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Abstract
The onset of 2008 financial crisis can safely lehaited to the collapse of USA and European
housing markets. Stimulated by sub-prime mortgagesing sector enjoyed boom across USA
and Europe during 1998 to 2006. Yalmaz (2008) &sHeat the worst part of the crisis is already
over and the markets are suffering from what carcdlked ‘the after shocks’. This crisis has
thinned foreign exchange of developing countriescivisent a ripple effect throughout their
economies. Small and Medium scale Entrepreneurse a#ected in large and their operations
put in jeopardy by the global financial meltdowfhis study intended to evaluate some of the
impacts of the crisis and ways by which the SMEK@anya managed to weather the credit

crunch storm.

A Survey study which tends to ask people questalrmit their behavior, attitudes and opinions
was used for this investigation to address the robjective ;“The impact of the global financial
crisis on SMEs in Kenya”.

The study reveals that SMEs in Kenya were indee@radly affected by the financial crisis in
areas that are critical to their performance. Kirsghe crisis led to a shortage of credit and that
which was available was expensive due to a hiketerest rates. Due to a weakened purchasing
power of consumers globally, both domestic andhaifs demand for goods produced by SME
also decreased remarkably thus shrinking the matlatly the cost of raw materials also
increased especially for the agriculturally basadiesses, which was majorly compounded by
the drought and the post election violence thatpgi Kenya at the time.

SMEs in Kenya came up with strategies to counterfitiancial crisis and top on the list was
workforce downsizing in order to cut down on cod#any businesses also postponed on
investment and actively sought new markets forrtipeoducts. Old business strategies of
operation were also reformed to incorporate newofacintroduced by the financial crisis in

order to remain afloat.

viii



CHAPTER ONE

INTRODUCTION

1.1Background of the Study

The term SME covers a wide range of definitions amehsures, varying from country to
country and between the sources reporting SME sttt (Kenya Association of
Manufacturers, 2008). Although there is no univiéysagreed definition of SME some of
the commonly used criteria are the number of engd#eyvalue of assets, value of sales
and size of capital as well as turn over. Amongriliee most common definitional basis
used is employees because of the comparativelyafasdlecting information and here
again there is variation in defining the upper dmder size limit of an SME, (KAM,
2008).

In developing countries the number of employeessarel of assets or turnover for SME
tend to be much smaller compared to their countexypa developed countries due to
their relative size of business entities and ecaasmWorld Bank, 2007) Types and
Features of Small Scale Businesses in Kenya Suistiventerprises are activities by
people unable to find a paid job or get into anneooic sector of their choice. Income
generated from these activities usually falls faors of even a minimum income
standard, with little capital invested, virtuallg skills training in the particular field and
only limited opportunities for growth into a viabbeisiness. Poverty and the attempt to

survive are the main characteristics of this catggbenterprises.

SMEs usually lack ‘formality’ in terms of busindgsnses, value-added tax (VAT)
registration, formal business premises, operatiagngs and accounting procedures.
Most of them have a limited capital base and onmigimentary technical or business
skills among their operators. However, many miemterprises advance into viable small
businesses. Earning levels of micro-enterprisderdifidely, depending on the particular

sector, the growth phase of the business and atweskevant support. Small enterprises



constitute the bulk of the established businessil,employment ranging between five
and about 50. The enterprises will usually be ownanaged or directly controlled by
the owner-community and are mostly family ownedey'fare likely to operate from
business or industrial premises, be tax-registened meet other formal registration
requirements. Classification in terms of assets tandover is difficult, given the wide
differences in various business sectors like iatgilmanufacturing, professional services
and construction — Lack formalities Medium entegesi constitute a category difficult to
demarcate vis-a-vis the "small" and "big" businessegories. It is still viewed as
basically owner/manager-controlled, though the edfialding or community control base
could be more complex. It is characterized by thepleyment of more than 200
employees and capital assets of a substantial anedwabout Ksh. 2 million (excluding
property). SMEs in Kenya are generally distinguishg the nature of their production
and management arrangements, trading relationsandial practices, internal

competence, etc.

According to KAM, (2008) SMEs in Kenya typically V& the following features in
varying degrees; they are small units, often rbesded and family-owned, most of them
are mall independent enterprises, standing alodgesducing for a well-defined market
, some are specialized firms, producing specialediucts, selling to the international
and /or local markets, they rely on low cost rawterals, low energy costs, low labor
costs, and are characterized by low division obtaHexible and often small production
runs, they have low capital formations and finathey are largely labor intensive units
with low-level technologies; but one needs to ntite emergence of high skill and
technology-intensive SMEs, especially in high texbgy sectors such as ICT.

During the 20th century, the world experienced twajor financial crises. The first
global financial crisis was seen during 1929-30jciwhaffected the developed nations,
Europe and America. While the second crisis cam&®7 and remained till 1999 and

was experienced by emerging economies of Asia ieadihe recent financial crisis has



taken the attention of the world in current montihsyas seen with serious anxiety as it
falls outwards from the regions originally affectedan Greenspan recently called it a
“once-in-a-century credit tsunami'horn of a collapse deep inside the US housingsect
As it has been seen, the great wave of the finbodsis overtops one economic levee
after another. Instability has rushed forward freector to sector, firstly from housing
into banking and other financial markets, and tivgn all parts of the real economy,
Nida et al, (2008).

The 2007-2008 global financial crisis has been deltoss both the public and private
firms forcing the new heavy demands on the pubdict@’'s finances. The crisis has
surged across national borders within the developedd, and now there are some
alarming reasons that the crisis will swamp othevetbping countries, affecting the
significant economic progress of recent years, Y#008). According to Hyun-Soo,

(2008), anxieties have augmented over the globahtiial crisis, which began from the
US sub prime mortgage disaster with the help ofgbeernments of major countries
which are coming up with measures such as provigfdiquidity and bailout packages

for distressed banks, the fear that has grippeantiiml markets shows little signs of
abating. Major stock exchanges are tumultuous whikeries of indicators that gauge

investors’ risk aversion are posting all-time highs

De Bonis (1999) defines financial crisis to be davirange of disturbances, such as sharp
declines in asset prices, failures of large finahititermediaries, or disruption in foreign
exchange markets. Due to the disruption of crddiw,f multinational companies have
been unable to support their overseas subsididressce resulting in cost cutting

measures.



1.2 Problem Statement

In spite of the fact that SMEs are regarded abtivwark for employment generation and
technological development in Kenya, the sector ribetess has had its own fair share of
policy neglect with resultant unsavory impacts twe tconomy. The problems and
challenges that SMEs contend with are enormousoubtdout some SMEs are able to
overcome them an indication that there must be ssumaval strategies, which are not
known to many SME businesses. This research thasmended to explore and unravel
some of the key business survival strategies, whale helped a few thriving SMEs to

emerge strong from the financial crisis.

Kenya enjoyed a robust economic growth during titeaki administration (2002-2007)
that strengthened its balance sheets. Sound econpaficies like friendly taxation
regimes, improved infrastructure, enhanced corpogatvernance and a strong macro
economic environment aimed at containing inflatiand maintaining a competitive
exchange ratevere an important factor, as was the favorablereat environment and
increased external support in the form of highdtowms from such sources as the
Diaspora through remittances and tourism earniBgsthe food and fuel price shocks of
2007-08 that preceded the current global finaramals weakened the external position
of net importers of food and fuel, caused inflattonaccelerate, and dampened growth
prospects by decreasing the purchasing power curnars.The global financial crisis
greatly compounded these challenges on the finaposition of SMEs as they try to
remain afloat (Central Bank of Kenya, 2009)he SMEs in the developing world
(Kenya) — how they have been impacted by the glbbahcial crisis, and what they did

to minimize the impact — was therefore the focuth research.

