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AB TRACT 

The objective of the tud) \ s t i kntif th~: strategic responses adopted by the small 

and medium Sl:ted m rpri tl ) < p rnting within the NCBD to changes in their 
cnvironm ·nt. 'I h 

to idcntif 

1 n .1dopt d was descriptive survey to assist the researcher 

used by the SMEs. This research design was 

it \ a onccrned with specific predictions, narration of facts 

n~.:erning an individual, group or situation. 

Tht! ·tudy p pulation comprised of all SMEs with formal premises registered with the 

air hi ity Council operating within the NCBD. The main source of data was primary 

data. The primary data collection instrument was a structured questionnaire with both 
open and close ended questions developed by the researcher. The structured questionnaire 

was administered through personal interviews with the business owners or those in 

charge of the businesses. 

The data collected was analyzed using descriptive statistics. This involved the use of 

frequenc tables, percentages, rank ordering and mean scores. Frequency tables were 
used for arraying data obtained to facilitate working out percentage in order to addre 

the objective of the study. 

1E in Kenya are ol proprietor hip and ar mo tl op rat d by · ung pcopl \ ho 

have at lea t a ondary level of edu ation and in mo t ca c II ge edu tion Mo t 

m 

ni 1 

ha\ e a I art) defined vi ion fi r th ir futun.: and pri r 

n i \ cr) tr ng in all the area ol operati n. fh 

"a pr du t di r nti 

fth op rat 

m titi in th ir r 

bu in 

infl ti n 

ti n 

rdcr t 

r\ I C 

th m 
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1.1 Background 

1.1.1 Strategy 

CH PTER 01 E: INTRODUCTION 

Ansoff and M · 1 onn ll 1 (> c , I fin~: strategy as a set of decision-making rules for 

nul ha ior. 'I hey argue that strategy is a potentially very 

, 1th the conditions of change that surround the firm today and is 

n liJol whi ·h 1lf r igniticant help for coping with turbulence confronted by business 
linn·. Th y mph ize trategy as a managerial tool that merits serious attention. 

o ·a ( 19 _ ). tates that strategy is creating a fit between the external characteristics and 

internal conditions of an organization to solve a strategy problem. The strategy problem 
is a mismatch between the internal characteristics of an organization and its external 
environment. The matching is achieved through development of an organization's core 
capabilities that correlate to the external environment enough to enable the exploitation of 
opportunities existing in the external environment and organizations internal capabilities. 

Pearce and Robinson (2007) state that the firm 's external environment consists of three 
interrelated sets of factors that play a principal role in determining the opportunitie , 
threats and constraints that the firm faces. The remote environment comprise factor 
originating beyond and usually irre pecti e of any single firm 's op rating ituation. 
The e include the economic, ocial. political. technological and ological factor . 
Fa tor that mor d1r tly influen e a firm' pro p ct originate in th en ir nmcnt fit 

indu try including entry barrier competitive ri airy, th a ailabilit of ub titute nd 
th b rgainin po\'>Cr of bu •cr nd upplicr . 'I he operating nvir nmcnt ompri · 

that influ n a firm imm diatc t mpditi\C itu tion. I he c in tude 

nd th I b ur m, rk t. '1 he c 
th p rti ul r firm 

t r u1 



1.1.2 Strategic Response 

When a firm's environment m ' t) a tk\: turbulence level, the responsiveness of the 

firm's capability to th m ir nnknt :-timuli must also move to a different level. If the 

capability fails to k · ' tth th~:, n ironmc.:nt, the firm is in danger of losing its 

competitive po iiiou 111 I min unprofitable. (Ansoff and Me Donnel, 1990) 

l.:l't)rdin, t' I '~" 1 (I o . a firm attempt to seek a competitive advantage is based on 

tim:· g ·n ·ri · irst is triving for overall low-cost leadership in the industry, 

th ing tri\ ing to create and market unique products for varied customer 

gr up· thr ugh differentiation and lastly having a special appeal to one or more groups of 

con umer or industrial buyers focusing on their cost or differentiation concerns. Porter 

( 198 -) further emphasizes that competitive advantage arises from selection of the generic 

strategy that best tits the organization's competitive environment and then organizing 

alue-adding activities to support the chosen strategy. 

Once the strategist has assessed the forces affecting competition in his industry and their 

underlying causes, they can identify the company's strengths and weaknesses. The crucial 

strengths and weaknesses from a strategic standpoint are the company's posture Vis a Vi 

the underlying causes of each force. Where does it stand against ubstitutes? Again t the 

ources of entry barriers? Then the strategist can devi e a plan of action that may includ 

po itioning the company o that it capabilitie pro ide th be t d [i n e again t the 

comp titive force: and /or influencing the balance of the fore through trategi m e 

thereby impro ing the compan ' p ition: and1or anti ipating hift in th fa tor 

und rl) in_ the for e and r p nding to them ' ith th~ hop of . ·ptoiting h, ng b ' 

tratc ) appr pri te for the n \\ mpctiti\C b lan before pp nc.:nt 

utl in th m fiv m nu 

th m I m nt ph n hi 



employing strategic alliance and pnrtn r hip , mergers with or acquiring other 

companies, backward or forward int JITt1i n, out ourcing selected value chain activities, 

initiating offensive trategi 

are the Functional- r a 

being timing a 

website tJ at • • L 

in) defensive strategic moves. The third 

th ' above trategic Choices, the fourth 

i moves in the market place and the fifth being the 

The bulk. 1f 1111111£ ri I time in business firms is devoted to coping with uncertainties "' 
indue ·d by th n ir nment: competitors ' moves, economic fluctuations, availability of 

nm makrial . lab ur demands (Ansoff and Me Donnell, 1990). 

II organizations are environment serving and therefore totally dependent on the 

en ironment. The small and medium size enterprise (SME) sector in Kenya is not an 

e. ception to this inter-dependency with the environment. The SMEs have to adopt 

suitable strategies for survival within the highly competitive and volatile environment. 

1.1.3 Small and Medium Enterprises (SMEs) in Kenya 

The definition of SMEs varies from country to country and the classification may be 

ba ed on the firm's assets, number of employees or annual sales. The International 

Finance Corporation define MEs as firms with le than 300 emplo e and total a et 

le s than 15 million. In maller economie . \1 are defined a firm \ ith le 

than 20 employe . 

Ka ndc _oo I) ' id ly de tin 

of apit I im 

th 

in t rm f their h ra tcri ti \\hi h in Jude th 

f mplo) 

m n th th t h 

tm Ill in 

pin 

ium 

miti n ill 



In most African countries, and parti ularl in K nya, SMEs account for a significant 

share of production and mpl . m nt n j r' tlr·rcfore directly connected to poverty 

alleviation. For the p or p put tt n in th~ rural area MEs are also very relevant for 

employment and as an m · m l 111 l . In d loping countries SMEs are challenged by 

the globalizatiou o pt , lu H n .111 I th shill in the importance of the various determinants 

of compctitiv ·u · ountabl~.: for above 50 percent of manufacturing gross 

timat d that in Kenya small enterprises generate 12% to 14% of 

the nuti 1n tl in· 1111 t an iel and \1ead, 1998). 

1 h decline m emplo~ ment levels within the formal sector since year 2000 due to 

c mpany cl ure and retrenchments attributed to low capacity utilization has resulted in 

1E ector assuming a greater prominence in providing a source of livelihood to many 

families. There is therefore need to support the growth of SMEs so as to enable the sector 

to contribute meaningfully to national economic development (World Bank, 2004). 

The SME sector in Kenya plays an important role in the socio-economic development of 

the country and cuts across all sectors of the economy. It provides one of the most 

prolific sources of employment and is the breeding ground for the large industries that are 

critical for industrialization. ( essional paper o. 2 of 2005 on Development of Micro 

and mall Enterpri e for ealth and Employment Creation for Po erty Redu tion). 

