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ABSTRACT 

Micro and Small Enterprises (MSEs) has become a major contributor to the wor ld ' s 

economy. Many countries have embraced the sector as a significant contributor in 

employment creation, Gross Domest ic Produce and a pool from which medium size 

and large firms can develop. The way in which the sector interacts with their business 

environment, and their continued survival and development has been the subject of 

debate for along t ime. In Kenya, Micro and Small Enterprises cut across all sectors of 

the economy and provide one of the most prolific sources of employment . A lot of 

business opportunit ies have been presented by Kenyan environment , and MSEs are 

expected to appropriately respond and grow. 

This Report was a study of the responses of MSEs to their environmental 

opportunities, and its object ive was to determine how Kenyan Small and Micro 

Enterprises respond. A survey method was used to study enterprises dealing in metal 

works in Gikomba Jua-Kali area in Nairobi. Their responses were considered 

appropriate for generalization due to their strategic location and the overwhelming 

attention they have received from the Government and private sector. 

The study found out that several internal and external factors in the environment 

determine the identification and choice of an opportunity to be exploited by an 

entrepreneur. These include age of the entrepreneur, availability of capital, security 

etc. In responding to opportunities, strategic thought was found among proprietors 

except they were not written down. MSEs were found to respond to the opportunit ies 

by choosing to fol low strategies peculiar to them such as networking and flexibility. 

Some e lements of Michael Porter ' s generic strategies were also identified to be used 

by entrepreneurs in the sector. Operational responses to opportunit ies were found to 

be spontaneous as most MSEs are a one -man-show. 

The study recommended that support be given to this sector in form of skills 

development programmes, culture change programmes and f inancial and marketing 

support. Further studies are required to cover other consti tuencies of MSEs on the 

same subject given that the sector is very wide by definit ion. 
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CHAPTER ONE: INTROIHIC I ION 

1.1 Background 

Micro and Small Enterprises (MSEs) are found in almost all nations of the world. I lie 

desire to create small businesses is almost as widespread as the population of mankind 

in the world (Scarborough 1996). Studies done in USA showed that this is the age of 

the entrepreneur, and that more people are opening small businesses in USA and across 

the globe than are getting married. Micro and Small Businesses are not peculiar to one 

industry but are found in every sector of the economy, and every year several oilier 

thousand new ones are formed. They provide vital services and manufacture many 

needed products to their customers, while providing livelihood and jobs to their owners 

(Anderson 1993). 

Researchers of Micro and Small Enterprises increasingly are agreeing that individual 

small enterprises can not be understood in isolation from the environment in which they 

operate. However there is less agreement on the nature of the interactions between the 

enterprise and the environment . Some writers perceive the interactions as consisting of 

small and large enterprises existing and compet ing on equal terms where [nice and 

quality are the only variables, while on the other hand, some scholars see MSEs as 

being marginalized by large firms, and have little opportunit ies to advance in an 

economy complete ly dominated and controlled by large organizat ions (McCormick and 

Pedersen 1996). Between these extremes are other conceptions such as the Network 

theory which states that the MSEs ' interactions with their environment is In 

networking based on personal relations, trust and reciprocity. McCormick and Pedersen 

(1996) indicated that networks of MSEs may result into creation of agglomerat ions of 

small and medium size interacting firms engaged in the same differentiated activity 

complex. « 

The general business environment is influenced by various factors such as 

globalization, changing consumer demands, changing suppliers, changes in political-

economic conditions, competit ion and societal demands such as the need for 

environmental conservation. The result of these environmental condit ions has been the 

emergence of both opportunit ies and constrains to the business communi ty in general. Ii 

is also important to note that the environment is not static but keeps on changing. 
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Enterprises operating within dynamic business environment are affected either 

positively or negatively, such that they must carefully analyze the interactions between 

corporate policies and their environment in order to maximize eff iciencies and take 

advantage of the opportunit ies (Kibera 1996). Countries usually have both market and 

none market environments . Market environment involve the interactions with 

households and other organizations free from government interferences. None market 

environment include public and none public institutions. Both environments require 

different strategies for positive interactions and responses to capture the available 

opportunities (Daniels and Ernest 2001). A firm must understand what opportunities are 

in the business environment that is most crucial in determining its ability to create and 

sustain competi t ive advantage. 

1.1.1 O r g a n i z a t i o n Responses and Business O p p o r t u n i t i e s 

Businesses are expected to respond appropriately to their environment by capitalizing 

on available opportunit ies to enable them survive and grow. If a firm does not respond 

appropriately to the opportunit ies presented by the business environment in which it 

operates, it most likely is heading for closure, especially with the current globalization 

trends. Kenyan firms, including Micro-and Small Enterprises, must take advantage of 

the opportunities in their business environment to grow and remain profitable (Republic 

of Kenya sessional Paper No.2 1996). 

Many governments tend to have a ' g r ea t c r influence of the environment in which 

businesses operate hence shape the nature of opportunit ies that will be available. 

Nations attribute their development to development in their industries (Porter 1990). 

The principle goai of government interactions with industries is to produce higher and 

rising living standard for its citizen, the ability of which depends on the productivity of 

its companies. A rising standard of living depends on the capacity of a nat ion 's firms to 

achieve high level of productivity and increase over t ime (Porter 1998). To this effect 

governments encourage investments in their countries through creating enabling 

environment by way of policies and legislations, thus contributing to some 

opportunities available for enterprises to exploit. Under such condit ions the firms are 

expected to relentlessly improve productivity in existing industries by rising product 

quality, adding desirable features, improving technology etc. in order to maintain 

competitiveness (Porter 1998). 
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Apart f rom opportunit ies created directly by government policies and legislations, 

market envi ronment also offer a great deal of challenges such that businesses must 

analyze and respond appropriately to take advantage of the opportunit ies presented. The 

market envi ronment includes: cultural and economic environments . (Daniels 2001). 

The Kenyan business environment, like any other, has physical, historical, economic, 

political-legal and socio-cultural dimensions, of fer ing opportunit ies for enterprise 

growth and development (Kibera 1996). All these require appropriate responses by 

firms in order to survive and grow. Responses can either be strategic or operational. 

Strategic responses are concerned with decisions and actions meant to achieve business 

objectives and purpose. Strategy answers the fundamental quest ions of 'where do we 

want to go? ; Where are we now? ; and how do we get there? ' Three areas of a 

company strategy are important in identifying the responses of a firm to its 

environmental chal lenges. These include: Object ive setting, which involve long term 

and short term goals; the vision and mission of the company; Strategic directions which 

addresses what business activities should the company concentrate in and where; 

Competit ive strategy where by after considerations of the firm's competi t ive strengths 

and weaknesses vies-a-vi competit ion and customer needs, the company establishes a 

position of compet i t ive advantage (Lowes and Sounderson 1994). 

Firms are normally required to do an analysis of the environment before choosing the 

strategic responses that will enable if to grow. The firm any choose any of the generic 

competitive strategies. Cost Leadership can be achieved through efficiencies, cost 

reductions, overhead reductions etc. Differentiation may take the form of design or 

brand image, technology, quality, durability, after sale services, Distribution and market 

mix. Focus involves focusing on a particular buyer segment, or geographic markets. A 

firm failing to develop its strategies in any of the three directions is referred to by 

Porter (1998) as ' s tuck in the middle ' and suffers f rom lack of focus, low motivation, 

blurred corporate culture and conflict ing set of organization arrangements . 

The strategic direct ions a firm may choose include Market penetration strategy, Market 

development strategy, Product development strategy or Diversif ication strategy. This 

could also be described as Horizontal growth, Vertical growth, Conglomera te growth or 

internationalization (Ansoff 1990). In deciding on which direction to grow the firm 
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must a lso de te rmine to wha t extent i t must expand external ly and internally. Internal 

growth involves expand ing a f i r m ' s internal capabil i t ies such as product ion, distribution 

and market ing facili t ies. External growth may include mergers and take-over . While a 

firm may seek to expand its business in one of the various ways it may also choose to 

rationalize and res t ructure (Anso f f and M c D o n n e l l 9 9 0 ) . 

Some indicators of strategic m o v e s of a firm in response to oppor tuni t ies and threats in 

the env i ronment include: s i tuat ions where Compet i t ive advan tage g rows out of 

continuous improvement , innovation and change. I iie h o m e government is integral to 

the process of perce iv ing the oppor tuni ty for innovation and success fu l ly implement ing 

it. It is upon the f i rm to posit ion itself such that it is able to improve and innovate while-

taking advan tage of the national envi ronmenta l opportuni t ies , and ove rcoming 

organization inertia. T h e other thing is that compet i t ive advantage must involve the 

entire value system i.e. all activities, suppliers, channe ls and buyers . A compet i t ive 

advantage emana te s f rom cont inuously new ways of manag ing the value chain, f i r m s 

can restructure channels , or integrate with suppliers or c o m b i n e activi t ies with buyers. 

For international advantage , there may be formation of world class clusters as asset for 

the Firm. Other indicators of strategic moves are relentless improvements , cont inuous 

upgrade of advan tage sources, and a global approach to strategy (Portei 1998). A 

company ' s actual s t rategy is ei ther planned intended or adapt ive react ions to changing 

c i rcumstances ( T h o m p s o n 1998). Adapt ive react ions may be c o m m o n with M S L s than 

mult inationals. 

Many g o v e r n m e n t s have a lways viewed industrialization as g rowing from small l i nns 

to large ones . However , the Flexibili ty theory argued that f lexible special izat ion and 

co-existence is necessary be tween large and small industries to balance (lie economy. 

Pedersen observed that in this co-exis tence small f i rms a lways focus in market niches 

not served by large ones . Because these niches are very unstable , M S L s use three 

strategic opt ions to respond to the opportuni t ies in the bus iness env i ronment . These 

include: Flexible Special izat ion by investing in mul t ipurpose mach ines and skilled 

Labour; or M i n i m i z e investment in machinery but use unskil led Labour w h o can be 

hired and fired at short notices; or employ no Labour but rely on own or family Labour. 

All these s t ra tegies require ne twork ing (McCormick and Pedersen 1996) 



Operational responses are the day-to-day running of the organization. Iliese are 

activities required to create and deliver a product. In most organizations, whether 

private or public, small or large, production or services, the bulk of their human and 

financial resources are invested in their operational functions. Within operation is 

included all those activities required to create and deliver a product or services, from 

procurement through conversion to distribution. Operational activities are just waiting 

to make up for delays or problems. They are non-strategic in nature and some are jus t 

routinely done on a daily basis. 

In most cases organizat ions respond by adjustments of their processes and resources 

(Galloway 1990). For example if the government increases wages, the organization will 

react by reducing the workforce or increasing their working hours. For small and micro 

enterprises the response will be instant. The market place drives corporate strategy 

which in turn drives operations. The direct production resources dealt with in operation 

involve the 5-Ps of operation: People, Plants, Parts, Process and Planning and control 

systems (Gal loway 1990). Operat ions in large firms start from assessing customer 

needs and expectat ions which are then translated into orders and further into outcomes. 

Regardless of the original intent, companies often find themselves doing things they 

didn't plan on doing but are somehow required for survival (Baumback 1988). External 

forces in the environment always shape operations. Large firms a lways respond by 

adjusting on the 5 Ps of operation, for example resorting to retrenchments or process 

efficiency. On the other hand Micro and Small Enterprises find i t 'very diff icult to 

respond to the ever changing environmental demands. Many problems in the MSE 

sector are inherent in the small size of the enterprises and the environmental factors 

such as funding, taxation, personnel, and patent abuse etc. (Baumback 1988). 

The scope of operational responses to business opportunit ies of a firm depends on the 

problem areas in the industry. There are several common problem areas which are 

recurrent in many industries. These include Inventory management ; Scheduling and 

timings; Capaci ty management ; Design and planning; Process/ system design and 

specifications; Location of facilities; Lay out of facilities and materials; Work and j o b 

design; Remunerat ion systems; Operation control; quality and reliability; maintenance 

and replacements and per formance measures, thus Operat ions Managers must work in 
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collaboration with all other departments. In small organizations like MSEs, all the areas 

will be the responsibili ty of one person (Baumback 1988). 