Understandably, perhaps, until now the focus ofcgolakers has mostly been on the
actions of the governments at the epicenter of di@s, as well as those of other
developed countries like Japan and Korea. SMEsdauatry with high unemployment

rate of up to 40% (Central Intelligence Agency Hacbk, 2001), are one of the most



significant routes to a better life. Therefore the@gople who live in or on the verge of
extreme poverty and given their slim margin forvéeal, any economic crisis will have

its most severe human consequences on them. Thesaweritical rationale for the

concern of this study; the impact of the financiasis on SMEs in developing countries
and specifically Kenya in the face of the finanaiaikis. This study in addressing the
problem aimed to answer two main questions whia) ahat impact has the global
financial crisis had on SMEs in Kenya? What measdid the SMEs take to counter the

effects of the financial crisis?

Unlike in the developing countries like Kenya, maguntries in the developed world
have been able to energize and transform their S&tor to such a vibrant one that they
have been able to reduce to the barest minimum tim@mployment and poverty level
because of the immense contribution of the sulesdct their economic growth and
development. It is expected that the outcome of thsearch will go a long way in

informing Kenya’s SME as far as the financial @is concerned (Kato 2009).

1.3 Research objectives

General objective

To investigate the impact of the global financiasis on SMEs in Kenya.
Specific objectives

I.  Toinvestigate the impact of the global financiasis on SMEs in Kenya.
ii.  To establish the measures that SMEs employed toteothe effects of the global

financial crisis.

1.4 Significance of the study

Academic institutions in any country are bestoweithwhe duty of creating and
disseminating knowledge. Findings of this reseashegards to the effects of the global
financial crisis on SMEs in Kenya and the steps¢h8MEs undertook to counter the



crisis form a basis from which the teaching fraitgrean refer during their day to day
activities while at the same time as a referenceudher research for those who may
want to pursue the subject further. Results of shusly also find practical application in
SME organizations whose managers are faced witlgulestion of what to do to remain
afloat in the face of a global financial crisis.€eTtesearch results also give the banking
sector a glimpse into the effects that the crisis had on SMEs and this probably will

inform their decisions as far as provision of seesilike credit to SMEs are concerned.

Policy makers and especially the government stamdbénefit from the study’s
recommendations regarding policy measures thatdcalleviate the effects of the
financial crisis and ensure that SMEs do not goeurmlit continue to flourish and thus
improve the standards of living of Kenyans by givimem a source of earning through
(employment).The research also benefits sharellafecompanies in respect to returns

on investments expected during financial turmoil.

Credit and risk department in financial institugostand to understand the expected
business cycle in a company and determine lendingthodologies that will
accommodate such companies. Investors in SME lassiaad especially the equity
investors will also benefit from the understandafidnow SME businesses are affected by
financial crisis and how to cushion themselves frtdme turmoil while generating

maximum returns.

1.5 Scope and Limitations of the study

This research considers the client base of BOA, K& Equity bank in the SMEs
category. The following are some of the major stwrtings to encountered in the course
of the study: The nature of this research in tealhmeasurability requires a relatively
longer period of time to conclusively determine #iféects of the financial crisis on
SMEs in Kenya because the contagion process isvgbateslow. The time allocated for

researching this phenomenon was thus not enouglotiuce conclusive evidence on its



impact. The short time period allocated for reseaiso impairs the ability to consider

larger samples for study since a lot of time isuresf to collect data.



CHAPTER TWO
LITERATURE REVIEW
2.1 Introduction

This chapter covers available and relevant liteeatan the study phenomena. Its
objective was to (from a survey of empirical anddietical literature); capture existing

information pertinent to the impacts of the glofaancial crisis on SMEs in Kenya. The

existing research gaps were also identified and thasvstudy fills these gaps discussed.
In summary, the chapter looked at the underlyirpties of financial instability and both

global and local empirical studies on the impadéthe global financial crisis on SMEs.

2.2 Theoretical Review

2.2.1 Theory of Financial Instability

The financial instability hypothesis has both enggir and theoretical aspects. The
readily observed empirical aspect is that, frometitm time, capitalist economies exhibit
inflations and debt deflations which seem to hdnee fotential to spin out of control. In
such processes the economic system's reactionsntmveament of the economy amplify
the movement--inflation feeds upon inflation andbtegeflation feeds upon debt-
deflation, Hyman, (1992). Government interventiam®ed to contain the deterioration
seem to have been inept in some of the historicaés These historical episodes are
evidence supporting the view that the economy dmgsalways conform to the classic
precepts of Smith and Walras: they implied thatebenomy can best be understood by

assuming that it is constantly an equilibrium seglkand sustaining system.

The financial instability hypothesis incorporatbe Kalecki, (1965), Levy, (1983) view
of profits, in which the structure of aggregate danh determines profits. In the skeletal
model, with highly simplified consumption behavioy receivers of profit incomes and
wages, in each period aggregate profits equal ggtgenvestment. In a more complex

(though still highly abstract) structure, aggregattefits equal aggregate investment plus



the government deficit. Expectations of profits elegh upon investment in the future, and
realized profits are determined by investment: thwkether or not liabilities are
validated depends upon investment. Investment tpkse now because businessmen
and their bankers expect investment to take platied future.

The financial instability hypothesis, thereforeaitheory of the impact of debt on system
behavior and also incorporates the manner in wiedst is validated, Hyman, (1992). In
contrast to the orthodox Quantity Theory of montg financial instability hypothesis
takes banking seriously as a profit-seeking agtiitke all entrepreneurs in a capitalist
economy, bankers are aware that innovation assudds. Thus, bankers (using the
term generically for all intermediaries in financehether they be brokers or dealers, are
merchants of debt who strive to innovate in thetssthey acquire and the liabilities they
market. This innovative characteristic of bankimgl inance invalidates the fundamental
presupposition of the orthodox Quantity Theory afrmay to the effect that there is an
unchanging "money" item whose velocity of circuwatiis sufficiently close to being
constant: hence, changes in this money's supplg bhainear proportional relation to a
well defined price level. According to Hyman, (1992hree distinct income-debt
relations for economic units, which are labeledhedge, speculative, and Ponzi finance,
can be identified. Hedge financing units are thek&h can fulfill all of their contractual
payment obligations by their cash flows: the gnetite weight of equity financing in the
liability structure, the greater the likelihood thiéhe unit is a hedge financing unit.
Speculative finance units are units that can ntest payment commitments on "income
account" on their liabilities, even as they canregtay the principle out of income cash
flows. Such units need to "roll over" their liabiis: (e.g. issue new debt to meet

commitments on maturing debt).

Governments with floating debts, corporations Witlating issues of commercial paper,
and banks are typically hedge units. For Ponzisutine cash flows from operations are

not sufficient to fulfill either the repayment ofipciple or the interest due on outstanding



debts by their cash flows from operations. Suchtsuan sell assets or borrow.
Borrowing to pay interest or selling assets to |atgrest (and even dividends) on
common stock lowers the equity of a unit, eventasdreases liabilities and the prior
commitment of future incomes Hyman, (1992). A uhiat Ponzi finances lowers the
margin of safety that it offers the holders of dsbts. It can be shown that if hedge
financing dominates, then the economy may well Ine eguilibrium seeking and

containing system.