Its ignifican can be attributed to the immen contribution tO\ ard e nomi gr wth, 

mplo}ment reation. p verty r duction and th de I pment f an indu trial ba c. 

rdin to the Econ mi urvey (2 0 . the onomy u taincd it gr0\\1h m m ntum 

)me ti Pr duct ro\ th c timatcd to 

nt in 200 and 
.7 p r th lllll ol the 

m 
nm nt und th 



The Economic Survey (2008) id ntifie that th major sources of growth for the year 

2007 were transport and communi thn, t . s on products, wholesale and retail trade, 

manufacturing which ontnbut d - . . ·-· I .7 and 8.8 per cent respectively. The 

SMEs made a ignifi mt ntflhuti( ll h this ·onomic growth in 2007 and it is projected 

that more gai11s will b · m 1 I h "nrd a hi ving the government's development strategy 

· nomi growth for 2008 is likely to slow down due to 

li itie v itncsscd in the first quarter of the year associated to the 

2007 p 1 ·t I ·tim kirmi ·he . \ hich in turn affected the SMEs immensely. 

There ar, pr · ect for renev ·ed growth in 2008 with the signing of the peace agreement 

among the ke) stakeholders in Kenyan Politics and the formation of the coalition 

government. Increased demand for goods and services from Kenya by emerging 

economies coupled by sound policy frameworks are expected to support more growth. 

(Economic survey, 2008) 

In the past, the government of Kenya has put in place measures geared towards the 

promotion and development of the SME sector. One of the notable interventions is the 

publication of Sessional Paper o. 2 of 1992 on mall Enterprise and Jua Kali 

Development in Kenya, which emphasized the need to create an enabling environment 

through an appropriate legal and regulatory framework, putting in place upport and 

facilitative mea ure to promote the growth of the ector. In order to enhance econ mic 

gro\\th. employment creation, income generation p ert} reduction and indu trializatt n, 

the government al devel ped the P vert Reduction trat g_ Paper and F n mic 

R \ef) tr.ue_. for Wealth and Empl }ment n.:ation. 2 -2007. 

D pit 
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nt r I pia cd b · 
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financial services and market , inad quat n , to skills and technology, insecurity of 

land tenure, poor acces to infra tru mr , innd "'quatc business know-how and linkages 

with large enterpris , g nd r ti1l lll· lit , limited access to information, impact of 

1 IIV/AID, pandemi , un ubt. 1( n ( ''UJXItional health and safety standards. 

Accordin , to th · h.11rman, Kahura (2004), the city of Nairobi is faced by 

<.:hullcngin' t 1 k ) pp rtunitics for a population growing at 5-7% per annum. 

With risin • l )\ rt. and unemployment levels rated at sixty and seventy percent 

r •sp · ·ti\ I) m the it). 'er 600.000 residents now live on the informal sector. The CEO 

or . Fadamula (2004) also emphasizes the importance of SMEs. He points out 

that over the past decade. thousands of Kenyans have joined the unemployed ranks as 

companie clo e and the educations system offloads thousands of graduates into the job 

market. It is estimated that 60% ofNairobi's residents live below the poverty line. 

This study\ ill focus on the over 50,000 SMEs operating within the NCBD. (NCC 2007) 

The SMEs operating within the area cut across all lines of business including wholesale 

and retail, manufacturing, education, agriculture, hospitality, building and construction, 

clearing and forwarding among others. In addition, the CBD and its environs are 

densely populated and as such will give a good representation of the trategic re pon e 

adopted by MEs to changes in their environment 

1.2 tatement of the Re earch Problem 

ordin
0 to An off and 1 0 nnell ( 19 0) org nizati n ironm~.:nt dcpcnd~.:nt 

and nvir nm nt erving. rganization ar in a con tant l\\ -way intern tion \\ ith th 

nvir nm nt. Th~: ' r~.: iv~.: input fnm the nvironm~.:nt tran fi nn or dd valu~.: to them 

tum th output in fi rm n i e b k tt th~:: 11\ in nmcnt. 1 ht:. 

th \hi h i 

in 
lh m n th t th h 



Despite the significance and ntributi n f th' small and medium enterprises (SMEs) to 

the Kenyan economy, th man challenge and constraints due to the 

volatile environment in ''hi h lht ft rat . J'h' MEs have to adopt strategic responses 

to align thcms ·lv ·s '' hh th n in nm nt for survival and competitive advantage. 

S~vcrnl ·t udi n .1rricd out on strategic responses of firms to the changes in the 

cnvironm ·nt in num r f indu tries. Waweru (2002) found out that small firms make 

udju ·tmt!nt · t their trategic variables depending on their uniqueness to ensure survival. 

1\.attuik.u (-0 -) recommends that companies scan their immediate environment for 

urvival purp e in a study on the strategic responses to changes in the environment by 

the Co-operative Bank of Kenya. Kariuki (2007) also emphasizes the importance 

enterprises re-aligning themselves to changes in the environment in his study of 

competiti e strategies adopted by Exhibition Stalls in the NCBD. 

Several studies have also been carried out on the small and medium size enterprises but 

there has been no study carried out to establish the strategic responses adopted by SMEs 

operating within the -cBD after the recent political instability occasioned by the post­

election violence. 

This tud. will identify the trategies adopted by the mall and medium ized enterpri e 

( 1E ) operating within th CBD in the light of a rapidly hanging, volatil and highly 

competitive environment. Thi tudJ ' ·ill therefor addre the ~ llo\ ing que ti n. 

Wht rc the trategi f the mall and m dium iz d cntcrpri 

rat in 'ithin the hange in their nvir nmc.:nt? 

I. R h bj tiv 

th id nti( th m II 

nt ri tin ithin th Bl in th ir 



1.4 Importance of the study 

The research will help th m n . nd bus in' ·s owner in identifying environmental 

factors that could thr al ·n th ur 1 al <)f th ir bu inesses and help them identify 

appropriate strat gi 

It will l'lltbl • th 

~nub lin ' ·m ir 1111 1 

,r l nlitllll I . lH 1 al and growth. 

in enacting and formulating policies that promote an 

r \\th of the ME sector. 

ector will be informed on the challenges faced by the various 

1 · and \\ill therefore pro ide them with adequate information before entering into the 

indu tf). 

It will assist the airobi Central Business District Association (NCBDA) in strengthening 

of relationships and lobbying with the SMEs operating within the NCBD in meting their 

overall objectives of making the city ofNairobi a modern, secure and cleaner city. 

It will also assist scholars in further research based on the findings of the study. 

1.5 cope of the study 

This tudy was limited to the small and medium sized enterprise ( M ) op rating 

within the, 'airobi Central bu ine Di trict BD). 



CHAPTER TWO: LITERATURE REVIEW 

2.1 The concept of trategy 

Mintzeberg and Qumn ( l 

organizations maJor ' .d , 

~.: linl n :~trnt 'gy as the pattern or plan that integrates 

i~,· .ltld a tion ·cquence into a cohesive whole. Porter 

( 1980), stat ·s th u 

a strat<:gy d ·p ·ud m 

~tin :.1 fit among a company's activities. The success of 

m man things well not just a few- and integrating them. If 

Hu:r · is no lit un 111, u th itie , there is no distinctive strategy and little sustainability. 

Thomp ·on and tnckland (2002) define a strategy as the pattern of organizational moves 

and managerial approaches used to achieve organizational objectives and pursue 

organizational mission. Strategy is the match between an organization's resources and 

skills, and the environmental opportunities it wishes to accomplish (Schendel and Hofer, 

1979). It is important to provide guidance and direction for the activities of the 

organization. Strategy can also be seen as the process of deciding a future course for a 

business and has a role on organizing and steering the business in the attempt to bring 

that future course. 

Aosa ( 1992), states that strategy is creating a fit bet\veen the external characteristic and 

internal conditions of an organization to solve a strategy problem. The strategy problem 

is a mismatch between the internal characteristics of an organization and it e. ternal 

em.ironment. The matching is achieved through de elopment of an organization' core 

capabilitie that correlate to the e. ternal en ironment enough to enable thee pi ttati n of 

opp rtunitie e. ·i ting in the e. ternal en ironm nt and organization internal capa llitie . 

B tern n nd Z ithaml ( 199 ) d fine trah:gy a a pattern of a tion 

d igncd to hicve the al of the org nizntion. 'I h~.: 

m nt n ttt:mp t m t h the kill nd 

r ni ti n im I m nt buil in 

nd r~.: urcc 

tratcgy n 

ot th~.: 

tl 



the wants and needs of consumer and th r k y actors in the organizations external 

environment. 