1.1.2 The Kenyan Business Environment and O p p o r t u n i t i e s 

The Micro and Small Enterprise industry has been in Ihe focus of Kenyan Government , 

the Private sector and N G O s since Kenya ' s independence in 1960s. During this t ime a 

lot of changes in the operating environment of many businesses, including the Micro 

and Small Enterprises, have been taking place. As the changes gained momentum, the 

MSE sector seemed to experience mainly horizontal growth with very minimal vertical 

growth pattern (McCormick and Pedersen 1996), (CBS, 1CEG and K- Rep 1999). 

During the structural adjustment period in Kenya of the 1980s many people left formal 

employment due to retrenchment and joined MSE sector as the only alternative source 

of employment . The government also realized the potential of the sector in providing 

employment to its population, and since then has been providing enabling environment 

to allow Micro and Small Enterprises transform into medium size companies . Private 

sector and N G O s have also been supporting this sector in various other ways as 

explained in Republic of Kenya (1986), Republic of Kenya (1989), Republic of Kenya: 

sessional paper No 2s of (1992, 1996, and 2005). 

Business sectors in Kenya respond differently to the opportunit ies with varied results 

depending on the choice of the responses strategy aiul the type of industry involved. 

Some Firms have closed down or relocated to other countries because they perceive 

threats to outweigh opportunities, while at the same time, other l inns still find and tap 

opportunit ies for growth. Multinationals find il easer to respond to environmental 

opportunit ies due to their large size and economies of scale, while Micro-and-Small 

Enterprises may find it very hard to do so. A base line survey in Kenya on National 

Micro and Small Enterprise fry CBS, ICEG and K- Rep (1999) found out that vertical 

growth is negligible among Micro and Small Enterprises yet many of them have sprung 

up due to increased horizontal growth. Ihe same sentiments were shaied by Waweru 

(2002) who also did a study in Kenya and found out that MSEs pursue horizontal 

growth pattern in order to reduce perceived business risks. 
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Despite substantial funds that have been poured into the sector by the Kenyan 

Government and NGOs, together with a number of market and non-market business 

opportunities available to the MSE sector to enable them graduate into medium size 

organizations, not much has been achieved. Very few Micro-and Small Enterprises are 

able to graduate into the formal medium businesses. Kenya still lacks enterprises 

employing between 10 and 50 persons representing the missing middle in Kenya ' s 

economy, yet M S E sector has been looked at as the very source of growth into this 

category (Republic of Kenya: Sessional paper No 2 of 1992, 1996, and 2005). 

It has been the ambit ion of the Kenyan government that every Kenyan benefit fully 

from the fruits of independence by improved quality of life that matches that of 

developed nations. To realize this dream, the government has been drawing up plans 

that would take the country forward (Republic of Kenya: Sessional paper No 2-P992, 

No 2 1996 and No.2 2005). The long term objective of the government has been to 

have a sustainable economic growth and a rapid employment creation through 

Industrialization. The idea is to transform Kenya into a prosperous industrialized 

nation. 

The strategy the government chose to pursue is a Joint venture with both its internal and 

external investors (Pearce and Robinson 2001). In this strategy the contribution of the 

government has been to act as a facilitator of private enterprise growth, by establishing 

conducive policy environment ; Sound Micro economic management ; maintaining the 

rule of law together with social and political stability; Investing in physical 

infrastructure and human resource development; Guarding against human exploitation 

and environmental degradation; and pursuing Kenya ' s interests in international 

agreements and relationships. The private sector must seize the opportunit ies created by 

the government and take the initiative to invest in productive enterprises that create jobs 

and a competi t ive industrial sector. Also for industrial t ransformation to take place the 

private sector must nurture an industrial culture and a reward system that cherishes 

devotedness, honesty, hard work, discipline and sacrifice (Republic of Kenya: Sessional 

Paper No 2 1996). 

7 



As a result of government focus on growth of its industties, a number of opportunit ies 

have been creatcd which enterprises, particularly Micro-and Small I Enterprises, can 

appropriately respond to and capture. These include: Liberalization of the information 

sector which has created verse opportunities in mobile phone services, the internet, 

electronic and print media resulting into quick information (low, cheap knowledge 

acquisition, advert ising and E-business opportunit ies (Republic of Kenya: Sessional 

Paper No 2 1996). In a bid to encourage investment the government has provided 

incentives which include: investment al lowances for establishing new factories outside 

Nairobi and Mombassa ; exemption of import duty on machinery for rural areas; 

relaxation of quanti tat ive import restrictions which has favored MSEs; and 

establishment of rural development funds such as C D F or DDF: (Republic of Kenya: 

Sessional Paper No. 2 1996 and 2005). 

On the political scene Kenya is one of the nations in the world which is considered to 

be stable with a peaceful socio-political environment conducive for trade and 

industrialization. Though corruption is still rated high, the advantages of peace 

outweigh ef fec ts of corruption since the entrepreneurs can do business freely and-even 

expand to other parts of the country without fear. This has opened a larger internal 

market to be exploited by entrepreneurs particularly MSEs. 

A survey on employment and income in small and micro enterprises by CBS: ICEti ; 

and K- Rep.(1999) indicated that majority of entrepreneurs (80%) have at least some 

formal education. The most recent attempt to improve literacy is the free primary 

education. The government is also currently offer ing technical training in the various 

institutions such as youth polytechnics, NYS, training school, National Polytechnics 

and industrial training being offered by Directorate of Industrial Training (Republic of 

Kenya: Sessional Paper No. 3 1996). This focus on developing human resources in 

Kenya has provided opportunit ies for technology development and sound enterprise 

management. 

In order to promote demand the government has encouraged formation of Export 

oriented bodies such as KETA (Kenya Export Trade Authority), KEDS (Kenya Export 

Development Scheme; EPPO (Export Promotion Programs Off ice , Kenya National 

Chamber of C o m m e r c e and Industry, National f r ade Shows etc. These associations are 
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available for consultation and assistance to the business communi ty as a whole 

including MSEs . This has created opportunities in export markets. The government has 

also encouraged inter-industrial linkages and offered opportunity for market in the 

public sector, though this requires that the enterprises be registered under registrar of 

companies first. To encourage international buyers to have conf idence in the Kenyan 

products the government has established Kenya Bureau of Standards (K.I3S) which is 

recognized internationally as a quality control institution. The Kenyan government is 

also a member of regional and world trade bodies such as WTO, C O M E S A and East 

African Communi ty , which has provided expanded market for Kenyan products. 

(Republic of Kenya: Sessional Paper No. 2 1996) 

Since independence a considerable financial institutional growth has been realized to 

support M S E sector. Over 48 institutions work in the areas of credit, training, 

technology and infrastructure development as a result of the MSE sector asking for 

credit support (1LO 1972). Institutions providing small-scale credit to MSEs include 

Commercial banks, Development Finance Institutions (DPI) and Non-Governmenta l 

organizations (NGOs) . Banks which were initially very difficult have evolved^their 

lending schemes to accommodate MSEs. DFls also targeting Micro and Small 

enterprises include Kenya Industrial Estates (KIE), Small Enterprise Finance Company 

SEFCO), Industrial Commerce and Development Corporat ion ( ICDC) all of which 

were created to f inance the MSE sector. There are also over 30 N G O s interested in 

financing the sector such as K-Rep, PRIDE International, Kenya Women Finance Trust 

(KWFT) and others (McCormick and Pcdersen 1996). 

Apart from business opportunit ies created by the government , there are those created by 

market environment which are varied in nature. Small and Micro Enterprises are 

expected to take advantage of them and grow. These include: the physical location of 

Kenya on the eastern coast of Afr ica with a port of entry providing transit trade to other 

countries in the continent. A lot of business opportunit ies to trade in other countries of 

Africa can be realized by Kenyan MSEs in this area. Being in the equator agro-business 

opportunities also exist (Kibera 1996). 
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Although Economic environment has been doing poorly previously due to corruption 

and bad governance (Government of Kenya 2004), Kenya ' s economy is currently stable 

compared to what it was, and there is evidence of growth. This situation is more 

promising in terms of investment and entrepreneurial opportunit ies for Micro and Small 

Enterprise. Socio-cultural environment in Kenya is such that there are about 43 tribes 

with different tastes for different consumer commodit ies . There are also different social 

classes, dif ferent age groups and extended family ties in Kenya (Kibera 1990). This 

presents a wider range of opportunit ies for products to satisfy all this diversity. 

In terms of technological environment, we are in the computer age where most 

technologies arc computer ized for efficiency and precision to the satisfaction of 

consumers (Kibera 1996). The use of such technology is now affordable and MSEs can 

now engage them to gain competit ive edge over new entrants. Technology transfer has 

also been made easer by improved communicat ion, the internet, air transport and 

infrastructure development . Many Kenyans now traveling abroad are expected to bring 

back new technology which would then defuse into the small enterprise sector. This has 

offered good opportuni ty for developing Kenya ' s technology to match other countries. 

Improvements in knowledge and the need to travel and do business have also 

encouraged urbanization which has been a very significant aspect in creation of 

opportunities. Many people who move to town centers are j o b seekers and/or are in low 

economic class and depend entirely on the MSE who they consider to meet their 

immediate needs ( O u m a 1990) 

1.1.3 Micro-and Small Enterprises in Kenya. 

A National baseline survey by CBS, ICEG and K-Rep (1999) found out that there are 

about 1.3 million M S E s countrywide employing 2.3 million people, 2 6 % of which are 

involved in non-farm activities. About 66% of all MSEs in Kenya are found in urban 

centers. The role of MSE sector in Kenya is mainly provision of employment to the 

working age population, and making significant contributions to GDP. A study on 

gender preferences indicated that males tended to concentrate on "Jua Kali" activities 

by its technical def ini t ions and females on commodi ty sales in the markets. The mean 

age of proprietors was found to be 16-33 years, showing that the majori ty ate young 

(Ouma 2002). 
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The level of educat ion of MSB proprietors is relatively high with the average years 

spent in school being 9.41. Those who have not gone to school contribute only 2% and 

those with the highest education (high school) 3%. Most of them i.e. 84% (excluding 

those who never went to school and those with incomplete education) are literate. 36% 

completed secondary education, 2 9 % completed primary school and 16% did not 

complete secondary school (Ouma 2002). Most of the MSEs 80 .5% are individually 

owned, 10% partnerships and 9.5 begin as family enterprises. 

1.1.4 Micro and Small Enterprises in Gikomba-Jua Kali in Nairobi 

Nairobi is the capital city of Kenya, housing the largest number of MSEs in the country. 

It has the largest open air- market in East Afr ica called Gikomba. Nearly all traders in 

this market are categorized as Micro and Small Enterprises. The market has all kinds of 

enterprises representative of the Kenyan MSEs. MSEs in Gikomba can be classified in 

to the one- digit International Standards of Industrial Classification (ISIC grouping) as: 

Manufacturing, Trade, Transport , Services, Financial institutions, and Water-works 

(Ouma 2002). 

Gikomba-Jua Kali is located along Jogoo Road, bordering Kamukunj i grounds, 

Shaurimoyo estate and Bama market. Entrepreneurs in this place deal mainly in metal 

works, making all sorts of metal goods from metal boxes, pans, cans, energy saving 

jikos etc. The major i ty of the entrepreneurs are male mainly manufactur ing by hand, 

although women are also owners of enterprises but employ men to do the molding 

work. Most of the businesses here can be classified as Micro as they employ below 10 

people. However there are some which qualify to be classified as Small, employing 

more than 10 people. T he entrepreneurs here are members of an association called 

Gikomba Jua-kali Association with a membership of 1125 entrepreneurs (Association 

secretary-2007). This number normally changes frequently as new members are 

registered and others quit. The Government , N G O s and private organizations such as 

B.A.T have for along t ime focused a lot of resources in this place with the hope of 

providing opportunit ies to enable MSEs in the area to graduate into small or larger 

companies (Republic of Kenya Sessional Paper No 2 1996). 
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1.2 The Research Problem 
The operating envi ronment of any organization is a lways very dynamic such that t ime 

and again new opportunit ies and threats emerge. Although changes in the business 

environment may create different challenges to varying industries, the way in which the 

industry players respond will determine their performance. A cording to Porter (1998), 

businesses which fail to do an environmental analysis to identify opportunit ies, threats, 

strengths and weaknesses , will not have competit ive advantage over others and are 

destined to fail. Evaluating the opportunities is the starting point of all growth of the 

business as the entrepreneur will understand what business strategy can tap the 

environmental opportunit ies, resources required and costs and returns expected. Once 

the opportunity is identified the entrepreneur is expected to develop a business concept 

in response to exploit this opportunity. This strategy will then determine failure or 

success of the organization (Stevenson 1989). 

