. 7 million people (provfs~onal figure' for 1999), 
(K~.:nya. Republic of. 2000). 

The M E 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 sell very similar 
products within limited spatial spaces (Abuodha, 1990). This results in a 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 hO\: th 
1Sf·.s manage their capacity or e\·en the factors that influence their capacity usage or non-usag . 

Perhap the most prompting que tion is: "Why do they ha\'e an o ercrov,:d d pre ducti< n?" 
Overcrowded pr ducti n could mean that supply surpasses demand, which could rc llccl a 
d i ion by the c enterpri c to tay ahead of demand by O\'erproducti n. It could e that the e 

n t t • t m tch demand with th ir or r, ti nal fl cilitic th y t • tH ttl tlm hort l · 

lu 111 th n 
th n in i ti n f 

int nd r n t 

I n 
r r 
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(passive strategy)3. One of the factors that is clearly operational in ~enya which could have 

I influenced these decisions is the external nvir nm nt. This decision to ~tay ahead of demand 
I 

can be attributed to retrcnchm nt nd th lr..: tll:rn l . lowdown of the econoti1y. Due to the current 
I 

retrenchment excrci. c, more m I mm 1 ~OJ I ar forced into the MSE secto( withou~ been ready 
I 

for it and th ·y ·n I up t ·in' \:nlt r ·ncur • in businesses because of the "me t6o" syndrome 
I 

I I 
(choosing. bus in •s -c · in 11 •t ''here they have seen their friends, peers or relative~ excelling, and 

they think thi!)' t can make it) and therefore end up producing very siWilar products or services. 

Thi re ults in man · player in a stagnant market, if not shrinking marfeting becausy <Df the low 

purcha ing 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 very hard to sell anything and 

therefore always find themselves ahead of demand. 

The focus of this study is on capacity management practices in MS ~s. The aim is to establish the 

capacity utilisation decisions of MSEs and the factors that influence these decisions. apacity 

management, based on optimal capacity utilisation, serves the interests of an enterprise by 

encouraging initiative that maximize benefit from capacity re ource . For example if an 

cntct pri c focu e it efiort on better management fits capac it , it can incrca it a ailable 

or c. ·i ling capa ity through improved qual it· fit produ t and lo\ cr co ·t without a high 

a1 ita! inv mcnt. Pr luct co ting. ba don optim, I cap, cit' utili ation. pt wid s rc, li tic )ct 

c lllJ titi t ' •hich in hi 1hly comp tith en vir nment lik in ' en •a i a c m1 tith c 

m nt n l ju tifi i Ill 11 

it 

ti n lh t h 11 n lh 
h n n 
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lead to inefficiency of the enterprise. The end result is that an enterprise incurs cos.ts which it is 
I 11 

not able to account for. Proper cost manag mcnt 'an r ate efftciency in 'enterprises. Proper cost 

management is possible through ptim I ' 1 it utilisation. Elimination of the 'idle capacity 
' 

and non-productive capa ·it or lin lin • . m thin' usdl.d to do with th4~1) ~ill save money for 
I I I i I 

the enterprise and impwv it· IIi ·i ·n . 'apacity utilisation decisions are thus important and 
I 

appropriate r r man 1•iug and c sting the enterprise's capacity. This study will focus only on 

managing cat ncity and n t c ting the capacity. Much cannot be achieved wit)lout understanding 

the management practices \ hich are reflected in capacity utilisation decisions and also the 

factor that influence these decisions. These are the central concerns of thls study. 

Thi study recognises the important role medium sized enterprises play in 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 drive the engine for rapid 

industrialisation. Unfortunately, the medium enterprise sector is underdeveloped in Kenya due 

to low graduation of M Es into medium sized enterprises. It is for this reason that the tudy 

focuses on M · sector (rather than medium enterpri es sect r). n practic that can impr ve 

its efficiency and pr mote their growth. Much has been written al out M Fe; particular! fr m 

the financial, bu ine s development and r gulations p r pcctive. Little hn t ccn documented on 

their cat acil mana m nt pr lCtice that affect th ir efficiency and there re gt "th. 

l.t Cat m nt tfth prnhl m 

ut 
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issue of managing capacity (which could impro e ffici ncy) nor considered1 reasons for capacity 

decisions. This neglect exists despite the fa t thnt npa ity is a very impbrtant compbnent of any 
I I 

business. In a highly competitiv nvir nmt.:nl, 'l n ' pt. such as optimal capa<tity utilisation must 

I 
be used to fine-tunc p rf'onl1 '1t1 · in the.: tc.: I ntl 'Ss pursuit of competitive advantage (Maguire and 

I I I I 

l fcath, 1 997). lssuL'S ·u ·h 1 • th i nifi ·an c of efficient enterprises (in terms of planning and 
' 

a rnnnnging cupm:it ') in industrialisati n has not been adequately addressed. An assessment of 

the fl1ctors that influence the capacity utilisation decisions in MSEs is c,)Ver due. 

Due to the ever changing business environment, the capacity strategy may not be spelt out 

I I 
explicitly but the various decisions taken by the enterprise reflects the existence of 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 

size , practi e some fom1 of capacity management even though it may not be explici tly spelt out. 

There is therefore need to investigate the practices of capacity management of M ~ that could 

hinder their growth. It i also useful to consider the motivation that usually comp Is cntcrpri. es 

to initiate uch practice . 

'J he tu ly will attempt to fill the 'UP identified b lVC by c. uminin, capacity utili ation 

influ n in' th d ci ion · inth .iroli it. 

Ill 

tili ti n 
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1.4. Purpose and Objectives of the study 

The purpose of this study is to examin th npo ity management practiy~S of MSEs in Nairobi. 
, I 

The specific objectives ari ing fr m th r II purpo c arc to: I 

(a) 

(b) 

1.5. 

to investigate and It ·um nt IJ a ·it utili ation practices of Iy!SEs in Nairobi; and 
II 

to inwsli •nlt md d\ 'lllll nt fa tors influencing the capacity uti!fsation d<;:cisions. 
I I ' 

I 

Importance of the tud 
I 

This tudy' ill provide knov ledge ofthe MSE capacity utilisation decisions and the factors that 

inOuence these decisions in the MSE sector. These are very important decisions which can 

I 
promote or discourage MSE growth. Carrying inventory as finished goods is very common 

feature amongjua 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 percent capacity utilisation. 

Unused capacity generally is expensive (Hayes and Wheelwright, 1984), why then would these 

M E have a capacity cushion? Besides if credit or capital (which is a capacity resource) is 

scarce, as has been identified in many studies ( B , et al.l999) would it not be important to 

utili e it optimally?. These information is very important and should enable p !icy maker to 

formulate con tmctive and effective policie ' hich arc grounded on an underst. nding of th 

cc nomic and non-economic factor promoting and di. c uraging 1 b growth 1c 'ormick, 

I (( .. 

r t \ ry im1 rt nt t it c nttil ut nlt ( nh t 

th n i th indi ·idu 

II ntr il uti n 

lml.t inin tl 



II 
with large enterprises in turmoil, often in response to the process of m~ket ~iberalization, many 

I I, I I I 

observers see MSEs as a source of economic nlvnti n (Mead, 1999). Though MSEs are seen as 
I I 

a source of economic salvation, th · n nl provide s 1ott-tenn ~olutions to problems of . I , 

unemployment nationally. 'J his L l 
I 

;\\1, l ( r th i r in fficicncies and lack of1proper management 
I 

of th ir xisting c 'I adt 1 ·dium- ized enterprises, on the other hand, are more efficient and 

can provid' long-t '1111 .; luti ns . nfortunately the medium sized ent rprises are rnissing or 

underdeveloped. But with ut more medium-sized firms, Kenya will have di[(iculty meeting its 
I 

long term goal of employment creation, efficient production and technJJogical development 

(McCormick 1993). There is therefore an urgent need to look into and understand the practices 

of the e 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 <Hso to the economy 

as a v. hole. The findings of this paper shall also serve as reference material for other studies in 

the sector. 



CHAPTER 2 

LIT RATURE REVIEW 

2.1 Introduction 

' i 

II 
I 

' I I 

I Iii' 
1

1
1 

II I, 

mcnt in MSEs. Specificall,Y, Ithe studr is examines 
. . . I 

The focus of this study is on c pa ·it 

I I 
· ·i ·i n and factors influencing these decisions. The literature review 

1 I 
their capacity utilisuti Jn 

will c nsi~t or lilerulur n capacit management and capacity utilisation in the formal sector4• 

Jl ' 

Similar litcruturc inlhe 1 E sector is limited. Though this i~ the case, 1omeJstudiJf ~<l~e pointed 

I 

to problem or issues pointing to capacity in MSEs in Kenya. II 

In general studies have identified inefficiency as a feature ofMSEs. This inefficiency also hinders 

the growth of this sector. Due to lack of growth of MSEs, a gap has been created between MSEs 
i ' 

and the large enterprises. This gap is commonly referred to as the 'mis
1
sing 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 (Me ormick 1993), 

then there is unquestionable justification for the need to tudy more ab ut the sect r' practices 

that c uld promote growth. 