2.2 TheE tern I Fawironnunt 

According t<l P .. II ·, 111 I I c tn n (2007), a host of external factors influence a firm 's 

and ultimately its organizational structure and internal 

proc ·ss ·s. rh, · fa ·t · '' hich constitute the external environment can be divided into 

thr cut ~ )ri ..:. ' ' hich include the remote environment, industry environment and the 
'"' 

operating emir nment. 

2.2.1 Remote environment/Macro environment 

The remote environment comprises factors that originate beyond and usually irrespective 

of any single firm's operating situation. (Pearce and Robinson, 2007). All organizations 

operate in a macro environment which is defined by the most general elements in the 

external environment that can potentially influence strategic decisions. (Bateman and 

Zeithmal, 1993). 

According to Johnson, choles and Whittington (2005), the macro environment consist 

of the broad en ironmental factors that impact to a greater or le er e tent on almo t all 

organizations. He analyzes thi en ironment u ing the P T L fram work which can b 

u d to id ntif ho\ future trend in the political, economic, ocial, technolo ical, 

environmental and legal environment might impinge n organizati n . If th future 

environm nt i likely to b very differ nt from the pa t 1t 1 h lpful t n~tru t en no 

of po iblc futurt: . Th1 hdp manager con idcr h \\ trat gies might need to hange 

m n the di crcnt wa~ in \ hi h the bu inc en ir nmcnt mi 'ht chan 'C. 



2.2.2.1 PESTEL Framework 

Political factor and g I !h:fll' 

The political cnv11 H\111 ·n1 nt.l r at sign i licant opportunities or threats for 

organizati<ltt\;, 'J h · • n ·mm nt an affect business opportunities through tax laws, 

ccotwrnk p~1li ·i nd int mational trade rulings. (Bateman and Zeithaml, 1993). 

Johns(m, ·hoi· · nil \\ hittington (2005), identify government stability, taxation policy, 

foreign trade 1 gulati n and social welfare policies as the main factors that play a 

igniticant r le in the political environment. He also identifies several laws and 

regulation that impact on the legal factors. These include laws relating to competition, 

emplo)ment. health and safety, product safety and the environment among others. 

Pearce and Robinson (2007), states that the direction and stability of political factors are 

a major consideration for managers on formulating company strategy. Political factors 

define the legal and regulatory parameters within which the firms must operate. Political 

constraints are placed on firms through fair-trade decisions, antitrust laws, tax programs, 

minimum \ age legislation, pollution and pricing policies and many other actions aimed 

at protecting employees, consumers, the general public and the environment. Because 

such laws and regulations are most commonly restricti e, they tend to reduce the 

potential profits of firms. HO\ ever, some political action are de igned to benefit and 

protect firm uch as patent law and go emment sub idie . Thu , political fa tor may 

either limit or benefit the firm the~ influ n . 

.. c nomi fact r 

m \\hi h a fi rm 

in u f) . n int m ti 



availability of credit, the level of di p al in ome, and the propensity of people to spend. 

Prime interest rates, inflation rat , nd rr nd, in the growth of the gross national product 

are other economic factor th ' h ul i m( nitM. (Pearce and Robinson, 2007). 

Johnson, , cholc utd \\ hur in ·tc n ( .. 00 ), idcnti l'y business cycles, GNP tends, interest 

rates, mot1 ·v -.uppl . intlutic n. un ·mploymcnt and disposable income as being the 

·ignilkunt lit ·(lll' th 1 tl • l the cc nomic environment. 

·conomi, conditi n · change over time and are difficult to predict as periods of dramatic 

growth ma) be followed b a recession. Even when times seem good, budget deficits or 

other con iderations may create concern about the future. The economic environment 

dramaticall) affects companies ' ability to function effectively and influences their 

strategic choices. Interest and inflation rates affect the availability and cost of capital, the 

ability to expand, prices, costs and consumer demand for products. Unemployment rates 

affect labour availability and the wages the firm must pay as well as product demand. 

(Bateman and Zeithaml, 1993) 

Social factors 

According to Pearce and Robinson (2007), the social factors that affect a firm involve the 

beliefs, values, attitudes, opinions and lifestyles of person in the firm ' external 

en ironment, as de eloped from cultural ecological, demographic, religiou , educational 

and ethnic conditioning. As social attitude change, o doe the demand [I r the ariou 

t) pe of clothing, book , and leisure acti itie among other . Like other [! r in the 
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actions and strategic decisions about pr du t and markets. Today companies that want to 

create or maintain a competith d\ nt ge nr-- introducing more supportive policies 

regarding maternal and pat rn I I :n . 11~.. ibl' working hours and childcare. 

Tech nologicul fudor~ 

To avoid ()b.;oJ · · ·n · • unJ pr mot mnovation, a firm must be aware of technological 

changl'S tit 1t 1111 •ht inllu ·n e it industry. Creative technological adaptations can suggest 

pos ·ibiliti · · f)r n " pr duct or for improvements in existing products or in 

munufm:turing and marketing techniques. A technological breakthrough can have a 

udden and dramatic effect on a finn's environment. It may spawn sophisticated new 

market and products or significantly shorten the anticipated life of a manufacturing 

facilit . Thus, all firms and mostly those in turbulent growth industries must strive for an 

understanding both of the existing technological advances and the probable future 

advances that can affect their products and services. Technological forecasting can help 

protect and improve the profitability of firms in growing industries. It alerts strategic 

managers of both impending challenges and promising opportunities. (Pearce and 

Robinson, 2007). 

According to Bateman and Zeithaml (1993), a company cannot ucceed without 

incorporating into its strategy the astonishing technologies that exist and continue to 

evolve. Technological advances create nev product , production technique and v ay of 

managing and communicating. As technolog_ e olve . n ' indu trie , market and 

competitive niche de elop. For example, with the ad ent of computer , a hug indu tr 

wa created. 
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Environmental/Ecological factors 

Pearce and Robinson (2007) id ntif th most prominent factor in the remote 

environment as being th rc ip \,.I r~. btionship between business and ecology. They 

define ecology as the r lnri nship .lmt n ' human b •ings and other living things and the 

air, oil and wat •t 1b ll "llf t tt th m. llm.~ats to our life-supporting ecology caused 

principully b · huu t.m th iti in an mdustrial society are commonly referred to as 

pollution. Sp1.'1.: ili · · m ·n -. in Jude global warming, loss of habitat and biodiversity, air, 

water und lund p )lluti n. 

According to Pearce and Robinson (2007), the global climate has been changing for ages 

but it i nO\\ e\ident that human activities are accelerating this tremendously. A change 

in atmospheric radiation, due to in part to ozone depletion, causes global warming. 

Another area of great importance is the los of habitat and biodiversity. Ecologists agree 

that the extinction of important flora and fauna is occurring at a rapid rate and if 

continues, it could constitute a global extinction on the scale of those found in fossil 

records. Air pollution is created by dust particles and gaseous discharges that contaminate 

the air while water pollution occurs principally when industrial toxic wastes are dumped 

or leak into the nation 's waterway. Land pollution is caused by the need to dispose of 

ever-increasing amounts of waste and is more dauntingly caused by the dispo al of 

industrial toxic \ astes in underground site . Johnson, choles and Whittington (2005) 

identify en ironmental protection laws, wa te disposal and energy consumption a - the 

key contributors to the en ironmental factor . 

2.2.2. lndu try environment 

2.2.2.1 Th Five Force Frame\ ork 

lnh\.: nt \\ithin the notion of trat\.: y 1 the i U\.: of c mpdili\enc \\ hich deal \\ ith 
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appeared in the Harvard Busines R view, in \ hich he explained the five forces that 

shape competition in an industr). Hi "e-ll d lin 'd analytical framework helps strategic 

managers to link remote fa t r t their l ffu:ts on a firm's operating environment. 

In line with th · fiv · tlf · • ., 1t.1m '\ 1lrk P ·arcc and Robinson (2007) points out that 

di ffcrent lbrt1.· · t 1k · m r t min ·n c in ·haping competition in each industry. Every 

industry h 1-; 111 umi ·rh m ·tructurc or a set of fundamental economic and technical 

chnruct~:ri~;ti · · that gi' e ri e to these competitive forces. The strategist, wanting to 

po ·ition hi · or her c mpany to cope best with its industry environment or to influence 

that envir nment in the company's favor, must learn what makes the environment tick. 