In Kenya there have been various opportunities that Small and Micro Enterprises could 

take advantage of and grow to medium and large firms, creating employment and 

income to the excess labour in the country. The very dynamic market environment 

fueled by globalizat ion and changing consumer and supplier demands has brought with 

it various chal lenges and opportunit ies too. Despite these opportunit ies since 

independence, the results have been unsatisfactory for MSEs in terms of vertical 

growth. Only very few MSEs have actually graduated to the formal sector, while only 

very few live to celebrate their third anniversary (McCormick and Pedersenl996) . 

If the responses to the environmental opportunities arc inappropriate and many MSEs 

fail to meet their business objectives, Kenya stands to loose on contribution to GDP; 

job creation; a pool of skilled and semi skilled workforce for future industrialization; 

linkage among var ious socio - economical sector; a cushioning from damping; 

indigenous contribution to Kenya economy; rural - urban balance and ability to adopt 

quickly to global market changes (Republic of Kenya: sessional paper No 2 1992). The 

way in which the sector responds to the various opportunit ies in the environment 

requires a study to facilitate both government and private organization support to the 

sector. The study seeks to answer the question: How do the Micro and Small 

Enterprises in G ikomba Jua kali in Nairobi respond to the business opportunit ies in 

Kenya? 
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1.3 T h e Research Objective 

The object ive of the study was to determine how the Micro and Small Enterprises 

respond to the business opportunit ies in Kenya. 

1.4 Importance of the Study. 

Kenya government has relentlessly strived to give a lot of attention to this sector with 

the hope that it will t ransform the nation to be industrialized (Republic of Kenya: 

Sessional Paper No 2 1992, 1996, 2005). Continued research in this sector has always 

enabled the government to adjust its strategies of improving the sector. Many studies 

have been done on MSEs , however not much has been done on their responses to what 

the business environment of fers in terms of opportunities. 

Secondly there have been much academic pre-occupations with the Informal and Micro 

Enterprise Sector, and the government policy priorities. These academic perspectives 

on the MSEs are very different from the policy approaches even though academics are 

frequently tempted to hope that their work has strong policy consequences . However it 

is evidenced that these academic literature, rich and varied, are a considerable distance 

form the interest and ambit ions of the many different consti tuencies of MSEs. The 

views of those w h o work in this sector are fundamental ly absent form the current 

debate about the sector. We know some of the surveyed views that are felt to be 

important in the policy arena such as access to credit, training, infrastructure etc 

(McCormick and Pedersen 1996). "However we need to know how MSEs respond to 

the opportunit ies in their business environment. Lastly this study on . the responses of 

MSEs to business opportunit ies will add up to the knowledge about Kenyan MSEs 

that will facilitate g o v e r n m e n t ' s policies focused on growth of the sector. 

1.5 Overview of the Report 

The study is organized into five main chapters. Chapter one introduces the study by 

giving background information about the research subject. It covers organization 

responses to business environments; opportunities in the environment and Small and 

Micro-enterprises in Kenya and specifically in Gikomba-Jua kali market . The 

objectives of the study, its s ignif icance and a statement of research problem are also 

stated here .In chapter 2 all related literature in the subject is reviewed. It summarizes 

the concepts around responses of organizations to business environment and highlights 
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some studies on M S E s in their Kenyan environment . Chapter 3 presents the 

methodological f r amework used in the study. It outlines the research design, the 

population of interest, sampling methodology, and data collection and analysis 

methods. Chapter 4 contains data analysis and findings and how they integrate with the 

research problem, their relation to other research on the subject and applications for 

further research. Chapter 5 contains summary, conclusions and recommendations. 
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CHAPTER TWO: LITERATURE REVIEW 

2.1 The Business Environment . 

The business environment is dynamic and keeps on presenting Hotti opportunit ies and 

challenges to organizat ions that operate in it. Factors that influence the business 

environment include: the government , socio-economic factors and globalization. 

Organizat ions must survive by analyzing the environmental dynamics; identifying the 

opportunities and responding in a way that ensures their survival and growth. 

A new age paradigm is emerging in the business environment where governments are 

expected to do less. They should reduce their responsibilities, privatize public setyices 

where practicable and reform their own operations (Self P -1998). What has been 

driving this change is the question as to why some nations are seen to be more 

prosperous than others (Porter 1990). According to Porter a better question would be 

"Why does a nation become the home base for so many of an industry 's world 

leaders"? While struggling to answer this question, governments try to encourage 

investments in their countries to meet high productivity level that would guarantee 

improved living standards. It is the decisive characteristics of a nation that would 

allow its f i rms to create and sustain competi t ive advantage in a particular field. 

The environment has been found to influence modern competi t iveness of firms within 

it. The envi ronment can influence and be influenced by the determinants of 

competit iveness. The four determinants are; f irms strategy structure and rivalry, factor 

conditions; demand condit ions and related and supporting industries. Factor conditions 

are affected through subsides, policies towards capital markets, .policies towards 

education, etc. (Porter 1990). The government has been found to acts as a regulator, 

buyer, and shapes supporting industries and hence plays a very important role in 

determining the environmental conditions (Republic of Kenya: SFPIP-1996) . The 

determinants measure the extent to which the national environment is a fertile one for 

competing in an industry. In most cases the environment keeps on shift ing resulting in 

to a highly unpredictable situation (Steincr and John 1997), "Sunk worker" case. Social 

and political stability in the business environment also play a very significant role in 

influencing the industrialization process. 
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Globalization of business environment is fast catching up with every entrepreneur, and 

has created a new situation where new kinds of j obs are becoming available; new 

industries are created; production, consumer and trade is changing; markets are 

unsettled; and economic policies are shifting in any business environment creating all 

kinds of opportunit ies for organizations to take advantage of (I l ickman 1992). 

Having a favorable business environment with opportunities is not assuring success for 

an organization. It is up to the enterprises to seize the opportunit ies in the environment 

through strategies that tap both national and international advantages. Porter 's study of 

over 100 industries world wide showed that successful firms that enjoyed sustained 

competi t ive advantage manifest certain underlying behavior of exploiting business 

environmental opportunit ies. Though (heir strategies differed, their character and 

trajectory over t ime were similar (Porter 1998). However small business owners ' were 

found to deal with many unknowns and no available research on activities help them 

make decisions (Torrence 1987). The subject of small f i rms ' growth in relation to 

business environment remains an area where scholars have limited understanding; 

hence they have resorted to survey methods of data collections to obtain any 

information. (Scott, Gibb, Lewis and Faulkner 1990) 

Martin Brinks and Andrew Jenmings in their study of 100 firms in the U.K. concluded 

that small firms tend to start up during economic recession when large companiesTend 

to retrench (Binks and Coyne 1993). They identified reasons that made people stait up 

Small Enterprises as: re t renchment in large firms; Management buy-outs; new 

technology available; forced discoveries due to j o b insecurity; new entrants and the 

'Black Economy. McCormick and Pedersen (1996) observed that the motives for 

starting MSEs include: income generation, presence of market opportunities, desire for 

independence, expertise arrd forced entrepreneurship. lo in Milne and Marcus 

Thompson in "The Infant Business Development" by Scott, Gibb, Lewis and Faulkner 

(1990) observed that small businesses have very short life cycles and knowing their 

needs will enhance support to the sector. They concluded that the help MSLs need 

include: Premises, Finance, People, Materials and Service. They don ' t need 

bureaucracy, as government agencies normally waste their t ime since time to them is at 

premium. Whenever they employ others they expect employees to strive like them yet 

employees require structured employment conditions. 

1 6 



2.2 Micro and Small Enterprises 

The definit ion of Micro and Small Enterprises is not easy, and many people have given 

varying defini t ions to it. The Small Business Administrat ion in USA tried to def ine it 

by the number of employees and annual revenues, however such defini t ions make so 

many exceptions that they become meaningless (Anderson 1993). 1LO (1992) defined 

MSEs as including very small scale units producing and distributing goods and services 

consisting of independent, self employed producers in urban areas of developing 

countries, some of which employ family labor and or a few hired workers or 

apprentices; that labour with very little capital or none at all and which utilizes low 

level technology and skills. They are for most parts not registered and un-recorded in 

any official statistics. They tend to have little or no access to organized markets, to 

credit institutions or to many public services and amenities. They are not recognized, 

supported or acquired by the government . 

In the Kenyan context many people define MSEs as the informal or the ' Jua Kali ' 

Sector. CBS, Republ ic of Kenya (1986) defines it as consisting of "self employed 

persons in open markets, in market stalls, in underdeveloped plots or on stalls, on street 

pavements within urban centers. Others refer to MSEs as 'Jua Kali ' , which is a 

synonym to all kinds of j obs that people do to earn some extra income outside formal 

employment for those employed and small and micro business activities for those 

without formal sector jobs . In the Kenyan context Jua Kali refers to manufactures and 

repairs enterprises e.g. tinsmiths, shoe makers, motor vehicle repairs etc, and traders in 

open air markets selling all commodi t ies and services (Ouma 2002). Ministry of 

Technical Training and applied Technology del ines Jua Kali technically as all those 

business activities that use technical skills and know-how to manufac ture goods, or in 

provision of services. 

• 

All the businesses included in the definit ions above are MSEs. However the working 

definition includes other attributes such as in the sessional paper No 2 of (1992), which 

defines MSEs as all those business which employ between 1-50 workers. Small 

enterprises are those that employ I I - 50 workers while micro enterprises employ I-10 

workers. This defini t ion also includes small scale farmers located in the rural areas, 

however this study excludes them. For purposes of this study we will use the latter 

definition in Republic of Kenya: Sessional Paper No 2s (1992 and 2005). 
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Much of the discussions about the Micro and Small Enterprises have for a long time 

been based on the perception that industrialization of countries is a process leading 

from small scale to large scale production. The irony was that Micro and Small 

Enterprises cont inued to exist. This existence was viewed as an anomaly to be avoided 

(McCormick and Pedersen 1996). For this reason developing countr ies have a lways 

invested in the sector as the primary source of industrialization. Kenya being one such 

country has perceived the M S E sector as an intermediate to industrialization (Republic 

of Kenya: Sessional Paper No 2 1992). From the 1980s this kind of perception started 

changing gradual ly and people started embracing the role of Micro and Small 

enterprises in the economy. New theories were developed around Small f irms which 

include: Flexible specialization theory; Network Theory and Theories of 

informalization and regulation schools (McCormick and Pedersen 1996). These 

theories recognized the co- existence of all production sectors. 

2.2.1 Neo-CIassical Theory 

It considers that both small and large organizations are independent economic units 

producing for the markets on the basis of the forces of demand and supply. This will 

mean that small enterprises are marginalized by the large ones. Under this theory small 

enterprises are considered to have very limited chances of advancing and are likely to 

remain where they are. This theory may look relevant to the developing countries like 

Kenya where mult inat ionals dominate the market and expanding to even the small 

niches previously served by MSEs,"as in the case of banking industry (McCormick and 

Pedersen 1996). 

2.2.2 Theory of Flexible Specialization 

This theory is based on the flexibility approach where prosperity is achieved by moving 

away from a rigid mass production of standard goods to a more innovative and flexible 

system of mul t ipurpose machines operated by skilled workers able to respond to the 

continuous changes in the environment (McCormick Pedersen 1996). Here skilled 

workers operate general purpose machines capable of making a wide range of products 

that can serve di f ferent market niches. McCormick and Pedersen argued that this 

flexibility a l lows organizat ions to adapt to even disruptive c i rcumstances which are a 

common feature in modern world. Flexibility of this kind requires trust between the 

owner and the employee as the worker will know all about the organization. 
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Large scale product ions require large and stable markets to be profitable. McCormiek 

and Pedersen (1996) identified that developed countries have been able to achieve 

stable social sys tems but not stable markets hence to achieve stability of markets; large 

firms opt out of the small unstable markets and leave them to niche producers or sub-

contractors. Small f irms venturing into these niches have three strategic options: They 

may invest in mul t ipurpose machinery and employ skilled labour to create stable 

production in a f luctuating market; or they may minimize investment in machinery and 

employ cheap labour which can be fired and hired without problems; or in smallest and 

most unstable markets enterprises may survive on semi-subsistence economy relying 

only on family labour (McCormiek Pedersen 1996). 