In contrast, the greater the weight of speculatiwel Ponzi finance, the greater the
likelihood that the economy is a deviation amphfyisystem. The first theorem of the
financial instability hypothesis is that the ecoryohas financing regimes under which it
is stable, and financing regimes in which it is tabge, (Hyman, 1992). The second
theorem of the financial instability hypothesis tisat over periods of prolonged

prosperity, the economy transits from financiaatieins that make for a stable system to

financial relations that make for an unstable syste

In particular, over a protracted period of goodds#ncapitalist economies tend to move
from a financial structure dominated by hedge fa®aaonits to a structure in which there
is large weight to units engaged in speculative &wthzi finance, (Hyman, 1992).
Furthermore, if an economy with a sizeable bodgméculative financial units is in an
inflationary state, and the authorities attempastorcise inflation by monetary constraint,
then speculative units will become Ponzi units #mel net worth of previously Ponzi
units will quickly evaporate. Consequently, unitshwcash flow shortfalls will be forced
to try to make position by selling out position.ig's likely to lead to a collapse of asset
values. The financial instability hypothesis is adal of a capitalist economy which does
not rely upon exogenous shocks to generate busiogsles of varying severity.
According to Hyman, (1992) the financial instalyilihypothesis holds that business
cycles of history are compounded out of

(i) The internal dynamics of capitalist economisg

10



(i) The system of interventions and regulationattare designed to keep the economy

operating within reasonable bounds.

2.2.2 Theories of Financial Intermediation

Understanding of the role or roles played by thetermediaries in the financial sector is
found in the many and varied models in the areavknas intermediation theory. In the
traditional Arrow-Debreu model of resource allooati firms and households interact
through markets and financial intermediaries playole. When markets are perfect and
complete, the allocation of resources is Paretaciefft and there is no scope for
intermediaries to improve welfare. Moreover, thedigtiani-Miller theorem applied in

this context asserts that financial structure dees matter: households can construct
portfolios which offset any position taken by atemrmediary and intermediation cannot

create value, (Fama (1980).

These theories of intermediation have built onrtteelels of resource allocation based on
perfect and complete markets by suggesting thiatfiictions such as transaction costs
and asymmetric information that are important idenstanding intermediation. First, and
that which is used in most studies on financiakrmediation, is the informational
asymmetries argument. These asymmetries can be ek aante nature, generating
adverse selection, they can be interim, generatiogal hazard, and they can be ofean
post nature, resulting in auditing or costly state veafion and enforcement. The
informational asymmetries generate market impedast Many of these imperfections
lead to specific forms of transaction costs. Fimaniotermediaries appear to overcome
these costs, at least partially. For example, Drasmand Dybvig (1983) consider banks
as coalitions of depositors that provide househuolds insurance against idiosyncratic
shocks that adversely affect their liquidity pamiti

Second, is the transaction costs approach whicbnitrast to the first, this approach does
not contradict the assumption of complete markigtss based on non convexities in

transaction technologies. Here, the financial mextiaries act as coalitions of individual
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lenders or borrowers who exploit economies of saalescope in the transaction
technology. The notion of transaction costs encasgg not only exchange or monetary
transaction costs, Fischer, (1983), but also searsts and monitoring and auditing costs
(Benston and Smith, 1976). Here, the role of tharfcial intermediaries is to transform
particular financial claims into other types of iola (so-called qualitative asset
transformation). As such, they offer liquidity (Byl 1971) and diversification
opportunities (Hellwig, 1991). The provision of diglity is a key function for savers and
investors and increasingly for corporate customemereas the provision of

diversification increasingly is being appreciategersonal and institutional financing.

The third approach to explain the raison d’étrérdncial intermediaries is based on the
regulation of money production and of saving in &ndncing of the economy (Merton,
1995b). Regulation affects solvency and liquidityfmthe financial institution. The legal-
based view sees regulation as a crucial factorsthagpes the financial economy (La Porta
et al., 1998). Many view financial regulations amgthing that is completely exogenous
to the financial industry. However, the activitigisthe intermediaries inherently “ask for
regulation”. This is because they, the banks iti@dar, by the way and the art of their
activities (i.e. qualitative asset transformatioaje inherently insolvent and illiquid
(Merton and Bodie, 1993). Furthermore, money asd&alue, the key raw material of the
financial services industry, to a large extentaghbdefined and determined by the nation
state, i.e. by regulating authoritipar excellence.

A traditional criticism of these standard markeséxh theories is that a large number of
securities are needed for it to hold except in sp@ases. However, the development of
continuous time techniques for option pricing medmhd the extension of these ideas to
general equilibrium theory have negated this dsitic Dynamic trading strategies allow

markets to be effectively complete even thougmatdéid number of securities exist.
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Such an extreme view - that financial markets allaw efficient allocation and

intermediaries have no role to play- is clearlypdtls with what is observed in practice.
Historically, banks and insurance companies haageal a central role. This appears to
be true in virtually all economies except emergaognomies which are at a very early
stage. Even here, however, the development of nediaries tends to lead the

development of financial markets themselves, Mckim(i1973).

2.2.3 Kitchin’s Theory
Kitchin, (1923) identified 3-5-year economic cyclesainly linked to company

inventories - which cause fluctuations in econopgdormance. This research was based
on statistical data published by the financial itngbns of the USA and the United
Kingdom between 1890 and 1922.

2.2.4 Juglar’'s Theory
The research by Juglar focuses our attention ogeloperiods. The theory, which mainly

refers to sectors and is based on fixed investrogeles, defines 7-11 year periods in
which the trough between waves is shown by overmtion and financial market crises.
The periodicity of this cycle can be seen cleanlgdnnection with the current collapse of
stock market prices and also, for example, in simihovements during the earlier
Russian financial crisis. Since the reappearanceagbr infrastructural investment by

companies is visible within such periods.

2.2.5 Kondratiev Long Wave Cycles Theory
One of the most popular theories is that of the d¢atiev Long Wave Cycles. The

Kondratiev theory, formalized in 1920 but negleatedil the 1929 world crisis, identifies
45-60 year-long periods (see figure 1). Both theskgpes and down-slopes of the wave
have their different repetitive characteristics.fdde the up-slopes begin, significant
changes can be observed in economic conditionshadstof production and exchange
change radically, the use of technical innovatioceterates and new money transmission
methods are introduced. At the improvement stage social shocks, wars and tensions

13



increase in frequency. During down-slopes the pgae between agricultural and

industrial products increases and a prolonged altwi@l depression appears.
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Source: Kehl, D., Sipos, B. (2009).

Figure 1: Constructive and destructive interference of tladtatiev cycles and the
secular trend

The secular trend cycle span an even longer peonbdsne than does the Kondratiev
cycle. These cycles, of varying lengths, can enbamnattenuate each other’s effects — as
can the wavelike motions known from physics — dejpgn on whether the direction of
the waves as they meet is the same or the opgesiefigure 1). Kondratiev established
in his original work that the medium-term cyclesidlar) conform to the long-term.
During the down-slope, periods of long and deepeksion are seen in the Juglar cycles,
whereas, in the up-slopes of the K-waves, an isangaproportion of the Juglar cycle

shows both longer and stronger development.

14



2.3 Empirical Studies on the Financial Crisis

As Nikolson, (2008), recognized that financial righich initiated in United States has
now become a global phenomenon. At present, ngtiarilUnited States but across Asia
and Europe, stock exchanges crashed; collectiveeso®of the London, Paris and
Frankfurt markets alone amounted to more than 380rbDollars. Stock Exchange 100
index closed more than 323 points down in Janu@382 Times online, (2008). This
crisis apart from affecting the capitalist econosnis distressed the Socialist economy
like Russia as well; in May 2008 Russian stock reankas fallen by 50% and the
Russian central bank had to buy rouble in massweuat to prevent the severe falling
against US Dollar and Euro, Erkkild, (2008). Asaets the cause of the current crisis
Bartlett, (2008) said that the crisis was starteith whe downfall of US sub-prime
mortgage industry, the intensity of this collapsasveignificant. Mark-to-market losses
on mortgage backed securities, collateralized dbbgations, and related assets through
March 2008 were approximately $945 billion, Battl¢2008). He further stated that it is
the largest financial loss in history, as compamedapan’s banking crisis in 1990 about
$780 billion, losses stemming from the Asian cri#is1997-98 approx. $420 billion and
the $380 billion savings and loan crisis of U.®liten 1986-95.