Porter (1980) identifies fi e contending forces that drive industry competition namely the 

threat of entry. bargaining power of suppliers and buyers, threat of substitute products 

and competitive rivalry. 

I Potential 
l Entrants 

Threat of 
New Entrants 

Bargaining Power 
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Threat of Entry 

According to Johnson, chole and Whit1ingt n (-005), threat of entry will depend on the 

extent to which there are barn r' t u11r • h 'S' factor need to be overcome by new 

entrants if they are to omp 1 \II l . lid I . l'h 'SC should be seen as providing delays to 

entry and not asp ·nn 111 111 I .uriu 10 d ·t rmincd potential entrants. 

The 't:riousn '"" l11 th th · t f entry depends on the barriers present and on the reaction 

that the entrant can expect. If barriers to entry are high and a 

ncwcoml!r can , peel harp retaliation from the entrenched competitors, he or she 

ob iou I) "ill n t p e a serious threat of entering. (Pearce and Robinson, 2007). 

Bargaining Power of Suppliers 

Suppliers can exert bargaining power on participants in an industry by raising prices or 

reducing the quality of purchased goods and services. Powerful suppliers therefore can 

squeeze profitability out of an industry unable to recover cost increases in its own prices. 

(Pearce and Robinson, 2007) 

Bargaining Power of Buyers 

Customers can force down prices, demand higher quality or more service, and play 

competitor off against each other all at the e. pen e of indu try profit . (Pearce and 

Robin on, 2007) 

Threat of ub titute Product 

ub titution reduce demand for a particular cia of pr duct a cu t mer S\\ it h to the 

It m th 'en to the extent that thi Ia o pr du t or n: i ~s be om~.:s ob ol tc. 
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competitors takes the familiar form of j k ing for position using tactics like price 

competition, product introduction nnd n;gr"ssi ~ advertising. (Pearce and Robinson, 

2007). 

2.2.3 Operating ' nvironmt•nt 

The operating t:nvir lfllll ·nt. ul o known as the competitive or task environment 

comprisl.·s I'K(tlrs in th mpctiti c situation that affect a firm 's success in acquiring 

needed rl.·soun.: s or in pr fitabl marketing its goods and services. Among the most 

important of tht!"e factors are the firm's competitive position, the composition of its 

cu tomer . it reputation among suppliers and creditors, and its ability to attract capable 

employee . The operating environment is much more subject to the firm 's influence or 

control than the remote environment. Thus, firms can be much more proactive in 

operating with the operating environment than in dealing with the remote environment. 

(Pearce and Robinson, 2007). 

Bateman and Zeithaml ( 1993) points out that all organizations are affected by the general 

components ofthe macro environment. Each organization also functions in a closer, more 

immediate task environment. The task environment comprises the specific organizations 

with which the organization directly interacts. These organizations include regulators, 

labour unions. suppliers and customers. The organization's competitors face the same 

task en ironment whereas competitors are key component of one anoth r' ta k 

environment. 

CompetitiYe po ition 

omp titi e po ition improve a firm' chance of de igning trateg 1 that 

Optimiz it cnvironmt:ntal opp rtunitic . Oe\elopml:nt of mpt:titor profile enable a 

firm t curatd) fore a t both it nd I on knn 'fO\\ th tnd it profit 
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Customer profiles 

Developing a profile of a firm' 

of its managers to plan tr:H • 

and to reallocate rcsour · · 

prL~cnt ani prospl:ctivc customers improves the ability 

)(I.I".H i<)llS, t<) unt ici pate changes in the size of markets, 

upport forecast shifts in demand patterns. The 

traditional uppwn ·h llf · •m ·ntin u tomcrs is based on customer profiles constructed 

front gl'ogruphi-. u ·m •ra hie. p chographic and buyer behavior information. (Pearce 

und Robin ·on. _oo-) 

upplier 

Choo ing the right supplier is an important strategic decision. Suppliers can affect 

manufacturing time, product quality and inventory levels. The relationship between 

suppliers and the organization is changing in some companies. Instead of having many 

suppliers. organizations are having fewer suppliers who have made long term 

commitments to cooperative relationships in which trusted suppliers provide high quality 

materials. (Bateman and Zeithaml, 1993). 

Dependable relationships between a firm and its suppliers are essential to the firm's long 

tenn survival and growth. A firm regularly relies on its suppliers for financial support, 

services, materials and equipment. In addition, it occasionally is forced to make pecial 

requests for such favours as quick delivel) liberal credit term , or broken lot order . 

Particular) at such times, it is essential for a firm to ha e had an ongoing relation hip 

with its upplier . An important wa for upplier to increa e their pO\ er over cu tomer 

is to e. tend them credit. (Pearce and Robin on. 2007) 
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profitability objectives and the creditor nbilit to extend the necessary lines of credit. 

(Pearce and Robinson, 2007). 

Burnam n·s<u1n·c.·o; 

A firm'!\ ability lt) alllu l and hold capable employees is essential to its success. 

llow~.:vl!r. u firm's er · nnel recruitment and selection alternatives often are influenced 

by the nature of it· operating environment. A firm's access to needed personnel is 

atTected primaril) b) the firm· s reputation as an employer, local employment rates, the 

read a ailabilit) of people with needed skills, and its relationship with labour unions. 

(Pearce and Robinson, 2007) 

Labour Unions 

Historically, the relationship between management and labour unions has been 

adversarial. Troubled labour relations can create higher costs and productivity declines. 

But declining productivity and high quality overseas competition can create layoffs. To 

increase productivity and competitiveness, management and labour are increasingly 

working together in friendlier relationships. (Bateman and Zeithaml, 1993) 

Unions represent the workers in their negotiations with employers through the proce of 

collective bargaining. When managers' relationship " ith their employee are 

complicated bv the in olvement of a union, the compan}' abilit to mana!!c and 

J 

~ 

motivate the people that it need can be compromi d. (P ar and Robin ·on 2007) 

2.3 trategic Re pon e 
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globalization. Each of these factor indi\ idunll would call for a considered response 

from the industry, but taken togeth r the. represent a fundamental change in the market 

environment (Smith 2002). 

Thwaites and Gllist ·r ( 1 > >_ .tnw' that f(>r un organization to succeed in an industry, it 

behaviOur that matches the level of environmental 

turbulcm:t• IIH.I d., ·l11 u re · urce capability which complements the chosen mode. They 

identity tim~ di..:tin · t m de of strategic behaviour. The first mode is reactive and driven 

by the emir nment and the second mode is pre-emptive and seeks to anticipate future 

event and prepare for them. The third mode is the most aggressive stance where 

organizations not on!)' seek to identify future scenarios but also work to bring these 

about. 

Strategic response can be categorized according to the dimensions of magnitude, domain, 

and speed, and they conceptualize organizational resources as tangible and intangible. 

The theoretical framework is meant to understand the relationships among; strategic 

response to new technologies; organizational resources, and; firm performance (Lee, 

2004). 

Schendel and Hofer (1979) point out that different response, despite perception of the 

same challenges, may be due to differences in a firm' resource or capacitie . Another 

po sible reason for the difference in trategic re pon e that are found is the le el of 

organizational slack. lack is defined a the difference bet\\een the r urce a ailable 

to the organization and the total requirement of th member of the organilational 

c alition. 

2. .I Th r e Level of Re pon 
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the lifelong environmental impact of ne\\ products; and active strategies seeking 

integrated protective concept and tn"-ing n 'OIInt of tho c effects that resu lt from product 

use. 

Similarly a stud of Brici,ft tirm identified three basic strategic responses to 

cnvironmrnt t1 '(>rl Trn : ·om lian c, compliance plus, and excellence. Compliance is the 

mini mali ·t 1ppr 1.1 ·h to b ervmg legal requirements and strives to integrate 

environmental management into business excellence (Brockhoff, 1995). 

uperior performance can only be achieved by responding continuously to the customer's 

over changing needs. Thus once the marketers have gathered the market intelligence, 

processed it by sharing it with the appropriate interfunctional groups, then it is time to 

develop action plan. Day (1994) argues that a market orientation culture supports the 

need to gather the market intelligence and functionally coordinate actions to gain a 

competitive advantage. 