2.2.3 The Network Approach Theory 

In between the two ext remes of pure market and pure hierarchy approaches a number of 

conceptions of relationship between the enterprise and its environment have emerged. 

This concept sees the relationship as a network. This networking may take different 

forms: Primary hierarchical network with larger organizations; or as equitable networks 

of small and medium firms collaborating to achieve flexibility and collective eff iciency; 

or as cooperat ive unions; or as equitable social support networks; or patron-client 

relationships (McCormick Pedersen 1996). These networks usually compete with large 

organizations and are somet imes internationally linked. 

2.2.4 Characterist ics of Micro and Small Enterprises 

According to ILO (1972) Micro and Small Enterprises are considered to have unique 

characteristics which influence the way they respond to their business environment. 

They are normal ly found in small underdeveloped niches of the market. They are not 

able to compete with large organizations in mass markets. Their markets normally have 

low entry costs and low exit costs as well, and are usually unregulated clue to their sizes 

(ILO 1972). They rely heavily on indigenous resources which also influence their 

location. Majori ty of MSEs are family owned and in most cases are a one person band. 

The problem with the one-man show is that it is difficult for the owner-manager to 

know everything and be able to carry on the jobs which in large organizations are done 

by different funct ions (Torrence 1987). 
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Micro and Small Enterprises are small scale in operations making their survival be 

relatively more sensitive to environmental dynamics than larger organizations 

(Slandworth and Curran 1976). Because of their small sizes, their owners normally deal 

with many unknowns since they do not have the resources to investigate the market 

before taking the risk. Their sizes also influence the speed and magnitude with which 

they establish their markets (Torrence 1987). Lack of money is also a factor in their 

size constraining research and expansion, which result in operating under-capacity 

during excess demand. Entrepreneurs in this sector lack time as they work with limited 

resources and make decision alone, and "now" (quick reaction time). The danger is that 

it makes the situation very volatile as they could also lose all their investment in only 

one decision (Torrence 1987). 

2.2.5 Environmental Challenges and Responses of Micro and Small Enterprises, 

fn general Small businesses around the globe face similar environmental challenges 

which in turn present them with both opportunities and threats. The survival of the 

enterprises will in turn depend on the way they respond to the environmental 

challenges. Anderson (1993), in the book "Managing Small Businesses", identified 

these challenges as : Competit ion from local and imported goods, Globalization, 

Financing, Legal problems, Accounting knowledge. Location of business. Personnel, 

Economic environmental issues, Planning, Capital and management skills etc. A 

combination of these challenges always constrains the enterprise towards failure. To go 

with these challenges, the enterpr isers faced with a situation of uncertainty of income, 

risk of losing the entire business investment, long hours and hard work, and low quality 

of life until the business is established. This normally has an effect on the social life of 

the entrepreneur (Scarborough 1996). 

In response to the environmental challenges small firms take different strategies 

depending on the nature of the challenges. Brian Fraser( 1968), in the book 'A Business 

of Your Own ', indicated that most businesses which survive the severe competition 

from the large companies do so through choosing the strategy of specialization and 

supply of the niches often left out with the large firms. They specialize in doing what 

large firms can not do. The same sentiment was also echoed by McCormick and 

Pedersen (1996). In Kenya Micro Enterprises go further by offering tailor-made 

products and services to their customers (Ouma 2002). 
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In his study of Small Enterprises in Scotland Reid (1993) identified several strategic 

measures small enterprises take when faced with various challenges. When setting the 

prices in response to environmental challenges small f i rms take into account the 

volume of sales expected and set price as a percentage mark-up on unit direct cost and 

use flexibility in product ion process to improve profitability. In pricing strategy the 

small f i rms do not rival their competi tors when demand increase, instead they respond 

to high demand by first increasing overt ime to increase productivity, followed by 

increased capacity through recruitments, and then by lengthening of the order book and 

subcontracting, then increasing prices and finally buying other firms. I lowever, in times 

of reduced demand, small f i rms respond first by increasing sales efforts, followed by 

reducing overt ime, then reducing capacity, then effor ts to improve productivity then 

price cuts and finally reduce stockholding and working t ime (Reid 1993). Okanda ' s 

(1995) study of the strategies employed by micro and small enterprises in Kenya 

highlighted that some enterprises respond to opportunit ies through manipulation of 

stock and employees by establishing the peak periods or seasons and employ worker 

who can be fired during low seasons. 

Reid (1993) also found out that small f irms do not engage in formal research but 

sometimes do advert is ing of their products to increase demand; however they usually 

do not vary their advert isements with the changing business condit ions such as 

depressed demand or recession. Many MSE proprietors believe that quality in their 

products will help in increasing demand more than advertising (Okanda 2005). A study 

by Reid (1993) also showed that some firms responded to the chal lenges by investing in 

technology and innovations of new product lines or sometimes imitations. McCormick 

and Pedersen (1996) found out that enterprises may invest in flexible technology to be 

able to change with changing environment while keeping investments low and reducing 

on waste of capital. 

Location has also been used by Micro and Small Enterprises as a response strategy. In 

Scotland where a study was done by Reid (1993) it was found out that the typical llrm 

locates in markets with low industrial concentration for fear of competi t ion, and only 

try to maintain a competi t ive edge by quality of service, eff ic iency, reliability, quick 

delivery, service ef f ic iency , competit ive pricing and vigorous selling. MSEs 

Entrepreneurs may also decide to locate near supplies especially where factors of 
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production are important and expensive to transport. They chose locations where 

supplies are abundant to reduce suppl ier ' s switching costs. A study done in Kenya by 

Okanda (2005 ) confi rmed that location is being used by MSEs who located near 

supermarkets to capitalize on the customers who came for shopping and do not find all 

they needed from the supermarket . Many MSEs in Kenya locate on high traffic 

pavements of the towns. Visibility is used by many micro enterprises in Kenya as a key 

consideration in location (Okanda 2005); however the Small firm's location may 

change over t ime due to flexibility. 

In Porter 's (1998) theory of competi t ive advantage, small firms display the 

characteristics of the firm at an early stage in their lifecycle, but they spend their time 

and effort on the niches (Reid 1993). The competit ive advantage f ramework for MSEs 

thus lies in the segment of the small firm's natural domain. They arc too small to act at 

generic level but Reid modif ied Por ter ' s theory to depict Small firms as actors in their 

segments which are part of the wider market of the firm. Porter 's analysis of the 

fragmented markets may provide insight to the small firm environment (Porter 1998). 

The small firm owners normally use their skills to overcome some of the negative 

features of f ragmented markets which include: low barriers to entry, limited scale 

economics, limited scope of learning, volatile sales hence high inventory costs, limited 

bargaining power, Scale diseconomies, etc. Owner managers may try to respond to 

these chal lenges by trying to c i rcumvent them through innovations, low cost strategies, 

and high quality standardization to relluce customer diversity. Other strategies that may 

be used include product differentiat ion or specialization by product type, customer type, 

order type, and adopt bare-bones/ no fill approach (Reid 1993). 

The competi t ive forces of Small and Micro Enterprises are much like that of the 

Porter 's five competi t ive forces (Porter 1998). They include Rivalry among existing 

firms; the threat of new entrants; bargaining power of suppliers; Bargaining power of 

buyers; and potential substitute products. Porter 's three generic strategies may be used 

by the MSEs to respond to the challenges brought by these competi t ive forces. These 

are Cost leadership, differentiat ion and focus. Those not choosing one of these but try 

all or two are said to be 'stuck in the middle ' . 
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Rivalry is normally considered between firms of the same size compet ing for the same 

customers. In natural setting there may be found larger firms compet ing in the same 

niches with M S E s . Reid found that if the market is a growing one then rivalry is less 

hostile. However if the market is saturated the larger firms will facilitate better 

organized markets and dominate. In that situation small firms will not attempt to rival, 

instead they increase subcontracting to increase their bargaining power. Other factors 

that may increase rivalry among firms include low entry barriers, high exit costs, and 

diversity among competi tors (Reid 1993). 

Micro and Small Enterprises respond to challenges of bargaining leverage of customers 

through product differentiat ion, low pricing, and innovation aimed at rising switching 

cost to customers. However Reid found that small enterprises and their customers are 

matched in bargaining power and neither is more powerful . Price sensitivity was found 

to be low among M S E customers as MSE proprietors work hard to create good buyers. 

They have been able to convince customers that quality of their products is good hence 

saving on advert ising cost (Reid 1993). 

Bargaining power of suppliers is also another competi t ive environmental challenge. 

MSEs respond to this by avoiding overdependence 011 one supplier. To enable them 

remain price compet i t ive the principle cost drivers must remain low. They achieve this 

by exercising higher bargaining power over suppliers. Reid (1993) found that forward 

integration is non-existent between MSEs and their suppliers. 

Potential entrants and substitute products posses a huge threat to the whole industry in 

question since they may even replace the industry as a whole . Most MSEs studied 

responded to this threat by keeping technological progressiveness, encouraging 

innovation and trying to achieve flexibility in order to remain economical ly viable. The 

only disadvantage with technological advancement is that it may not bring immediate 

superior price advantage, thus personal service still remains an important strategy. 

Some MSEs have also attempted to respond by seeking a Group-Insti tution approach to 

lobby restriction of substi tutes and new entrants by government (Reid 1993). 
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2.3 Kenya's Micro anil Small Enterprise in their Business Environment 

The MSB sector in Kenya lias had a slow vertical growth and the sector is biased 

towards domest ic markets, is heavily reliant on imported inputs, and is capital intensive 

using obsolete technology ( U N I D O 1986). Poor incentives, Restrictive Legislations, 

poor capital markets, weak demands, protectionist policies and lack of market 

information are some of the factors that have hindered growth and development of this 

sector in Kenya (Republic of Kenya: Sessional Paper No 2 of 1992, 1996 and 2005). 

Other factors from the ent repreneur ' s point of view include: Poor advices, lack of tools, 

poor marketing, poor book keeping, and lack of skilled personnel. Wakali (1999) in her 

study in Kenya found out that much of the support given to MSEs are not the ones 

much needed by them. McCormick and Pedersen (1996) on a study of the Barriers to 

Small firm Growth as evidenced in Nai rob i ' s Garment Industry identified some factors 

that could determine growth in the M S E sector as: Risk and owners responses to risk; 

increasing demand by all means possible e.g. export, Marketing, advertising, 

innovations, increasing economies of scale through coming together; Spirit of 

entrepreneurs/up, easy access to resources and supportive Government Policies. 

McCormick and Pedersen ' s study in Kenya showed that enterprises that adopt flexible 

specialization approach normally survive by minimizing investment on machinery. 

Studies however show that even when profits are high entrepreneurs are reluctant to 

invest in business expansion by investing in modern machinery and skilled labor; 

instead they may increase casuals "or diversify into buying land (McCormick and 

Pedersen 1996). This is in line with another study in USA by Stanworth (1976) who 

found out that most small f i rms are not oriented towards growth and remain small 

because of o w n e r ' s intention. They argued that growth require bureaucracy which made 

them quite their former jobs . McCormick and Pedersen (1996) also found out that the 

current Kenyan environment suppor t both flexible manufacture and mass manufacture, 

although the business environment in Kenya appears to push entrepreneurs to 

destructive activities with a lot of t ime spent in going around systems. They further 

observed that Kenyan environment is highly ethnic oriented which present a lot of 

business opportunit ies and threats for Kenya 's firms to respond to. I he government has 

also made ef for ts to create enabling environment for growth of small and micro 

enterprises. 
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Despite the gove rnmen t ' s effor ts to of fer technical training to the MSE proprietors, 

National Baseline survey results (1999) still indicated that only 2 5 % of the MSE 

proprietors have received any form of technical training. While a survey done earlier by 

K- Rep research paper series (1995) on employment and income in micro and small 

enterprises in Kenya showed that only 26% had received technical training. A survey 

on MSEs by SEPPIP (1996) indicated very high percentage of MSE operators as 

lacking skills. Education has been considered by government as an agent for change 

particularly regarding the MSE sector (Kenya 1988). The technology curriculum in the 

8.4.4 system of education has not improved anything as it is overloaded as observed by 

Obura P.A. in (McCormick and Pedersen 1996). 