Yilmaz, (2008) charged U.S subprime mortgage inglusi be the major reason of
current global financial crisis, he also stated tha total loses estimated initially up to
$300 to $600 billion are now considered to be ado$ih trillion. While enlightening the
factors as to why this US sub-prime mortgage crisre into global banking crisis,
Khatiwada and McGirr (2008) stated that many oféhsub-prime mortgages actually
never made it on the balance sheets of the leridstgutions that originated them; and
they were made attractive to foreign banks by hnglestment grading. When sub-prime
borrowers failed to repay their mortgages, theioatng institution needed to finance
the foreclosure with their own money, bringing #sset back on its balance sheet. This
left many banks in a financially unviable situatian a rather short, unmanageable

timeframe.
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However Hyun-Soo (2008) argues that it was the §T(risis” which caused this global
predicament. DeBoer (2008) believes that it wasres of events which caused the
crisis; it begins with the collapse of currencie€ast Asia in 1997 and became edgy due
to the financial crisis of Russia in 1998. NextUBA was the “dot-com” stock collapse
in 2001, and the final stroke was again in USA, miadter a swift decline in housing
prices and “rapid contraction in credit, it feltkanrecession. Rasmus (2008) has the same
thoughts; he, while discussing the reasons of animeecession of U.S said that the
‘real’ ailments afflicting the US economy for mattean a quarter-century now include
sharply rising income inequality, a decades-longl may freeze for 91 million non-
supervisory workers, the accelerating collapse ld tJS postwar retirement and
healthcare systems, the export of the US economgisufacturing base, the near-demise
of its labor unions, the lack of full time permah@mployment for 40 per cent of the
workforce, the diversion of massive amounts of texenues to offshore shelters, the
growing ineffectiveness of traditional monetary drstal policy, and the progressive
decline of the US dollar in international markets.

2.4 Local Empirical Studies on Impact of the Finan@l Crisis on Business

It has been argued that African banks are insulted foreign finance, as they rely on
domestic deposits and lending and do not have aleres or asset-based securities
among their portfolios, Mwega, (2008). According3banta Devarajan, Chief Economist
of the Africa region at the World Bank (2008), ‘Afan banks retain loans they originate
on their balance sheets, the interbank market alsand the market for securitized or
derivative instruments is either small or nonexisteEven though some banks have
significant foreign ownership, their parent banke &pically not in the US and the
foreign ownership share is less than 5%, compargid an average of 40% in other

developing countries.

In the year 2008, Kenyan Banks’ profitability hagbstantially declined substantially
Mwega, (2008). In the capital market, by March 2@®9 Nairobi Stock Exchange (NSE)
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20-Share Index had fallen to a near seven-yearltamproved between March and June
2009, slumped in July-September of the same yahimaneased marginally by about 5%
between end-September and December 2009 (0.8%taob€¢ 4.1% in November and -
0.1% in December 2009) as investors focused tlogtfglio on the bond market. Data on
foreign direct investment (FDI) show a substardetline in 2008 to a more normal level

($50 million) following an upsurge in 2007

From a major decline in 2008, the tourism sectqreglenced some recovery in 2009.
According to some estimates, by November 2009 sauirrivals and earnings were up
90% from 2008. Tea exports, on the other handeas®d by 5.4% and earnings by
36.2% in 2008. Despite a production shortfall in0O20 earnings from tea exports
increased by 17% in the first half of 2009 as ailtesf increased tea prices Mwega,
(2008).. Horticultural exports increased by 4.5%d aarnings by 24.6% in 2008.

Between January and August 2009, however, outpciingel, attributed mainly to a

decline in flower production, which dropped 30%®gtober 2009, with exports moving

in the same direction. The volume of coffee expaeslined by 24.5% in 2008, with

coffee earnings roughly unchanged. Coffee prodngbeaked at 130,000 metric tonnes
in the 1988/89 crop year, systematically declingngce then. Less than 54,000 metric
tonnes of coffee exports were expected in 2009.

Remittances from the Kenyan diaspora increased @ én 2008. In the first 10 months
of 2009 they declined slightly, to $504.6 milliacpmpared with $527.1 million in the
same period in 2008 but more than $476.7 million2B07. The database of the
Organization for Economic Development’'s Developmissistance Committee (OECD-
DAC) shows a substantial increase in foreign aitheocountry in 2008. Kenya received
$1523 million in 2008 (compared with $1345 milliam 2007), with committed funds
fully disbursed in 2009 compared with only 53% 08, reflecting the urgency of the
situation. With the global financial crisis and etlcrises, current account and budget
deficits have widened. The current account defiote from $2.12 billion in 2008 to

$2.388 billion in the year to August 2009, affegtithe exchange rate and foreign
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exchange reserves. Implementation of the 2008/08gdiu also faced numerous
challenges, which included inability to achieve erewe targets and additional drought-
related expenditures. In the 2009/10 fiscal ydar,government adopted an expansionary
fiscal stance. A budget deficit of KSh109 billioabput 6% of gross domestic product
(GDP)) is envisaged, with concerns that heavy larrg will crowd out lending to the

private sector Mwega, (2008).

According to an April 2009 IMF forecast, sub-Samasdrican growth is projected at
1.5% in 2009 before recovering to just fewer thé&h ih 2010, which is still below the
pre-crisis level Kang'aru, (2009). According to th&frican Development Bank
(AfDB)/Organisation for Economic Co-operation aneévelopment (OECD), African
economic growth will fall to 2.8% in 2009, less thhalf the rate forecast before the
onset of the global slowdown (Reuters, 2009). &im® rof NPLs to assets is an indicator
of banks’ lack of asset quality and financial souegk. In the case of the current financial
turmoil, a high ratio may indicate that banks aoé mealthy, since they have significant
exposure to the origins of the problem. In Kerth&, NPL/assets ratio decreased from a
high of 23.27% in 2000 to a low of 4.02% in 2008, iadication that the banking
system’s asset quality had improved. This may béated to the requirements for bad
loans provisions and increased core capital maddayeCBK. According to CBK, net
NPLs as a share of total loans declined from 2.8%jlarch 2008 to 2.2% in November
2008. This was accompanied by increased provisionad loans in 2005 and 2006,
with a decline thereafter in 2007 and 2008. Howgetleere is some evidence that the
ratio increased slightly in 2009. According to CBKSeptember 2009 Monthly Economic
Review, the ratio of net NPL to gross loans incegasom 3.4% in August 2008 to 3.7%
in August 2009. CBK has accused commercial bankg$ueliing loans defaults by

charging borrowers high interest rates (Kang'afQ).
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2.5 Conclusion

From the reviewed literature, much has been saidvaitten about past global financial
crises but the 2008/2009 financial crisis has etitdh the most global attention
presumably due to its adverse effects and glolzdhrelespite its origin having been in
the United States as noted by (Nikolson, 2008)telbeht scholars have tried to argue the
origin of the crisis but the most notable one béfhignaz, (2008) who argues that when
sub-prime borrowers failed to repay their mortgagdls institution of origin needed to
finance the foreclosure with their own money, bimggthe asset back on its balance
sheet. This left many banks in a financially unigalsituation, in a rather short,
unmanageable timeframe. The negative effects ofitlaacial crisis on the local scene
was felt in various sectors of the economy whichs v8aen through a fall in export
earnings for the tourism and agricultural sectoreéde, (2008), decreased credit /money
occasioned by a drop in Diaspora remittances, (OB®@L, 2008), and current account
and government budget deficits widened.
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction

This chapter describes the research design, papuland sampling design, the data
collection techniques, the research proceduresdatal analysis methods that were used
in the study. This section also indicates the mesetol that was used to collect data, the

data collection and analysis procedures.