2.3.2 Planned Strategic Response 

The type and the timing of response will differ among firms. In firms engaged in planned 

strategic response, one would expect to find anticipation ofthreats and opportunities to be 

matched by anticipator} response. 

However. Ansoff and McDonnell (I 990) argue that man firm that engage in foreca ting 

exhibit the same procrastination beha iour of reacti e firm . hey attribut thi bcha tour 

to the nature of foreca ted information. In many finn fon.:ca t of onomi ondition , 

ale , earning and co t are extrapolati e in the en e that the. projc t pa t perfonnanc 

pattern into the futun:. 

R J tin trat 

h" n 

th 

hoi c the t f emir nm nt 

rent m 

tll l n.: put l n ltrnt 

r unlik I_ th 1 

di c nti t 



Ansoff and McDonnell (1990) agr e thm e c.:n if there is systems delay in planned 

strategic response, this dela) i ·m 11lt:r 1h.111 in nn other re ponse case. This is because in 

reactive managem nc th tnt rm.Hrl n r:-. d •riwd ccond hand from data intended to 

measure past perform tn · • 111 I in r lunn ·d management, threat/opportunity forecasting in 

primary input d 11 1. 

2.3.3 trutegic Respon e for competitive Advantage 

Bu ·inl! · · manager· e\ aluate and choose strategies that they think will make their business 

ucce ful. Bu ine e become successful because they possess some advantage relative 

to their competitors. The two most prominent sources of competitive advantage can be 

found in the business cost structure and its ability to differentiate the business from 

competitors. (Pearce and Robinson, 2007) 

They further emphasize that businesses that create competitive advantages from one or 

both of these sources usually experience above-average profitability within their industry. 

Businesses that Jack a cost or differentiation advantage usually experience average or 

below average profitability. Research has found out that businesses that do not have 

either form of competitive advantage perform the poorest among their peers, while 

businesses that possess both forms of competiti e advantage enjoy the highest levels of 

profitability within their industl}. 

Initially managers \Vere ad i ed to evaluate and choose trategie · that empha iz d one 

type of competitive ad'.antage. Often referred to a g neri trat gie . firm \\erl: 

en oura_ ed to be orne either a differentiation ori ntcd or low o t oriented ompany. 

fiO\\l: cr. r cnt tudic have hO\\n that the highc t profimbilit: lc\ c1 re und in 
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activities that sustain both types of comp tithe advantage simultaneously. (Pearce and 

Robinson, 2007) 

Cost Leadership Struu.• • 

"11 ·r bu inc · cs seek to establish long-term competitive 

advantugl·s by ·mphu izing and perfecting value chain activities that can be achieved at 

co ·t · ·ub ·tuntially bel \\ "hat competitors are able to match on a sustained basis. This 

allO\ · the firm. in tum to compete primarily by charging a price lower than competitors 

can match and till ta) in business. (Pearce and Robinson, 2007) 

Kotler (2003) outlines cost leadership as one of the generic strategies according to 

Michael Porter. The business works hard to achieve the lowest production and 

distribution costs so that it can price lower than its competitors and win a large market 

share. Firms pursuing this strategy must be good at engineering, purchasing, 

manufacturing and physical distribution. 

Differentiation Strategy 

This is a business strateg} that seeks to build competitive advantage with its product or 

service by having it being different from other available competitive product ba ed on 

features, performance, or other factor not directly related to co t and price. The 

difference ,,0 uld be one that would be hard to create andtor difficult to cop or imitate. 

(Pearce and Robinson, 2007) 

c ording to Kotler (2003). the bu ine on nrratc on a hi ing uperior pcrfomlan c 

in an important cu tomer benefit area valuc.:d by a large part of the mark t. ·r h fiml 
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against the competitive forces or a finding po ition in the industry where the forces are 

Weakest. Knowledge of the ompnny' npahiliti and the causes of the competitive 

forces will highlight the ar a "h r tht' om pan should confront competition and where 

to avoid it. ff the compan~ is 1 I ' -~·c. 1 producer, it may choose to confront powerful 

buyers whil it take · 1r • fll ,dJ th ·m c>nl product not vulnerable to competition from 

ubstitull's. 

Influencing tbt! Balance 

When dealing ,, ith the forces that drive industry competition, a company can devise a 

trategy that take the offensive. This posture is designed to do more than merely cope 

with the forces themselves; it is meant to alter their causes. Innovations in marketing can 

raise brand identification or otherwise differentiate the product. Capital investments in 

large-scale facilities or vertical integration affect entry barriers. The balance of forces is 

Partly a result of external factors and partly in the company's control. 

Exploiting Industry change 

Industry evolution is important strategically because evolution brings with it changes in 

the sources of competition. In the familiar product life cycle pattern, for example, growth 

rates change. product differentiation is said to decline as the busines becomes more 

mature and the companies tend to integrate vertically. What i critical i whether they 

affect the sources of competition. The trend carrying the highe t priority from a trat gic 

standpoint are those that affect the mo t important ourc s of ompetition in the indu tr 

and tho e that elevate ne'' cau e · to the forefront. 
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Market Focus Strategy 

This is a generic strategy that applie di tf'i·'ntiotion strategy approach, or a low-cost 

strategy approach, or a ombin tt n nd dl) s so olcly in a narrow or focused market 

niche rather than trymg 10 I l .llt< .. ' th broader market. The narrow focus may be 

geographically d · ut · I r I lin I b product type features, or target customer type, or 

. orne <.:ombiu t!ion t>l th and Robinson, 2007) 

The bus in .. r) 'U. n ne or more narrow market segments. The firm gets to know 

U1 ' · .: gm nt · mtimately and pursues either cost leadership or differentiation within the 

target market ·egment. (Kotler, 2003) 

peed Ba ed tra tegy 

This is a business strategy built around functional capabilities and activities that allow the 

company to meet customer needs directly or indirectly more rapidly than its main 

competitors. This competitive advantage can be created around several activities such as 

customer responsiveness, product development cycles, product or service improvements 

and speed in delivery or distribution. The rapid response capabilities create competitive 

advantages in several ways. They create a way to lessen rivalry because they have 

availability of something that a rival may not have. It can also allow the busines to 

charge buyers more, engender loyalty, or otherwise enhance the business position relative 

to its bu}ers. Finally, substitute products and new entrants find them elve trying to keep 

up with the rapid change rather than introducmg them. (Pearce and Robin on, 2007). 

ccording to Porter, a firm pur uing the arne trategy dir cted to the am target market 
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from which the key driver of change an be id ntified and these usually differ from 

sector to sector. These envir nm nt ' ill hn ' a different impact from one organization 

to another. If the futur m ir nm~.:nt i. lihl to be very different from the past it is 

helpful to con truct n 1ri s l I 1 ibl future ·. This helps managers consider how 

nding on the different ways in which the business 

cnvironm ·nt mi •lu ·h 111 • • 

Th' n · t lu~' r "ithin the broad general environment is called an industry or a sector. 

Thi · is u gr u f nranizations producing the same products of services. Porter's five 
~ ~ 

f rce · trame" ork can be useful in understanding how the competitive dynamics within 

and around an industry are changing. 

The last and most immediate layer of the environment is the operating or task 

environment \ hich consists of competitors and markets. Within most industries or 

sectors there are many different organizations with different characteristics and 

competing on different bases. The concept of strategic groups can help with the 

identification of both direct and indirect competitors. Similarly customers ' expectations 

are not all the same. They have a range of different requirements the importance of which 

can be understood through the concepts of market segments and critical success factors. 

trategic management scholars generally ie\ en ironmental canning a a prerequi ite 

for formulating effecti e business trategie . Moreo er, effective canning of the 

environment is seen a nece ar to the ucce ful alignment of camp titi e trategie 

with emir nmental requirement and the achie ement of out tanding p rfl rmance. 
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of the speed of change. Many manager tl I that the pace of technological change and 

speed of global communication m an m r nnd fa tcr change now than ever before. 