Technology policy in Kenya had stressed development of indigenous technology with 

little from outside. Studies by Oyuga B.O and U. D ' L i m a (1992) noted that on the j o b 

trainings take place in a variety of ways among MSEs, and that formal education is not 

prerequisite for becoming an apprentice in the view of proprietors. They also observed 

that proprietors do not prefer higher education as they are quickly dissatisfied with Jua 

kali work. As to level of satisfaction, most MSE operators are satisfied and proud of 

whom they are (McCormick and Pedersen 1996). 

The Research and Development Institutions in Kenya mainly meant to develop 

appropriate technology have not been utilized by the MSE sector. This has -been 

because the R & D institutions have not been set up by need assessment but by student 

interest or personal interests of researchers. These formal research institutions have 

been found to work as death pits to innovation especially those from the Jua Kali 

sector, ' f h e capacity for innovation is there among MSEs, but such innovative ideas are 

dismissed by formal research institutions as " technology t inkering" which they fail to 

assess and document . In the send MSE operators have also neglected the government 

institutions as ineffective (SEPPIP 1996). When investigated on whether scientific and 

technological research d i f fuses into the commercial sphere in Afr ica it was found out 

that there is no d i f fus ion (McCormick and Pedersen 1996, N C S T 1990). It indicated 

that MSE sector is neglected by the institutions. 
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A baseline survey result by CBS, ICEG and K- Rep (1999) indicated that MSEs use of 

media in advert is ing is very minimal. Almost half (49.2%) respondents surveyed said 

they have not done anything to promote their products or services, while 4 .2% said that 

the quality of their products or services as well as customer satisfaction was the main 

methods of promotion and advertising. This means that 91 .4% do not do any active 

marketing. The same survey indicted that linkages between MSEs and non -MSEis is 

very weak. The only linkages found were between MSEs themselves and individuals 

and only in the utilities sector (water and electricity) that some linkages were found. 

The government public procurement act has not been reviewed to enable MSEs to 

supply government . However the government al lows them supply only if they register 

their businesses with the Attorney General . Survey result indicated that only 1 1.7 % of 

MSE businesses were registered and only 39 .4% were operating with license from local 

authorities. This is characteristics of MSEs yet is the source of many of their problems 

especially with local authorities (CBS, ICEG and K- Rep 1999). A study by Waweru 

(2002) in Kenya indicated that the majori ty of MSEs (67%) did not have license from 

government authorit ies consequently they are continually being harassed, it means their 

operational responses has been that of hide and seek. The study alluded that many M S E 

proprietors prefer working from semi-permanent premises to cut on cost of doing 

business. Further Findings were that MSEs entrepreneurs prefer to market their 

products within their locality only. 

For products to get acceptance in international markets (hey must meet the ISO 900 

standards of quality testing. So far the government has established the Kenya Bureau of 

Standards (KBS) which is recognized by international markets. Many MSEs were 

found not to use K B S to improve their products as they fear being closed down: 

(Republic of Kenya: Sessional Paper No 2-1996). Very few small enterprises in 

floriculture and carvings export their products and most MSEs were found to 

concentrate in local market (SEPIP-1996). 

The Kenyan Finance system is now very diverse and borrowing by MSEs is not a big 

problem. However the majori t ies of MSEs do not go for Financing but use their own 

resources both as start up capital and consequent investment according to Ouina (2002), 

Ondiege in (McCormick and Pedersen 1996). Ondiege attributed lack of knowledge to 
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the lack of borrowing since he also found out that they use cheap tools and have very 

low assets in their businesses, yet entrepreneurs have always responded that lack of 

capital is one ma jo r problem they have. In his survey of those who had borrowed 

majori ty used it in improving the business. 

A study on strategic responses by firms facing changed environmental condit ions on 

motor vehicle f ranchises in Kenya by Konibo (1997) indicated that many firms changed 

strategies, goals, Missions, policies and structures to suit the structural adjustment 

programs of the 1990s. Firms made strategic responses by : adjust ing on product values 

and after sales services to differentiate their products; fol lowing both high price and 

low price strategies ; increased advertising; increased distribution points; cost reduction 

; R & D etc with resultant profitability. Diversification strategy is common in MSEs 

Where operators sell foodstuff , but on one side offer second hand clothes. In large firms 

this is similar to conglomerate diversification. 
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CHAPTER THREE: RESEARCH MEHTODOLOCY 

This chapter Deliberates on how the research study was designed. It covers the 

Population of the study, The Sample and Sample design, Data collection method and 

Data Analysis technique. 

3.1 R e s e a r c h Design 

The research was a survey of Small and Micro-enterprises located in Gikomba-Jua kali. 

The survey design was most appropriate for the study as it was possible to make 

comparison at the same point in t ime across the population in question. 

3.2 P o p u l a t i o n 

The target population of interest comprised of all micro and small manufacturing 

enterprises dealing in metal works in Gikomba-Jua Kali area in Nairobi, it included all 

businesses that were based within the Jua Kali area who were members of Gikomba Jua 

kali Association. The number of employees was used to def ine the size of f irms as in 

McCormick and Pedersen (1996) where Micro and Small Enterprises were defined as 

f i rms that have less than 50 employees. The study adopted this definition as it is the 

official definit ion by the government . Nairobi has the highest population of MSEs in 

Kenya. Accord ing to the National Baseline Survey by CBS/ ICEG and K-REP (1999), 

Nairobi and Mombassa contribute about 16% of MSE population in Kenya. Gikomba 

Jua kali Micro and Small Enterprise manufacturing activity is as old as Kenya, and has 

gone through all the environmental challenges and opportunit ies the business 

environment has presented since independence. They have also been receiving a lot of 

attention from the government , private firms, and NGOs. Because of their location in 

Nairobi, age and received attention, their responses to the environment were 

considered appropriate for generalization to all MSEs in Kenya. 

3 .3 S a m p l i n g 

Sampling unit was the enterprise. After considering that the nature of manufactur ing 

activities in the study area was almost similar across many enterprises, a sample of 90 

enterprises was chosen for the survey. This sample was considered large enough to 

provide a general view of the responses of small and micro-enterprises in Gikomba-Jua 

kali to the opportunit ies. It provided a good basis for reliable and valid generalization 
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and conclusion. Due to the way enterprises were organized, a random sample of firms 

was picked from the area by numbering the l lrms first, where a total number of I 129 

firms were numbered. The starting point was determined through the use of random 

numbers. There-af ter every I2lh firm was picked until all the 90 samples were chosen. 

Those f i rms which refused or could not respond to the questionnaire were replaced by 

the researcher with those within reach, and among the population of the study using 

convenience sampling method. This was done to maintain the sample population at 90. 

3.4 Data Collection Method 

The s tudy 's stated object ive required mainly primary data for its realization. This data 

was collected using semi-structured Questionnaire administered by the researcher and 

his assistant. The questionnaire consisted of closed-ended and open ended questions. 

The open-ended quest ions were aimed at qualitative data while the closed-ended 

questions were meant to obtain quantitative data. I he questionnaire was divided into 

six sections. Section (A) obtained data on the background of the enterprises and the 

entrepreneurs. Section (B) obtained data on response strategies to the Opportunit ies 

available for MSEs to exploit. Section (C) gathered data on the factors that dictate the 

choice of an opportunity by a particular MSB. Section (D) obtained data on the existing 

threats that a business opportunity may present to a firm. Section (12) gathered data on 

f irm's strength analysis in their responses to opportunit ies and Section (F) collected 

data on ent repreneur ' s current perceived opportunit ies and their responses (See 

appendix A). 

3.5 Data Analys is Method 

To achieve the s tudy ' s a ims descriptive statistics was used to summarize and organize 

the data. The frequencies were converted to percentages to facilitate comparisons. 

Measures of central tendencies like standard deviations were applied for 

generalizations. The est imate procedures involved the use of statistical package for 

social sciences (SPSS). Calculations of parameter estimates, descriptive statistics and 

frequencies of various variables were obtained by use of the computer so 11 ware. 

Although statistical methods would have given a clear cut basis for making 

conclusions, being an exploratory study, descriptive statistics provided a general view 

of the problem statement. 
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C H A P T E R FOUR: DATA A N A L Y S I S AND FINDINGS 

The analysis and f indings was guided by the objective of the stud) which was to 

determine the responses of micro and small enterprises to the opportunit ies in the 

Kenyan business environment . "I he responses have been summarized and presented in 

tables. 

4.1 Profi le of Enterprises and the Entrepreneurs 

Gender and Age 

Findings f rom the study showed that the majori ty of respondents were male, 

represented by 77 .8% against 22 .2% female entrepreneurs. This means that the metal 

works M S E s is still a male dominated industry among Micro and Small Enterprises. 

Table 4.1.1 Age of the Respondent 

Frequency Percent 
21-30 years 27 30.0 
31 -40 years 43 47.8 
40-50 years 17 18.9 
Over 51 years 3 3.3 
Total 90 100.0 

Source: Interview Data 

Table 4.1.1: shows that the majori ty of respondents were of productive age between 21 

to 40 years. Entrepreneurs who are over 50 years are very few in this sector, 

contributing only 3.3%. 

Table 4.1.2 Eevel of Education 

Frequency Percent 
Primary educat ion 16 17.8 
Secondary educat ion 65 72.2 . 
University educat ion 8 8.9 
Did not go to school 1 I.I 
Total 90 100.0 

Source: Interview Data 

In table 4.1.2 the researcher sought to investigate education level of the respondents. 

The majori ty of respondents (72.2%) were of secondary school level. The fact that 
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98 .9% of the respondents iiad at least primary education is an indication that the level 

of literacy in this sector is high. It is also interesting to note that there were university 

graduates in the sector. T his finding is in line with the National Baseline Survey 

CBS/ ICEG and K-REP (1999) which found out that over two thirds of MSE 

entrepreneurs in Kenya were secondary school graduates. This same finding was also 

highlighted by Waweru (2002), who found out that the highest number of MSE 

operators (57%) were secondary school leavers, followed by primary school leavers 

(36%) and university graduates only 4%. The study also investigated on other 

professional training that the respondents had apart f rom the formal education, which 

could have inf luenced the identification and response to opportunities, and found 

majority to have attended some skills training, indicating good use of technical 

institutions in Kenya by entrepreneurs from this trade. 

When the age of businesses was investigated it was found out that 27 .8% are more than 

15 years old, I 1.1% are between 10 to 15 years . 4 0 % between 5 to 10 years and 2.2% 

below 5years old. It therefore means that majori ty of businesses are between 5 to 10 

years old. The above information was very important since the researcher was able to 

get accurate information f rom the majori ty of respondents as more than half had started 

their business before the year 2000, and they had the full knowledge of strategies and 

opportunities that has been present in the Kenyan business environment . I he more time 

one is in business the more the experience and hence (he more accurate and appropriate 

a response to an opportunity. 

Table 4.1.3 Number of Employees, 

Frequency Percent 

1-5 43 47.8 

6-10 23 25.6 

11-15 15 16.6 

Over 15 9 10.0 

Total 90 100.0 

Source: Interview Data 
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According to the f indings in Table 4.1.3, 73.4% of all enterprises in Jua kali area were 

of micro classification, while 26 .6% were of small enterprise. I his finding is in line 

with the Republic of Kenya: Sessional Paper No 2 of (1992) which sard that Kenya is 

still missing enterprises employing between 11-50 people. 