3.2 Research Design

This study used a descriptive research designdoritbe the impact of the financial crisis
and the measures which SMEs adopted to emerge the arisis. A descriptive study is
concerned with finding out who, what, where or howch, (Cooper and Schindler,
2001). They further state that a descriptive stisdysed when one needs to determine
characteristics associated with a subject populatidich this study was actually
concerned with for example the background infororaton SMEs in Kenya such as

annual turnover, number of employees and so on.

Descriptive research designs help in gatheringrim&ion from large groups of people
and also allow us to assess a wider variety of \aelsa Ngechu, (2002) states that a
descriptive study brings about several advantagésese are; it helps give testable
hypotheses, it also educates conjecture, bringscowelation relationships e.g. young
machinists (under 35 years of age) are less provdutttan those who are 35 years of age
or older. It also brings out an explanation basedause and effect i.e. meaning roughly
to “help make happen” independent variable beiegctiusal agent on dependent variable

e.g. an increase in family income leads to an es®eon the percentage of income saved.
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3.3 The Study Population

Target population in statistics is the specific gpagon about which information is
desired. According to Ngechu (2004), a populatisnai well defined set of people,
services, elements, and events, group of thingsoseholds that are being investigated.
This definition suggests that the population oérast is homogeneous. The population in
research means complete census of the samplingedralm most cases since it is not
possible to study the entire population, a samplget of the population) is selected and
studied in detail either for purposes of generélbiraor simply for better understanding
the phenomena under investigation. In a case stdample is selected to provide a
basis of studying a phenomenon in detail. The spapulation of the study was made up
of all the SME customers of BOA, KCB and Equity kamA sample size of 60
respondents was used in this study of a possibjmulppon size of 10,000 SME

customers.

3.4 Sampling Technique

The target respondents were selected using a sirapi®m sampling method. With this
sampling method, respondents had an equal charoeirgf selected to participate in the
study. Copper et al (2001) assert that the bas@ ad sampling is that by selecting some
of the elements in a population, conclusions maylfasvn about the entire population.
They identify that there are several advantagesaoipling as opposed to a census. These
are lower costs, greater accuracy in results, gresppeed of data collection and the
availability of population elements is higher. Basen the above assertions, used
purposive sampling technique. Copper et al (206D propose that the ultimate test to a
sample design is how well it represents the charistics of the population it purports to
represent. The sample must be valid. The validityaosample depends on two
considerations: accuracy and precision. The puvposampling design is aimed at

ensuring high accuracy and precision.
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3.5 Data Collection Method

The study utilized a quantitative data collectienhinique. The data collection tool was a
guestionnaire which by definition is a group olustured questions with each item in the
guestionnaire developed to address a specific geaesearch question or hypothesis
of the study (Olive and Mugenda, 2003).This tooldata collection was chosen due to
the ease with which it can be administered. It basn widely asserted that a self
administered questionnaire is the most efficiert emst effective method used to collect
data pertaining to the various aspects of publitaki®ur (Yoo et al, 2000); (Washban

and Plank, 2000). In this study the questionnamd R distinct parts: The first part

collected background information from responderiise second part was the main
guestionnaire intended to determine impacts ofdlebal financial crisis on SMEs in

Kenya. The questionnaire had closed and open equlestions measured on a 5. Likert
scale where 1 = No 2 = to a small extent, 3 =meegium extent 4= to a large extent, 5=
to a very large extent. There were also numerqen-oended questions that sought

further explanations from the respondents.

3.6 Data Analysis Method

The collected data was edited centrally, Coppeds Sehindller (2000) to detect errors
and omission, ensure data was accurate, uniformigred, complete, consistent with
intent of the question and other information in skevey and arranged to simplify coding
and tabulation. Alpha numeric data coding wasiedrout to assign nhumbers and other
symbols to the questions, which Coopers and SatirfdD00) explain is done in order to
group the respondents to a limited number of classeategories that facilitate efficient
analysis.

Coded data was then tabulated in Statistical P&ckagSocial Science (SPSS version
16.0). Descriptive statistics (frequencies anc@etages) were then used to evaluate the
responses. The results of analysis were presemtgédabulated format and charts used to

present the information.
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3.7 Analysis of Questionnaire Reliability

Before the study was carried out, a sample of 80aeses were collected for testing the
reliability of the survey instrument. The method festing reliability was Cronbach’s
Alpha reliability coefficient test. The decision &ocept Likert scales of measurement in
the instrument were arrived at using the guideGddrge and Mallery 2003). The guide
is as follows;

C > .9 — Excellent,

C > .8 - Good

C > .7 — Acceptable

C > .6 — Questionable

C > .5-Poor, and

C <.5 — Unacceptable

Where C is the value of Chronbach’s Alpha Coeffitie

Cronbach’s alpha reliability coefficient normallgnges between 0 and 1. However, there
is actually no lower limit to the coefficient. Tloéoser Cronbach’s alpha coefficient is to
one, the greater the internal consistency of theastin the scale. Cronbach’s Alpha for

this study’s data collection instrument was apprately 0.8.
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CHAPTER FOUR

DATA ANALYSIS AND INTERPRETATION

4.1 Introduction

This chapter discusses findings of the data andlyagether with their interpretations.
The data was analyzed using the Windows basedstitatiPackage for Social Science
version 16.0.The output was then processed theafigitiand organized into subtopics
that reflect the different questions that were pogerespondents in the questionnaires.
This chapter begins by outlining characteristics tbé Small and Medium Scale
enterprises in Kenya followed by results of the actpof the financial crisis on SMES in
Kenya. Finally the chapter discusses some of thasores undertaken by the firms
surveyed to counter the effect of the financiadisri

4.2 Factor Analysis

Table 1: Total Variance Explained for impact of financial crisis on SMEs

Component Initial Eigen values Extraction Sums of Squared Loadings

% of Cumulative % of Cumulative
Total Variance % Total Variance %

1 2.975 59.495 59.495 2.975 59.495 59.495

2 .759 15.175 74.670

3 563 11.266 85.936

4 440 8.804 94.741

5 .263 5.259 100.000

From the table above there is only one factor Haast an Eigen value greater than one.
These means that only one variable has enoughilmotntn to explain the variances of
the variables. Given this there is no need to cauly a rotation comparative matrix
because there is not more than one factor to carrgetailed analysis.

Principal components analysis method of extractias used to explore the correlation
between the defined variables in the questionndie¢ measured the impact of the

financial crisis on SMEs and the steps these SMigemook to counter the crisis.
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Table 2: Total Variance Explained

Initial Eigen values Extraction Sums of Squared Loadings

Componen % of Cumulative % of Cumulative
t Total Variance % Total Variance %

1 4,582 50.915 50.915 4,582 50.915 50.915
2 1.517 16.855 67.770 1.517 16.855 67.770
3 1.223 13.586 81.356 1.223 13.586 81.356
4 .658 7.310 88.666

5 412 4575 93.242

6 301 3.350 96.592

7 130 1.440 98.031

8 .099 1.101 99.132

9 .078 .868 100.000

Table 2 shows that there are three factors deffrned the Eigen values that are greater
than one. It also means that out of the 9 variabtdg 3 contribute significantly to the
explanation of variance in the variables, 81.4%béoexact. The first variable alone
contributes 50.9% cumulative percent.