2.2. apa ity man. g m nt 

ap, city m n ment i c nc rncd \!ith m, tchin' th tzc fan n, I t: ·iiit • t the 

d lll nit . '[hi ilit . 

int th ir 

nt ri 
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I 
to determine the demand size, it is all useless if they arc not able to match these two together. 

Capacity management is a two-way pr cc in ' hi h both the scale qt th~ facility and the size 

I I I i I 
of demand should be manng d or, at I t, inllucn (;d (Naylor, l 996). 

I . 

A capacity . trutcg 
I 

'Vl11Ve · li(llll th' main business strategy and reinforcJs the other strategies 
I I 

and objectives nd 11 ted t y a c mJ an . It has a lot to do with scanning the environment that the 

company i, 01 erating in and preparing for the possible scenario that m~yi occur. To prepare for 

any po ible cenario. decisions have to be made. The pattern of the firm's decisions over time 

often reflects the existence of such a strategy (Hayes and Wheelwright, 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 ). 

'I he notion of a capacity cushion is a useful \ ay to approach the dcvcl pmcnt of a long-term 

capacity trategy (Ilayc and Wheelwright, 19 4) cmand i continu u I) changi ng. 'I here i. 

therefore need for uch a u hion. 'I here arc three opti ns or tt .1t gic that a company can 

fi llow: 

a) 7i· or to Run hort 

·r hi li irnpli th t hould build nd muint tin ·I l ' ll t ) \ 

11\111 th l th li lih th nth 

II n ht 

lllJ ti ill 111 in t Ill thi p 

u 
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ways of meeting demand is by carrying inventori s either in the form of finished goods or parts 

and components that can be assembled qui 'kl ' into finish d goods. Such a policy requires the 
I , , 

I I 

creation of a "capacity cushion"- n mount of cnpn ·ity in excess of expected dem,and (Hayes 
I I 

I 

and Wheelwright, 1984). ' \II ·i ng im nlor as finished goods is very con1mon amongjua kali 
p 

artisans. So if un mtis tn l~tt · l I ( 1 ·r ·nt capacity cushion, it can be viewed as a 90 percent 

capacity utili ·ntion. If unu cd capacity is expensive (Ilayes and Wheelwright, 1984), why then 

II 

i I I 
would M Esc n ider uch a capacity cushion? 

I I I 
ome of the rea on wh a company would adapt such a policy are: 

• in case of tmexpected 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. 

• 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 m rc interc ted in 

short-term profitability and return on inve tmcnt. 

'I he main di advantage of the policy i that it i Ycry risk. 'J his i c nu. c it r quires pn.:cisc 

kn >\\led of\\hat pr luct and what quantitic· ''ill I demandcd.lfthc forcca t at\: \\fOil 1 , 

Jar c invcnlol) >l ol ol tc 1 1 duct . 

h If c 11 11 in tl li. 

in 



I, 

that they can attract new customers due to the comp titors inability to 1~1eet demand arising from 
I 

power rationing. 

(b) Build to the forecast 
Jl 

I I. 
I 
I 

I I 
I ' 

I 
This policy impli . that ov ·r tim th ·nntpany will attempt to match, as nearly as possible, its 

production cnpa ·it to tit· lltti ·i1 at d demand (Ilaycs and Wheelwright, 1984) so that the 

likelihood or un ~.: ·c · · c 1 a it is about the same as the likelihood of running short. 

I 

Entrcprcn~:urs in e tabli bing and managing their firms, attempt to match their resources to 
I I 

perceived profit opportunities (Kirzner, 1979).This option may not be basy forMS ~s because 

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

(c) 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 e~cess capacity (Ilayes and 

Wheelwright, 1984). A negative cushion translates to over 100 percent capacity utilisation 

v,hich 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 011 

investment than would be po sib1c with less utilization. 'I hi c nscrvati e approach imply 

substitutes one type of risk (having undcrutili cd f< cilitic ) for another losin• potential sale.). 

'I hi approach may. eem to b a h ttcr option [I r 1 I·, (c nsidering that they have a low capital 

ba c bccau c it e, 11 improve their em icncy ( 11 the on han I hut it m. y not 1 the l c t option 

lh th r Itt nd au c ma ·imum apa it • utili atit n ma l d m tlf qual it ·. I he 

n vid nt in lh 1 ult ol 

nt ' \11 

7 . 
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I I 
I 

I 

I . 

2.2.1 Optimal capacity 

"How much capacity is enough?" Thi 
I 

a qu tion that enterprises grappl~ with. What is the 

optimal level of capacity? I low' ould utun:: I mnnd nuctuations be met? Probably' there is no 
I 

I I 

ideal or optimal cnpacity for til 'lltt:tl 1 i '· I ·ausc it all depends on the circumstances given the 

series of tmdc- lff~ b '(\\ · •n s1 d f rc ponsc, cfliciency, flexibility and the risk averse 

(Me 'ormick. 199 ). k ·y finding f 1c 'ormick (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 enterpri e to a high ri k. This could be a reflection of their capadty utilisation decision, 

preferring to trade-off risk (which at times could mean foregoing growth or expansion 

opportw1ities) 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 that MSEs would prefer 

flexibility over risky ventures (which may be profitable). orne of the circumstances that can 

affect a firm's choice of optimal capacity depends on ' hether the risk asso iated i long-t rm or 

short-term. For instance, in a growing market there is usually relatively little I ng-term ri k 

ass ciated , ith having m re pr duction capacity than is absolutely ncce at · to meet e pcctcd 

d mand, be au c almo t cctiainl ·the c mpany will need that .·tra capacit · within a · ar or so 

(IJn}c. · nd Wh ch\ ·i ht, 1 84 . In the silt rt-tcrm ri k n ciat(;d i uh tantiall cnu cit wt uld 

n Jt r f1 t" II n th I turn on Invc ·trnent (R< l). 

· · . lmJ rlfm 0 pn ity mtmu' m 111 to 1\L\ 

it utp at n 

111 nith m n n 



I I 

producing in a day. Knowing the rate of output can help in estimating ol plaimii~g how long it 

' II 

will take to deliver an order and to plan forth materials required for a period of tinie. Capacity 
i 

management and planning ( MP i\ I. E. to set it response rate to the rharket. Other 

benefits related to 'MP nrc t tll .. 't un kr:tnnding of the business ~~s t tructure, workforce 
I I I I 

composition, (c(;hn >I) 'tl\il k\ I management and staff requirements and inventory 

rcquircmcut ·. If' hi: l usin capacity is inadequate he may lose customers through slow service 

or to other compdit r or even allow more competitors to enter into his ~pecific niche. If the 

capacity is e.·ces ive .. then he may have to reduce his prices to increase demand, underutilise or 

I 

lay ofT the , orkforce/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 ofien their capacity 

to do so falls short in one or more dimensions (Mead, 1998). This can be blamed on their poor 

MP. In contract plruming, MSEs need to improve their efficiency in planning and managing 

capacity to perform as reliable partners. 

2.3. apacit)· Planning in large cntcrpri c 

'opacity is a wide term that should not be narrowly defined when mbarkin, on cap, cit . 

plannin ,, J·or in. tance .. ,,h n dealing with cn1 acity i u . thcr arc u unll · l\ implicit hut 

cr iti al a umption rna k, i.e. 1 ca neil • Ire IC )' d • I ' 

i li ti 

1 in nt tl 
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; ' I I I I 
tend to wait too long before deciding to act) ther are othet' options open to them such as joint 

venture arrangements, long-term purchn ontr t or vcn increasing raw lnaterial inventories 
I 

(llaycs and Wheelwright, 19 4). l r., nth' other hand, do not consider dpansion option 
I 

as obvious. Due to ti k. th · pt 1 Ill t to "put all their eggs in the same basket". Therefore, 

instcnd of cxpuudin ' ·utt:l ptis · th di crt resources to other businefsbs, personal needs or 

invest in land or sl lck. 

2.4 apacity Utili ation 

Capacity management, particularly capacity measurement, has recently attracted considerable 

rene" ed interest (Maguire and Heath, 1997). This is probably due to its importance in the pmsuit 

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 co t. 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 arc ailing due to increa cd 

financial pre sure. A more recent study conducted by ~ rnst and Young rc ealcd that hospitals 

with 16% to 20% pretax margins t day will be down to brca -even in s years . 1ccon sec the 

uccc ~ ful management of ho pi tal co t a a ynthc i of three factor. : calYH:it · mana ,cmcnt. 

demand management and qu, lity (lloffinan. I 9< · 

it • rn I I i vi \ I in th n ·t n und r ton lin tl 1111 II I< ll 

n, In . n m n, r nt llli II 



of capacity utilisation. The capacity model r viewed is based on Gantt'~ 6(1861-1919) 
I I I I 

description of current cost method for cnpn it management. 