The researcher investigated on the reasons why the respondents decided to start their 

own businesses, which could also have influence on their identification and pursuit of 

an opportunity. It was found out that the majori ty of respondents, (42.2%), started 

business to supplement their income, 25.6% started their own business so that they can 

be their own boss, 24 .4% said that it was because of lack of formal employment , 6.7% 

said because of their personal interests, while a small proportion compris ing of 1.1% 

said because of other reasons. 

The study indicated that majori ty of businesses were not registered by registrar of 

companies in Kenya. 55 .6% said that their businesses were not registered, while 44.4% 

said that their businesses were registered. A similar finding was made by Waweru 

(2002), that 6 7 % of MSB surveyed did not have formal licenses and any registration 

certificates for their businesses. According to her survey 88% of micro enterprises had 

not registered their businesses sighting lack of information, and the notion that their 

businesses are too small and are only safe if kept out of sight of the authorities. 

Asked whether the premise on which the businesses were located was fixed or in open 

air, 48 .9% said that it was fixed, 47 .8% said that it was in open air, while 3 .3% said 

others. The term fixed was however misunderstood to mean whether the city council 

allocated them the areas. From the researcher 's observations, 100% of the premises 

were temporary structures and open air businesses located on government land 

allocated to the entrepreneurs. 

4.2 The Responses of M S E s to Available Opportunities. 

The researcher investigated on whether there were any opportunit ies that the 

respondents had identified in Kenya that would enable their business to grow. rl he 

majority of respondents, 53.3%, said that there were no opportunit ies identified, and 

only 46 .7% said that there were some opportunities identified. I lie respondents who 

said that there were opportunit ies they had identified in Kenya today were requested by 
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the researcher to state those opportunities. The opportunity mostly identified was in the 

financial sector. They acknowledge that there are currently very many financial 

institutions in Kenya who are ready to give them loans which are unsecured. Other 

opportunit ies listed were: marketing opportunities as the local market has not been fully 

exhausted; expanding and having storage facilities in various provinces in Kenyan as 

social environment is peaceful and encourages market expansion: Advert isements in 

the media; and Producing different kinds of products were listed as existing areas 

where they currently could identify opportunities for business growth. 

4.2.1 Strategic Responses 

Table 4.2.1 Strategic Responses to the Opportunities 

S t r a t e g i c R e s p o n s e s 
W e i g h t e d 
M e a n Std (lev 

My business plan goes beyond one year for any opportuni ty 1 take. 1.24 0.43 
In taking up an oppor tuni ty , my focus is to lower costs as much as possible. 1.34 0.48 
Pin ready to involve m o r e s taff if a new profi table opportuni ty occurs . 1.16 0.37 
I make my product fea tures d i f ferent for easier identif ication by customers . 1.28 0.45 
In dis tr ibut ing my products , 1 focus on a small portion of the market 1.46 0.5 
I moni tor the market movemen t s in products demand before making any 
products. 1.24 0.43 
I 'm ready to involve casual s taf f to fill any inadequacies in m a n p o w e r during 
peak t imes. 1.2 0.46 
1 can give up a bus iness unit that does not per form well to take up a 
promising oppor tuni ty . 1.2 ).4 
1 focus on mak ing my products unique in an identifiable market area. 1.24 >.43 
I a lways look for the cheapes t source of raw materials to be able to reduce 
costs. 1.57 0.5 
1 use very high qual i ty raw mater ials to reduce cus tomer compla in t s on 
quality. 1.36 0.48 

>.44 
1 can merge with my compet i to r to take up opportuni t ies for which have 
inadequate resources . 1.26 

0.48 

>.44 
1 promote my products to m a k e them well known to the cus tomers . 1.2 J.4 
My cus tomers ' compla in t s guide my correct ions on product quali ty. 1.22 0.42 
In taking up an oppor tuni ty my cus tomers guide my product design. 1.24 >.43 
My main a im in bus iness is to bo the best in long term 

1.26 ).44 
I am ready to involve exper ts in areas that I require advice 1.26 

1.28 
1 4 4 
>.45 G r a n d M e a n 

1.26 
1.28 

1 4 4 
>.45 

Source: Interview Data 

Respondents were asked to state to what extent they were using a number of strategies 

which were felt to indicate appropriate use of available opportunit ies in their business 

environment. This quest ionnaire was administered to all the entrepreneurs in the sample 

33 



population. Results were rated on a 5-point scale where 5= very great extent, 4= Great 

extent, 3= Moderate extent 2= very little extent and 1= not at all. The findings were 

presented in form of weighted means and standard deviations (Table 4.2.1). 

The Grand weighted mean of 1.28 in the table is a clear indication that the majority of 

MSEs do not respond appropriately to the available opportunit ies in the Kenyan 

business environment . In all the strategic items which would enable MSEs capture the 

opportunit ies in the environment, the results indicate that they use them only to a little 

extent. A mean of 5 points would mean full use of the strategy while a mean of I point 

indicate non-use of that strategy. 

Using the mean, I 'm ready to involve more staff if a new profitable opportunity occurs 

had the lowest mean of 1.16 which means that this strategy is the least used among 

MSE entrepreneurs to capture the available opportunit ies in the business environment. 

The most used strategy by entrepreneurs is cost reduction. I a lways look for the 

cheapest source of raw materials to be able to reduce costs had the highest mean of 

1.57, which means that a relatively higher number of the respondents used this factor. 

The other factors investigated had their mean raging from 1.2 to 1.46, which means that 

of respondents used these factors only to a lesser extent. 

4.2.2 Operational Responses 

The respondents were also asked to state what they tlo on day-to-day basis in response 

to the opportunit ies in their environment. The majori ty said that they always vary the 

unskilled labour depending on demand and the opportunity. Flexibility on unskilled 

labour was mentioned by 85% of the respondents. They also mentioned that since they 

lack storage space they look for suppliers who can deliver inputs without delaying the 

process. This is crucial t o^hem as any delays means wasted man-hours as the industry 

is highly labour intensive. To keep the manufacturing work going they however said 

that they normally keep some inventory. Investigation showed that such inventory can 

not last them longer than 1 week. Whenever an opportunity is identified the owner 

assigns duties depending on the urgency and priority of the opportunity. 75 % of 

respondents said that they respond by shift ing their labour force or self effort in line 

with the perceived value and priority of the opportunity. Most of manufactur ing work is 

done by hand and quality will depend on the individual employee. Other responses 
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mentioned include: subcontracting during high demand periods; sharing the opportunity 

with other members of the association working as a co-operative aimed at exploiting 

the particular opportunity and displaying the products in open air to attract customers. 

4.3 Factors Inf luencing the Responses to an Opportunity by M S E Entrepreneurs. 

4.3.1 Demographic Factors 

The researcher investigated the various factors that could influence the choice and 

responses to an opportunity by the entrepreneur, fab les 4.3.1 and 4.3.2 shows cross 

tabulations of gender and age with the responses obtained. These two items were felt by 

the researcher to have substantial influence on choice of response. It is evident from 

the results of Table 4.3.1 that majori ty of the respondents, both male and female, did 

not used the strategies to a great extent. Though there was a small disparity between 

male and female respondent interviewed of only 0.2 pints on the grand mean, there is 

clear indication that gender has some influence on the choice and tapping of an 

opportunity. Female entrepreneurs have higher mean than their male counterparts 

indicating they have higher strategic response to opportunities. Women arc thus more 

likely to benefi t f rom the environmental opportunit ies than men. The study has however 

found out that both men and women agree of certain aspects which are important in the 

MSB sector. These include pursuing low cost of production, focusing on their niches, 

and tai lor-making items to satisfy the range of customers they have to deal with. 
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Table 4.3.1 Cross Tabulation of Gender Vs Responses obtained 

Gender Difference 
Male Female 

Strategic Responses 
Weighted 
Mean score 

Weighled 
Mean 
score 

My business plan goes beyond one year for any opportuni ty 1 
take. 1.21 1.42 0.21 

In taking up an oppor tuni ty , my focus is to lower costs as much as 
possible. 1.10 1.48 0.38 

I ' m ready to involve more s taf f if a new prof i table opportuni ty 
occurs . 1.16 1.08 0.08 

I make my product features d i f ferent for easier identif icat ion by 
cus tomers . 1.42 1.06 0.36 

In dis t r ibut ing my products , 1 focus on a small portion of the 
market . 1.23 1.78 0.55 

I mon i to r the market m o v e m e n t s in products demand before 
mak ing any products 1.20 1.23 0.03 

I ' m ready to involve casual s taff to fill any inadequacies in 
manpower dur ing peak t imes. 1.20 1.71 0.51 

I can g ive up a bus iness unit that does not per form well to take up 
a p romis ing oppor tuni ty . 1.12 1.31 0.19 

I focus on mak ing my products un ique in an identif iable market 
area. 1.24 1.24 0 

I a lways look for the cheapes t source of raw materials to be able 
to reduce costs 1.56 1.58 0.02 

I use very high qual i ty raw materials to reduce cus tomer 
compla in t s on qual i ty . 1.21 1.65 0.44 

I can merge with my compet i tor to take up an opportuni ty for 
which have inadequate resources. 1.28 1.22 0.06 

1 p romote my products to make them well known to (lie 
cus tomers . 1.20 1.24 0.04 

My cus tomers ' compla in t s guide my correct ions on product 
quali ty. 1.21 1.20 0.01 

In taking up an oppor tuni ty my cus tomers guide my product 
design. 1.14 1.43 0.29 

My main aim in business is to be the best in long term. 1.23 1.29 0.06 

I am ready to involve exper ts in areas that I require advice. 1.26 1.26 0 

Grand Mean 1.2(1 1.40 0.20 

Source: Interview Data 
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T a b l e 4 . 3 . 2 C r o s s T a b u l a t i o n o f A g e V s R e s p o n s e s o b t a i n e d 

Weighted mean scores Dif ferences 
Below 40 
years 

Above 
40 years 

Strategic Responses 
My business plan goes beyond one year for any 
oppor tuni ty 1 take 1.72 1.02 0.7 
In taking up an opportuni ty , my focus is to lower 
costs as much as possible. 1.24 1.56 0.32 
I 'm ready to involve more s taf f if a new 
profi table oppor tuni ty occurs 1.12 1.18 0.06 
1 m a k e my product features d i f ferent for easier 
identif icat ion by cus tomers . 1.47 1.12 0.35 
In dis t r ibut ing my products , I focus on a small 
port ion of the market 1.46 1.47 0.01 

0.56 
1 moni tor the market movemen t s in products 
demand before mak ing any products 1.60 1.04 

1.20 

0.01 

0.56 
I 'm ready to involve casual s taff to fill any 
inadequacies in m a n p o w e r dur ing peak times. 1.20 

1.04 

1.20 0 
1 can g ive up a business unit that does not 
per form well to take up a promis ing opportuni ty 1.40 1.08 0.32 
1 focus on mak ing my products unique in an 
ident i f iable market area. 1.38 1.12 0.26 
1 a lways look for the cheapest source of raw 
materials to be able to reduce costs 1.57 1.57 0 
1 use very high quali ty raw mater ia ls to reduce 
cus tomer compla in t s on qual i ty 1.37 1.35 0.02 
1 can merge with my compet i to r to take up an 
opportuni ty for which have inadequate resources. 1.28 1.24 _ 0.01 

0 
1 promote my products to make them well known 
to the cus tomers . 1.20 1.20 

_ 0.01 

0 
My cus tomers ' compla in t s gu ide my correct ions 
on product qual i ty. 1.21 1.24 0.03 
In taking up an oppor tuni ty my cus tomers guide 
my product design 1.62 1.01 0.61 
My main a im in business is to be the best in long 
term 1.67 1.10 0.57 
I am ready to involve experts in areas that 1 
require advice 1.34 1.02 0.32 
Grand Mean 1.40 1.20 0.20 

Source: Interview Data 

T a b l e 4 . 3 . 2 a l s o s h o w s s o m e d i s p a r i t y i n t h e r e s p o n s e s o b t a i n e d f r o m t h e d i f f e r e n t a g e 

b r a c k e t s . M o s t o f t h e r e s p o n d e n t s w h o u s e d t h e a b o v e s t r a t e g i e s w e r e w i t h i n the a g e 

b e l o w 4 0 y e a r s . T h i s i s a n i n d i c a t i o n tha t a g e o f t he e n t r e p r e n e u r e f f e c t the c h o i c e a n d 

r e s p o n s e to a p a r t i c u l a r o p p o r t u n i t y . 
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4.3.2 Environmental Factors Analysis. 