There arc many pr s ur · Ht thl ~ u in ~ omrnunity; environmental pressures are now 

considered l.'qll dlv 1 · im rant a any other pressure such as financial and operational. 

Thcn.:f1rl'. 1111111~ ·r ar c. pccted to become more environmentally responsible and 

con ·dous ( lmtab n. 2000). However, Kappler and Moore (1999) argued that the focus 

on tht: t:m ironmental impact of the company is a reactive response to increased general 

en ironmental concern rather than a proactive approach to environmental problems. 

ociological research on business organizations has identified several strategic responses 

to environmental challenges (Alexander, 1985). Their responses range from conforming 

with external rules and regulations to proactively shaping the environment. 

Ansoff and Me Donne! ( 1990) further argue that it is no longer possible to devise a single 

prescription for response to challenges, which would apply to industries and all firms. 

Therefore the first step in strategic management is to perform a strategic diagnosis that 

identifies the type of strategic aggressiveness and organizational responsiveness a 

Particular firm needs to develop in order to meet the future challenges of it environment. 

Ansoff and Me Donne I ( 1990) further propo e that firm adapt internal!} t trategic 

postures ranging from efficiency-orientation to market-fa u ed orientation. The t\ 
0 

trategic po ture pro ide a rather par imoniou appr ach for mapping compctltrvc 

d)nami of an indu try and concurrent trategi adaptation . lth ugh the c tratcgi 

po tur an be u ed in any environment the efTe ti\cncs of the trate y ,, ill be 
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On the other hand firms that per ei\ ~.: thdr en ironment, as relatively stable should 

pursue an efficiency-ori nt d . tr. k~'· thnt ~mpha izes cost control. This strategy 

involves "the con tru ·ti n s •r, i · l<)fllfll()Jlly offered". "The cost of adapting to an 

uncertain cnvironntt·nt i-. 1 '"" Ilk I to b re ouped in a stable environment where product 

and service viT ·rio ~. 1 " ·II a th • method of doing business, do not require change". 

(Anson· und M · r 11111 I. 1990) 



CHAPTER TH : R EARCH METHODOLOGY 

3.1 Research D . i n 

The research uc i 'II til 1 t • I "u d' nptivc survey to assist the researcher to identify the 

str·utcgk r ·;;p~lll u J • the MT:.s. 'J his research design was appropriate for the study 

'"' it w 1 • • 111 • ·rn ·d "ith pecific predictions, narration of facts and characteristics 

com.:crnin' an indh idual. group or situation (Kothari, 2004). Using the method, we were 

ubl t deYel p graph and pie charts according to the responses that we got from the 

re ·pondent \\ ithin the :\1E sector. 

3.2 Population 

The study population comprised of all SMEs with formal premises registered with the 

rairobi City Council operating within the NCBD. The Nairobi City Council has 

registered over 50,000 SMEs operating within the NCBD (NCC, 2007). 

3.3 Sample size and selection 

A convenient sample of 200 SMEs was studied. The sample was selected from the list of 

registered businesses operating within the CBD obtained from the airobi City 

Council. In order to carry out a scientific study, e ery 250th busines on the li t was 

elected as a respondent until the desired 200 re pondent are elected. 

3.4 Data collection 

Th main ource of data \\a primary data. The primar. data colic ti n in trumcnt \ a a 

tru turcd que tionnaire with b th open and cl de eloped b the 

r ar her. The tructurcd que ti nnaire \ a admini tered through p r 

\ ith th bu in own r or tho in h r c f th bu inc c . 



used for arraying data obtained to fa ilitate working out percentages in order to address 

the objective of the stud} . Per ntnges rc\ 'nlcd the proportions of different attributes 

being studied for relativ mp:1rbnn. Rnn~ ordering helped the researcher to rank 

di ffcrent attributes /vnriubl 's in r I r ()(' th •ir· representation to address the objectives of 

the study. Mean stor s. 1 uin 

dnta colltttcd. 

u h as I ikert scales were to be used to analyze the 



CHAPTER FO R: RE UL TS AND FINDINGS 

4.1 Introduction 

This chapter pres ·nt' th · lin lin 1 ~ f th' study based on data collected from the field. The 

study '(Htght (~) id ·nul\ th tratcgics adopted by the small and medium sized enterprises 

( Mb) op •rJting '' ithin the BD in the light of a rapidly changing, volatile and highly 

compditiv · m 1r nment. The study was geared at investigating the strategic responses of 

the ·mall and medmm ized enterprises (SMEs) operating within the NCBD to changes in 

their operating en ironment. 

4.2 General background information 

The survey was targeted at a population sample of 200 Small and Medium Size 

Enterprises (SMEs) operating within the NCBD but only 106 responded. These SMEs 

were selected from the list provided by the Nairobi City Council with a population of 

50,000. Every 250th Small and Medium Enterprise (SME) on the list was selected for the 

study. The response rate was therefore 106/200 which was 53% of the target population 

sample. 



4.2.1 Gender of the respondents 

Chart 1: Gender 

Male Female 

The respondents covered in the survey were both male and female with the majority 

being male (64%) and female being 36% 



4.2.2 Number of years in operation 

Chart 2: Number of ear th bu~in si\c,' lttld been operational 

6-10 
32% 

11 -15 

0-5 
64% 

Most of the businesses captured in the survey had been in operation for a period of 

between 0 and 5 years. These formed 64% ofthe businesses covered while those that had 

been operational for 6-10 years followed with a 32% share. A paltry 4% had operated for 

a period of between 11 and 15 years. 



4.2.3 Age of the busines operat 

Chart 3: Respondents' ag 

26-30, 

36 years and 
above, 8% 

18-25, 56% 

. to t of the respondents' business operators captured in the survey were aged between 18 

and 2- \ears \\here they fonned 56% of the" hole ample. 26% of the busine perat r ' 

were aged ben een 26 and 30 years while those aged bet\ e n 3 I and 35 year formed 

10% of there pondents. nl. 8% of the bu ine perat r '' rea v 6 car . 

4.2.4 ducati n leY 1 f the r p nd nt 

hart 4: Educ:lti n I \ 1 



Business operators with colleo I ' I dwntion formed the majority of all the 

respondents (60%) captur d in th ur ~.: ' hik thos who had university level education 

formed 17% of the surv 111l)S~ wi th s~condary level education formed 

23% of all the 1cspond nt 

4.2 .. Uu iu • 

Tuhll' I: Hu 111 cat g tj 

Frequency Percentage 

Wh le ·ale and retail 52 49% 

Edu ation 6 6% 

~{anufacturing 5 5% 

Building and Construction 4 4% 

Tran port and communication 17 15% 

Ser\ ice 22 21% 

Total 106 100% 

th n.:: ult of the ur ey. mo t of the bu inc c \\ere in the' hole le unu 

in ervi hich I rmcd 21% of tht.: 

re mmuni tit n indu tr~ 

m in t 0~ hil th uil in nu 

n tru ti n t r h th 



4.2.6 Employees in the busine 

Chart 5: Number of work r mph~ ul 

4 
1 ·o 

96% 

0-20 

0% 20% 40% 60% 80% 100% 

lost of the businesses covered in the survey had 20 or less than 20 employees. This is as 

hown above \\here they took the biggest share of 96% while the re t had bet\ een 41 and 

60 employee . 

... 2. Owner hip tructure 

hart : Typ f wn r hip 

Group of peop e 
8% 



Most of the businesses covered in the u e. h. d sol proprietorship kind of ownership. 

These formed 66% of all th bu in ~(; . ( t r·~.d in tho urvcy. Businesses owned by 

groups of people formed 1 .\II thl t l npt\lr d in the urvey while family owned 

businesse. formed 16% 

hart 7: Bu m t r n ' ,jn million K S 

100% 

80% 

60% 

40% 

20% 

0% 
0-20 

4.3 trateoic r pon e ad pted 

4.3.1 Bu in \ i. i n 

21-40 61 -80 

tu d in th un ) dmith:d that th ) h d vi it n t r the 



4.3.2 Business objectives 

Chart 8: Busines. obj tiv 

Yes, 95% 

HO\\ ever. not all the business operators had clearly defined objective fl r th ir 

bu ine e . ~% of tho e co ered in the surve admitted that th didn t ha e a cl arl 

defined \ i ion for their busine ses. 