2.4./ Capacity model 

A capacity modd i: usl'd i11 the .mal i ·of capacity utilisation. The Consortium for Advanced 

Manufncturing-lntcmati nal , 1-1) has developed a capacity model ~hic;h enables an analysis 
I I I i I 

of both idle nnd non-productive capacity. The approach to capacity management that the CAM-I 

capacity model u es i imilar in manner to Gantt's approach to current cost methods for 

capacity management as he describes in this statement, 

'The view of costs so largely held, namely, that the product of a 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 in urtcd in a period of time to 

the product produced during the same period of time ( tratton, 1996) meaning that the co t r 

a product will be higher in period when pr duction output i. I wer (even though nc thing about 

the actual pr duct has changed) and it will b lower in period when production output is ncar 

cnp ity theetli td cribcdby ,anttinhi t tcm nt. 'fh concct.ppli uti nofthc mntchin 

prin it I w uld tom tch th c ·p n c ott he P ri l to the tctiviti 1 ·r forme 1 in the 1 1 
il d 
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I I 

I I • 

because the activities required to make the product used the resources and the1products used 

activities. The products in Gantt' tatemcnt iid not onsume the ~osts. Therefore, CAM-I 
I 
I I I 

Capacity model is based on the abilit ' f th Cti ity IO prod ~ICC its cap*ci'ty and th:e dxpenses be 

matched to the activity's c 1p 1 ·ity. n k ntlribut' of any activity is its c~pacity to produce the 

output intended (StrattlHt. It 

The capncit ' model ha three principal categories of capacity utilisation: i 
I 

(a) Pmduc:tive capacity, \\hich is capacity utilised in producing good products and product 

tmprovement 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-

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 i idle in 

M ·s whenever they are not able to utilise this capacity due to clo ure that may be due to that 

may be due to harassment by city council ·a kari '. 

'I he model ha been uccc full ' applied to larg r ntcrpri c . In fa ·t as the 'A 1-1 wn 

d vel pin' th m del they u cd th c compani in th ir \\Otk 'ft up. 1o t )fthc 

t· rt It with ·cc c.: r acity lut af1cr th ppli nH lei th ' n I ) c 1 clicn c 

to 

pit I'. 
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I I 

MSEs need to experience also in order to perform better or better still, manage thei~ capacity and 

do things better. 

The capacity model dcsct il I tl \ ll\,1 not b' easily applied to the NisE sector because it 

I 

requires a thorough und ·r·t mdin f the operation of the business, its processes and the 
I 

underlying caus~:s for cupa ·ity utilisation (or non-utilisation). Little effort has gone into studying 
I 

capacity mtmagement in 1 A and therefore the factors that influence their capacity utilisation 

arc not yet clear. It i for this reason that this study has made an attelnpt to analyse capacity 
I 

utili ation decisions of ISEs and to examine factors influencing these decisions. 'The findings 

of this tudy therefore provide a basis to make decisions or the application of the model. 



CHAPTER3 

RE R II 1\IETIIODOLOGY 

I 

, I 

I 
I 
I• 

l 

The study used the survey m th for iL invcsti 1ations. The procedures followed in 

sample selection, data collc\.,-tion utd .ltlnl sis ar described in this chapter. 
I 

3.1. St·opc of Clu.· SCud)' I I I I i I 
The study cov ·r ·d 'tn 111 g nncnt enterprises in Nairobi's city council markets (the four largest 

clust r in tht! gmmcnt ector in airobi). The study could have covered other small garment 
I I 

enterprise cattered all over airobi but due to time, cost and logistical constraints this could 

not ha e been possible. The study also focussed on two capacity resources only that is 

. I I 
equipment/machines used by the enterpnse and the employees employed by the enterprises. 

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 garment sect r wa chosen 

because of many problems facing this sector. A prime case in p int her i c mpetition \.\hich 

is making it increa ingly difficult for the f • to maintain market hare in their own back ard, 

to say nothing of making forays into international market ( cad, I 9 ). If t' I· can impr vc 

th"ir efficiency. th ·could be able tor duce their co t "hich could r luc th ir pt ic • nd thu 

•he them a tt r ch nc to c mp te' ith their com1 tit t at le t loc II •. 

l.2 Populntion nd lntplin' I r rn 

nd m II nn nt nt 1 n tin ' in trc 1. 

m nu tunn tl 
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I I 

focused on micro and small enterprises (1 to 50 mployecs), unlike a slmil~~- study7 done earlier 
I ' I , I I! 

which targeted 4 to 49 employees. Prcliminm pr -t sting done by the re~earcher revealed that 

most enterprises had either rcdu I th numb 'r of employees or Jere not employing them 

I 

permanently due to the currt•nt p l\\ ~ ~ t,\tic nin ~~. Therefore adapting a range of 4 to 49 employees 

sam pi in , fi·nm,; would 11 1t l · 11 pt riate ror the study. The enterprises targeted were those that 

hnd been optruting ftlr m r than 2 ears. 
I I 

I 

There i an e timate of 4 000 MSEs in Nairobi city operating in gan11ent manuf~cturing (On-

going IDS-CDR African Business Systems Project). Of these, more than 70% are either one-

I 

person and 2-3 persons enterprises (McCormick et al. , 1997). It was therefore expected that a 
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 Me ormick and Abuodha 

(2000), the urban enterprises are not only more profitable than their rural counterpart but al 
0 

begin with more capital at least four times more. 

J.J. ampling and ampl i1c 

II intet tin ' cham t ri tic or K C11)'< 11 that he ' nrc.: normall · unc\'cnl • di tribu tcd 

1 tially rc rt tin ar a that h< ,. m n • (If the.: 

f nt rpri cr , d d t ' th r Wak h, 1 hi t1 li tri uti n i ttri ut I to 

111 7. 

in I UJ 



I 

the inability of the MSE sector to gain acce s to strategic areas such ~s the ind,u~trial area 
I , , 

(Abuodha, 1989). 

Most of the garment 

, I 'I 

i 
I 

flllttl in mtuk~t centres (these include shopping centres and 
I 

ntial homes (Me ~orm ick et al., 1997). The location depends 
I' 

I 

on the rnterpris~ ·s organi;ati n [ pr duction, for instance, mass producers !require large spaces 
I r , ' 

lor producti n. t rage and packaging as well as a constant power supply (McCormick et al. 

1997). The e are normall~ the largest enterprises found in the Nairobi industrial area and the 

older industrial quarters in town. The smaller enterprises (customer tailors) are found 

every\ here: city centre retails shops, suburban markets, shopping centres and residential estates. 

Large clusters are found in market centres notably in Kariobangi market, dikomba market, Uhuru 

market and Kenyatta market. It is for this reason that the cluster method of sampling will be used. 

amples 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 enterprise in the ch sen 

cluster . A total of 98 enterpri es were selected for intcrvie\ in g. The ample size f 98 is 12% 

of the total number of enterprise in the chosen cluster but only 2.4% of the total number f 

gannent fim1 9. A imple random ampling was u cd to elect the entcrprL to be interviewed. 

in 
7; 

th n I 



Table 3.1: Selection of study Enterprises 

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 ann x 1 ). The 

que tionnaire con isted of both open-ended and clo ed que tions which were admini tercd t 

manager· or 0\\ner-manager of the enterpri e . 

3.4.2. Secondary data 

ondary data \\t:rt.: lak n from urvey and tudie m de on the · ~.:ctor. for c. ampk the 19 9 

' tiona) I , lin· urvcy and mana cmcnt likratur~ and ok ~. hi ourc~ of d ta "' u cd to 

tu .: 10 th b. din urv y di n t provid in nn tit n d qu 1t 1 1 

ndu t fi I th nt rpn in th 

it 



facilitated by a code book that was developed b for the data was entered into the computer using 

the SPSS package. Descriptive stati tic u h fr qu n ic , mean, mode and percentages were 

used to systematically and mean in 7 full di. play data for purposes of reporting the 

characteristics ofthc cntcrpri: ·s m I ,\1 th !lam~ time provide adequate statistical support to the 

findings . Further anuhsts li.)r · ,tm I prin ipal component analysis and factor analysis, were 

carried out to d<:lcnnin · th · ra t r underlying the observed characteristics and the capacity 

management I me tic ·. 1mple cro tabulation was used to analyse the relationships among the 

vmiable ·. 

Th finding of the qualitative analysis based on opinions of respondents and data collected from 

the ob ervation guide, were incorporated while interpreting the results of the quantitative survey 

wherever needed. 



CHAPTER4 

FINDING 

4.1 Introduction 

, I 

I ' 

I' I 
I 

This chapter presents and di:cu. · '.' th findings of the survey. The first section is on the 
I' 

I ' I description of the small gurment enterprises with specific reference to business profile and 

biographical data r the enterprise . The next section will discuss the utilisation of capacity 
II 

resources and the long-term capacity strategies in small garment enterlrise~ that 'Yet;e :surveyed. 

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 arid markets served by the 

enterprises. 

4.2.1 Type of garment firms and products 

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

(a) ustomer tailors, who produce to order and mostly high-fashioned garments\ ere the 

majority (63.9%). 