Table 3 component matrix on solution to financial asis

Component
1 2 3
Do nothing 216 -.184 .872
Workforce downsizing 780 .371 -.126
Postpone investment 749 .528 -.142
Reduce organizational costs 446 .593 .488
Freezing of wages .896, .018 .209
Increasing marketing budgets -.606/| -.305 349
Search for new markets -.817| .423 .054
Reformation of old business strategies -.800| .500 025
Increase organizational effectiveness -.830] .439 137

Factor one, cost reduction; consists of workforoevrakizing, postponing investment,
reduce organizational costs and freezing of wagastor 2, strategic includes searching
for new markets, reforming old strategies and iasieg effectiveness the final factor,
status quo includes doing nothing and increasingketiag budgets, though increasing

marketing budget contributes a very low percen{84e9%).

25



4.3 Characteristics of SMEs Surveyed

4.3.1 Number of employees
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The great majority (65%) of the respondents haweefethan 50 employees. This is

followed by those with 50-100 employees at 26%. Ppheportion of those with more

than 200 is only 3%. On the other hand, those WitB-150 employees are were 6% of

the sample.

4.3.2 Economic sectors of respondents surveyed
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Source: primary data 2010

The Trade and Manufacturing sectors representedigiest number of sample members

with both scoring a frequency of 33% (66% if condap The transport sector came in

second with 12% of the total respondents. The evinaervices sector had 9% of
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respondents while ICT stood at 6%. Telecommunioatiand the financial sector

contributed the least number of sample members difoithich were 3%.

4.3.3 Years of operation of the firms studied

Over ten years
13%06

Less than a year
13%06

1-10 years
74%

Source: primary data 2010
This research sought to establish the number akyiba firms under study had been in

operation and the majority (74%) claimed to havernbeperating for less than 10 years.
Those that had been in operation for over ten yeare 13% of the sample which is

equivalent to those that had operated for less ¢hgear at the time this research was
carried out.

4.3.4 Sources of funding for SMEs surveyed.

Friends and family
9%

Personal savings
12%0

Bank loans
79%

Source: primary data 2010
An overwhelming majority (79%) of firms surveyedfiitheir businesses through bank

loans. Just a handful (12%) and (9%) fund theiraipens through personal savings and
friends and family respectively.
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4.3.5 Annual turnover
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Most of the firms in the study have an annual tuamoof below 100 million Kenya

shillings. Those with annual turnover of betwee® Hhd 500 million were 26%. The

minority (3%) had over 1 billion Kenya shillings amnual turn over.

4.4 Impact of the financial crisis on SMEs

: 3
5 3
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B [ncrease 11)1;1 E;Itli.l:ﬁ; rates on 12 24 15 20 29
" Decreased domestic demand 6 35 15 15 29
E Decreased foreign demand 20 29 9 18 24
m Increased cost of raw materials 6 G 15 29 44
Extend

As has been shown by results of this study, mgjaftrespondents (79%) rely on bank
loans in financing their operations and a decr@aseedit supply that was occasioned by

the financial melt down was of negative impactheit businesses to a very large extend

according to 35% or respondents. For another 15%esh shortage in credit supply had
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a negative impact to a large extend while those felichat it was to a medium extend
were 24%. There were those who still felt thatélkend of the negative effect of credit
supply shortage was only small and they formed tH%bhe total sample. 12% did not
feel any impact of the credit supply shortage da$¢ are the SMEs that rely on personal
savings and friends and families to finance thesilesses and as can be been they are
only a handful as far as this study is concernékewise, it is plausible to claim that the
global financial crisis had an impact to at lea®¥a8of the SMEs surveyed by causing a

shortage in credit supply.

It is also notable that the financial crises ledatoincrease in lending rates by banks
according to at least 88% of respondents a praposthich this study shows rely on
bank loans to finance their operations. This ineeea interest rates was perhaps a
strategy aimed in discouraging borrowing to avaian defaults which was synonymous
with the financial crisis of 2008-2009. This incsed interest rates impacted 29%, 21%
15% and 24% to a very large extent, to a largenelte®d a medium extend and to a small
extend respectively. Some 29% of respondents iteticthat a decrease in domestic
demand by consumers as a result of their decrepsethasing power owing to the
financial crisis impacted their businesses to g Varge extend. Those that were affected
to a medium and large extend comprised 30% of gk and 35% were only affected
to a small extend. This brings it to 94% of theatdbMEs that were affected by the

decreased domestic demand during the financiascris

Decreased foreign demand seems to have had avegfathinimal impact on SMEs

surveyed (79)% were impacted) as compared to (94%)e case of domestic demand.
This is probably due to the fact that most of thES rely on domestic demand for their
products. A majority of respondents (44%) were @#fd to a very large extend by the
increased cost of raw materials while 29% werecsdfd to a large extend. Only 6% of

the entire sample were not affected at all by gsiasts of raw materials.
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4.5 Steps taken by SMEs to counter effects of theldbal financial crisis

30 7 m Do nothing
8¢ +E
- ?? —/! -___ = Workforce downsizing
£ 5o -
§ a0 Ji—i i> — m Postpone investment
: : __ E o = = !L » m Reduce organizational costs
o T i _BINLE. . _JENW MW 000
No effect Small Medium Large Very large - o
extend extend extend extend =1

Source: Primary data 2010

Majority of respondents 81% agreed that action eddd be taken to avoid the negative
impacts of the crisis and that it was not enougledotinue to run the business in the
same manner as before the financial crisis. Ourstiures can be grouped into two
categories: The first (1-5) comprise a group ofctiga, defensive steps, involving
traditional, belt-tightening activities which baaslly aim to counter the effects of the
crisis from a cost-cutting perspective. The seccateggory refers to possible proactive,
offensive options. The answers here see solutionBnding a new approach, albeit
adapting to change, by capturing new areas andeatsatkrough increasing marketing
budgets and searching for new markets. It seem®wbvhat reducing costs has a clear
priority for the SMEs, but opinions differ on thewthis has to be done. Whilst the need
to postpone investment is unequivocal, the compgameoved more cautious in
connection with redundancy. Just 50% of respondstated that it was vital to take this
step. This proves that despite the hard timesdutie financial crisis SMEs were still
optimistic that this was not the end and therefbegr retaining employees would still be

beneficial in the long run.

Postponing future investment as a reactionary egyatwas supported by 73% of

respondents. Reducing organizational costs as anathy to tackle the financial crisis
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was popular among (74%) of respondents while frepaf employee wages was
supported by a relatively smaller proportion of gample (56%) as compared to other
strategies which scored above 70% among respondgatsch for new markets and
increasing market budgets were agreeable among atéb 82% of respondents
respectively. Reformation of old business strategand increasing organizational
effectiveness both scored 91% as favorable stedefgir alleviating the impact of the

financial crisis.

4.6 Summary of findings and interpretation

Most of the firms surveyed had a great majority re§pondents of fewer than 50
employees with trade and manufacturing sector semteng the highest number of
sample members with both scoring a frequency of . @é#research also established that
majority of the firms under the study had been apieg for less than 10years(74%),with
majority having turnover below 100mio(71%) and thegajor source of financing being

bank loans

From the study, 89% of the SME surveyed claim thatfinancial crisis had an impact
on their businesses by causing a shortage in csegliply.lt is also notable that the
financial crisis led to an increase in lending saby banks with 29% of the respondents
having been impacted to a large extend. A majarsitythe respondents (44%) were
affected to a very large extend by the increasesd abraw material as a result of the

global financial crisis.