4.3.3 mp titi n in th indu try 

able 2: mp titi n 



Competition in the respective bu in r . ' . s ks~.:ribcd u weak, strong, very strong 

or hyper. Most of the bu in J .tnn•' ~ mp'tition (50%) while those that faced 

very strong competition rm 

of the bu ine c 

•r · tl " 111 

. "lthl :-tl thnt ra ·cd hyper competition formed 14% 

utili7 d from thi s section onwards. The scores "Very 

ed tratcgic responses adopted that are regarded as largely 

'I pli · i {I . ). qut' let t I to 2.5 on the continuous Likert scale (I ~ NA~ 2.5). The 

r m d, ate application·· represented strategic responses adopted that were 

r 'gard d · m derate!_ applicable. This was equivalent to 2.6 to 3.5 on the Likert cale 

~3 . .: The score of" ot at all" and "Little" represented strategic re pon e 

ad pted that regarded as not applicable. This was equivalent to 3.6 to 5.0 on the Likert 

cale (".o~ L ~ - .0). 

Table 3: trategic respon es adopted 

Mean td. Deviation 

1.59 .788 

1.73 .647 

2. 6 

th re ult f th un It th th t ' n: und r 

in .,. .. , .... ., .... " I. nd -· 1. r d) ppli t th 



4.3.4 Review of business strategic 

Table 4: Regular review o bu,lnn' ,f ·: h• ic• 

Frequency Percentage 

y ·~ 103 97% 

No 3 3% 

Tot·1l 106 100% 

can be een from the table above, most of the business operators captured in the 

uf\e~ regularly re iewed their business strategies in order to remain competitive in their 

respecti e areas of operation. 

The frequenc~ of re iewing the business strategies however aried per bu iness. able 5 

repr ent the arious periods \: ithin which business operators reviewed th ir bu ine 

operation . 

Tabl 5: Frequ ncy of r "·iewing trat gi 



29% of them reviewed their busin ftcr --" months. 17% reviewed their 

strategies at the end of the year and 1- l • t th~.. middl ol'thc year. 

Tuhk 6: Pt' t ·l· ·hun hI lh' • lH 1t. ff ct on businesses 

Frequency Percentage 

'n cr at 41 39.8% . '"' 

Grt:at I 40 38.8% 

1 d rate 16 15.5% 

Little 6 5.8% 

Total I 103 100% 

The post election iolence had a 'very great' effect on 39.8% of all the busine s 

covered in the survey. The effect was 'great' on 38.8% of all the bu ine es and 

·moderate' on l -. ·o,o of businesses. The post election violence had 'little ffect n 5.8°/o 

of the bu ine ·es covered in the surve . 

4.3.6 R vi ' f p ratino trat gi . aft r th p t I ti n 

Iubl i: R 'i " f trat ,..i aft r p t le tion vi 1 n 



Customer service topped the li t ofth bu. incs:' strntegi 'S reviewed after the post election 

violence since it had a m an t 1.~ 7 1u;1li f ing to b' large ly applicable. All these 

strategies were largely appli ' l --in ( th~; 11 llll :1n s ()r 'S were between I and 2.5. 

t.t I ahove were effected, most of the business 

in their businesses in the following ways: 

• 
• 
• 

. 
m 

n equcntly profitability 

clients 

4.4 Bu ine operatino environment 

4.4.1 Factors influencing competitiveness in the indu try 

Table 8: Factors influencing competitivene in the indu try 

\ ry nti I in th Uf\'1 

t in it h 

uppli l i I iti 

in 

ll bu in 

iOr \\hi I 

th 

an I. 



Table 9: Factors affecting bu ine 

M,•:m Std. Deviation 

2.00 .81 6 

2.15 .861 

2.16 .982 

2.69 .897 

2.95 .922 

·cording t the uney findings, the most significant factors affecting busincs 

pt:!rati n, m en~ a are economic. This is true because the mean score was 2 and 

ac rding to our cale this falls in the middle of the range i.e. 1-5. Technological factors 

were al o moderate!) significant with a mean score of 2.15 while the least ignificant 

contributing factors were environmental. 

4.4.3 Challenges cur rently facing bu ine es 

11 there pondents in the surve~ admitted that their busine s e. perien ed hall ngc m 

their operatiOn::. citing these as displayed in the tab! belo\ 



Table 10: Challenges currently fa ing btL in sscs 

Frequency Percentage 

Inadequate acce to flHhH iat, lnnd, \J, 1 ( ;l ss to sk ills and 18 17.4 

technology 

I nnd ·q u 1tl- 1 · I 1 ~Ill und technology 3 2.9 

· · · i r I 1111 tl ·t 1 • • • · · l 1 u · I I 
. 

6 5.8 IC 

I .imil ·d , ., ' "' ~ , mf nnati n 13 12.6 

Post El 'ti 111 lnstabilicy 17 16.6 

Unfm ourable p licie 15 14.6 

Unfa\ urable p licies. Poor access to infrastructure 3 2.9 

untaYourable policies. Post Elections instability, 8 7.8 

unfa\ourab1e policies. Post Elections instability, Inadequate 20 19.4 

acces to skills 

Total 103 100 

lo t re pondent \\ere of the opinion that the challenge that the current! fac d and 

mo tly affe t d their busines es were unfa ourable p licie , po t electi n in tabihty and 

inadequate a to kill all combined in on pa kage where it had a repr nt lion r 
.4% [I llo\ cd b) to finan ial and inadc u t a c kill and 

\ hi h mc in c ond \\ ith a 17.4% r pre cnt ti n. P liti l in tability was 

it h d n I . % 

n· ul r qu ti n hclh: tl c I 0 



4.4.4 Future of businesse 

Table ll: Busine .. futur 

Fr qucncy Percentage 

(ioin • r • •i(lu d 6 9.83 

Jf'l)\\(h 6 9.83 

M1.1d ·r 1l ·tv pr ,mi i 3 4.9 

l r ·f-trd Ru·in ,- · fch ice 3 4.9 

p . . f r 11111..:mg uture 43 70.4 

Total 61 100 

, lo t bu ine s operators described the future of their businesses as promising (70.4%) 

\\ hile 9.83°/o anticipated going regional in future. A similar percentage anticipated growth 

of their businesses while 4.9% were striving to be the preferred busines of choice and 

the remaining 4.9% \\ere a little pessimistic saying that their bu ines e were moderate! 

promising. 



CHAPTER FIVE: SUMMAR , '"' TON AND RECOMMENDATIONS 

5.1 Introduction 

This cction a dis ussion on the findings of the study, the 

mmcndations. 

'J'h · ·mv · w' :1 pulation ample of200 small and medium size enterprises 

but onl I l, r · ·p ,nd d. There ponse rate was therefore 106/200 which was 53% of the 

t 11'1.! ·t p 1pulati "11 ·am le. 

lo.:;t bu ·ine~ perators ''ere male and the age bracket for the businessmen/women was 

bel " "'0 year· \\ith the greatest majority being at the age of between 18 and 25 years. lt 

wa al o ob en·ed that most of the business operators had attained tertiary level of 

education'' ith most being college graduates. The businesses covered were young in the 

en e that the~ had been in operation for less than five years. Wholesale and retail 

bu inesses form the majority of SMEs followed by service industry. The e had le s than 

twent) employees and the type of ownership was mostly sole proprietor hip. urnover in 

ales \\as belo\ twenty million Kenya shillings for mo t bu inesses. 