(b) 'ontract worksh p (who arc imilar to cu to mer tailor but pr duce in quantity were the 

lea t 4.1%). 

c) ini-m nuf turcr '' h u c • cal d-UO\\ n vcr ion of ma s ptnluction t Jm lc · t 

1 r du 2%. •1 h )' ll \1 lly l'\' th lO\\ CI cl in th market l ut al l 

in m kin . I f01 ll\ l l d t lil , 



Table 4.1 : Distribution of type of enterprises and products 

Type of n- 12 % 11 I 0 ' 1 0 ll 24 % 1 n=23' % n=20 o/o 
garment firm I I 

customer t11ilor 12 100 88.89 tl 16.67 12 52.47 18 I 90 

contract 0 00 5.56 0 0.0 4.3 5 2 10 
workshop 

mini 0 00 5.56 20 83.33 10 43.48 0 0.0 
manu facturcr 

Products 
produced 

standard 8.33 3 16.67 15 62.5 14 60.87 3 15 
garments 

lligh fashioned 10 83.33 15 83.33 9 37.5 9 39.13 17 85 
garments 

notes : one respondent did not provide product information II 
Difference between market (location) w.ere very significa~t ~or type of garment finn (cl1i-square=53.38, 
significance=O.OO) and for products (chl-square=30.28, s1gn1ficance= 0.000 19). 1 

The location of the enterprises depends on the organization of production. lt is no wonder that 

the location (market) of the enterprises was very significant (at 0.00) for the type of garment firm. 

huru and uarry markets~ ere dominated by mini manufacturers type of firms; they had larger 

stall spaces than the other markets though lighting was ery p or especially in huru market. 

'l hi affected their p rfonnance n t only because of the added co t ofbu ing fuel f, r lighting but 

nl o the effect of p or lighting on the employees' \'i i n. which in turn affected their morale in 

the long run. I· jority (61%) of the enterpri. c were cu t mer tailor t p of finn and wcr mall 

in iz.c in t nn lith cntcq ri s inh:rvic\\cd in Ken ·attn mmkct \\t.:tc 

[i rm d nly . I Yo ol th mtlc \' 1 ' do to the 

d \ IC ith I 

' m nt r hi •h hi nt . rit · f th nt n \ 



customer tailor, the percentage of high fashioned garment producers was also the highest. 
I 

I 

Standard garments producers were 36%. R fl r t table 4.1 above for summary of this 

information: type of garment lirm, , pr duct nnd lo 'ation. 

4.2.2 Capaci~)' ami tleterminatio11 of capacity 

I I 
I 

As was expected, Uu: rate of output\ ·as high in those markets that had tnore mini-manufacturers. 

The enterprise reported total output ranging between 56 to 72,000 units of garments (finished) 

II 
annually, with an overall mean of 4,020.58 units of garments annually . ~he total number of 

I ' i I I 

garment units produced annuaaly was 389,996, with a modal rate of 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. Kenyatta 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). 

7 



Table 4.2: Distribution of capacity (in terms of production) annually by markets 

II 24 % n=20 % 

50-500 7 22.2 2 8.3 2 8.7 5 20 

501-1500 4 33.3 4 16.7 3 13 .0 12 60 

1501 -3000 5 27 .8 6 25 6 26.1 2 10 

3001-5000 8.3 5.6 4 16.7 4 17.3 

5001-10000 5.6 5 20.8 5 21.7 

10001-20000 5.6 2 8.7 5 

>=20001 3 12.5 4.35 

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 fum. 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 

hown in table 4.3 below. 

Table 4.3: hi- quare te t for difference in rate of output between market b type of 

garment firm 

12 0 



Markets such as Kenyatta market have lower rate of output because they produce more of high 

fashioned garments (83.3%), which normnll tnk longer to produce than standard garments (see 

table 4.2). However, it sh uld b n t I th, t th e rates arc not sustainable firstly because 

capacity, as stated, L either, Ill .,, l.'t'<lg' utput ( 0.9% of the enterprises chose this as what they 

usc to determine cuptH.:ity) . r ma, imum achievable output (6.2%) or he best performance 

actually achieved in the pa l (59. %). econdly, capacity may not be sustainable also because 

capacity is dynamic. Thi is due to the learning effect. Learning effect is the accumulation of 

experience, kno' ledge, 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. 



Table 4.4: The distribution of number of garment produced annually by type of 

garment firm by number of year in business. 

5001-10000 4 5 9 

10001-20000 2 2 4 

Total 47 3 21 71(73.2%) 

11-20 50-500 3 3 

501-1500 4 2 6 

1501-3000 3 4 

3001-5000 3 3 6 

5001-10000 2 2 

I 0001-20000 2 

Total 14 1 8 23(21.6%) 

21-30 501-1500 

1501-3000 

I 0001-20000 

21-30 501-1500 1 

1501-3000 

I 0001-20000 

2 3 

ti n 
,, 
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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 l-1 0 r p riod only. But Hheresting enough there 

was only a sight difference betwe n th 1 ·riod i I I I I 1-1 0 yrs and 1 1-20 yrs but a very la:rge 

difference between these two p ·r i lds ml th' 21- 0 range (sec table 4.4). This could be 

attributed to the cfh.:ts )r lit ·rali ·ati n. '1 he first phase of liberalisalion was around 

seventeen years ago ( 1984 . The impact of liberalisation started to be fel~ in Kenya ten years 

ago ( 1990) and the econom deteriorated, the proportion of enterprises ¢stablished before 
I 

liberalisation has remained small. Because of the hard times many enterprises did not 

survive. The sample results reveal that only 26.8% of the enterprises that were started before 

the impact liberalisation managed to survive liberalisation despite challenges 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 
I 

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 ft,farket served by tlte enterprises 

In most countries. the issue listed in first place as the principal problem facing enterprises wa 

that of markets. 1any 1. [s find that they are selling a limited range of pr duct in restricted 

and aturated markets· if they eck to inc rea e their producti n, they find it difficult to ell the 

c. tr a ou!J ut ( lead ). Ab ut 28% f the sample crvcd the local area (sec t<tblc 4.5). 1 h 

. I% rv d the rc 'ion tl m •n. btl rpri c that hnvc donc l ·ttc:r ha\ c 

nl• th nt 11 n 



markets and these enterprises were found in Uhuru market (3 were mini manufacturers and 1 

customer tailor). The three mini manufacturer had fl rmal education (two with upper 

dressmaking like the rest un i ' ·t hi ratt: f output was the highest (72,000 annually) in the 

sample. 'I hi finding i' c ntrary t other tudies (Mead, 1999) which have indicated that both 

education and training i nece ary for the success of an enterprise. The success of the 

enterpri e 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 7 2 

market 

Kariobangi 4 5 9 

market 

Uhuru 6 7 7 4 

market 

Quarry 4 8 II 

market 

10 7 2 

31(32%) 4(4.1 Vo) 1 1 °,'c) 

nll.:rpri cr cd bet\\ e n the 

4. Bio r phic.tl d 



networks that can be tapped when the need arises (McCormick et al.; 1993). About 94% of 

respondents had at least some form offormal edu ation, with the majority (40.2%) having 

attained upper secondary education. nl ' 4.1 ° 'o h d higher education (see table 4.6). Contrary 

to earlier study by Me ormick t:tl: 7 mini-manufacturers were the most educated with 

more than half (55%) having uttuin ·d upper econdary education and higher. This change 

could be becau 'C ·orli r mini-manufacturers were mostly women and in Kenya as in many 

developing cotmlrie ' omen ha e 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 3.2 5 5.2 

education 

Lower primary 5 8.1 3.2 6 6.2 

Upper primary 16 25.8 2 50 7 22.6 25 25.8 

Lower secondary II 17.7 2 50 5 16.1 18 18 .6 

Upper secondary 24 38.7 15 15.5 39 40.2 

University ·college 2 3.2 2 2.1 4 4.1 

Column total 62 63.9 4 4. 1 31 32 97 100 

There is no difference in le el of education between the various types of finns at 

5% significance le el. 

u tomcr t il r have a particular ne d fl r training and that i " h majorit (90 . 3~ 'o) f them 

h d attained m form oftr ining. ·1 hough oth r tudic hav indicat d that educati nand 

trninin n h lp nt rpn tak , dv nt 'C o market opp rtuniti for c · mplc in rdati 11 t 

u in litt thi \\ 



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

training (see section 4.2.3). Though training rna n t ben ccssary for an entrepreneur to have, 

it is ver important for the employee . Training i. r imp rtant particularly for the 

employees in the utilisation fth upu ·it t\:: urcl:S . ntrained employees may not be 

qualified to produc quality gurm •nts and therefore may take longer than necessary to 

produce the garment ·. 1 hi· tuk. · up b th more machine hours and employee hours which 

may b termed a wa · te bee au e the are non productive. Majority (81. 9%) of the 

entreprenems who had emplo ees (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 entrepreneurs 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: Di tribution of enterprise type by training 

23 

6 9.68 8 25 8% 14 14.4 

ignifi ant difference in training b t\\ e n the variou firm type at 5% 

-'.4 Bu in (,r \th 

Bu in 1 ul tin th pr fit t th cnkq ri c o cr ri d 

n th 1r 1 ini n n 



whether or not they had experienced growth. About 87% entrepreneurs stated that they had 

experienced growth. The areas that they had p ri nc d this growth are as follows. 