Entrepreneurs were asked to state to what extent a number of factors affected their 

choice and responses to an opportunity in their business environment . Table 4.3.1 

analyses external factors while table 4.3.2 analyses f inding on internal factors. H i e 

responses were analysed using the mean and the standard deviations. 

' fab le 4.3.3 External Factors that Dictate the Choice and Responses to an Opportunity 

External Factors considered Weighted 
Mean 

Std 
dev 

Before taking up a bus iness I consider the financial resources avai lable 3.42 0.64 
0.78 'Hie compet i t ion exis t ing in the market dictates our choice of an opportuni ty 1.84 
0.64 
0.78 

My choice of an oppor tuni ty depends on its ability to last longer 2.22 1.04 
Desirable oppor tuni ty is one that has not been exploited by another 2.34 1.02 
The accessibi l i ty of the market de termines my choice of an opportuni ty 2.26 

2.60 

2.92 

1.10 
1.05 The gove rnmen t regulat ions dictates the attractiveness of an opportuni ty 

2.26 
2.60 

2.92 

1.10 
1.05 

The securi ty concerns in taking up an opportuni ty is an important considerat ion 
before mak ing a choice 

2.26 
2.60 

2.92 0 .92 
Before taking up an oppor tun i ty 1 consult an expert to do the analysis 1.26 0 .79 
1 can only take one bus iness at a t ime and not more 3.00 1.28 
Source: Interview Data 

Consideration of financial resources available had the highest weighted mean of 3.42, 

which means that the major i ty of respondents considered it to a very great extent when 

responding to an opportunity. Consult ing an expert for advice had the lowest weighted 

mean of 1.26 which means that the majority of respondents consider current knowledge 

in their environment as the list factor influencing their responses to opportunities. 

Other Environmental factors considered were: the competi t ion existing in the market, 

the oppor tuni ty ' s ability to last longer; opportunity has not been exploited by others; the 

accessibility of the market and the security concerns in taking up an opportunity are 

important considerat ion before making a choice, had their means raging from 1.84 and 

3, which means that the respondents consider them to some extent. The government 

regulations and the number of opportunities available had their mean as 2.6 and 3 

respectively, meaning that the respondents were neutral on these factors dictating the 

choice of an opportunity. Other factors considered to af fec t choice of opportunity are 

cash flows, strict regulations, and lack of expansion space. 
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T a b l e 4 . 3 . 4 In te rna l F a c t o r s A n a l y s i s 

Internal Factors Considered Weigh ted 
IMean Sid dev 

We can respond very quickly to an opportunity because no hierarchy in 
decision making 3.31 1.71 
We can give good cus tomer care since we have plenty of t ime to devote to 
customers 1.68 0.62 
Our products have strong position in the market 1.48 1.03 
Before we take up a business, we consider the cost implications 1.96 

2! 28 
0.86 
1.21 We take any business that o f fe r profits, even if we don ' t do it ourselves 

1.96 
2! 28 

0.86 
1.21 

We can obtain enough manpower to take up any additional work 2.20 0.90 

1.43 
We consider the prospects of the market before making a decision to take 
up an opportunity 2.98 

0.90 

1.43 
Source: Interview Data 

U s i n g t h e m e a n the r e s e a r c h e r f o u n d ou t that we can r e s p o n d ve ry q u i c k l y t o an 

o p p o r t u n i t y b e c a u s e n o h i e r a r c h y i n d e c i s i o n m a k i n g had the h ighes t w e i g h t e d m e a n o f 

3 .31 m e a n i n g tha t the m a j o r i t y o f r e s p o n d e n t s c o n s i d e r e d th is fac to r to a very grea t 

ex ten t , w h i l e o u r p r o d u c t s h a v e s t r o n g pos i t ion in the m a r k e t had the lowes t m e a n o f 

2 . 4 8 w h i c h m e a n s tha t the m a j o r i t y o f r e s p o n d e n t s c o n s i d e r e d this t o a lesser ex ten t . 

B a s i n g on th i s i n f o r m a t i o n , i t w a s c lear that the r e s p o n d e n t s c o n s i d e r e d all the o the r 

f ac to r s t o s o m e e x t e n t a s t h e m e a n s f o r all the f ac to r s w a s less than 2 .5 . 

4.4 Support P r o g r a m m e s needed by M S E s for Appropriate Responses 

T h e s u p p o r t p r o g r a m s tha t w e r e f o u n d t o i nc rease the r e s p o n d e n t s ' t ake u p o f the 

o p p o r t u n i t i e s w e r e ; m a r k e t i n g p r o g r a m s , w h e r e they sa id tha t s i n c e they h a v e l imi ted 

t i m e to p e r f o r m p r o p e r m a r k e t i n g ; th i s s u p p o r t i s n e e d i f the i r b u s i n e s s e s m u s t g r o w . 

T h e s a m e m a r k e t i n g s u p p o r t i s r equ i r ed f o r t a k i n g the i r p r o d u c t s t o in te rna t iona l 

m a r k e t s s u c h a s n e i g h b o u r i n g na t i ons . T h i s fac to r w a s m e n t i o n e d b y a l m o s t all the 

r e s p o n d e n t s . A n o t h e r f ac to r that f e a t u r e d p r o m i n e n t l y w a s f inanc ia l a s s i s t a n c e f r o m 

d o n o r s t o l end t h e m m o n e y wi th a f f o r d a b l e s t ruc tu res . T h e y said that a l t h o u g h the re a re 

a lot of f i n a n c i a l i n s t i t u t i ons r e a d y to lend t h e m m o n e y the i r in teres t ra tes a r e slill h igh 

e spec i a l l y i f o n e i s i n v e s t i n g in a n e w o p p o r t u n i t y . T h e y t h i n k the K e n y a n g o v e r n m e n t 

shou ld i n t r o d u c e J u a Kal i d e v e l o p m e n t fund l ike C D F o r Y o u t h F u n d s . E d u c a t i o n t o 

the e n t r e p r e n e u r s w a s still fel t t o be an i m p o r t a n t n e e d . They n e e d e d u c a t i o n s u p p o r t on 

the j o b w h e r e t hey d o n ' t h a v e t o l eave the i r w o r k - p l a c e t o go t o the c l a s s r o o m s ince 

m a n y o f t h e m w o r k al l t he t i m e . 
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CHAPTER I IVE: SUMMARY, DISCUSSIONS AND 

CONCLUSIONS: 

5.1 Discussions and Conclusions 

The summary discussions and conclusions in lliis section were guided by the objective 

of the study, which was to determine the responses of Micro and Small Enterprises in 

Gikomba Jua kali to the Business opportunities in Kenya. 

From the study it was established that there is strategic thought in the minds of MSI 

entrepreneurs whenever an opportunity has been identified. I he analysis and findings 

have shown that they have some form of vision as to where they want the business to be 

in future. Though not written, the vision guides the entrepreneurs in responding to an 

opportunity. They were found to perform environmental analysis whenever they 

identify the opportuni ty. This is normally done informally and not put in a business 

document paper. Many of them explained that they lust look around before going for 

an opportunity. Th is is in line with a report done in Nairobi by Okanda (2005) who 

identified unwrit ten strategic planning among MSEs. 

5.1.1 Responses to Opportunit ies 

The responses were presented in form of percentages, weighted means, standaid 

deviations and cross tabulations (Table 4.2. \). From the analysis and Findings MSI ; do 

not respond appropriately to the available- oppoituni t ies in the Kenyan business 

environment . The grand weighted mean of only 1.28 against a maximum Of 5.00 (in-

appropriate responses (Fable 4.2.1) is a clear indication of this fact. Since 53.3% of 

entrepreneurs indicated that Ihey were not aware of the oppoitunit ies, it can also be 

concluded that they are even less concerned about (he opportunit ies, or have not been 

exposed to the opportunit ies, lliis result comes at a t ime when the Kenya government . 

N G O s and private sectors have focused a lot of attention to the MSE sector (Republic 

of Kenya Sessional Papers No 2 of 1992, 1996, 2005). Ihe Sessional Paper No 2 of 

(1992) was meant to provide a policy f ramework for promoting Small Scale and Jua 

kali Enterprise development in Kenya. The sessional Paper No 2 of (.1996) which also 

a imed at industrial t ransformation to the year 2020 viewed Micro and Small I ntciprises 

as the starting point from which the government embarked on pioviding enabling 
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environment for MSEs to transform to large organization. Despite (lie two sessional 

papers the MSE sector was found not to graduate into medium and larger organizations. 

Though the government may not have met all the necessary policy structures that 

created 100% enabling environment , we all agree that certain aspects were addressed 

and opportunit ies became available for exploitation by MSEs. Some o f , t h e 

opportunit ies detailed in the introduction of this report include: improved infrastructure, 

peace and stability, increased lending by financial sector, improved literacy and 

technology support , market ing support in international markets etc. 

Apart f rom the opportunit ies by the government, continued changes in the social-

cultural environment has also brought other opportunities, f i n d i n g s by a Baseline 

Survey by CBS/ ICEG and K-REP (1999) showed that the MSB sector have not been 

responding well to the environment . When tiie Government published Sessional Paper 

No 2 (2005) the same problems of 1992 were repeated indicating that the sector did not 

move an inch to the right direction. Policy makers seem not to have realized (he 

stagnation in the sector and are going ahead repealing (lie same strategies of (992 in the 

2005 paper. 

The most used response strategy by MSEs to capture the available opportunit ies in their 

environment as indicated in the study is the flexibility approach, where Micro and 

Small Enterprises in responding to their environmental opportunit ies chose to minimize 

investment in machinery and rely on unskilled labour, which can be hired and fired at 

short notice. Some indicated that if they have to invest in technology the}' prefer a 

flexible one which can be used to do other jobs . I lie metal- works in Gikomba however 

is a labour intensive industry and entrepreneurs were not interested in buying 

machinery. This finding is in line with Flexibility Approach Theory that slates that 

MSEs use flexibility approach to survive in their environment (McCormick and 

Pedersen 1996). The study indicated that the response strategy to opportunit ies by 

MSEs of cost leadership approach is relatively more frequently used. A study done by 

Reid (1993) that showed that MSEs consider pricing least in their bid to capture growth 

opportunity; instead they go for increasing capacity first. They respond to high demand 

by first increasing over t ime to increase productivity. I his is then followed by increased 

capacity through recruitments, and then followed by lengthening of the older book, 

subcontracting, then increasing prices and finally buying other firms. I lowever in times 
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of reduced demand, small f irms will respond first by increasing sales efforts, followed 

by reducing overt ime, then reducing capacity, then effor ts to improve productivity then 

price cuts and finally reduce stockholding and working t ime (Reid 1993). Okanda ' s 

study of the strategies employed by micro and small enterprises in Kenya highlighted 

that some enterprises respond to opportunities through manipulat ion of stock and 

employees by establishing the peak periods or seasons and employ workers w ho can be 

fired during low seasons (Okanda 2005). 

The study also found out that Micro and Small Enterprises respond to opportunities by 

focusing on small portion of the market. Most of the enterprises studied were 

manufactur ing i tems meant to be sold in particular market niches not supplied by large 

organizations. For example, Gikomba Jua Kali MSEs have specialized in 

manufactur ing school metal boxes sold to school children only. Multinationals do not 

venture into this niche. An investigation by Reid (1993) also found out that many small 

enterprises survive by concentrat ing on niches left un- served by large organizations. 

Majori ty of respondents said that they focus on creating unique features in their 

products. The only draw-back to this strategy is the fact that most of their innovations 

were not secrcte, and immediately an entrepreneur comes up with a new innovation the 

rest will copy and make the same thing, lowering the benefits of such innovations. They 

also use innovations to imitate new entries into their market hence discouraging such 

competi t ive forces, as some said that they could look at a new product and try to make 

a similar one. This imitation strategy has worked for the Micro and Small I Enterprises in 

responding to the threat of competit ion f rom outside. 