5.2 trateoic r pon e 

AU th bu in 

futur of th 

bj 

m 

ptur d in the un ey dmittl.:d that the.:. had a i i n [i r the 

. Ho \c.:\!er n t all th bu in had lc• rl · dcfin-.:d 

tr mp titi n nd in 

II 

t ir in 



The post election violence had n gati · t:- on most of the businesses covered in the 

survey where most complained t r u. 1 ml r numbers and business closure during 

u tilt l tts. All ' r the po t election violence, most 

1 th~.: dt ;l\ m board and reviewed their strategies so 

1r indu-,try. Customer service topped the list of the 

po t election violence but product differentiation, 

1 c delivery were also very applicable. After effecting 

the post election cnsi ; thi 

of the bu inc 

ousin . 

operators noticed significant changes in their 

• High pla ~ement in the industry 

• lncre· -ed sale and consequently profitability 

• Increase in customersfclients 

5.3 Bu ine operating environment 

The suney ought to in estigate the factors that made bu ine men remam competitive in 

their areas of operation. The factors that \\ere under investigation \ ere acce to credit 

fa ilitie from tinancial in titution uch as bank . acce to in ·uran fa iltt1e and credit 

fr m upplier . The mo t applicable fa tor cited ~ery e entia! in the urvi al or 

bu in ' 

f: iliti \ 

ry ppli 

) liti 

to credit fa ilitie from finan cc s to in ur nee 

n tab th r t th bu inc rat and credit fr m uppli r \\3 a! > n t 

op rati n . 

I it i 

r 

an 



Technological factors which in lu mn . tion nnd improvement of products and 

techniques were also moderat l) i n ironmcntal factors such as global 

warming and pollution \\ r n l m I<) bus in 'SS operator . The challenges that 

unl.l omubl policies, post elections instability, 

. in.Hi quat a cess to skills and technology, poor 

mfi nnation, unsatisfactory health and safety standards 

th c, unfavourable policies, post elections instability and 

ill ere the most challenging. The impact of IIIV/AID 

limited ace· 

inlruslntrtur ·. 

und Ill 

ned as a concern to the business operators. 

l ·t bu ·ine-..: perators described the future of their businesses as promi ing while 

ther· anticipated going regional in future. A good percentage anticipated growth of their 

bu ine· e to be the preferred business of choice and a few were a little pe imistic 

a: ing that their businesses were moderately promising. 

5.4 Conclu ion 

IE in Kenya are ole proprietorships and are mo tl operated b young p oplc " ho 

ha\ e at lea t ondary le el of education and in m oil ge ducat ton. 'l he c 

bu inc ~.:: ha e turnover \ hi 

t\ nt.: 1o t of th bu ine 

in ret il or the 

rt r 

nti ti n. 

in tJ ir 



currently faci ng businesses are unfa\ u ble polici"S, po t elections instability and 

limited access to financial servi 

5.5 Recommendation 

The rccomtncndatiou 

To :t11rt wtth, ih ·1 • 

inll\lV 1ti1.m in lh ·u 

s 'l:lllldly. lh' , 1\ 

f."~ er thi 

\..-dll ation for SME operators on the need to have 

m rdcr to sustain their businesses and have robust growth. 

hould evaluate its policies to ensure that the SMEs enjoy 

ector of the economy. 

Thirdl). measurers hould be put in place to contain economic issues such as inflation 

and c t of d ing business in Kenya. Fourthly, there should be po li tical will to promote 

peace and p litical stability in the country so that the country does not experience a 

repeat of civil unrest as the one seen after 2007 general elections. Finally, there hould be 

prO\ ision of credit facilities tailor-made for the SMEs sector. 

5.6 Further studies 

The foliO\\ ing are some of the suggestions for further studies: 

n ime tigation should be done on the challenges faced b the M and the 

g vemment role in their exi tence. In addition a surv · hould be carri d ut t 

ime tigate '' hether bu ine op rator in th \.1 · tor ha adequat bu incs training 

nd kill r quired to run thdr bu inc ·ar h an done t 

the h lknge d b) 11-. in their que t t r~dit r m finan i. I 

in tituti n . 
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APPENDIX (1): Questionna·re 

SECTION ONE: lJND INFORMATION 

7 (0p1 ional) --------------------------------------------

2. 'J'itl·~ll'th·· 

~. Numb,, 1f) ~ in operation 

• 0-~ [ ] -lO [ ] 11-15 [ ] 16-20 [ ] Over 2 1 [ ] 

4. What i your Gender? 

• Iale [ ] 

• Female [ ] 

elect the appropriate age bracket 

• 18-25 : rs [ ] 26-30 yrs [ ] 31-35 yrs [ ] 36 yrs and above [ ] 

6. Y ur le\ el of education 

7. 

• 

c~..ondar: [ ] 

olle.. [ 1 

Bu in~: 

( ] 

in 

[ 1 

[ ] 

[ 1 
[ 1 
l ] 

( 1 1-

niv r it l ) 
th r [ l 

I nu turin ( 1 
d 

1 
th ---------

1-1 l 1 



9. Type of Ownership 

• Individual [ ] Family ( 1 r up l f p~ opt I l 

• 0 0 tllilli(111 l ... 1 OmtiJion 4 l -60mill ion [ ] 61 -80million [ ] 

' lmillim m.:l 1 'e [] 

ur business ha e a vision for the future? 

Ye [ ] ~To [ ] 

L. Do you have an} set objectives for your business? 

Yes [ ] l 0 [ ] 

13. How do you describe competition in your industry? 

a) \\ eak competition [ ] 

b) tron_ competition [ ] 

Very tr ng competition [ ] 

d [ 1 

. p r nti ti n in di r di r nt 

t itt lc 

D D D D 

tin pn 

('i t Inti 

D D D D 



16. Speed Strategy (Meeting cu t m r ' n h 111\ll h fast 'r than competitors) 

• 

Very great 

4 

Little 

D 

5 

Not at all 

D 

u tomcr care, brand image, communication) 

3 

reat Moderate 

D D D 

, ~ ou r gularl~ re\ ie ~our strategies? 

e [ ] 'o [ ] 

4 

Little 

D 

5 

Not at all 

D 

19. If)e . ho\\ often? 

20. 

_l. 

Once a month [ ] 

1id of the year [ ] 

ever at all [ ] 

after 2-3 months [ ] 

End of the year [ ] 

To'' hat e. tent \\as your business affected by the Post election iolence? 

Very~ re t 

0 

? 

p 

D 

hat 

I) 

D 

in 

D 

2 

Great 

D 

cnt did )OU r 

r nti ti n 

r t 

D 

r 

D 

3 

od rate 

D 

ie' the fi llow ing 

D 

D 

4 

ittle 

D 

trat gic 

itt I 

D 

5 

D 

D 

D 

t at all 

t dcction 



./ Speed strategy 

4 5 

Very great Moderate Little Not at all 

J 0 D D 

.; 

2 3 4 5 

Very gr at Great Moderate Little Not at all 

D D D D D 

--· What effe t did the change of above strategy have on your business in terms of 

profitability and market positioning compared with competitors? 

THREE: THE T 

2"'. PI a indicate other mp titiv in · ur indu tr 

./ a iliti rom fin n ial in tituti n u h bank 

2 

t ret Littl 

D D D D 

iliti 

D D D D 



./ Credit from Suppliers 

Very great 

4 

Litt le 

5 

Not at all 

D D 

P 11iti .. I · nd 1,!al factor (Political stability and taxation policy) 

2 

\"er) great Great 

D D 

3 

Moderate 

D 

4 

Little 

D 

./ Economic Factors ( business cycles, interest rates, inflation) 

2 

Very great Great 

D D 

3 

Moderate 

D 

4 

Little 

D 

./ ocial Factor (belief: alue . attitude and life tyle ofp r on ) 

2 

V I) r at r at 

D D 

Factor 

D D 

3 

1 dt:rat 

D 

D 

Littl 

D 

nd imp 

itt I 
D 

m nt 

5 

Not at all 

D 

5 

Not at all 

D 

'ot 1 II 

D 

D 

nd 



../ E nvironmental Factors ( gl b-1 \ rming nd pollution) 

Very great 

D 
Mod rat~! 

D 

4 

Little 

D 

2 , I'· th 'I ' my ·h \II I 

• Y c..: l ] 

currently facing your business? 

0 [ ] 

_6. lf) es. kindl) indicate the challenges (tick appropriately) 

UnfaYourable policies 

Po t election instability 

Limited Access to financial services 

Inadequate Access to skills and technology 

Poor access to infrastructure 

Limited Access to information 

nsatisfactory Health and safety standards 

Impact ofHIV AIDS pandemic 

Other -------------------------------------------

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

27. ln ) our O\\ n '' ord ph.:: a mmcnt on the future f your bu in 

5 

Not at all 

D 