Table 4.8: Areas of business growth 

Production lines 22 22 .7 21 

Profits 13 13.4 50 

Employment 8 8.2 24 

Increase in stock 19 19.6 42 

New businesses 3 3.1 4 

21.6 18 18.6 

51.5 49 50.5 

24.7 31 32 

43.3 45 46.4 

4.1 6 6.2 

3 

20 

19 

20 

2 

3.1 

20.6 

19.6 

20.6 

2.1 

ll 
I 
I, 

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 entrepreneur . the pa t year and current year were the worst year for their busines . The 

gr \vth experienced b the enterpri es '-' ere mainly due to new markets (table 4.9). 



Table 4.9: Factors contributing to growth 

New products 

New technology 

Experience c1f 

owner 

II igh quality of 

product 

High demand for 

the products 

Total 

2 

90 

7.2 

3.6 

1.1 1.2 

1.1 1.2 

2.2 2.4 

98.9 108.4 

As was expected, credit and or loan was not a contributor to the growth beeause MSE 
I 

enterprises do not have easy access to credit/loan (CBS,et.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 vas followed by new products and new technology. Only 2 

entrepreneur contributed high demand of products to the growth of their enterprises. These 

result are similar to an earlier study (McCormick, et.al: 1997) where nearly all (98.6%) of 

the entrepreneur listed low demand as either extremely important or very important reason 

why small busine e fail to gro\ . 

es ·ing the overall d mand for the pre duct over the Ia t 2 ·ems revealed that maj tit , 

60.8% ha 1 , ri n cd d crea in the demnnd of their pn duct . bout 23% had c. ·r ricn ed 

n I 5. Yo h, d c. 1 ri n I un incr ·a in the demand o their pn luct . 

itU'Iti \11 \ hctd th 

' r 1 ri u im1li ti n <nth 



enterprises because it affects their growth. McCormick, et.al. ( 1997) study revealed that most 

entrepreneurs see low demand as a seriou barrier t firm growth. · 1 I I " I 
' 

4.4 Capacity utili ation 

Capacity management is com: •tm: I '' ith de i ions about the optimal use of existing facilities 

as well as decisions about e. 1 an i n, contraction, replacement or the dse of alternative 

f . . [: ., .. (' h' 1 .i I I i I technologies. ptimal u e o e;...1 tmg ac1 1t1es m t IS case t 1e capacity resources are 

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, enterpri~es can improve 
I 

their returns because they open up opportunities for savings. 

4.4.1 Capacity Resources 

apacity re ources should be valuable to enterprises because they add or create value. I Iere 

value creating resources were limited to human capital and organisation capital 

(machines/equipment). The enterprises interviewed had more machine (344) than employees 

(2 ). 1 he study wa conducted during a period of power rationing and many employee were 

laid off. bmployee were paid according to what they produced; ' hen there i 1 w demand, 

the cntc1 pri c ~ d ) not incur unncc ~sary costs. 'I hcrcfore it can be said that the ntcrpri. es 

Utili d th on of th nt rpt i ~ had nH rc mplo ·c than 

ny m r . ·1 h . I ~ th nt q ti \\h( 
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',, 

• needed employees in case of demand increase (and only when demand increases), 

• intended to expand their business, 

• had many machines and less emplo •cc.::s to p rotc them, I I 

• wanted trainees only (th 'Y '"' r' ·h' 1 ~..:r) to assist them increase their production 

level , 

• wanted to incrcn e their production levels, and 

• wanted to incrca e their labour so as to increase productivity. 

I I I I 

I 

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

other respondents (36.1 %) needed more machines for the following reasons: 

• more specialised machines 

• to meet increasing demand I' 
I 
I I I • to expand business 

• as a form of investment 

• 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 a11tl Ncm-Producth·e apacity 

than h, 1 f 5 1. o/c of th rc 1 omlent • dmittcd h \\'in ' employee. \\ ho were idle at tim 

\ hil Ill fth m h d idl· m, hin . In t 70% of the ntctpri c h d 

whh: h ' 1 

n n 1 r du th • ·r hi i n t urpr i in ' n id 1 in th t th h m r m, hin th n th , 



I ' 
I I 

I I 

actually needed. Idle and non productive capacity resources do not add any value to the 
I 

enterprise nor customer and therefore they can b t nn d a waste. These wastes are normally 

hidden and should be made visible in ord r [! r the. ' 'ntcrprises to understand its cost to the 

I I ! I I enterprises. Idle machine and mplo ' t:l' h ur. 'rc calculated to show the wasted hours that 

could have been used for ollt 'r pr) lud1 c activities. Table 4.10 shows the length of time 
I 

(hours) the capacity resource' an: idle. 

Table 4.10: Mean idle and non productive hours 

I I I 

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 

" hat 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 dispo ing of it or by 

selling it a additional product eg. hiring or selling the machines and firing, or paying 

employee for only what they pr duced). 'l he reason gi\'cn for the idle h ur arc: 

• Dcm, n l j ~ low 

• Pm 1 rati nin' 

• < \\11 r d 

• l·mpl 

• k Ul 
. 

I . Ill n 



Machines were non-productive because; II It 'I I 
I 

I 
• they were spoilt, 

• missing spare parts, 

• Jacking of servicing . I' 
\ . I ' i • under rcpairlmaintL'nun · · . 

• or because of the 1 wcr rationing problem. 

The machine were either poilt or under repair often probably due to their ag~. About 29% of 

the machine were o er l 0 ears, 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 Irfachines 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-powered machines while 

only 9.3% of them said they were using motor-powered machines. None had specialised 

machines which is higher in technology. Their choice of technology is a clear indication of 

capacity management because capacity management concerns decisions about the use of 

alternative technology. In this case the use of alternative technology was due to power 

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

lack of technological capability 10
• 

'I he employee on the other hand \\ere non-productive bccau e; 

• they were ick 

• wh 11 \ itin r r material 



• when they were learning new patterns/design, 

II 
I 
I 

I 

I ' I 
I I 

• when they have difficulty in adjusting t change of capacity (e.g. when demand 
I 

increases and capacity is incr a I t m t thi d mand), 

• when they were on lcav . 

• if they had poor truinin • . 
I I I ~ 

• when machin • me p ilt, 

• when demand. is lm , and 
II 

• when they are fatigued . I 

'I 
Capacity in the enterprise was not utilised optimally and therefore thi ~ alsd affec~ed the 

returns as shown in table 4.11. 

4.4.2 Enterprise Profits 

Table 4.11: Distribution of the current years returns 

:~~w''i~:H}'x~\';;~w-1 wn~~t~rf!(41q~>;?~~-~···· ·>'·<>'~f'···~ 'w ... '• ~rr: ~i XWWkJ: 
m!~.~~~tdi, ,~L:::·Aw~d*~ 1ixt;., ,/# 
-26,000-0 30 30.9 

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 

2 ,001 -5 ,000 1 4. 1 

>~5500 1 I I 

, leu! t d l y ul tr, ctin 1 th ale fr m th co Is, , an in lie tor of gn, "th. 

h d th hi •h t 1 1 1.: nt 1 1 

.7 th nt ·hi ! th cu 1 nt 



I year had the highest percentage of enterprises with negative growth (earllings between Kshs.-
1 1.· 

26000 and 0). The highest profits recorded ,,vn 2 nrs ago at Kshs.l93, 150. The l~w profits 
., 

are due to the deterioting state of the cc nt m 11 nm.l th many constraints' doggirtg the 
I 

1
1 

I 
Majority (56.7%) of tlu: 'l! entcrpri c used their profits on non-busine~s re~ponsibilities such 

I I I ' 

as paying scho I fee , building houses, purchasing land etc instead of reinvesting into the 

business (table 4.12). Only 20.2% reinvested their profits back into the businesses. Because of 

lack of reinvestment, most MSEs remain the same size, if not closed. Other 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 13 .5 

Saved 3.4 

Purchased land 1.9 

tarted another business 1.1 

0.7 

i\'Cil 0.7 

I ot I 100 

nomi 
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I The average profit has been decreasing in the past two years . The current year's average 

Kshs.l6, 7 46 profits made two years , g . Th ·urr nt 

,874 profits fo~~ a y~ar agb and 
I I : I I 

\.:UrS profits were very low because of I I 

profit was very low at Kshs.6,791 compared to Ksh. l 

the high costs the enterprises ere in ·unin 1 in their expenditure (e.gt. salaries, inputs, and 
I other daily operntion costs). )n nv ·rn 'th' enterprises were currently indurring a cost of I 

Kshs.23,676 compared to 2 .7 and 49 7 0 for one and two years ago respectively. Sales 
which can also be used to measure capacity have also been declining in1 the past two 

1

years. 
The average sales \ ere much higher two years ago at Kshs. 45,029 , followed by a year ago at 

I Kshs. 40,355 and current year kshs.30,526. This reduction in capacity (in terms of sales) is a 
clear indication of low level capacity utilisation, largely clue to the reasons mentioned in table 

4.13. 