Principal components analysis method of extractias used to explore the correlation
between the defined variables in the questionndieg measured the impact of the
financial crisis on SMEs and the steps these SMigiemiook to counter the crisis. The
communalities tables for both table one and table variables show the variance

explained for in our factor solution. Decreasecefgn demand doesn’t seem to fit into
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this factor solution due to its small communaligiue (0.460). All the variables in table
two did fit in the factor analysis solution givemethigh communality values i.e. above
0.581. In terms of correlation, variables in fit@ble regarding the impact of the financial
crisis showed significant correlations with eacleotas indicated in the component
matrix table one i.e above 0.678. On the other haadables in table two showed
statistically insignificant correlation with eachther as indicated by the component

matrix table two above.
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CHAPTER FIVE
CONCLUSIONS AND RECOMMENDATIONS
5.1 Conclusions

It would be unreasonable to examine SMEs behaviouhe face of the crisis merely
from a knowledge-management point of view, and itlear that social interactions and
emotions have a strong influence on decision-makithgwvever, it cannot be deduced

from the answers given that companies shy away fayroffs on these grounds alone.

During the 2008-2009 global financial crisis SMBXienya applied different methods to
ride out the storm. Their main underlying reasors Wwaachieve short-term survival and
avoid the overhanging threat of bankruptcy. Howgevleey put their future at risk in

several ways by lay-offs and postponing investmeBis losing human capital they
jeopardized the innovativeness which ensures fligyikand lost the driving force of

growth: their intangible assets. The comprehensateategic-level management of
knowledge leads to faster growth and to recovegyli€ crisis management solutions
work with little success in the present changednendc environment. However, this
survey revealed that SMEs still tend to prefer sahéhose old solutions which are

mostly reactionary and cost-cutting in nature.

5.2 Recommendations

SMEs must avoid short-term survival strategies ékeployee layoffs in tackling a crisis
like the 2008-2009 global financial crisis and ddoinstead focus on strategic-level
management of knowledge which leads to faster draamd to recovery in addition to
being sustainable in the long-run. SMEs in Kenyausth diversify their sources of
funding other than borrowing from banks to avoidrsfige of funds like was the case
when credit supply declined during the global ficiahcrisis. It is important for SMEs to
diversify their markets to include foreign onesomler to cushion them against negative

impacts of financial melt down which does not affféit regions of the word equality.
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5.3 Suggestion for further research

This study was limited in scope and surveyed SNE&riee banks only: Equity bank,
Kenya Commercial bank and Bank of Africa. For adreinsight on the impact of the
Global financial crisis, a similar study should lredertaken on a large scale taking
into account SME clients of all banks in Kenya.tRar to this, future studies should
seek to establish exactly the direct effects thatftnancial crisis had on financial

performance of SMEs which this study did not coesid
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Appendix: The questionnaire
Preamble

Dear respondent,

You are hereby requested to participate in giviogryopinions on questions posed herein
in regard to the impact of the global financiabgion access to finance by the Small and
Medium Enterprises in Kenya. The information giweifi be kept secret and used only
for the purpose of this study and no personal idemformation is required.

Thank you so much for your time.

SECTION A: Background information
Q1 (a) Name of the company

(b) Approximate number of employeé3ick as appropriate)

1-50 employees 50-100 employe 100-150 employees

150-200 employees Over 200 employees

Area of Business

Sector Frequency (%)

Financial sector
Trade

ICT
Telecommunications
Transport

Energy

. Economic services
Total

OINo OB~ IWINE
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(d) Number of years in operatiohi¢k as appropriate)

New (less than one ye -10lyears Over ten years

(e) The major source of funding for the businessjfgany

Bank loans Frieads Family

Personal savings Donor funding

(d) What is your company’s approximate annual tuemon Kenya shillings?

Below 100 million 100-500 million 500-1kdln over 1 billion

SECTION B: RESEARCH QUESTIONS

Q1. On a Likert scale of 1-5 where 1 = No effeet 2o a small extent 3 = To a medium
extend 4 = To a large extent and 5 = To a veryelaxtend, please indicate how your
business/company has been affected by the globahdial crisis. Indicate by ticking

your option in the table below:

IMPACTS OF THE FINANCIAL EXTEND OF IMPACT
CRISIS ON SMEs No effect | Toasmall To a To alarge| To a very
extent medium extent large extent
extent

Decreased credit supply

Increase in interest rates on bank loans

Decreasing domestic demand

Decrease of foreign demand

Increased cost of raw materials
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Q2. On a Likert scale of 1-5 where 1 = Nothing Za=a small extent 3 = To a medium

extend 4 = To a large extent and 5 = To a veryelagtend, please show how your

business/company plans to deal with the effecteeflobal financial crisis. Indicate this

by ticking your option in the table below:

PLANNED SOLUTIONS TO MITIGATE

EXTENT OF ACTION

EFFECTS OF THE FINANCIAL CRISIS
BY SMEs

Nothing

To a
small
extent

To a
medium
extent

Toa
large
extent

To a very
large extent

1) We need to do nothing

2) Workforce downsizing

3) Postpone investment

4) Reduction in organizational costs

5) Freezing of wages

6) Increase marketing costs

7) Search for new markets

8) Reformation of old business strategies

9) Increase organizational effectiveness
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Appendix 2: Sampling guide

Sample size Sample size

Population size  +5% 10% Population size 5% 10%
10 10 275 163 74
15 14 300 172 76
20 19 325 180 77
25 24 350 187 78
30 28 375 194 80
35 32 400 201 81
40 36 425 207 82
45 40 450 212 82
50 44 475 218 83
55 48 500 222 83
60 52 1,000 286 91
65 56 2,000 333 95
70 59 3,000 353 97
75 63 4,000 364 98
80 66 5,000 370 98
85 70 6,000 375 98
90 73 7,000 378 99
95 76 8,000 381 99
100 81 51 9,000 383 99
125 96 56 10,000 385 99
150 110 61 15,000 390 99
175 122 64 20,000 392 100
200 134 67 25,000 394 100
225 144 70 50,000 397 100
250 154 72 100,000 398 100

Source: |saac and Michael, 1981; Smith, MF, 1983
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Appendix 3
Reliability

RELIABILITY ANALYSIS - SQALE (ALPHA)

1. CREDIT Decreased credit $ypp

2. INTEREST Increase in interesésatn bank loans
3. DEMAND Decreased domestic deghan

4. FOREIGN Decreased foreign deanan

5. RAMATS Increased cost of raatarials

6. Q1 Do nothing

7. Q2 Workforce dovansg

8. Q3 Postpone invesitn

9. Q4 Reduce orgamizet! costs

10. Q5 Freezing of wages

11. Q6 Increasing markgbudgets

12. Q7 Search for newkats

13. Q8 Reformation of blasiness strategies
14. Q9 Increase orgamiretl effectiveness

Reliability Coefficients
N of Cases = 34.0 N of Item®$

Alpha = .8248
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Appendix 4: Factor Analysis

Factor Analysis table one results

Communalities table one

Initial Extraction
Decreased credit supply 1.000 .558
Increase in interest rates on bank loans 1.000 .692
Decreased domestic demand 1.000 .703
Decreased foreign demand 1.000 460
Increased cost of raw materials 1.000 561
Extraction Method: Principal Component Analysis.
Total Variance Explained table one
Component Initial Eigen values Extraction Sums of Squared Loadings
% of Cumulative % of Cumulative
Total Variance % Total Variance %
1 2.975 59.495 59.495 2.975 59.495 59.495
2 .759 15.175 74.670
3 .563 11.266 85.936
4 440 8.804 94.741
5 .263 5.259 100.000
Extraction Method: Principal Component Analysis.
Component Matrix one
Component
1
Decreased credit supply 747
Increase in interest rates on bank loans .832
Decreased domestic demand .838
Decreased foreign demand .678
Increased cost of raw materials 749

Extraction Method: Principal Component Analysis.
a 1 components extracted
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Factor Analysis table two results

Communalities table two

Initial Extraction
Do nothing 1.000 .842
Workforce downsizing 1.000 .762
Postpone investment 1.000 .861
Reduce organizational costs 1.000 788
Freezing of wages 1.000 .846
Increasing marketing budgets 1.000 581
Search for new markets 1.000 .849
Reformation of old business strategies 1.000 .892
Increase organizational effectiveness 1.000 901

Extraction Method: Principal Component Analysis.