Diversification did not appear to be very common among this particular MSE group, as 

many of them have been in (lies-same businesses since they begun. However many of 

them said that they can close up their businesses to invest in a different one that offer 

better opportunity for growth. Many firms that were opened and closed had their 

owners moving into other types of businesses rather than diversify. One of the reasons 

for this is that most manufactur ing MSEs arc labour dependence and involve a lot of 

supervision by the owner hence less time is left for another business. 
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Horizontal integration was used where two or more businesses come together to work 

as a single f i rm. The study found out that whenever there is a huge opportunity 

especially a market has been identified and an MSE entrepreneur does not have enough 

capacity to supply, they either sub-contract or jo in up with neighbors to supply that 

market . Many of thein responded that they have no problem joining up with a 

competi tor whenever an opportunity is available. This response was argued by 

McCormick and Pedersen (1996) to be a network approach where entrepreneurs 

network among themselves to achieve flexibility in capturing the opportunities in their 

environment . They also said they somet imes collaborate with major retail chains and 

supermarkets to display their materials and only gel paid when the item is bought. This 

upward collaboration strategy was found to be useful in introducing their products to 

new markets and even to neighboring countries where the supermarket has branches. 

Other responses to opportunit ies mentioned were: promotions, some advertising, 

product displays and export through retail chains to neighbouring countries. 

When responding to opportunit ies they are faced with the Porters five competi t ive 

forces (Porter 1998) which includes rivalry of current f i rms in the industry; threat of 

new entry; bargaining power of suppliers; bargaining power of buyers and potential 

appearance of substitute products. As a way of raising entry cost to new entrants MSEs 

invest in innovation and creativity where products are made with very many new 

designs, which also keep on changing day after day. They produce items with unique 

features which are designed as per customer demand. MSEs also defend their markets 

by networking with their customers and trying to give them tailor-made products. 

Since most M S E s are a one-man show, most responses are decided upon on need basis. 

5.1.2. Factors Inf luencing the Responses 

Several factors were found to^influence the consideration of an opportunity. These 

include demographic characteristics, where gender and age were found to be the most 

influencing factors. Younger entrepreneurs identified opportunit ies requiring long term 

plans though many of them responded also that they can close their current businesses 

if they had a better opportunity or better formal employment . In the study majori ty of 

younger entrepreneurs started businesses to supplement income (42.2%) and due to 

lack of employment (24%). Such entrepreneur ' s responses may be interrupted by a 

more motivat ing opportunity like a good job . Older people were more contented and 
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would rather cont inue in their current businesses. This f inding is in line with the 

National baseline survey by CBS/ ICEG and K-REP (1999) which found out that the 

major i ty of Kenyan Small and Micro Entrepreneurs who are of 16-45 years are more 

innovative than older entrepreneurs. The age of the entrepreneur indicated some degree 

of experience, degree of effort and strength which influence degree of response to an 

opportunity. Surprisingly women were found to be more strategic in their approach 

hence are more likely to benefi t from the opportunities than men. 

Level of educat ion of the entrepreneur was investigated as a factor influencing choice 

of opportunity. Almos t all entrepreneurs had some form of formal education. 

Entrepreneurs with higher level of education made more informed decisions in 

responding to the opportunit ies than those with lower level of education. The same was 

true for entrepreneurs with technical qualifications. The national Baseline Survey 

CBS/ ICEG and K - R E P (1999) however found out that responses to the government 

created opportunity of developing technical skills through technical training institutions 

was low, where only 2 5 % of MSE proprietors had received any form of technical 

training. The same f indings were echoed by K- Rep research paper series (1995) which 

indicated that only 2 6 % of MSE entrepreneurs had technical education. 

Entrepreneurial characteristics that were found to have influence on choice of an 

opportunity include Age of the business, number of employees, registration of and 

recognit ion of business by authorities. Gichira (1991) highlighted that the constant 

harassment of the sector operators was due to lack of recognition by authorities through 

formal registration and licensing. This ptit them in situation of uncertainty which in turn 

af fec t the choice of an opportunity. The MSE sector in Kenyan has been characterized 

by cont inuous harassment by law enforcers the reason being lack of culture of 

fol lowing the low. 

Environmental factors which were found to influence the choice and response to an 

opportunity can be grouped into two categories: External and Internal factors. Internal 

factors include: f inancial strength, skilled and unskilled labour, technical Know-how 

and new technology in line with that opportunity. The external factors considered were: 

compet i tor ' s actions, technological sophistication, compet ing forces in that particular 

market , infrastructure and accessibility to markets and supplies for the opportunity. 
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Government legislation and insecurity also came out as signilicant factors in the 

identification of an opportunity. 

Some strengths highlighted as inherent in MSE sector arc: the lack of hierarchy in 

decision making, flexibility in production processes, ability to have personal and good 

relationship with their customers and strong brand positions in their particular niches. 

When weakness analysis was done, they were found to be weak in financial capability 

to enable them respond appropriately to opportunit ies without fear of loss of money or 

business. They also appeared to suffer capacity problems especially on increased 

demand, though they said they are ready to join up with competi tors to take the 

opportunity as a means of capacity building. The lack of appropriate technology and 

skills also appeared to be their weak point in responding to available opportunities. 

5.2 Limitations of the Study 

During the study some limitations were encountered. These included lack of 

commi tment by the respondents as they say they were very busy. Gikomba Jua kali is 

also a very noisy place which made it difficult to have good communicat ion between 

the researcher and the entrepreneurs. These destructive noises together with lack ol 

commitment could make the respondents answer questions without giving it much 

thought. 

5.3 Recommendat ions for Further Research 

A similar study should be undertaken focussing on small and Micro In tc ip i ises in other 

areas apart from Gikomba market. The respondents should also be broadened to cover 

not only the metal workers but also other businesses that are can ied out in Kenya. I he 

study focussed 011 the Gikomba area, a similar study should be conducted in other 

market areas to obtain results for adequate comparison of the response and appropriate 

conclusion. Also research should be carried out to find out the factors that determine 

MSEs transformation from Micro to Small to Medium and then to Large organizations. 

5.4 Implicat ions for Policy and Practice 

A lot of ef for ts have been spent 011 supporting the MSE sector in terms of marketing 

programs, financial support, improved infrastructure and provision of enabling 

environment to facilitate growth. What (lie study found to be (lie major hindrance to 
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growth of this sector arc: ignorance; lack of strategy; lack of enlicpreneurial culture and 

conf idence of becoming larger. It is recommended that programmes be done to address 

the ent repreneur ' s managerial and technical skills development . There in need for 

sensitization on the need to seek information by the entrepreneurs to be able to cope 

with current global trends. T hough MSB entrepreneurs have some vision they need 

training on strategic management principles to enable them gain competi t ive advantage 

over competi tors f rom outside. A programme aimed at culture change to embrace 

entrepreneurship as a respectable profession, so that Kenyans can start becoming 

entrepreneurs rather than going to schools only to seek white collar jobs . 
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APPENDICES 

A P P E N D I X A: Q U E S T I O N A I R E . 

S E C T I O N A : E N T E R P R I S E P R O F I L E 

1. Gender of respondent 

2. Age 

3. What level of education did you attain ? ( t i ck one) 

1) Primary education 

2) Secondary education 

3) University education 

4) Did not go to school 

4. Af ter your formal education what other professional training have you? 

1) Apprent ice 

2) Polytechnic 

3) Dip loma 

4) University 

5) Non e 

5. When did you start this business 

6. How many employees do you have 

7. What was your reason for starting this business? ( t i ck one) 

1) Lack of formal employment 

2) To supplement my income 

3) To be my own boss 

4) Personal interest 

5) Other (specify) 

8. Is your business rcgisteied by register of companies? 

1. Yes 

2. N o 

9. Is the premise on which the business is located? 

1) Fixed 

2) Open air 

3) Other (specify) 

5 4 



S E C T I O N 13: R E S P O N S E S T R A T E G I E S TO O P P O R T U N I T I E S 

10. To what extent do you use each of the following Strategies to exploit the 
Business Opportunit ies in Kenya? 
Use a 5 - p o i n t scale where: l=Not at all, 2= Very little extent, 3=Moderate extent, 
4= Great extent and 5=Very great extent 

5 4 3 2 1 
Statements Very 

great 
extent 

Great 
extent 

Moderate 
extent 

Very 
little 
extent 

Not 
at 
all 

My business plans goes beyond one year for 
any opportunity I take 
In taking up an opportunity , my focus is to 
lower costs as much as possible 
1 am ready to involve more staff if a new 
profi table opportunity occurs. 
1 make my products features different for 
easer identification by customers. 
In distributing my products, 1 focus on a 
small portion of the market. 
I monitor the market movements in products 
demand before making my products. 
I am ready to involve casual staff to fill any 
inadequacies in manpower during peak 
times. 
I can give up a business unit that does not 
perform well to take up a promising 
opportunity. 
I focus on making my products unique in an 
identifiable market area. 
1 a lways look for the cheapest source of raw 
materials to be able to reduce costs. -
1 use very high quality raw materials to 
reduce customer complains on quality. 
I can merge with my competi tor to take up an 
opportunity for which I have inadequate 
resources. 
1 promote my products to make them well 
known to the customers. 
My cus tomers ' complaints guide my 
corrections on product quality. 
In taking up an opportunity my customers 
guide my product designs. 
My main aim in business is to be the best in 
the long term. 
I am ready to involve experts in areas that I 
require advice. 

5 5 



S E C T I O N C : F A C T O R S T H A I D I C T A T E T H E C H O I C E O F ' A N 
O P P O R T U N I T Y . 

11. To what extent is your choice of business opportunit ies in Kenya influenced bv 
each of the fol lowing factors? Use a 5-point scale where, 1= Not at all, 2= Very 
little extent, 3= Moderate extent, 4= Great extent, 5= Very Great extent 

Statements Very 
G rent 
extent 

Grea t 
extent 

M o d e r a t e 
extent 

Very little 
extent 

Not at all 

Before taking up a business I 
consider the financial resources 
available 
The competi t ion existing in the 
market dictate our choice of an 
opportunity 
My choice of an opportunity 
depends on its ability to last longer 
Desirable opportunity is one that 
has not been exploited by another 
The accessibili ty of the Market 
determines my choice of an 
opportunity 
The government regulations 
dictates the attractiveness of an 
opportunity 
The security concerns in taking up 
an opportunity is an important 
consideration before making a 
choice 
Before taking up an opportunity I 
consult an expert to do the analysis „ 
I can only take one business at a 
t ime and not more 

5 6 



S E C T I O N I): T H R E A T S 
11. Do you consider (he existing threats that a business opportunity may present 
before taking an opportunity? 

Yes ( ) 

No ( ) 
12. Show whether you agree or disagree with the fol lowing statements? 

Statements Agree Disagree 
My competi tors actions can threaten my business 
decisions 
The technological sophistication in an opportunity 
determines my choice of an opportunity 
When there is not enough cash Hows, 1 may not take up 
an opportunity 
I do not take up an opportunity with strict regulations 
I cannot take up an opportunity because of less space for 
future expansion 

S E C T I O N E: S T R E N G T H A N A L Y S I S 

13. Indicate your level of agreement with the following statements 

Statements Strongly 
Agree 

Agree Neutral Disagree Strongly 
Disagree 

We can respond very quickly to 
an opportunity because no 
hierarchy in decis ions making 
We can give good customer 
care since we have plenty of 
t ime to devote to customers 

-

Our products have strong 
position in the market 

Before we take up a business, 
we consider the cost 
implications 
We take any business that of fer 
profits, even if we don ' t do it 
ourselves 
We can obtain enough 
manpower to take up any 
additional work 
We consider the prospects of 
the market before making a 
decision to take up an 
opportunity 
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S E C T I O N F : I D E N T I F I E D O P P O R T U N I T I E S ANI) R E S P O N S E S . 

1. Is there any opportunity you have identified in Kenya that would enable your 

business to grow? 

1. Yes 

2. No 

2. If yes above, list the opportunit ies below? 

3. What are you doing on day-to-day basis in response to the above listed 

opportunit ies? 

4. What support programs do you suggest that can increase your take up of (he 

opportunit ies? 

5 8 
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