Table 4.13: Major Problems faced by Enterprises 

Competitors 82 31.7 84 .5 
Ra\ 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 2 9 100.0 267.0 

4.4.3 apacity tili ation De i\iom 

•t t ckl th . m nti Ill th cntcrpri hn I to con t ntl · m k de i ilm · 

ut th ur . 'lh I to l 

rtt nt r ri Ill titi th h ntl impt Ill nt th t 



will increase flexibility. This forced them to make changes in their capacity utilisation. 

Majority (25.8%) of the enterprises changed their opacity u age as often as weekly, followed 

I I I', 
by 19.6% of the enterprises who mad np cit ' ·hnngc after every 4 months, 17.5% made 

changes monthly, while 10.1% m H.lc 'lhltl 'Very three months. 

The capacity utili at ion decisi n that the enterprises made were; 

• 
• 

to carry execs capacit) b staying ahead of demand (70.1 %),11 

I 

to carry less than the demand (3.1 %)and I ' 

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

I I 

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 the4 would reinvest their 

profits back to the business of which majority do not 13
• 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 sen e unless th capacity 

utilisati 11 would impr ve. Whichever the case, their intentions still reflect some sort of a 

capacity strategy, that is, kn \ ing when capacity will be added. f cour e thi . may 11 t be 

definitely oon. It is, capncit ' trat g t ccausc the cnttcpr ncur. know hm and what to u. c 

u u j , 11 for 11 d (I r chan • in cap.tcit . tajority ((> 1.9% tt d incrca c of demand as a si ,11 

m i ncy can nl lSI:. m not \l:l )' 

. 1 . nt lh nlr pr n ur r mv t d th I' 1 tt intt th 
I I Ill 



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

It should, however, be noted that not nil it! I np 1 ·ity is waste. Therei1are certain issues within 
I I I 

control or the managers or ntcrpri, . lut ( th 'I'S ar' beyond their con~rol. There 1ar6 ~xternal 

factors that affect capacity utilisuti n d<.: isi n of an enterprise which are beyond the 

manager and/or own •r', c ntr l. F r e ample, in some of the markets enterprises have to 

remain closed bccau e the markets are not opened on Sundays. Idle capacity that arises from 

such a situation should be accounted as the cost of providing services in $Uch a location with 
I 

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 puts in big or 

many orders) incase the client wants something extra to be added to tl1e 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 increa ing it ef(iciency \ ithout absorbing further re ource ? 

And incrca c f re ourcc i. c. ·pan ion. 'I here fore for these 1 F to turn ex pan ion int a 

dcci ion in tend of an intention they need to improve their capa ity utilisation \ hich mean 

that c tpacity utili ti 11 d to b made. About 4 % of the ntcrp1 i ngrc~.:d that 

th · In th me iz . '(hi not it h•t 

Ill 
\ll 
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I' I, I I 

About 70% of the enterprises chose to carry excess capacity. There is very little risk 

I 

associated with this decision because the execs apa ity may be required 1later for example, 
I 

at a high business season such as hristma r Fn. t r s ason. Excess capacity can be used as 

a competitive edge by the cnt rprise .. I·. ·t:. • a1 acity can be in the fonr 1of inventories which 

can be bought at a dist:ount iCbought in ulk . And in the same way products produ6ed in bulk 

consume less production co ·t · a compared to less products. Lower costs mean that it is 
I 

possible to reduce product prices'> hich is a way of influencing demand instead ofwaiting 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 d.t4. Majohty 

(37.3%) carried excess capacity because they wanted to save 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. 



I' I 

Table 4.14: Reasons why enterprises carry excess capacity 

-'f"' "d·~. -~><,.• """""·--· 
{/''/.,~ ~~ -~-/:f/ " ~ / N /•/"/Y "1/ '1- .( ,'1.. .... '\,, ~ "" "f1'\'~'',~ 

'~Jr>;;~~,:;, ;;,;'",C:'?\ ;;:~_,,~,~~''\' .~: >'"~.~L~~:~~~~ 
J' / f, '},.; ~ .r,/ "• J" 'N '\.r " "\. " .._' ~ -,; '>.: ;...._~ '-.'' , ~'\ ~ N'\''i. ~'WA'"~~,w~~ ·.;; · t· ·~ri\~'\'' ~~,,>t~~~ ~ ',(r ;k0,; n ,-./..oO-.:Yh o('o m Un~ ~ ~ ... ~ 

Displaying in order to attract new or more cu tom r , G 6.8 I 9.0 

Target new market niche, target in • tho c l'll'ltlfll •r · ' h ptcfcr 14 I 15.9 20.9 
ready made clothes I 

I 

Save on production time o in~u~~ of 111cr·u ·c of demand or sudden 25 I 28 ~4 I 137.3 
demand surge, the entcrpri c is tblc to rc pond pt mptly without 
having to incur e pen ·c of ovcrtim •. 

Compete with other enterprise elling gam1ents 2 2.3 3.0 

To market existing lock when production is low 1 
I 

1.1 1.5 
Stay in business because when demand is low the enterprise would 1 1.1 1.5 
have to close if it had decided otherwise. For instance ifthey had 

I decided to match to demand and demand is low they wouldn't have I 
anything to do. I 

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 7.9 10.5 
I lave 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 
rear of nuctuating costs of materials 3 3.4 4.5 

II igh demand of the product. 2 2.3 3.0 

Total 88 100.0 131.3 

1aj rity (c 3.2% carried c. ·cess capacit ' in form of finished products, 2.7% in th form of 

c:cc pn duct ion rc ourcc .md .I% in form of general puq sc cu hi n. 

th nt rpn rri d I c it • ml ' · CV< th m m. tch th i1 u1pm:it ' to 

rn nd. h nl q ri p rr fth di u c m ·in 1 
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excess capacity. The reasons they gave for these choice of strategies ru·f; · 1 1 I 

• to be able produce customer request. 

I 
• materials are bought by the custom r . th entrepreneurs do not hav(i to stock 

I 

materials), 

• lack of capital. 

• to avoid over production. 

• to avoid lo se due to change of fashion, 

• it would be uneconomical to carry excess capacity. 

4.4.4 Busiuess Pltilosoplly alld Policies 
1\ 

I 

I j 

The philosophy an enterprise follows is very important because it determines the decisions the 

cntrepreneW' makes. Capacity utilisation decisions are also determined by the philosophy the 

enterprises follow. Unfortunately, most MSEs do not have business plans and yet 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 i 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 busine s plans. 1 his could then explain ,.,hy 

majority (30.%) of the cntcrpri c had recorded negati,·e profits a was shov 11 table 4.12 in 

cction .4.2. o planning i ~un.:' ay of planning to fail. For e. ample. if a manager o an 

Cll(CIJ ri choo to at capac it 'by fully utili in 1 the rc ourccs I 00%. h •/she would 

11 t l thi full utili ti( n i not n cc 1 ily con i tent "ith 

lim in ti 11 nd n Ut • lim in, ti lll (lf w 1 1 tul 

it irn d t b II nt I( ri . h h 1ld l fur th r th 1t ull utili tti n 



is not equal to effective utilisation. Full utilisation as a production target n~ay not be consistent 

I , 
with a quality target of zero defects. Effective utili ati n produces defedt-free products which 

benefit the customers but full utili sation ma) n )( !\ tn ltJir' and llcath! 1997). 

I ~ 
I 

About 40% the rc ·pondcnts hml d '\'dO! ·d bu incs plans, of which majority (63.3%) of them 

had not changed the busim:s · 1 Ian de 1 itc the changing business envi'tonment. Only 20% of 

I I I I 
the tho c who had developed bu ine s plans had changed their business plans more than 3 

times while 20% had changed t\ ice or once. 

Business policies are very important because they determine how capacity will be utilised. The 

earliest time reported on opening business was 5.30 a.m. and the latest was 9 am. It was policy 
I 

for the majority of the enterprises to operate at an average of 10 hours per day starting at 8 a.m. 