Total Variance Explained table two

Initial Eigenvalues Extraction Sums of Squared Loadings

Componen % of Cumulative % of Cumulative
t Total Variance % Total Variance %

1 4.582 50.915 50.915 4.582 50.915 50.915
2 1.517 16.855 67.770 1.517 16.855 67.770
3 1.223 13.586 81.356 1.223 13.586 81.356
4 .658 7.310 88.666

5 412 4.575 93.242

6 301 3.350 96.592

7 .130 1.440 98.031

8 .099 1.101 99.132

9 .078 .868 100.000

Extraction Method: Principal Component Analysis.
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Component Matrix two

Component
1 2 3
Do nothing 216 -.184 .872
Workforce downsizing 780, .371 -.126
Postpone investment 749, 528 -.142
Reduce organizational costs 446, 593 488
Freezing of wages .896, .018 .209
Increasing marketing budgets -.606| -.305 .349
Search for new markets -.817| .423 .054
Reformation of old business strategies -.800| .500 025
Increase organizational effectiveness -.830| .439 137

Extraction Method: Principal Component Analysis.
a 3 components extracted.
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Appendix 5: Workings

Approximate number of Employees

D

Frequency Percent Valid Percent Cumulativ
Percent
Valid 1-150 22 64.7 64.7 64.7
50-100 26.5 26.5 91.2
100-150 5.9 5.9 97.1
Over 200 2.9 2.9 100
Total 34 100.0 100.0
Area of Business
Frequency Percent Valid Cumulative
Percentage Percent
Industry 11 324 33.3 33.3
Financial Sector 1 2.9 3.0 36.4
Trade 11 324 33.3 69.7
ICT 2 5.9 6.1 75.8
Telecommunicatior 1 2.9 3.0 78.8
Transport 4 11.8 12.1 90.9
Economic Services 3 8.8 9.1 100.0
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D

D

D

Missing 1 2.9 100
Total 34 100
Number of years in operation
Frequency Percent Valid percent Cumulative
Percent
Less than a 4 11.8 12.5 12.5
year 24 70.6 75.0 87.5
1-10 years 4 11.8 12.5 100.0
Over ten years 32 94.1 100.0
Total ) 5.9
Missing system 34 100.0
Total
The major source of funding for the business
Frequency Percent Valid percent Cumulative
percent
Bank loans 27 79.4 79.4 79.4
Friends and 3 8.8 8.8 88.2
family 11.8 11.8 100
Personal 34 100 100.0
savings
Total
Approximate annual turnover
Frequency Percent Valid percent Cumulative
percent
Below 100 24 70.6 70.6 70.6
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D

D

1%

million 26.5 26.5 97.1
100-500 2.9 2.9 100.0
million 34 100.0
Over 1 billion
Total
Decreased credit supply
Frequency Percent Valid percent Cumulative
percent
No effect 4 11.8 11.8 11.8
Small extend 5 14.7 14.7 26.5
Medium extend 8 23.5 23.5 50.0
Large extend 5 14.7 14.7 14.7
Very large 12 35.3 35.3 100.0
extend 34 100.0 100.0
Total
Increase in interest rates on bank loans
Frequency Percent Valid percent Cumulative
percent
No effect 4 11.8 11.8 11.8
Small extend 8 235 235 35.3
Medium extend 5 14.7 14.7 50.0
Large extend 7 20.6 20.6 70.6
Very large 10 29.4 29.4 100.0
extend 34 100.0 100.0
Decreased domestic demand
Frequency Percent Valid percent Cumulative
percent
No effect 2 5.9 5.9 5.9
Small extend 12 35.3 35.3 41.2
Medium extend 5 14.7 14.7 55.9
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Large extend 5 14.7 14.7 70.6
Very large 10 29.4 29.4 100.0
extend 34 100.0 100.0
Total
Decreased foreign demand
Frequency Percent Valid percent Cumulative
percent
No effect 7 20.6 20.6 20.6
Small extend 10 29.4 29.4 50.0
Medium extend 8.8 8.8 58.8
Large extend 17.6 17.6 76.5
Very large 23.5 23.5 100.0
extend 34 100.0 100.0
Total
Increased cost of raw material
Frequency Percent Valid percent Cumulative
percent
No effect 2 59 59 59
Small extend 12 35.3 35.3 41.2
Medium extend 14.7 14.7 55.9
Large extend 14.7 14.7 70.6
Very large 10 294 294 100.0
extend 34 100.0 100.0
Total
Do nothing
Frequency Percent Valid percent Cumulative
percent
No effect 26 76.5 81.3 81.3
Small extend 1 2.9 3.1 84.4
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D

D

Medium extend 2 5.9 6.3 90.6
Large extend 2.9 3.1 93.8
Very large 5.9 6.3 100.0
extend 32 94.1 100.0
Total ) 59
Missing system 34 100.0
Total
Workforce downsizing
Frequency Percent Valid percent Cumulative
percent
No effect 4 11.8 11.8 11.8
Small extend 8 235 235 35.3
Medium extend 5 14.7 14.7 50.0
Large extend 7 20.6 20.6 70.6
Very large 10 29.4 29.4 100.0
extend 34 100.0 100.0
Total
Postpone downsizing
Frequency Percent Valid percent Cumulative
percent
No effect 9 26.5 26.5 26.5
Small extend 5 14.7 14.7 41.2
Medium extend 4 11.8 11.8 52.9
Large extend 6 17.6 17.6 70.6
Very large 10 29.4 29.4 100.0
extend 34 100.0 100.0
Total

Reduce organization costs
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D

D

D

Frequency Percent Valid percent Cumulative
percent
No effect 4 11.8 11.8 11.8
Small extend 5 14.7 14.7 26.5
Medium extend 8 23.5 23.5 50.0
Large extend 5 14.7 14.7 14.7
Very large 12 35.3 35.3 100.0
extend 34 100.0 100.0
Total
Freezing of wages
Frequency Percent Valid percent Cumulative
percent
No effect 15 441 44.1 44.1
Small extend 10 29.4 29.4 73.5
Medium extend 14.7 14.7 88.2
Large extend 1 2.9 2.9 91.2
Very large 3 8.8 8.8 100.0
extend 34 100.0 100.0
Total
Increasing market budgets
Frequency Percent Valid percent Cumulative
percent
No effect 4 11.8 11.8 11.8
Small extend 8 235 235 35.3
Medium extend 5 14.7 14.7 50.0
Large extend 7 20.6 20.6 70.6
Very large 10 29.4 29.4 100.0
extend 34 100.0 100.0
Total
Search for new markets
Frequency Percent Valid percent Cumulative

D
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percent
No effect 3 8.8 8.8 8.8
Small extend 1 2.9 2.9 11.8
Medium extend 3 8.8 8.8 20.6
Large extend 6 17.6 17.6 38.2
Very large 21 61.8 61.8 100.0
extend 34 100.0 100.0
Total
Reformation of old business strategies
Frequency Percent Valid percent Cumulative
percent
No effect 15 44.1 44.1 44.1
Small extend 10 294 294 73.5
Medium extend 14.7 14.7 88.2
Large extend 1 2.9 2.9 91.2
Very large 3 8.8 8.8 100.0
extend 34 100.0 100.0
Total
Increase organization effectiveness
Frequency Percent Valid percent Cumulative
percent
No effect 3 8.8 8.8 8.8
Small extend 2 5.9 5.9 14.7
Medium extend 1 2.9 2.9 17.6
Large extend 4 11.8 11.8 29.4
Very large 24 70.6 70.6 100.0
extend 34 100.0 100.0
Total
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