(40.2%ofthe 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 foliO\ s; 



Table 4.15: Business policies formulated by enterprises 

Flexibility in terms of working hours and day in ord r I m I 4 15.4 22.2 

demand 

Keep up with fashion (looking out forth I test f shi n in 3 J 1.5 16.7 

magazines or from other tailors) 

Employees entitled to monthly pu 3.8 5.6 

Leave guarantee to all employ~:' · 5 19.2 27.8 

3.8 5.6 

olume 2 7.6 11.2 

Supply product in time 2 7.6 11.2 

Make high quality products 3.8 5.6 

Employees to report on time to work 3.8 5.6 

Employees expected to be part of decision-making 3.8 5.6 

Employees guaranteed leave during public holidays only 3.8 5.6 

Employees to work during public holidays also 3 11.5 16.7 

Employees are guaranteed unpaid leave 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. orne of the policies are basic provisions requirement in the Employment 

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

tho nt rpri that had bu ine s plan , did not guarantee annually lea to their employee 

and th y are al o e. ·p ted to work during public holida . If it i polic fl r cmplo ee to 

work through out th~.: year'' ith ut lea th mploye · will b fatigu d and I e m rale a ter 

om tim nd thi rate to the market. 1ajorit · 27. % ofth cnt rpri. 

irempl ted th ir ~.:mpl ;c l r~.:p rt 

mpl n tim th nth 

nt rpri Ill 
h m rk t in n 



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 utili at ion f th capacity resou~ces. 
I i, 1 

4.4.5. Factors tltat lt~fluence 01J111fi~J' l tilimtion Decisions 

A good decision can only be mud · 'lfi ·r anal , ing all the available information and that is why 
I 

it is very important to scnn 11 the emir nment. To make a capacity utilisation decision, the 
II 

environment the cntcq rise is operating in, should be scanned in order to krl.ow the 
1 I r ' I 

consequence of a deci ion and prepare for possible scenarios (these possible 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. Table 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 significant 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 M Es are meant to be risk aver e. This decision requires absolute knowledge of what 

fa hi on of garment will be required and what quantity. 1 hough fashion is very dynamic, it i 

pos ible for these entrepreneurs to know fa hi on trends but only if the are ever on top of 

fa hion ( canning the environment). 

rpli 
• Ill ' zin 



Table 4.16: Distribution of the decisions made by enterprises after scanning the 

environment 

Lag behind demand 

Match anticipated 
demand with production 

5 

50 

8.3 3 3.1 

41.7 26 26.8 

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

scanned and those who did not. 

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%), 

• increa e sale /production/profits ( 1.2%) 

• detem1ine demand for the product (10.4%) 

• search for new/latest tcchn l gy ( 1.2% 

• m t the challcng of high c mpetiti n (2.3%) 

• pro lu quality pr u t 7. %) 

• llin % 

• idl 1.2o/ 

• pr u ti n 
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• assess fluctuating prices (2.3%), 

Those who scanned the environment wer bl t pr I ar' r deal with the factors that could 

influence their capacity utilisation th.: ·i:it n. , \ 111' of the factors that infl~enced thei1~ 
decisions arc: 

Table 4.17: Factors that influence cnpacity Utilisation 

Decrease of demand 25 20.5 
I I Technological 22 18 22.9 

change 

External environment 17 13.9 17.7 

Fluctuating demand 2 1.6 2.1 

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 (I Iayes and Wheelwright, 1984). 

Decrease of demand was the second factor that influenced capacity utilisati n. Due to the p or 

economic situation in the country the purchasing power of cu tomer has been reduced 

re. ulting in low demand (Yet)' few customer placing orders for the products). ·1 here fore th 

cntcrpri. cs arc forced to. c k thcr market (for instance target the ready made cloth . 

market) und 1ttract n \ · or mor cu tom r by ptoducing c:ccs capacit • (in the form of 

nd nt '' te influ nc ll y tc hnolo ic 11 ch n •c. 

th t ul I r quit th 
lll 

it m hin in r t Ill titi .• , u 
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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 technolog ' hi hare motor-powetted (22.8%). It was a 
I I 

capacity utilisation decision to usc foot-powen:: lmn ·hinc. in response to the power rationing 
I 

problem that was going on. The u ·cor llternati' 't' ·hnology as a stra~fgy in order to be 

competitive rcOccts the cxistcn ·e l)l' ·a1 a ·it utilisation decision made
1

amobg MSE~. A. very 

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

About 18% of there pondents had their decisions affected by external environment. Factors in 

the external enviromnent like limited access to credit has affected their decisions. Because 

I credits is not ea ily accessible and the entrepreneurs need capital they are forced to either carry 
I 

Jess capacity or build to forecast. Also the high competition has forced some entrepreneurs 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 

afTected by fluctuating demand. 



CHAPTER6 

SUMMARY, CONCLU ION 

6.1. Introduction 

I 

ND RE OMMENDATIONS' 
I 

The MSE sector faces many challcng ·s. I \na 1in' capacity is only one of them 1which many 
I I • 

I have not yet consid red toe ploit und · 'lit ha ·a lot of potential for growth. Iligh competition 
I 

has made it almost imt o, ibk t increase sales. '1 he only other option to increase the profit 

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

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

II it is not adding any value to the enterprise or customer. This waste is hidd nand therefore not 
I 

very obvious. This study was designed to determine capacity utilisation 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 huru market, while 32. %were f<lund in uarry 

market. nly one mini manufacturer was found in Kariobangi market. M tjority of the contract 

\ ·orkshop were found in gara market (50%). while uan and Kari angi market had one 

each. 'I h c made either high fa hi on garment (61. % or tandard garn 11ts ·1 9o" ) ' l'o '1 . i'O • 

d term in th ir capa ity th cnteq ri e cith r u cd a veta 'C output ( 0. ~~~~ or ma:imum 

Ul( ut . Vc r th ctu lly 9.8%. 

h Ill pri 



I . . , Tanzanian markets (4.1%). About 44% ofthe entrepreneurs had an educatiOn level of upper 

secondary and higher and majority (85.6%) fthem hnd r ived some training. 
,I 

The enterprises interviewed had 1l ~ m \ ·hin~s nnd 2 3 employees. These capacity resources 

were utilised differently in thnllh • t:lll)l ccs-.: ere laid offwheneven rthe demand went down 

while the machines wert: kll. Tln:n.:[i re the cost of paying employees\waslt1ot vdry ihlgh since 

they were paid only what the ' produced\ hile the machines incurred overhead costs whether 

they were productive or not. On average the machines were idle for 5.13 hours daily 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%). 

'I he factor that influenced these decisions were; increase of demand 58%), decrease of 

demand (26%), techno! gical change (23°/o), external environment (I %) and fluctuating 

demand (2%). 

,,J l{ccomm ndation 

nh nd \\ mm n 1 r 1llcm am 111 ' l th nt r 111 

11id th·tt n im1 r<l\ c 

h rmul t din 



II 
more proactive than reactive by trying to influence demand through !product price reduction. ' ' I l I I I 
Prices of products can only be reduced by redu ing c Is. there is room ror cost reduction 

through better capacity management. Then: c r ·h r i. of the opiniot~ that it is possible for 
I these MSEs to better manag th ir capa ·it r ·: urcc because they do exh~bit some capacity 

strategy which may not b )bvi nr: ut it docs exist. The strategies can be identified through 

I .. the various capacity decision· the ·make. For instance many entrepreneurs made excess 

garments for purposes f displa ing and selling ready made clothes instead of waiting for 

orders from customers who have reduced and also at times delay in payment 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 k~eping up with the latest 

fashion. This is a strategy, to stay a head of demand by carrying exceds capacity. 1 1 1 

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 extra capital costs for no 

rea on. ost hould only be incurred v hen a productive activity i carried out. 

It i also recommended that on- vern mental rgani ation ( ( i sh uld assi t the 

cntrc.:pn.:n ur in the area )ftcchn log . 'I hey could come up with machines that ar chea1 r 

and cu i r to maintain with ~ I ar 1 rt that nr affordable and n •nilnblc Cor th cntrepr ncUI 

Ill I h the) 

ilit i . It i urth r r th h it t u th 

1 



should also be taught how to manage the loans (funds arc also capacit~ tlesources). Due to the 
fact that funds are scarce, they should be better managed and utilised effectively. 

It is also recommended that the poli ·y tlhtkt:rs should understand the enviromnent these 
enterprises operate in, th · constr tinl · that arc on their way of success, and come up with 
policies that will not us mlu.:h us 1 r teet them but provide an enablin~ enJiromnent, that gives 
them a fair chance in the busincs en ir01m1ent. 

The recommendations made are confined to the optimal utilisation of existing capacity instead 
of expansion. Many entrepreneurs did not have business plans and expansion can only be 

I 
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 idle capacity" to "how to find 
more capacity without having to invest huge amounts of capital" then they are ready for 
expanston. 

6.4. Conclusion 

The success of a manufacturing organisation is largely measured by the effectiveness, ith 
which it utilise the variou kinds of assets entrusted to it: facilities, technologic , and skill , 
(llaycs and Wheelwright. 1984). apacity management of any entcrpri c i crucial [i r its 
ucce . A question \\a I o cd to the cntcrpri. c .. inquiring about the problem th y w n: 

11 Ill nti 11 d • ny CaJ a ity mana 'CillCilt problem. lt is therefore important (' I the 
nt f] ri nti : th 0 I flott on\ \t~o:t 

ntr llin 

it 
\ll 



Jl necessarily investing thousands of shillings. Once the true cost of pro~ucti;vl e and idle capacity 
I I I 

I is understood, opportunity for savings become ignifi ant. When the enterprises realises that 

idle capacity costs, the entrepreneurs/manager. ·nn qui kly find ways of utilising, it or 

disposing of the idle capacity which i. 1 '1\ 'mtin, co t. Further research c~n be done on these 

area 

• Assessment of ltn capncit ·utilisation in MSEs (nature and ex(ind of low c~pacity 
utilisation), 

• osting of capacity and applicability of the capacity model in MSEs, and 
I 

• Also a comparative survey research can be done on the medium sized enterprises 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 lhem. I 
1 

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. 

mall firm arc so varied, e en within a single indu try, firms and cntrcptencur differ 

trcmcndou ly. This n.:p rt lo ks broadly at capacity utilisation decision and factors that 

influence the c de i it n ~. 'I he study doc not c lll idcr the tliffen:ncc in the various garment 

for in tan rnakin hirt , nd, kit 11 'e i very diflcrcnt. 1aking shitt i much c. sicr and 

ch 1 r than m kin 

hirt . 



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

garment enterprises in Kenya. 
I I, 

' I 

I I I 
I 
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Appendix 1: QUESTIONNAIRE 

A: BUSINESS PROFILE 

1. Market--------------------------'-
2. Type of garment finn ; 

a. 

c. 

customer tailor 

mini-manufacturer 

3. Name of enterprise 

4 .Type of garment products 

a. Standard garments 

b. 

d. 

contract \\ Or l-.sh 

mns · pwdu 'l.! r 

b.lli 11\ fn hi ned garments 

c. others (specify) ____________________ _ 

5. llow many garment 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. 

c. The best performance actually achieved in the past. 
d. Others, specify __________________ _ 

II 

7. No. Of years in business----------------------'---

I 
I 

I I 1 

8. Which of the following markets best describes the primary market(s) that your business serves? 
I. Local 2. Regional Area 3. 

B: BIOGRAPHICAL DATA 

National (district/province) 4. International 

9. Position of thc respondent 

a. owner b. 

c. owner/manager d. 

I 0. Educnt ion !eve I 

o f(nmal education 

c. Lo\ cr pr irnary 

c. mlary 

'· 

manager 

other, pecify. 

b. Adult education 

d. pper prim. I)' 

t: Upper ccond,r · 

l i. UI\C inin ,? .Yc b. 

tr inin ' nd I n th ri I in tr inin 



C. PERFORMANCE OF FIRMS 

Business Growth: 

13. Have you experienced any growth in your business? 

I. Yes 2. No 

14. Jfyes complete the table below: (Place a tick \\her tlJJIOpriat ') 

Area of Growth \Current ycnr t Ill: y <11 • gti,: o Y' 

I. Sales vo lume 

2. Production lines 

3. Profit 

4. Employment 

5. Increase in stock 

6. New busine ses 

7. Others (specify) 

15. If yes, what has contributed to this growth (major reasons)? 

a. 

c. 

Loan /credi t 

New products 

b. 

d. 

New Markets 

New technology 

ars ago 

e. Others (specify) ________________ _ 

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

a. Increased b. No change c. Decreased 
17. Income from the enterprise 

Items Per Month Currently 

a. 110\ much ales do you make per Month? 

b. 110\ much did you spend on input ? 

c. I low much did you pay on sa1arie /wage ? 

d. I low much did you pay for month I · rent, 

ccurity nnd tornge? 

. I low IIlii h did II I nd n cl tri it ' nd 

\ nlcr (i I tny) 

f. I IO\ mu h did you pay for tr n p rt? 

\, 

Other . ears specify 

I 
I 

I 

I 

I 

I 
I 

• I 

I year ago 2 years ago 

( ' 



g. How much did you spend on other 
I I I 

operating costs (spec ify them) 
I 
i 

I I 

II' 
I 

h. TOTAL MONTIILY '0 T 

i. Estimate profit for the ycnr from th~ 
II I 

entcrpri e I 
' 

I I 

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

a. Purchased assets 

b. For non-business responsibilities eg paying school fees 

c. Reinvested (expanded business) 

d. Saved 

c. Used for daily expenditure 

f. Purchased land 

g. Started another business 

h. 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 bu ine s has achieved. 

I. YcryLo\ 2. Low 3. Moderate 

19. Sales growth for the pa t 2 years 

20. Average profitability in the Ia t 2 years 

21. bility to attract & maintain employees 

4. High 

(e. ~- Ionge t setTing emplo) ee Vs nell'est) 

22. C u. lit) ofyour pr du t 

2 . Sci\ icc t) )our cu tomcr 

2 I. mplo) c 

2 . /pr fit 

in th n t 2 

r impr \ d 

1 r tu 

5. Very High 



27. 

28. 

Development of new or improved 1\ 
I 

production methods 
\ 

Please indicate, in order of priority, four major problem. fnccd by your finn. 
a. Competitors 

b. Raw material shortage 

c. Lack of qualified ski lled mployc 

d. Access to mark I pportuniti · · 

c. Lack of space. 

f. Intcrfcrcncc from local uuth t itic 
g. Oth rs pecify _____________________ _ 

29. What are the cause oflhc problems? 

D: BUSINESS PHILOSOPHY 

30. I lave you ever developed a business plan for your business? a. Yes II 

31. If Ye , ''hat have you included in your business plan? 

D a. 

b. 

c. 

d. 

32. When did you develop this business plan? - ------- ----
33 . llow many time have you changed it since then? 

a. Never 

c. Twice 

b. 

d. 

Once 

More than three time . 

34. To what extent would you agree\ ith the folio\ ing tatement : 
<; I\ = . trongly grce = Agree D = Disagree 

b. no 

0 



1 intend to keep my business more Or le of its 
I I 

: 
present size I 

I 

I intend to expand my business 
' 

II 
3 5. What arc the business pol icics'l (F r in ·t 111 • • "hat t imc do you open, close the enterprises etc) 

E. CAI>ACITY UTILISATION 

36. Utili at ion of capacit resource I i 

Quest ion Machines 
I 

Employees 

I . How many do you have? 1 

2. What type are they? 1. Foot-powered machines. Trainees 
I 

2. Motor-powered machirl'.es Ski lied employees 

3. Specialised machines 3. Unskilled employees ' 

4. Others specify 4. Skilled casuals 

5. Unskilled casuals 

" 
6. Others specify 

I 

3. Are they the standard I. Yes 1. Yes 
required for the jobs? 2. No 2. No 

4. When did you 1. Machine I I. ·mployeel 
purchase/ernp loy/hire? 2. Machine 2 2. mployee2 

3. Machine 3 3.Employee3 
I 

4. Machine 4 4.Employce·l 

5. Machine 5 5.Employec5 

5. I th rc II time \\h n I. Yc I. 
idl 2. No 2. No 

7 



G. If yes, what is the reason(s) 

for its been idle 

I 7. ror how long (in hours) 

can it be idle 

I . 1\ day 

2. 1\ week 

3. A month 

8. Is there any time when I. Yes I. Yes 
non-productive? 2. No 2. No 
9. What are the reasons for 

being non-productive? 

I 0. Do you think you nee[! Yes l. Yes 
more machine/employeeS?.. No 2. No 
I I. If yes, why do you need 

more? 

7. Do you make all your ga11nenL, from start to fini h? a. yes b. no 
3 8. If no. '' hy not? 

a. out ourc.:c some activitic 

b.lack of the certain material 

c. L, k of c rt in Ill hin different te hnolo, ·) 

u out urc m o th a tiviti 

UIJill Ill 

k f mpl ill 

I 

II 
I I 

I I I 
I 

I 
I 

i! I 

I 
I 

I 

I 

I I 



d. to meet demand 

e.Others specify·------------------------~ 
F.LONG-TERM CAPACITY STRATEGIE 

. ?. 40. I low often do you change your capac1ty u age or non-11. n 1 

. I? 41 . What arc the factors that inOucnc your d' · i.· itn on how to usc or not use capacitY. 
a. Increase of demand 

b. Decrease of demand 

c.Tcchnological chnngc 

d.Extcrnal environment 

c. thcl' ·pccifY·----------------------------
42. What long-term capacity strategies does your company use 
a. tay ahead of demand (carry excess capacity) 

b.Lag behind demand (carry less capacity) 

c.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.Ifyou carry excess capacity, in what form do you carry it? 
a. Inventory 

I' 
I 
I 
I 

b. E.xces. production resources such as excess equipment, people, floor space and system 
c Cash capacit) for expansion 

d. ,eneral purpo e cash cushion. 

•15. \ hy do )Oll ca rry exce capacity? 

6. Wh) do) ou p1clcr the cho en form of capaci ty? 

7. \ h ll th Ill nd \held ) \1 do 

b.llir ut quipm nt 

ntd . d. Hr 

cap. it • 

I I 

I I 



, I 

48. Do you scan the environment the enterprise operates in? a. Yes b No 
1 

I 
49.lfyes,why ______________________________________________________ ~ 
50. If no, why not. _______________________ '--------
51 . Do you prepare for possible c nnrio thnt nul occur? 

a. Yes b. No 

52. If yes how do you pr pnr ? 

THANK YOU 

\, I I I 
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